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PREFACE
 

Over the past decade a growing literature has developed which has
 
largely demolished the old, simplistic shibboleths of the rapacious middle
 
man and has gradually led to recognition of the basic problems of marketing
 
and the means to their solution. I am delighted that our USAID financed
 
research, first on problems of agricultural prices and then on problems of
 
income distribution, has facilitated some of the earliest and most perceptive 
studies in this area. 

Uma Lele's work, first published as Occasional Paper Nos. 12 and 37, 
and then in an expanded form as Food Grain Marketing In India, Private 
Performance and Public Policy, Cornell University Press, 1968, presented an 
original approach to analysis of the competitiveness of markets and the
 
role of nice policy in the agricultural sector. This approach was modified 
and adapted to the conditions of Bangladesh in a major empirical effort by 
M. 0. ;arruk and Dublished as Occasional Paper No. 31 and in a revised form 
as Cornell international Agricultural Development Bulletin No. 23 entitled 
The Structure and Pe.rformance of the Rice Marketing System in East Pakistan. 
Broadening these efforts to analysis of milk marketing is Ray Nightingale's 
work published as Oacasieo:al Paper No. 17, and in revised form as Cornell 
International Ag'ricultural Development Bulletin No. 15. entitled The 
Modurnization Decision in Indian Urban Fluid iMilk Marke.ts. 

Wint'ried Manig now provides us with a major analysis of grain marketing 
systems in Ethopi:a. The study grows from almost three years of residence 
in Baco/:ho'.t, Ethiopia, as a member of the Ethio-Germai Aricultural 
Research St alion. During this period, no4 only were substantial data 
collected with r'espect to intermarket and in!.-erseasonal rice differentials 
but a perspective was obtained as to how markets actually work, what the 
functional relationships are and what types of efficiency increasing 
changes may be practical. 

The findings of' this study are in many respects consistent with some 
of our earlier studies. But they also raise a number of interesting 
questions about the special problems of areas with only rudimentary trans­
port systems, substantial differeaces in size of farm and some tendency 
for bimodal. distribution in farm s;ize. While suggesting solutions to some 
of' the marke.ting problems, Mr. Manjig's work is also a fertile source for 
development of new research needs. 

Mr. Mamiig was able to reside with us as a Visiting Fellow, and to 
devote time to analysis of the data and development of its implications, 
on a fellowship provided by Deutsche Forschungsgemeinschaft, Bonn, Germany. 
We are pleased to have been able to modestly supplement this effort to 
pernit this publication ald for fruitful interaction with our on-going 
research efforts was made possible by Mr. Manig's prosence. 

John W. Mellor 

Ithaca, New York
 

November 21, 1972
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I. Introduction
 

It is generally believed that the marketing system for agricultural
 
commodities in developing countries is, in most cases, inefficient. The
 
view is largely based on a perception of extreme price fluctuations and
 
presumed exorbitant profits of merchants. It is a view rarely based on
 
reliable data. A rational and realistic develonment policy requires
 
data concerning the actual marketing conditions arid the reasons for
 
market imperfections. Only with this knowledge can the marketing
 
systems be improved or changed.
 

Based mainly on data for a specific region in Ethiopia, the
 
following study should be a further contribution toward a rational
 
discussion of the present marketing system for agricultural commodities
 
in developing countries.
 

Most of the farmers in Ethiopia are still producing at the subsis­
tence level. Further economic development requires that these farmers
 
participate in the complex economic process. Especially during the
 
process of transition from subsistence to marketing farming, the market
 
policy is of crucial importance. The agricultural sector must not only 
provide a growing population with food, but it is, in the beginnin'g of 
economic development, often the only source of capital formation both 
for its own development and for the development of other sectors as well. 
It is also the main supplier of a labor force for the oVerfall develop­
ment of the economy (19, p. 156). 

The population growth in Ethiopia joined by rapid increases in the
 
market-dependent urban population and the rise in production of agri­
cultural commodities for export has caused a relative lag in the pro­
duction of food, especially for the main cereal diets. Ethiopia exported
 
large quantities of cereals and pulses for several years after World War 
II (e.g. 1947/48 - 153,800 metric tons). Since then, exported quantities 
of cereals decreased rapidly, but pulses have risen. The low quality of
 
Ethiopian cereal and the falling world market prices caused, in addition 
to rising consumption, the decline in exports (27, p. 46). Inland prices 
of cereals finally surpassed the world market prices, and in recent times 
i'thiopia has had to import cereals. The actual imported quantity depends 
directly on the annual output of cereals in Ethiopia. For example, 
Ethiopia imported 51,500 metric tons in 1966 (5, 1969, p. 34); and in
 
1969, only 25,400 metric tons of cereal and cereal products (5,1970,
 
p. 91). A part of the imported cereal is shipped to rural areas.
 

Regional differences in production, in population density and demand
 
structure for food are large in Ethiopia, even over short distances.
 
There exist only rough estimates, both regionally and countrywide, of
 
the supply and demand for food. The demand for the main diet cereal is
 
in the short-run relatively price inelastic but with a high cross price 
elasticity within the group of cereals. The income elasticity for food
 
in Ethiopia was estimated at an average of about one, although there
 
are large differences between the urban and rural population (for more
 
details of the available data see 27, p. 35). These figures, given a
 
rise in per capita income, indicate an increase in demand for food as
 
well as for cereals. In order to become independent from further
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imports, the Ethiopian government has given great emphasis in its
 
development policy to increases in :ereal production. Within the
 

frame of that policy an effective marketing system is of great
 
importance.
 

The present marketing system of agricultural commodities will be
 
examined in this study with respect to the following questions:
 

1. 	What are the reasons for the present high price fluctuations?
 

2. 	Do the spatial price differences exceed the shipping costs?
 

3. 	Does the present marketing system enable the merchants to make
 

excessive profits?
 

This study is based on the weekly price series of different
 
markets in the Baco/Shoa region in Ethiopia and on the main demand
 
centers for that area, Addis Ababa and Gimbi in western Ethiopia.
 
Price series of cereals, red pepper (chilli) and noog (nigerseed) were
 
chosen because of their importance for the Baco area.
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II. Agricultural Structure of the Baco Area
 

1. Location
 

The town of Baco (Province Shoa),is located about 255 km. west of
 
the Ethiopian capital, Addis Ababa, and has approximately 4100 inhabi­
tants (5, 1970, p. 30). Baco is one of the more important markets in
 
the center of a larger agricultural area which lies in the zcne of mixed
 

agriculture in Ethiopia (Figure 1).
 

In the f'ollowing chapters, the term "Baco area" means a region of 
about 750 sq. kilometers which begins -*n Jaji (West Shoa) and extends
 
to Sire (Eastern Wollega along the all-weather road (Figure 2). The
 
altitude of this rather ecologically uniform reg-ion ranges from 1,600
 
to 2,000 meters above sea level (Woina Dega). The climate is mainly 
characterized by a rainy season, which normally occurs during the period 
of June to October, the rest of the year being dry and hot. The pre­
cipitation was 1.260 rm. in an eleven year average. The average an,.ual
 
temperature is 20.20 C. (114, p. 5). Crops are cultivated only in the
 
rainy season because of the lack of irrigation systems.
 

The all-weather road, linking Addis Ababa with Cevtral Woliega
 
(Gimbi), passes through the middle of the production area around Baco.
 
Parts of the highlands north of Baco are now accessible due to the build­
ing of two new all-weather roads, one between Baco and Jere, and the
 
other one going from Ghedo to Fincha-Dam (Figure 2). All other connec­
tions are restricted to pack animals or to trucks oi:ly in the dry season.
 

2. Agricultural Structure
 

A. Land Tenure System 

The Baco area, as in many other parts of Ethiopia, is characterized
 
by peasant agriculture with a large proportion being tenant farmers. 
The percentage of farmers using their own land in the Baco area is esti­
mated at 20 percent, the rest of the holdings are either partly owned/
 
rented or rented (Table 1 ). In both subprovinces (A rajas) in which
 
the Baco area is situated, the percent,::-e of owner-operators is signi­
ficantly higher. Land is rented from both small and large landowners.
 
Most of the smaller laiudowners and the tenant farmers have holdings of
 
about the same size and with the same capital endowment (17, p. 17).
 
The larger landowners do riot always live in the rural area (absentee).
 

In the Baco area there are two land tenure systems: Cash tenancy
 

and sn'.re cropping. About one-half of the tenant farms are rented under 
each system (Table 1). There also exists a variety of forms of share
 
cropping systems. The different share cropping systems are distinguished 
by the share of the production which the landowner obtains. The laindowner's 
share usually ranges between one fourth (Irbo Erash) and one-half 
(Ekol Erash). In the first case, the landowner leases only the land to 
the tenant, while in the second case the landowner, in addition, gives 
draught-oxen and seed. Twenty-five percent of all holdings in the Baco 
area are rented under Irbo Erash and 16 percent under Ekol Erash. In 
addition to the landowner's share tenanits often have to pay a part of the
 



Figure I. Agricultural Regions in Ethiopia 
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Figure 2. East Wollega Province in Ethiopia 
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TABLE 1. LAND TENURE IN THE BACO AREA, ETHIOPIA
 

Subprovince Percentage of Holdings 

(Awraja) Rented Owned Partly 
Area hare. Total Owned/ 

Uroping en~ Rented 

Subprovince
 
West-Shoa
 
(Jibat & Mecha) n.a. n.a. 56 32 12
 

Subprovince
 
East-Wollega
 
(Lekemte) n.a. n.a. 69 27 4
 

Baco Area 	 421 391 77 19 4
 

n. a. not 	available
 

1Partly rented under both systems.
 

Sources: 	 IEG, Central Statistical Office, Report on a Survey of Shoa
 
Province, Addis Ababa, 1966, (7).
 

-, Report on a Survey of Wollega Province, Addis Ababa,
 
1967, (6).
 

Kelber, E. and Awole Mella, Agricultural Survey of Baco
 
Area, Ethio-German Agricultural Research Station Baco/Shoa,
 
Ethiopia, 1970, (15).
 



land tax, a tithe to the church of 10 percent and other duties. Some
 
of them also have to work a certain number of days for the landowner. 
Therefore, the total share for the landlord is usually higher than the 
system indicates.
 

Due to the uncertainty of the length of the tenancy contract, (the
 
contract can be cancelled by the landowner at any time) the tenants
 
make no investments for land improvement or for installation of irrigation
 
systems. In reality, the contracts run for long periods and are often
 
transferred from one generation to the next.
 

B. Size of Holdings
 

The size of cultivated land per holding in the Baco area is between
 
1.5-2.5 ha. There are only minor difference- between owned and rented
 
holdings, but differences are large between both types of holdings in
 
•a total farm area. The farm area of small landowners range from 14 to
 

20 hectares and the tenants only rent that part which they are able to
 
cultivate. The noncultivated area of the land is grassland or open 
woodland. 

The reason for the equality of cult'.vated area per holding is the
 
limited capacity of draft power and labor force of the peasant farmers. 
The maxim:tl cultivated area under the )resent cropping pattern and farm­
ing system in for Gne pair of draft ox,_n per 2.5 ha. (17, p. 28). 
Most of the farmers have none or only one pair of draft oxen. 

C. Utilization of Land
 

14.1 percent of the total area in the western subprovince of Shoa
 
is cultivated land. The percentage in the eastern subprovince of Wollega
 
is only 3.2 percent. The remainder of the area is pasture or forest.
 

Farmers mainly cultivate ccreals and the oil crop, noog (Nigerseed-

Guizotia abyssinica) on the arable land. In both subprovinces about
 
80 percent of the cultivated area is planted with cereals, 30 percent of
 
this is maize and 10 percent is soiphun. In the baco area the culti­
vation of cereals is less important t ::ci in the iest of the area of the 
two subprovinces. Only 72 percent of.the cultivated area is planted 
with these crops, but 39 percent of it is usually planted with n:aize 

and 30 percent with teff. Twenty percent of the arable land is planted 
with noog, and 7 percent with red pepper (Capsicwn sp). Pulses are 
cultivated on a smaller scale for home consumption.
 

The cultivation of the oil crop, noog, is extremely extensive.
 
The land is only plowed, the seed is broadcasted and in due time the
 
crop is harvested. Noog has to be totally marketed because oil presses
 
are located only in larger towns. Due to Lhe heavy vegetative growth,
 
noog is able to keep down the weeds. Therefore noog is often a pre­
ceding crop for teff in order to minimize the weeding time. Teff is
 
used for preparing the national food "Ingera," a flat cake. Red 
pepper is one of the main cash crops in the Baco area and a great part
 
of the total Ethiopian production comes from here.
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D. Animal Husbandry 

Although Ethiopia has the highest livestock population in Africa,
 
the livestock procuction is very low (17, p. 49). Of the total
 
production in the agricultural sector of Ethiopia, $2,141 million in
 
1966, only about one-fourth was animal products. (Ministry of
 
Planning and Development, cited 29, p. 42). Due to the altitude, only
 
cattle and poultry are important in the Baco area. The main animal
 
husbandry regions are located in the higher elevations. As in most
 
of Ethiopia, farmers in the Baco region have different motivations for
 
keeping cattle, some of them objective, others subjective. The
 
number of cattle is in many parts of Ethiopia a status symbol.
 
Besides the size of own-d land, social status is determined mainly by
 
the number of cattle. Frcm the farmer's viewpoint, objective reasons
 
for cattle keeping are less important, although the whole farming
 
system depends on draft oxen. The production of milk and butter for
 
retail purposes is only irortant for a few farmcrs. On the other 
hand, beef production has no importance for most of the farmers 
because cattle are only slaughtered when they are oli or nc<d when 
the farmer needs a larger amount of money than normally earned. 
Therefore the Baco area provided the :.arket widh only a limited 
number of cattle. Ca.ttlie "'or the Baco area are Veliwe.ifrom higher 
altitudes north of Baco, and besides cattle a substant,1 nLmber::. of 
sheep for consumption come from the.ze higher regions. 

In the Baco region only 70 ceren. of' the farmers k:eep, cattle, 
with 30 percent of them having' mor, than 0, cattle Ier hioidiq1 
(15, p. 24). To have one pair of uraf , oxert available, i. farmer needs 
8-9 cattle (including oxen). This hi[;n numler needed for rep],.]cement 
of oxen is due to high calf losses, late maturity, etc. Therefore, 
most of the farmers have to buy oxen from the hitrher elevation areas 
because the average number of cattle per holding, of' those that keep 
cattle, is seven heads (17, p. 49). 
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III. Market Structure
 

1. Relative Importance of Marketing in the Baco Area
 

Due to the farming structure and the size of holdings, it is 

generally assumed that the peasant agriculture in Ethiopia is producing 

on the subsistence level, where the farmers only have limited contact 
with the munrket. The degree of market participation was studied for 
typical holdings in the Baco area. The measurement taken was the share 

of marketed uroduce from the total output on the farm (in value). 
Accordimn to the nn,asures used by the FAO there are three stages in the 
transition of suLsistence to commercial farming (12). 

1. Subsistence farmer (marketed share under 25 percent), 

2. Transition farmers (marketed share range between 25-50 percent), 

3. Market farmers (marketed share more than 50 percent). 

As Table ' shows, the total revenue of an owner-occupier with a 
cultivated area of two hectares is Eth. $231 per year. Out of this 
amirount Lbout 50 nercent is marl-eted. A tenant under Eol Erash (50:50 

- .sharing) has a total revenue before sharing of Eth. $208 per yea 
Unier tht- asnumption that the landowner sells his share for leasing 
the l and, the tenanl, 'n marketed Part of the produclion is nearly two­
thii rds. The di rectly marketed share of the tenant is es, nimaned to be 
only 15 perceit. Thal imited ,,art direct, sold by a tenant, influences 
his reaclions to chzulvue:, i,; mxrket prices. The different responses 
to market rw'i ce ch!uig: h!tve :t yet si gni fican, ly influenced the farming 
system of' a tenant, mai nly bcmiise of' the traditional behavior of the 
farmer:;. However, the lindcwer influences the kind of produce his 
tenants cultivate. 

During the calculation of' the total revenue and market pirticipa­
tion of farmers ii. the Baco ar<,: , only the value of the crop production 
was considor!'o. Only a few of the tenants who share the production 
with tI:.- lndowier own animals. Their incomes are too low to permit 
the nect .- sary savings needed for thi, ipu!-chase of anlimals. In most 
ca:co:; ownier-occupiers h:ve cat tic and poultry. Under the assumption 
thu the animal production of an owner-occuier is 25 percent, t.he 
1 ta.1 Production is about Eth. $308. The portion of anlimal products 

'rkted is less, ther-efore the figures shown in Table 2 give the 
upper limit. 

Summarizing the above, it can be stated that the high proportion 

of marketed production results from the existence of the all-weather 
road in the Baco area and therefore, in comparison to areas without 
road connections this region hAs excellent marketing conditions. 

Another reason depends on the cultivated crops. As shown in 'Fable 2, 

the following plants are cultivated in sequence of their percentage 

of* the total arable land: Maize, teff, noog and red pepper. Red 

pepper and noog are cash crops and are mainly or totally marketed. 

The farmers sell only their surplus of teff. Teff can be stored 

without. substantial losses, because the small hard grain (thousand 
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TABLE 2. MARKET PARTICIPATION OF PEASANT FARMERS
 
IN THE BACO AREA, ETHIOPIA
 

A. Basic data from which B. and C. are derived:
 

% of Total Yield in Farmer's 
Cultivated Quintal Price, 

Crop Land per ha. Eth.$/lookg. 

Maize 0 0 10.00 
Teff 30 5 22.00 
Noog 20 4 20.00 
Red Pepper 7 6 55.00 
Sorghum 3 7 15.00 

B. Gross Return in Eth. $ per Holding1 

Commodity Tenant (Ywner-Occupiev 

Maize 72.00 80.00 
Teff 59.50 66.00
 
Noog 29.00 32.00 
Red Pepper 41.50 46.50
 
Sorghum 6.0023
 
Animal Pro ducts .... 3 

Total 208.00 2,31. 00 

C. Degree of Market Participation (Percent of Sale)
 

''enant h 

Owner-OccupierShare for 
Commodity Landowner Sale oa I 

Maize 50 -- 50 
Teff 50 -- only surplus
 
Noog 50 50 100 
Red Pepper 50 ho 90 
Sorghum 50 -- --

Total 50 15 49 

1 Cultivated area per rented holding 1.8 ha., per owned holding 2.0 ha. 
2Sale of animals or animal product only when money is needed. 
3 Rented holding under share cropping system with almost no livestock. 
hShare cropper with 50 percent of total output to landowner (Ekol Erash). 

Source: Manig, W., Formen der landbewirtschaftung im Jiaco-Gebiet, Ethio-

German Agricultural Research Station Baco/Shoa, Ethiopia, 1972, 
(17).
 



corn weight is only 0.3 grams) cannot be destroyed by weevils, Besides,
 
the yields in the Baco area, with about 5 quintals per hectare, are so
 
low in comparison to the regions in higher altitudes, that farmers need
 
the produced quantity for their own consumption. In recent years in
 
the Baco area, teff is being replaced by sorghum, since a white colored
 
sorghum variety vas introduced by the Baco Research Station.
 

The marketing of' the greater proportion of maize is surprising 
because maize products are the main diet in the Laco s.rea. The reason 
for this is the high degree of storage loss due to weevils and rodents 
in addition to the necessity of paymeat of taxes, rents and the repayment 
of loans irmmrediately after harvest (?6, p. 113). Accordin:g to the 
in fo::iation obtained from many fnarmer.: in, the Baco areu the stora,_;e 
losses, especially maize, Cne 50-100 itn period 3of' r from percent a of 
to 5 mothls . Even thoug:h these f'i zureLs anpear to be e:agerated , 
investig-ations by the Ethio-German Agricultural Research Station, Baco, 
showed that .torave lo sses reach the lower numbers cited above. Farmers 
often have (,to repurchase maize or substitutes thrughout the year in 
snail quanti ties at a ,igherprice level (h, p. 60). 'Plis is economically 
reason able bulivi or on the part of' farmers because the losses can be 
higher than price differ'ences weighed by quantIities. Consequently the 
improvement of local storage facilities is one stoer t':w'!rd :i better 
market position for the farmers. 

The farmers of' the Baco area sell sorghum, other millets, beans, 
peas, spices, eggs, poultry and butter in small quantities .7 . addition 

to maize, tefi', noug :aid red pepper. Farmers are by no means only 
suppliers, they demand all of these products and imported comodities as 
well on the weekly open markets in each town or village. 

Both wheat and barley which are cultivated mainly in the higher 
elevations north of' Baco, are marketed in towns in the Baco area, 
esptcially in Baco itself. Lai-ger quantities are kwrt in the Laco area
and sold at retail on the onen :n'Kets. Part of the marketed wheat and 

barley are sold to the consumer mrkets is Addis Ababa and reimoorted 
to the Wcllcga province and sold in is::Jbi und part ly in Lekemte (14). 
In addition to the marketing chaniel s i. the haco area, surplus rroducts 
of the highlands are also transported ,; a newly built, all-weither 
road betueen Fincha-Dami and Ghedo te Adis Ababa :ind dimbL (see Figure 2). 
The flow of surplus commodities depends necessarily on roads which are 
usable throughout the year. Before the new connection between Fincha-Dam 
and Ghedo was built, larger quantities were shipped on a dry-weather 
road linking Baco with the highlands. Since the loss of this revenue, 
local administrators as well as wholesalers have forced the construction 
of a new all-weather road, the construction of which is already completed 
from Baco to Jere (see Figure 2). 

2. Market Channels of Agricultural Commodities 

An open market is held once weekly in all towns and villages in 
the Baco area. The market days in a certain region are distributed 
within a week so that retailers are able to visit a different market 
place each day. The farmer, or one of his household members, visits 
the nearest market once a week. Other market places rarely are visited 
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and then usually only for a special purpose. The regular visiting
 
of markets is an important part of the social life in rural areas in
 
Ethiopia and it is the source of news and information including the
 
latest market prices.
 

Farmers sell their produce mainly at the nearest market place on 
open market days to a rural wholesaler or one of his assemblers. It 
is also possible to sell commodities directly to the consumer in the 
farmyard as well -as on an open market or to an assembler or retailer 
who is located outside of town, but the quantities are limited. 

Cereals, noog end red pepper are sold mainly to rural wholesalers; 
vegetables, poultry and eggs are genertlly sold directly to the 
consumer on an open market day. All of the butter is regularly 
collected by assemblers, put into iron containers and ,sent to Addis Ababa. 

The towns and villages in the Baco) area ,.re located up to 15 km. 
apart. The direct distance from a f'r %yard uo tihe nearest market. place 
is not more than 8-10 km. or two hours wlkn. ic farm.'rds 'ire 
distributed all over the area and link.-d s.nly by t-...; t,,roads or to 
markets. The faras cannot be reacheui by avc U ' . o cases so 
that goods are carried by a far-mer or nis wif'e ,)ar Due to the 
lack of a good transportati on system the fan!,,-".-a!' 'l, o sell 
their rroducts i:.the :arest malrket t.!ac.. ' '"',,, .' sot fet 
their current price inf: rmati on before th.:' tr,, ,. although 
farmers are well informed about prices i. , . ' Th': information 
is distributed )rally among farmer:%, b' ii;f oni, i h I:erforrnance 

. fJ' i'of past prices. As hs bee: s.ow:i, , :; 'uatloa c,. Is very 
high from week to week. Past pric,' and 1 ob rio,- i )t0at. are 
the prime factors in thu f!r)er'Tsc in s(.--, the'y mu.:'. sell if' 
they have carried their products . in a :'w c' ca:sa-; iotJs 
the farmer have the possibility of sor ill- his I'urc.; wi th friends 
in town for later ,sale. Trans:;ur ing the produc,.: bac f the farmriyard 
is so that seldom ua:peli. With few :exet i V'imersdifficult it an, 
have to sell their products iamm 'i±ly after arrival at the market 
because of lack of time. The far,er or his wife arriv, on !0 market, 
day between 11 a.m. and 1 p.m. ani nave to wa'.k backin %he afternoon 
and therefore they are riot able to.Lt ,) to sel in s-mall quantities 
directly to the consumer (26, p. 128). 

As will be explained later, prices do not vary between the 

beginning od the end of an open market day (4, p. 61), but between 
market places there exists, in a short-run period, large price 
differences (see Chapter IV). Only cultivators with larger holdings 
have the traosportation facilities and the quantities to take advantage 
of these differences. Sometimes they hire pack donkeys for a rate of' 

Eth. $1 per day. But the large number of farmers with their small 
supplies do not ship their goods to the places with the higher prices, 
although they are often well aware of' the diff'erences. 

A forward-sale of agricultural products rarely takes place in the 
Baco area. Such a sale usually resul.ts from receiving a loan from a 
trader. Usually farmers borrow money in small amounts from friends 
or middle size landowners. The SRI team mentioned a case of a forward­

sale from the Baco area, where a farmer sold hi:; maize in advance 

http:resul.ts
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(27, p. 83). According to that source, the forward-sale price of maize 
was Eth. $5 per quintal. After the harvest the price rose to Eth. $6
 
per 100 kg.; that is an interest rate of 20 percent in three months.
 

A substantial part of the farmers' marketed surplus is retailed to
 
the rural consumer in the Baco region. The large proportion of
 
agricultural commodities remaining in the Baco area is due to the high
 
number of partly (like farmers) or totally market dependent people
 
who live in the rural areas. There are no data about the market dependent
 
population and their demand behavior available for either the whole of
 
Ethiopia or sections of it. Some estimations, done by the Stanford
 
Research Institute for 1966 (27, p. 25), and actualized for 1970 by
 
the International Bank of Reconstruction and Development, give a rough
 
performance. Out of the estimated total population of'Ethiopia of' about
 
24.7 million in 1970, 19 percent were market dependent; ). perc_ .nt living
 
in both cities, Addis Ababa and Asmara. Five percent li ,ed in other
 
urban centers and the remaining 10 percent lived in rural regions. The
 
distribution indicates large differences between regions. By taking some
 
of the results of the Stanford Research Institute intu account (27, p.
 
70), it is estimated for the Baco area that 70 percent of thE farmers'
 
maize supply is sold to rural wholesalers, 15 percent to retz.ilers and
 
15 percent directly to consumers. The rural wholesalers sell about
 
half of it to local retailers and half of it (or about 35 percent of
 
the total supply) is shipped to consumer centers in Addis Ababa ,and 
Gimbi and with less frequency to Lekemte. Large quantities of wheat 
and barley from marketed surplus of the highlands remain in the Baco area 
for local consumption. Agricultural products are transported and sold 
in Addis Ababa or Gimbi after a certain period of storage in rural areas, 
dependent on price constellations and storage facilities. The cereals 
are sold to wholesalers in the cities or directly to a flour mill 
(especialy wheat). The wholesalers sell the commodities to other whole­
salers, to mills or to retailers (see Figure 3). Flour and also grain 
is sold in shops or on open markets in consumer centers. Often a 
smaller quantity of grain i. rett'asported to the production area after 
a certain period of storage. 

Consumers in cities as well as in rural areas grind the grains in
 
small flour mills located throughout the Empire. These mills are
 
usually electrically, water or diesel engine driven (27, p. 58).
 

As previously mentioned, the consumer centers of Addis Ababa, Gimbi 
and to a degree, Lekemte are of the greatest importance for the pro­
duction area a-,oumd Baco.
 

Addis Ababa has a population of more than 800,000. All central
 
governmental agencies, import and export firms and a substantial part of
 
Ethiopian industries are located in or near the capital. Therefore
 
Addis Ababa is the most important and largest market in Ethiopia.
 

Gimbi is linked by an all-weather road with Addis Ababa. All
 
commodities from western Wollega are transported on dry-weather roads
 
to Gimbi and from there on the all-weather road to other destinations.
 
The broader Gimbi region is a coffee growing area and the coffee from
 
Gimbi is exported. Also all coffee produced in western Wollega has to
 



Figure 3. 	 Market Channels for Cereals in Western Ethiopia (Example 

Baco - Area) 
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be marketed in Gimbi. The farmers' activities in the Gimbi region are
 
completely focused on coffee production. Therefore food for the urban
 

centers and for the farmers has to be imported from other areas.
 
According to an estimation of the Ethiopian Grain Corporation in Gimbi,
 
about 30-ho percent of the total consumption of grains has to be imported,
 
mostly from Addis Ababa and the Baco area. A part of the imported wheat 
and cereal products from Addis Ababa orginates in foreign countries. The
 
economically active town has only a permanent population of 6,500 
inhabitants (5, 1969, p. 33; 8, p. 67). During the coffee harve3t which 
occurs from December until March the population of Gimbi, as well as Lhe 
rural area surrounding it, increases rapidly due to seasonal laborers (18). 

The provincial capital of Wollega, Lekemte, has a population of
 
13,000 inhabitants (5, 1970), and all provincial governmental agencies
 
are located there. Food is supplied mainly by farmers in the surrounding
 
area and only partially from the Baco area.
 

3. Storage and Transportation
 

A well established system of storage and transpcrtation facilities
 
is necessary in order to minimize the price differences within seasons
 
and between producer and consumer areas. As long as the storage and
 
transportation system is not efficient, spatial and seasonal prices
 
will differ proportionately more, given the supply and demand structure
 
in Ethiopia.
 

The storage facilitie for cereals, pulses and oilseeds in Ethiopia
 
are generally inefficient in towns as well as on farms ('8, p. 172).
 
Only the Ethiopian Grain Corporation has moderr. silos on a large scale
 
in cities like Adis Ababa and imbi. The Ethiopian Grain Corporation
 
has a 1,000 ietric tons bulk storage unit in Gimbi with 50 metric tons
 
sack storage capacity (27, p. 95). These silos aire often empty (h, p. 6 7).
 
Traders, both in production and consumer areas, store train in sacks or
 
in bulk in locally constructed houses. The grain is partially fumigated.
 
This method of' storage creates higlh losses be'cause of weevils, rodents,
 
moisture, fungi and bacteria.
 

Farmers store their grain in large baskets with a capacity of up to
 
20 quintals. These baskets are covered with a mixture of soil, teff­
straw aid cattle manure (chicka) and covered with a roof made of grass.
 
Air ventilation is very good, and the high rate of loss is caused mainly 
by weevils and rats (see Chapter 11I,l). With due consideration given
 
to the problems, the storage losses could be decreased to 3 percent per
 
annum without the use of chemicals (lh).
 

Due to the high storage losses and unpredictable price fluctuations, 
farmers and traders have to carry a high risk when they store cereals.
 
In addition, a substantial part of the marketed grain is bought by
 
traders with borrowed money. According to the report of the Stanford
 
Research Institute (27, p. 79) more than one-half of the operating
 
capital of the largo traders is borrowed from banks. It was estimated
 
that more than 25 percent of the demand for cereals and pulses in the
 
larger consumer centers in Ethiopia is usually financed on credit. The
 
Commercial Bank of Ethiopia (CBE) with its branches in all important
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towns lends money at an interest rate of between 7.5 and 10 percent.
 
In adlition, the bank holds title to the stored goods and requires
 
a security of about 200 percent on the credit granted. In 1971,
 
20.7 percent of the total credit of Eth. $450 million was given by
 
the Commercial Bank of Ethiopia S. C., for financing local traders
 
(3, Special Issues, Oct./Nov. 1972, p. 45). Lack of operating
 
capital and the necessity to obtain credit from the banking system
 
forces the traders to energetically bargain in order to minimize the
 
purchase prices with resulting severe price fluctuations.
 

If the bagged cereals were stored in the most advantageous manner
 
in locally constructed warehouses storage costs (including losses)
 
of Eth. $o.44 - 0.53 per quintal per month are estimated for maize with
 
higher costs on other grains due to their higher value. Fumigation
 
does not increase the cost proportionately. There are only costs of
 
Eth. $0.40 - 0.54 per quintal per month on maize with fumigation
 
which minimizes the risk of losses (see Table 3). The costs for bulk
 
storage lie in the same range as sack storage, because the capital
 
costs for buildings and the losses are higher, but sacks are not
 
necessary.
 

Agricultural commodities are generally transported over long
 
istances in Ethiopia by truck. Only imported and exported goods
 
are shipped by rail between Addis Ataba and Djibouti or sent by air­
freight. Ethiopia has an all-weather road network of about 7.000 km.
 
(5) and an estimated dry-weather road system of the sane length. The 
Baco area is well liaked by an all-weather road with all of the 
important consumer centers (see Table 4) and therefore has relatively 
low transportation costs (Table 5). 

Most trucking concerns in Ethiopia own one or twoj t.rucks. Only 
a few trading enterprises own a larger truck fleet. by taking into 
considerati on the present road network and the absence of monopoly, 
the thiopian trucking system. operates efficiently (see also Imperial 
Highway Authority, cited by 27, p. 85). 

The freight costs for hauling grain between Addis Ababa and 
Gimbi or from towns located on the road to Girybi ranges from Eth. 
$0.06 to $0.11 per metric 'r.on per kilometer dependent upon absolute 
distance, season, destination aid upon an obtained back-haul. 
During coffee season, from December until March, the freight tariffs 
are generally higher, because truck owners prefer the lucrative coffee 
transport. The coffee harvest falls in the dry season when many 
goods are hauled on dry-weather roads causing a shortage of trans­
portation facilities and a subsequent rise in freight rates. 
Commodities are moved in both directions between Addis Ababa ind
 
Gimbi. Food is transported from Addis Ababa or the Baco area to 
Gimbi with coffee transported on the return trip. The transportation 
tariffs from Addis Ababa to Gimbi are lower in the coffee season than 
from Gimbi to Addis Ababa.
 

The hauling tariffs on dry-weather roads are much higher than 
on all-weather roads (27, p. 87).
 

Under competitive conditions the costs for assembling, transporting
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TABLE 3. ESTIMATED STORAGE COSTS PER MONTH
 

AND PER QUINTAL FOR CEREAL 

Items Eth. $/100 kg.
 

Capital costs and maintenance 
Investment - Eth. $750 - 1.500 

0.05 - 0.10 

Capacity - 50 tons 
Storage period - 6 months 
Depreciation - 10% per annum 
Interest - 8% per annum 
Maintenance - 2% per annum 

Sacks (Eth. $1.50 each, used 

2-3 times) 0.08 - 0.12 

Fumigation 0.05 - 0.10 

Investment on grain (10% per annum 
on grain valued at Eth. $15.00/q.) 0.131 

Wage for a guard (Eth. $25.00/month) 0.05
 

Sun 

0.36 - 0.50 

Storage losses (3% per annum on Eth. 

$15.00/25.oo/4o.oo per q.) 0.04/0.06/0.10 

Storage losses (10% per annum on Eth.
 

$15.00/25.oo/40.oo per q.) 0.13/0.21/0.33 

Source: Interviews with traders.
 

http:0.13/0.21/0.33
http:15.00/25.oo/40.oo
http:0.04/0.06/0.10
http:15.00/25.oo/4o.oo
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TABLE 4. DISTANCES BETWEEN SELECTED MARKETS IN 
WESTETN ETHIOPIA (in km.) 

Addis Ababa 200 
Ghedo 

247 
47 

Sheboka 

255 
55 
8 

Baco 

285 
85 
38 
30 

Sire 

340 
iho 
93 
85 
55 

Lekemte 

460 
260 
213 

205 
175 
120 

Gimbi 

TABLE 5. TRANSPORT TARIFFS ON THE ALL-WEATHER ROAD 
ADDIS ABABA - GI14BI 

From 	 To Eth. $/q. Eth. $ per ton-km 

Addis Ababa 	 Lekemte1 2.00 bis 3.00 0.06 - 0.09 
Gimbi 2.75 bis 5.00 0.06 - 0.11 

Baco 	 Addis Ababa 2.00 bis 2.50 0.08 - 0.0 
Gimbi 1.50 bis 1.80 0.07 - 0.09 

1Tariff, given by the Imperial Highway Authority, is only Eth. 
$1.50/q. (4.5 cents per ton - km.). 

Sources: IEG, Statistical Abstracts, (5).
 

SRI, Ethiopian Agro-Industrial Sector Study, Report No. 16, 
p. 84 and p. 253, (27). 

Manig, W., "Kaffeemarkt in Gimbi/Aethiopien." Ethio-German
 
Agricultural Research Station Baco/Shoa, Ethiopia, (Mimeo),
 
(18).
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and storing are not higher than shown in Table 6. Spatial price
 
differentials and seasonal price increases would remain within that
 
range. If the assembler is trading for his own enter-rise, his profit
 
tends, under full competition, towards zero. If the assembler is an 
agent for a wholesaler, he will obtain a commission of Eth. $0.P0 -
0.30 per quintal. 

In chapter IV, 2 and 3, regional price differences and price 
fluctuations over time in Ethiopia are compared with costs in crier 
to examine the competitiveness of the grain market in the Baco area. 

4. Structure of Oren Markets
 

As was mentioned earlier, 19 percent of the total Ethiopian 
population was market A-eden fr fDcid in 1970, but only1,9.h percent 
of the population live! In towns with a population of more than 2,000 
inhabitants. in both 'ovi'ces, Shoa and Wolleca, 20.8 and 4.1 percent 
respe'ivel] )f 0- . El.iorinn ulation lived in towns (5).total 1 
ALmos" all of 'he narke: Prc'dent ropuiat-on in urban and rural areas 
and also :'rmt .rs T-:;se Aci ood and other items predcminantiy inc 
weekly oe .makely.
-


7pen ,ark, days are ,icsigne: within a region over the week (see 

Table 7). Ret ±U ire r-sent nn each market place. They transport 
their roods be:twe'en .'Kes y pack-donkey, bus or by the trader himself. 
The open :ark- '" ,-':i:sualLy ',wre: :1 and 12 a.m. The peak of 
marke" bus nes -,wurn between - ana . .:.. At 5 P.m. !he :,rke­
business iP f'inisnod. 

Every reulaly at ndi:>- :'e aiier has his place in the market. 

All c:ra.odities C e, , market by a ret'i.vr are shown on 
bast !nats or in en ,a'ks : -:tereste" reorle. A-.'i'ultural produce 
is trade only in :v-me , hn" ":":v:; is tloien i. nsiderazion 
on the retail ,e. iasse.-, i' ad conti.nero W.Je from a certain 
type :' squash use Ia:.:",...... In m3ost of the :'arkets1s5! a 

glass with a volume r 33O com. t.ounded' is in use although other 
containers with diffe.rent voluri:, ar- %!so uwod. Retailers only in 

i
Cimbi measure goods in a larer 0 .i nna::t nr. The retail salecone 

prices are quoted either in number _C containers per one Ethiopian 
dollar or in Ethi opian cents per container. Usually, traders are 
inclined to use rounded-oW'f figures. Due to these methods of 
measuring, prices per 100 kg. can be changed only in larger steps, 
because the number of containers per one Ethiopian dollar has to be 
changed. Steps of price changes increase with enlarcing the size of 
containers. For example, when the price of any commodity is set at ten 
containers per one dollar, change is only possible in increments of 10 
percent. If container sine is doubled and the price remains at the 
swmie level, or in other words, the price is set at only five containers 
per one dollar, price changes are made at an increment of 20 percent. 
This method results in keepin, prices constant for as long as possible. 

Other measurements are also common for products other than grain.
 
Onions, garlic, potatoes and red peppers are traded at the retail
 
level in small heaps for ten Ethiopian cents each. The size of the
 
heap changes often according to the market situation.
 

http:ret'i.vr
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TABLE 6. COSTS OF ASSEMBLINGI , TRANSPORTATION AND STORAGE
 
OF GRAINS IN ETHIOPIA
 

Eth. $/100 kg.
 

1. 	Assembling, storage and selling in the
 
Bco area 
a. 	 Buying costs (weighing, filling sacks) 0.20 
b. 	Handling costs in store 0.10 
c. Selling costs 0.20 

Sum a - c 0.50 
d. 	 Storage costs (losses 10 percent per anum, 

grain price Eth. $15.00/q.) per month o.49 - 0.63 

2. 	Assembling in the Baco area, storafge in Aldis Ababa 
a. 	 Buying costs in oaco 0.20 
b. 	Costs of sacks 2 (value Eth. .J1.50, 30 4 imes use 

for transrortation) -.05 
c. 	Loading in Baco 0.10 
d. 	 Transport .osts Baco - Addis Ababa 2.50 
e. 	Unloadin- at store in Addis Ababa 0.10 
f. Sellini costs in Addis Ababa 0.20 

Sum a - f 3.15 
g. 	 Storage costs (losses 3 percent !er innun, 

grain value Eth. .1l5.00/q.) ner month 0.40 - 0.54 

3. 	 Assembling in the Laco ,jrta, storat-e in Gimbi 
a,b,c,e,f like example 2 0.65 
d. 	 Transport cost Baco - iri1.80 

Sum a - f 775 
g. 	Storage costs (like example 2) 0.40 - 0.54 

4. 	 Buying in Addis Ababa and transportation to Gimbi 
a. Buying costs in Addis Ababa 0.10 
b,c,e,f like example 2 0.45 

d. Transport costs Addis Ababa - Gimbi 1.00 
Sum a - f T.55 

1Only direct assembling costs of rural wholesaler. Farmers bring the
 
commodities to the store of the trader. Without cleaning costs.
 

Assumed, that rural traders use their own sacks for transpor'tation. 

Source: Tables 3 and 5. 

2 



21 

TABLE 7. WEEKLY OPEN MARKET DAYS IN THE BACO AREA
 

Market 
 Day
 

Jaji 
 Friday, (Wednesday)l
 
'±ibbc 
 Thursday

Sheboka 
 Monday
 
Baco Tuesday and Friday
 
Ano 
 Thursday

Si re 
 Saturday
 
jio.re 
 Monday
 
Addis Ababa 
 Daily

Lekemte 
 Thursday and (daily)

Gimbi 
 Saturday and (daily)
 

IThe day indicated within brackets denotes a less 
important market.
 

Tjhe trnsac' i on taukp P'tace after a period of barai.in,-, during

which prices cw be a,.' aced only slichtly downward by adding 
 a fistful
 
of grain or oth.r p ,i-e.
 

bartern; no .lir exi.to.n open markets in the Baco area as it
 
does in some of the otntr nc-ion of Ethiopia. All purchases and sales
 
are done with the o :'fi'! c ::'ency, whi ch is als- h. measurement of
 
valu. . Besi ej; inti o:.irlmi as % measure, money is aLso 
 used for savings
in the short t.m'. St.A muuou:;, of money are sived until a certain 
target iU r,achuo . i tHere is , s[ ect wavxinas, the money is later
 
exchanged for cat! le , r land. In other wnrds, long term investments are
 
in cattle or land, but not in currency.
 

As ani exauiplt i' he structu'e cfIi unen market, the main market.
 
in the provincial capi t i -" Wollega, lekemte, 
 should be examined (see

Figure 4). 
 nthur markets are similar, aLthough generally on a smaller 
scale.
 

The open market, on Thursi'y of ever week, takes place in an area
 
100 m. long by about 50 m. wide. locally constructed one or two floor
 
houses, with a veranda, are situated around the site. 
 These houses are

built from eucalyptus sticks. The walls are covered with a mixture of' 
soil, straw anid cattl,_ manure and the roofs are made from corregated
iron. 
 Most of the buildings have an electrical connection. The buildings
contain retail shops, bars, and oil mills and the wholesalers' stores. 
Most of the houses also have living areas. 

The market place can be reached on three earthern roads. Also the
 
market area itself is only earth without any cover or preparation.
 

http:barai.in


Figure 4. Structure of the Open Market in Lekemte, Ethiopia 	 W 
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Each group of commodities has a certain selling place along the 
pathways. Agricultural products, like cereals and pulses, are located
 
on the upper northern part of the area, whereas handwoven and manufactured 
cloth, cotton and potteryware items are sold on the lower part of the
 
area (see Figure 4). Some highly valued agricultural commodities and
 
other products are offered under a shelter. Open market days are held
 
during both dry and rainy seasons. Commodities are only covered slightly
 
while it is raining, and after the rain the market place is like a mud
 
hole. Sanitary and disposal installations are lacking resulting in low
 
quality hygenic conditions for food marketing.
 

Retailers on the weekly open markets have to pay a monthly tax to
 
the municipality where the market is located. The payable amount depends
 
upon the size of the occupied space and the value of the offered goods.
 
The tax collector assigns subjective monthly payments to each trader in
 
one of the tax brackets of Eth. $0.20; 0.25; 0.50; 0.75; and 1.00. The
 
number of retailers on the market can easily be ascertained based on the
 
payment o-f this tax. But besides these commercial retailers, farmers 
or their wives also occasionally offer their products on the retail 
market without payment of the tax to the municipality. Some farmers 
sell their homemade products, such as mats, sacks, pottery and woven 
work, iron tools and jewelry on the open market, although comparable 
manufactured goods of this kind are also offered by commercial retailers. 

As an example of % mediu size open market, Table 8 shows the number 
of' retailers and the monthly aLount of tax at the market in Baco, where 
data are available. Thu. tnble shows, for the period from July 1970 until 
April 1971, that the number of retailers on these two markets in Baco 
increased rapidly with the beginning of the harvest time in October. In 
the harvest period large quantities of agricultural products are traded 
on the retail level and due to the increased purchasing power of the 
populion during this time traders offer additional consumer goods.
The number of retailers between markets differs greatly but the annual 
fluctuation is about the same overall. 
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TABLE 8. NUMBER OF RETAILERS AND THEIR MUNICIPAL TAX PAYMENTS 

ON THE OPEN MARKET IN BAC0,JULY 1970 - APRIL 1971. 

TotalNo. of Retailers paying tax of Eth. $1 
- 1.00 T~tal PaymentMonth 0.20 - 0.50 0.75 0. Eth. $ 

July 42 141 83 56.25 

Aug. 34 39 73 51.50 

Sept. 32 42 74 52.145 

Oct. 85 69 154 98.05 

Nov. 89 78 167 10 . 145 

Dec. 72 57 129 87.00 

Jan. 59 68 1.7 86.50 

Feb. 70 71 -hi 9 0 

March 76 89 165 109.00 

April 75 73 ]48 100.00 

1 
Each retailer has to pay a monthly tax to the muini.i:]ality. The amiount 

space on the market "n, tie kind of commodity.depends on the size of the 

Source: Records of the tax collector in Baco.
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IV. Prices of Agricultural Commodities in Ethiopia
 

1. Price Formation of Agricultural Products
 

Addis Ababa and Asmara require not only a substantial proportion
 
of the marketed surplus of agricultural production in Ethiopia for their
 
own consumption due to their large populations, but also large quantities
 
of goods flow to these cities for redistribution to the rural areas.
 
Therefore these markets, especially Addis Ababa, have a leading role in
 
price formation and most of the prices in the rural. areas depend partially 

on prices in Addis Ababa. The actual price determination in Addis Ababa 
depends mainly on the interaction of supply and demand due to the fully 

liberalized market. Prices are set by brokers, who negotiate a large 

part of* tit, transactions. The world market price of cereals does not 

influcnce the national price determination; but the prices of export 

commodities, such as coffee, oilseeds and pulses, are greatly influenced 

by world market prices (27, p. 107). 

:he total production and therefore the supply has to be estimated by 

a largae nuber of traders because no cropping aria production statistics 

exist in Ethiopia. The sum of the subjective production estimates of the 

most importait wholesalers, weighted solely by their market share, determines 

the collective price expectation and this is the crucial market force, 

especially during and after harvest time. 
Though the Ethiopian Grain Corporation is the largest trader in 

cereals in Ethiopia, this semi-governmental orgmization has had only a 

3 percent share of the marketed :.urplus in 1966/67 (27, p. 107). 
According to another s)ui-c, (IL'ED), the Ethiupia Grain C,,rporation handled 

only 1.5 percent of the domestic market supply (excluding imports). These 

figures give an idea of the sine and influence of a -Ingle trader on the 
grain market :in Ethiopia. 

Because of the low price elasticity of demand and supply of cereals in 

a short-run period and therefore a high price flexibility coefficient, 

the crucial impulses for price movements are closely related to the 

marketed supply. Due to the nonexistance of statistical data the total 

marketable supply is often misestimated with the resultatnt price 
these price fluctuationsfluctuations within one year and between years and 


are even higher than the price flexibility coefficient indicates.
 

As pointed out earlier, prices in production areas are directly 
The derived prices in a certaininfluenced by prices in Pidis Ababa. 

production area should be, in a competitive market, theoretically lower 

by the tuiiount of shipping costs between these two places. As shipping 

costi, rise price fluctuations ill a local market may increase without 

initiating a flow of produce to the consumer market, with local traders 

accordingly becoming more influential. 

Only the upper level of prices in local markets in the Baco region 

is set by the prices in Addis Ababa, reduced by the amount of marketing 

costs. Under this ceiling price, local prices differ in a broad range. 

The reasons are: imperfect transparence, high market risk for traders 

and the different market positions of merchants and farmers. 
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The rural wholesalers and assemblers are generally well informed 

current prices in the main markets in Ethiopia as well as on the

of the 


area as they usually exchange daily
local markets in a certain rural 


price information by telephone.
 

Parmers obtain their current price information at the nearest local
 

market only after they arrive at the market, but they are well informed
 

They cannot profit­about past prices in markets in a certain region. 


ably use their information about price differences between local markets
 

due to the lack of transportation facilities. Better price trans­

parence to the farmers (e.g. price information from central markets)
 

change their position in view of the basic trinsportation
would not 

problem.
 

choice in the selection of a
As already mentioned, farmers have no 

time choice for selling
specific market place but they also have no 


rents and rerayments of loans are duetheir rroduce because all taxes, 


shortly after harvest time. In addition, the farners need morley
 

because all necessary purchases were Tostponed u:itil aft:" harvest time.
 

Due to the gap in time and lack of alternatiie sources o,:;"
income
 

(only a limited nu:rber of farmers manufacture bist ma.s, no ts or cloth)
 

sell their Fproduce a; soon t. For
:ussible.most farmers are forced to 
of cereals by the CAIiU-iro.ect ..: sseila isexample, the purchase 


time. 'I"he !,ro",ect biuht out the

concentrated shortly after harvest 


aiW . prc, .it I De,:.ber,
total purchases ; 11 percent in ovmbr'2r 


1970; 27 percent 1n January, 2( percent 'n February, and ,niy 7 percent.
 

1971, the project was not offered grains
in March, 1971. After March, 


(1).
 

represent generally the low barigaining power andThese facts 
market position of the farmers. But the market risk for merchants is
 

lack of %dequate storage facilitie;
also high because of the and 
Therefore,


especially because of the unpredictability of price movements. 


traders also may sustain losses by storage. In addition from the
 

subjective viewpoint of traders, they carry another risk because a
 

large portion of their transactiorns 3.re f'inanic,.ed with borrowed money
 

(Chapter III, 3). 

Taking all of the foregoing into consideration, the price determin­

ation on local markets depends upon the estiwmation of the local supply
 

Prices in Addis Ababa are only guideline; for the

by a few merchants. 

ceiling price. The subjective estimation of a single trader gr,.ati.y
 

price in a certain region, although there are soic

influences the cor­

rections possible due to the integration of the local. m'trkets.
 

2. Temporal Price Behavior
 

greatlyPrices of agricultural commodities in Ethiopia fluctuate 

these changes can be divided into four dif'feren'. components
over time and 

the typical fluctuations 
as follows: a. long-run changes (trend); b. 


over years (cyclical); c. fluctuations within one yar (seasonal); and
 

irregular changes between weekly quotations.
d. 


http:f'inanic,.ed
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A. Long-run Movements
 

The available price series from the Baco area, Lekemte and Gimbi
 
from May, 1970 until December, 1972 cover too short a period to analyze
 
trend movements of agricultural commodities. By using the data from
 
Addis Ababa for a longer period there was a typical increasing price
 
tendency between 1957 and 1972 (Figure 5). All other price movements 
oscillate around thu, trend. The average annual increase in Addis Ababa, 
computed for a linear trend function for 1957 to 1972, was for maize 
Eth. $0.36 per quintal; for wheat Eth. $0.58, and for noog Eth. $0.4 per 
100 kg. According t<o the analysis of the Stanford Research Institute the 
prices increased annually on the average of Ethi. $0.51 per quintal on 
maize, Eth. $0.42 on wheat, and Eth. ;1.41 per 100 kg. on teff (mixed 
color), calculat,-d for the peri,,d 1957-1'.t7 (2'7, p. 131). 

The upward trend of prices of agricultuial commodities in Ethiopia 
is caused by subst: ntial changes in the struAeu:'e cf supply and demand. 
The main reasoi. f. i' the chang-e in demand is the growing population a:,d the 
rapidly increa,1siolli- %arket dependent poiulation in towns as well as in 
rural areei. Th. iicrea:iu; in dt:mend rais,'us the prict's ,i' %a'ri cultural 
goods. Thsce prc,- iicr-eases r!sruond generall:,, t,) a risre in production 
and relieve -ie traU1.3itin from subsistenoc to ma'rket.ing agriculture. 
But Lii: transjt cn o!ten cause.; a c:i;e i_ th! ioroduction from food to 
agri cultlural raw matecri ns, especiall': if theyr ctt:. be sold on the world 
market. xwnp1,.s in Ethiopia are the prndu:t ,on cf c2.tton, coffee , oil 
c rots : 1n1'r-d p,. -er (foi, food color :.g). :..t t' .'e to a certain extent, 
ansolute f',* nc'oduction decreases regardless , of price rises and the 
foz:cc.l" ::ibnistict, farmers become partly dependent on marketed food. 

The dependence on imported food in Ethioi ia iindicates that the in­
creases ini production of food products has been less than- the required 
amount,. The'e fore, development aid pro-grams for farmers in Ethiopia 
(extension anrd credit programs) are mainly concerned with increasing the 
production of' food. But it should be pointed out, that the present 
relative high price level for cereals will decline in the long-run 
proct-ss of developmei t. increas i ng -roductivi ty in agriculture due to 
technologico I progress (especially with use of inputs such as fertilizer, 
improved seed, etc. ) will lead to a do.: :,e in prices, given Ihe demand 
structure. But the use of these new input: requires not only more 
capital and credit, the increased output has also to be marketed (see 19, 
p. )88). Therefore it is equally importtnt that, improvement of the 
marketint system be given the highest priority in order to decrease the 
risk of marketing, due to the uncertainty of price movements (see
following; chapters) 

B. Cyclical Price Movements 

Price fluctuations over years are mainly caused by chalges in supply. 
Due to weather v:iriability and its influence on yields, the supply changes 
over years. Also, marketing farmer's reactions cause fluctuations in the 
supply. Por exunple, unfavorable weather conditions in a given year will 
decrease f'arm production causing lower marketable inventories with 
resultant price increases. Farmers, who market a substantial part of 
their production, react to these price increases by an extension of the
 

http:1957-1'.t7
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Figure 5. Long-run Price Movements of Maize, Wheat, Teff and Noog in Addis Ababa, 1957-1972 
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cultivated area in the following year and vice versa. Annual changes in
 
the cultivated land area are usual in Ethiopia, because most of the
 
farmers cultivate only a part of their cultivatable land. Not only do
 
prices of agricultural commodities cause an annual fluctuation in cultivated
 
land, but weather conditions during the short periods of ploughing and
 
sowing also influence the extent of the cultivated acreage. It was noted
 
in the Baco area that farmers increase the cropping area when weather
 
conditions are favorable during the sowing period for a certain crop, but
 
when heavy rains start early in the rainy season, a part of their land 
cannot be cultivated.
 

These annual reactions to price fluctuations, modified crucially by 
weather conditions during ploughing and sowing time and also during the 
whole vegetation period, cause typical three to four year price cycles in
 
Ethiopia (27, p. 130). 

The short time range of available data for the Baco area deny defini­
tive answers to the existence of cyclical price movements but, as shown
 
in Table 5, information on typical cycles in Addis Ababa was available.
 
Teff (mixed color), for example, broutght high prices in 1958, 1961-62, 
1965-66 and 1970. 

C. Seasonal Price Movements 

The most obvious price movements for agricultural commodities in 
Ethiopia appear within a one year span. Shortly after harvest time, 
from October until December, the lowest prices exist and before a new 
harvest, the highest jrices are usually obtained. As shown in Figure 6, 
the seasonal price indices on maize around the centered 12 month moving 
average for two differe. long-run periods, reached the peak in August 
and September. The shortage of available price series for the Baco area 
do not allow the computation of seasonal indices by elimination of cy­

clical movements. A comparison of pci ce series for different agricultural 
products between markets in the Baco area show a similar seasonal pattern 
in some years as above (compare Fi:,ure 6 with 7 to 13), but with typical 
distinctions in peaks aid frequencies. The fluctuation of prices in the 
production area is much higher than in Addis Ababa. Due to the high 
fixed costs of moving comutiodities, which are a stabilized factor, prices 
in consumer centers tend to have smaller fluctuations. Besides this, 
the competition of different production areas with slightly different 
seasons stabilizes the changes of prices in Addis Ababa. On the other 
hand, additional supplies tend to increase price fluctuations in a more 
or less closed production area but the upward movements are limited due 
to the attitude of traders, who are oriented to prices paid in Addis 
Ababa. 

In Gimbi, because of the greater dependence on transported food
 
supplies, prices are somewhat higher than in Addis Ababa. According to
 
information obtained from the Ethiopian Grain Corporation, Gimbi branch, 
most of the food is hauled in January and February to Gimbi and stored 
for later consumption. Because of the coffee transportation to Addis 
Ababa in that time, transport tariffs are lower for backhauls. The 
seasonal price fluctuations for cereals such as maize, wheat and barley,
 
for whic:, Gimbi is import dependent, is lower than in Addis Ababa, due
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Figure 6. Seasonal Price Indices !Jfor Maize in Addis Ababa (1957­
-67 and 1970-72) 
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to the stabilizing factor of transportation costs. But the main factor,
 
which prevents extremes n price fluctuation is the high purchasing power
 
during the coffee season, October to February, in Gimbi, the period when
 
prices would normally fall. Due to the glut of teff in thc Gimbi area
 
prices react in the same way as for other products in the Baco area.
 

The influence of cyclical components on the seasonal fluctuation of
 
prices is so high that often seasonal shifts will not occur or prices will
 
move in a different direction (see Figure 7). The superimposing of
 
differently caused price movements bring a high risk factor into the
 
storage of cereals, because price rmovements cannot be predicted with
 
confidence (see Chapter IV, 2e). The varying production over time, and 
over the total country a:; well. as for a certain area, produces that super­
impos ing. Although the crop yield causes objuctive price movements, the 
collective yield estimation of merchants and the reaction of wrong esLimates 
are responsible for the actual price behavior. As long,, as the collective 
estim.tion comes true, price movements are normal. Ii the cause of' wrong 

s t.i. l.~, price movmme Lts are abnormal in the long run. 

The price behavior of maize from 1969 to 1972 is an example of an 
abnormal nrice movement: The price of maize was Eth. $7.00 per quintal 
in Baco ald Eth. $13.00 to 15.00 per 100 kg. in Addis Ababa in December 
1969. The local trade!%m: overestisai,-ted the crop yield in the Baco area 
and therefore they Lad no ntent.:)n of payinig a higher price. To a 
lesser extent, the suLl:. was : ,, cive:restimated country-wide, causing a 
low price Levl in iJiLs Abab!,. ;'iie price dffereces betwet~n Baco and 
Addis Ababa nroduced a li ow , ' ma :e to Addis Auiba. hut in January/ 
February traders becane aw:ire )C their overestimation of the maize yield 
and wholesile prices incmea.-sed 'rom that time ur-.i August/September 
1970. The quotation for maize i:i !hu baco area rose to Eth. $30 per 
quintal, in Addis Ababa tihe hihe,., ivi-ces were Eth. $27 per quintal. 
The price differences caused a b:ack flow to the Baco area. The prices 
fell with the begii: int, .1 harvest time to Eth. $15 - 17 per 100 kg. in 
Baco and to Eth. $19 per quintal Jr; Addis Ababa, both quotations are 
from October/November 1970. Thus, the seasonal price increase in 1971 
was much lower than the year before, because the price adjustment during 
harvest time, November/December i97[0, was too high and did not correspond 
with the high yield. After harvest time in October/November 1971 maize 
prices fell but throughout 1972 they were kept down and fell more. In 
1972 there was no seasonal price increase (see Figure 7). 

As a comparison between Figures 7 to 11 demonstrates, the price 
movement of other cereals was similar to maize due to the possible 
substitutions. The range of price movements were somewhat higher on 
other crops like wheat (Figure 8), white teff (Figure 9) and sorghum 
(Figure 11). 

The price behavior of noog (Figure 12) showed a decrease from 1970
 
until April/May 1972 and an increase in the second par - of 1972. The
 
monthly fluctuation was relatively low. Of greater importance for the
 
marketing of noog within the Baco area is the market in Sire. Most of
 
the production from tlk southern lower areas is marketed through channels
 
in Sire. Little noog is traded in the Baco market and therefore
 
price quotations are not always available, while a wholesale market
 
for noog does not exist in Gimbi.
 



Figure 7. 	 Monthly Wholesale Prices of White Maize in Selected Ethiopian Morkets, 1969-1972 

(in Ethiopian Dollar per 100 kg) 
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Figure 8. 	 Monthly Wholesale Prices of Wheat in Selected Ethiopian Markets, 1969-1972 
(in Ethiopian Dollar per 100 kg) 
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Figure 
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9. Monthly Wholesale Prices of White 
(in Ethiopian Dollar per 100 kg) 

Teff in Selected Ethiopian Markets, 1969-:972 

Gimbi 

~Addis Ababa 

0 
0 

40 

30\ 
0 

_ _ - - - ~ - -­ "-

/ 

._ 

-"-

-4 ­

___ 

Lekemte 

/ ,.L. L
'S--

__ 

_ _ __ 

-_ __ _ 

Sire 

___\_ 

imbi' 
__ _ _ '_ 

\ \ Sheboko 

20 i-

101 

I 

II 

-

0 N D J F M AM J J A S 0 N D J F M A MJ J A S 0 N D J F MA M J J A S 0 N D 

1969 1970 1971 1972 

Source: App. A 



Figure I0. 	Monthly Wholesale Prices of Barley in Selected Ethiopian Markets, 1969-1972 

(in Ethiopian Dollar per 100 kg) 
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Figure II. 	 Monthly Wholesale Prices of Sorghum in Selected 
Ethiopian Markets, 1970-72 (in Ethiopian Dollar 
per 100 kg) 
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Figure 12. 	 Monthly Wholesale Prices of Noog in Selected Ethiopian Markets, 1969-1972 
(in Ethiopian Dollar per l00 kg) 

i Lekemte 

40 4-__ 
Addis Ababa 

-

o 30' .. ...- :-- -	 / /0 3	 .,, __ _ __-,__ _ __ __ _ _ _ 

- Lekemte	 
_ _ 

i Sheboka 

/ 

,-..-..­

20 	 _ _ _ 
-- - - . _.----,-..----- -- - - >~ z - ­

1 1 0 1 X • /' 

O N J M 	A M iJ JASO0N D J F M AMIiJ JASO0N D J F M A 	 M iJ JASO0ND 
1969 	 1970 1971 1972 

Source: APP. 	 A 



38 

The prices of red pepper (Figure 13) fluctuate in Addis Ababa
 

and in the Baco area with high absolute rates but due to the high
 

value per unit the relative changes are similar to other agricultural
 

commodities. Red pepper is usually marketed in the local measurement
 

"fasula" . One unit is officially 17 kg., but it rang-es between 15 and 

20 kg. In this survey, 17 kg. per unit was used. Price quotatiolIs 

on wholesale levels were riot done in Gimbi and Lekemte. On t hese 
markets, red pepper- was marketed in smaller quantities only ,n the 

retail sale level. 

D. Short-run lrregular Price Movements
 

Wholesale prices in production areas often perform high short-run 

fluctuations between several weeks. For white maize, these movements 

are shown in Figure l4 for Bac. Price changes are explainaLle by 

the attitude of traders -)n a market. j'clweuri the tw.) to three oadirg 

traders on a market cuslUSISc -me'J 1o exist with reiect loh', 

setting of prices and all other less inr-,,,.,rtanlt traders i.lw their 

advice. The daily prices are crin:" :'. , fro::% the beLinn u ii the end 

of marketing with no consideration ':e. to .:u' or otheractual . 

monetar influences. The reactio. tle supply occur.; , to, :,fxt day, 
usually over a weekly period. Farmers' respon"u cpri a: :_;o a' 
week behind and only retailers are able to respond lr,'K el; t, pricU 

stimulation. They therefore stabilize the price f:uctuo s. 

the following scheme shows, a four week cycle exists. The !'iftii week 
is similar to the first.
 

Reaction of supply and demand on prices in local markets 

Market-day
 
(weekly open market) Wholesaler Farmer Retailer
 

1. high prices x large supply -- small demand 

2. low prices large supply - large demand 

3. low prices small. supply -large demand 

4. high prices N/ small supply -- sm:ull demand 

5. high prices t large suppfly --small demand 

The retail prices in the local markets depend to a high degree on
 

wholesale prices. But short run movements are not alway:s synchronous.
 
(Figure 14 and Chapter IV, 5).
 

E. Seasonality of Prices and Storage Costs 

In a perfect market seasonal price increases reflect the storage 

costs. The profit of' the traders is positive, but would tend to zero. 
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Figure 13. 	 Monthly Wholesale Prices of Red Pepper in Selected Ethiopian 
Markets, 1970-72 (in Ethiopian Dollar per kg) 
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Figure 14. Weekly Wholesale and Retail Prices 

(in Ethiopian Dollar per 100kg) 

of White Maize in Baco, 1970- 1972 
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In Figures 15 and 16, the seasonal price movement is compared with
 
storage costs for maize, wheat and white teff in Addis Ababa and is
 
representative for the Baco region in Sheboka. The harvest for maize 
and wheat occurs normally in November/December. Prices are lowest in 
this period. The harvest time for teff also starts in November, but 
extends over a longer period with additional time for the grain to 
ripen afterwards. Therefore the time of the highest supply and the 
lowest prices is usually in January/February. For the following 
calculations, the monthly average prices in November/December on maize
 
and wheat and the Jan ary/February price of teff were used. Based on 
these averages the computed storage costs (see Chapter III) are added 
for each month under the assumption that the storage period ends in 
October or December of the following year (10 months). By taking a 
variation of pure storage costs and losses of a 3 t,. 10 percent range 
on mai:e ard wheat and of only 3 percent on teff into account, Figures 
15 anid 16 show the monthly increases. 

ihe sLora7t maize was profitable in Addis Ababq in L.969/70. 

Under th e 'u:: olon that maize was bought at an ave.-ate dcovember­
Dec'ember 19Q) F and s.old Ln Anu , 1970, a gro:s arrin of Eth. 
$7.35 - 9.M per ui:.tal -. nu1d be obtained. In 1970,71te Cross margin 
was !"Ml'v, Et. *0 - 1.55 100 kg. maize, when it boughtTOM per was 
at ni ave-. nvw,i'-:.', 'Ter 2970 price and sold it she highest prices 
in Ma" 2971. z! rae perijod decreased the "'i, I. Storage 
of maize i s 1 b:bn u, .iaeboka was not profitable in ' 
becau:e wh :1 :r'o. 'eli steadil1y after harve:s. I me 19','L. Usirn., 
the asinmp t, a .'' :'a ' ,,riod from lovember-Da:uh er 1972 the 
calculIated nr ,,iv .tv ,,', n3 giil was Eth. $8.20 - W.0 per quintal il 
Addi: Ababa and h . $0..0 - ... O per kg. in .Veik&(see Figures 15 
ana 1(). then maL, was Mth, "at the absolute loa.'es' ., pr sid sold 
aftoe a cert:ain storage pe:od, :h losses were smaler than the above 
figures. 

Wheat storage was profitable in 1969/70, but n:4. in the two 
,followin yea 'rs. By assuming that wheat was st,ored at average prices 

paid in Novmbr - December 1970 and sold fiter ten months, a negative 
grosc mi,'gln or ELK. $7.75 - 10.65 Fer quintal was calculatpd for the 
market in Addis Ababa, traders in Sheboa lost Eth. $10.20 - 13.10 per 
quintal. The losses for a ten month storage period from November -
December 1971 until October 1972 were Eth. $3.50 - 7.40 per 100 kg. for 
Addis Ababa ;uod Eth. $9.05 - 11.95 per 100 kg. for Sheboka. Even by 
buying at, the lowest prices and selling what at supposedly the most 
advantageous time, storage was not profitable for traders (Figures 15 
and 16). 

Atorage of white teff was similar to mai ,e and wheat, highly 
profitable in 1970 in Addis Ababa but in 1971 it was only profitable in 
Addis Ababa and Sheboka when the timing of buying and selling was right. 
In 1972 the storage of teff in Addis Ababa was not profitable, in 
Sheboke with good timing it was only slightly pro'itable. A comparison 
between prices on teff in Addis Ababa and the Baco area clearly shows 
the higher price level in Addis Ababa with N smaller price decrease 
in 1971/72. 

Under the assumption of average storage costs and storage periods 
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Figure 15. 	 Seasonal Price Movement and Storage Costs of Maize, 
Wheat and White Teff in Addis Ababa, 1970 - 72 
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Figure 16. 	 Seasonal Price Movement and Storage Costs of Maize, 

Wheat and White Teff in Sheboka, 1971- 72 
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of 6 and 10 months respectively, the following gross margins and gross
 
rates of margin were calculated (see Table 9). As the table shows, the
 
gross rate of margin was generally positive in 1969/70, partly in 1970/
 
71, with a profit loss in 1971/72.
 

In summary, the storage of grains involves a high risk in Ethiopia,
 
because of the uncertainty of price movements. In some years, exorbitant
 

profits are possible, but in other years losses can also be very high.
 
When a single trader successfully times purchases and sales, profits are 
higher than stated above, but the merchant system as a whole has to absorb 
the losses. It should be mentioned that wholesale prices on a local 

market do not represent buying prices of traders. The farmer's price can 
be up to 10 percent lower and therefore the profit of merchants higher 
(see Anendix A).
 

3. Regional Price Behavior
 

Tn the following chapters, prices of agricultural commodities will 
be compared between markets in the production area around Baco and in the 

consumer market in order to obtain spatial differences as well as the 
degree of dependence between markets. 

A. Market integration 

To obtain ter:ornace of tne mutual dependence fmrarket.s, the 
degree of' the synrchronou.; price novements between these iaarketn can be 

calculated. A sufficient mea:ur' is the correlftion coefficient "r". 

This measurement gives the d,:gree of price dependence be-tweer two markets. 
On a high degree of integration betwee.n markets, tihi coel'ficients tend 
to 1. Because of transport costs between two mark:ts, prices in one 
market may var-y around these costs without havingf a siiiprn2it between 
them. The higher the shipping costs the il gher the riderendJent price 
movements can be and therefore the lower te correlation coefficient.. 
A small correlation coefficient indic!Ates a low market integration (6, 
p. 22).
 

Tables 10 to 13 show the correlation coefficients on maize, wheat, 

white teff and red pepper for snychronous price data between different 
markets. 

The degree of market integration between markets on maize in the
 

Baco area is unexpectedly high and ranges between r = 0.93 to r = 0.9"f
 
(Table 10). A high degree of integration also exists between markets
 
in the Baco area and Addis Ababa and Gimbi. Between Baco/Addis Ababa and
 

Baco/Gimbi a correlation coefficient r = 0.99 was obtained. These
 
degrees are remarkable. The integration of the market in Lekemte to the
 

system is relatively low. For the calculation weekly wholesale prices
 
were taken. Monthly average prices were used only for Addis Ababa.
 

The market integration on wheat is significantly lower than on maize
 

(see Table 11). Only the dependence of price movements between Addis 
Ababa and Gimnbi and between Lekemte and Baco exceeds the r = 0.90 level. 
The coefficients between Lekemte and the other markets are generally 
higher on wheat than on maize (compare Tables 10 and 11). 
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TABLE 9. ESTIMATED GROSS MARGINS FROM STORAGE OF MAIZE, 
WHEAT AND TEFF IN ADDIS ABABA AND SHEBOKA, 

1969/70 - 1971/72
 

Sheboka 2 
Addis Ababa 1 

Gross Gross Gross 

Storage Margin 3 Gross rat4 Margin Rate 
Commo- Period Eth. $ of Margin Eth. $ of 
dity Year (months) per 100kg (%) per 100kg Margin 

Maize 1969/70 6 +14.18 +23.79 n.a. n.a. 
10 +6.15 +23.79 n.a. n.a. 

1970/71 6 +0.17 + 0.76 +2.54 +13.12 
10 -6.04 -24.36 -3.60 -16.67 

1971/72 6 -5.65 -33.20 -7.21 -48.20 
10 -9.03 -47.78 -11.70 -68.02 

Wheat 1969/70 6 +2.56 + 8.77 n.a. n.a. 
10 +7.10 +22.79 n.a. n.a. 

1970/71 6 -5.66 -16.90 -9.09 -26.66 
10 -8.45 -23.84 -12.40 -33.83 

1971/72 6 -5.24 -19.78 - 8.14 -32.97 
10 -5.20 -18.28 -1l.25 -141.28 

White 1970 6 +2.27 + 4.88 n.a. n.a. 
Teff 10 +8.70 +17.83 n.a. n.a. 

1971 6 +0.57 + 1.16 +2.42 +8.18 
10 -3.55 - 6.92 -5.50 -17.35 

1972 6 -3.18 - 6.60 -5.98 -22.67 
10 -4.30 - 8.55 -8.25 -28.95 

n.a. not available 
1Average storage costs of Eth. $0.43 per quintal and month and 3 percent
 

losses per annum.
 
2Average storage costs of Eth. $0.43 per quintal and month and 10 percent
 
losses per annum.
 

3Purchasing in November/December on maize ana wheat; in January/February on 

teff. Selling 6 and 10 months later. Prices are based on two months or 

monthly average prices. Gross margin = Sellin. price in off season minus 

(Average purchasing price during harvest time + storage costs and Losses). 
4Gross margin as percentage on investment (purchasing price pluc storage 

costs and losses).
 

Sources: Chapter III and Appendix A.
 



WEEKLYTABLE 10. CORRELATION COEFFICIENTS "r" FOR SYNCHRONOUS 

WHOLESALE PRICES OF WHITE MAIZE IN SELECTED MARKETS
 

IN ETHIOPIA, 1970-1972
 

Market Addis Ababa Sheboka Baco Sire Lekemte Gimbi
 

Addis
 

0.99 0.95 0.55* o.84Ababa2 1.00 o.94 

1.00 0.97 o.96 0.38 0.72
Sheboka 


1.00 0.93 0.21* 0.99
Baco 


1.00 0.07* 0.90
Sire 

T ekemte 1.00 0.82 

1.00Gimbi 


1 Different periods of t.ime. 
2 Monthly averae prices.
 

,No s4.gnificance. All other data significant at I percent level.
 

TABLE 11. CORRELATION CUEFFICI}NTS FOR SYNCHRONOUS WEEKLY 

WHOLESALE PRICES OF W!IEAT BEIWEEN SELECTED 
i.... 1970-19721F7IiIOPIA11 

Market Addis Ababa Shebok i Baco Lekemte Gimbi 

Addis 2 1 
Ababa 1.00 o.88 0.83 o.66 0.92 

0.76 o.89Sheboka 1.00 0.84 

Buco 1.00 0.94 0.35 

1.00 0.75
Lekemte 


1.00
Gimbi 


1Different periods of time. 
2 Monthly average prices 

-Significant at 5% level. All other data significant at 1% level. 



47 

The degree of dependence of price movements on white teff is similar
 
to wheat. The correlation coefficient of r= 0.94 between Baco and
 
Lekemte is by far the highest (see Table 12).
 

The low degree of synchronous price movements on wheat. and white teff 
is partly explainable because of either the nonexistence or rough 
grading of these products. Some differences are rec.)'nized in the markets, 
but they differ between localities. Variations in grades exist related to
 
color, estimated impurities and specific gravity,but the graduation is 
rather subjective. Terefore, the lack of standards for grading these 
cereals may explain part of the price differentials. 

Due to the short run 'iuctuation cf" prices on red renner with a high 
deflection, the synchrscous vce 'Iove%t'its between ma--kt occur 0-enerally 
on a low degrue of ieTc!ndunc, (see Table 1.3). 

10 su.,atn:ari s.e , t :c_ decree f ::.:,'ket a:terat Ion ext ia .ec .. the 
correlationi cuc-'"ici.at, of synch '-orous price datc cit--: twue. :-rets 
within 1e 1ac- :,torea ur ti Ad-is '.ab-, Lekete td i::i I, is vesy low, 

r mt;.-i.. to coc.r. 0dets localexcept .. s'oi the Lack of itts. 1 iotwo:. on 
markets, :is vary L;Qs :mewh-t. on e:: market, but ', 2' e level 
is limi ted 'hr vaa n Ababa t.d ons down­

-=i:.t 


by con pi ddi with t:n. v"at" 
ward. TIher l, in t,:rke thefoo actual or>ccc Locai s ari ."sLu..ow equilib­
riun prie obt.ai wit i conabl. copet ti4e i ions. 

B. Regional lPri-c Dif:'ereiice. an(. it,_on Costs
 

The source of price data, t 2weaknesses anconfidunce are 
discussed in detail in Appendix A. Therefore, cnly brief :!:ention will 
be made in this section. 

The so-called wholesale prices are obtained by merchants selling 
their products to other large traders, retailers and in a few cases,to 
the consumer. Acording to the information from wholesalers and farmers, 
farmers obtai n -aine price for sold commodities. iThe.sonothe rheir s 
trade margi a for me rchants. For produce like wheat, barly, Ini some teff, 
channe-led t.hrouth mari.:ets itt the Bano area to cons umer cent,ers, thU.e 
staterenis night be t rue. Only by account.in,- srat.i al Lind tenaioracy price 
differences can a prof t,be obtained. 

For agri cuLtural commod.ties sold by farmer.s to whoiesalc',rs, the 
farmer's pric, .tthe market is up to 10 percent lower tnan the wholesale 
price. Farmers iorItmally use a broad variety of measurements , g-enerally 
in volum, s. Traders have balance:. or only dutmy b'lain.ee; and, uherefore 
it is easy to manipulate the weigit with a resultont up to 0 cercent 
underweight, according to a survey. 

As mentioned earlier, there does not e.ist ! competilive bi ddilng 
system among wholesalers between inarkets in the Baco region. To get a 
performance of the magnitude of price differences between markets in the 
Baco region, parity prices between Baco and Lheboka, were comtuted. By a 
fictitious shipping Irom one market to anctiuter, shippilig costs were 
assumed to be in the range of Fth. $0.50 per 100 kg. if highe" price 
differentials were to exist between two markets, then a flow of coods 

http:b'lain.ee
http:account.in
http:cuc-'"ici.at
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TABLE 12, CORRELATION COEFFICIENTS FOR SYNCHRONOUS WEEKLY 
WHOLESALE PRICES OF WHITE TEFF BETWEEN SELECTED 

ETHIOPIAN MARKETS, 1970-19721 

Market 

Addis
Ababa 

Addis Ababa 

1.00 

Sheboka 

0.73 

Baco 

0.68 

Sire 

0.54 

Lekemte 

0.713 

Gimbi 

0.69 

Sheboka 

Baco 

Sire 

Lekemte 

Gimbi 

1.00 0.89 

1.00 

0.87 

0.85 

1.00 

0.68 

0.94 

0.64 

1.00 

o.84 

0.75 

0.77 

0.149 

1.00 

iDifferent lengths of periods. 
2Monthly average prices. 
3Significant at 5 percent level. 

percent level. 

All other data significant at 

TABLE 13. CORRELATION COEFFICIENTS FOR SYiNCHEONOUS WEEKLY 
WHOLESALE PRICES OF RED PEPPER BETWEEN SELECTED 

MARKETS IN ETHIOPIA, 1970-1972l 

Market Addis Ababa Sheboka Baco Sire 

Addis2Ababa 1.00 0.62 0.61 0.68 

Sueboka 

Baco 

Sire 

1.00 0.38 

1.00 

o.148 

0.30 

1.00 

1Different lengths of periods. 
2Monthly average prices. 

All data significant at 1 percent level. 



49 

would be possible. Forty-one percent (35 cases) of the weekly price 
quotations on maize in Baco and Sheboka are within a range of positive/ 
negative Eth. $0.50 ier quintal. In 27 percent of the quotations, the 
price in dheboka is more than Eth. $0.50 per quintal lower (negative) and 
in 32 percent of the cases the price is higrier (positive) than in Baco. 
The perciitage distribution of higher price differerices than Eth. $0.50 
per quintal among other markets and on other 'ag,ricultural cormodities 
tends to be much higher than on m::112e. wi:tO teff for example, only 
12 perce nt of lht differencuzs on ore quotations are between Bace and 
"hebka within a range of Et. $+ 0.50 oer !100 kg., wnich are lower than 
sihipping costs between tneisc markets (se2 Table I). Tiue frequency 

distribution on Tible 1)4 cor-elats heavily with the degree of market 
inltegratiun ini Tables 10 to 1.3, wnich ,%eans that a hi7h correlation 
co ,i'<[c oncit.c, ve.: ,ons with !i higji cuin ralization of the frequency 
is otributin V.......
"111(i 

v. .. it..wU_..I hir- i,;.::; m in the Baco area, Addis Ababa
 
and Gimbi in ir cjn.I:.: ' i ':, onr1 0, ci c:t n ermina- markets were
 
comput2ed i: .. P ,':'. P... Lon :i O:1. "22.itabilto ' shipmelnts
 

W ...... ,'o, o-ut ing The difference 
between 1-1e act wivl and pani:y c,, a t i! mrket, explained asin , 

a perc nt.:ao0 devi ation ,.cr e ,r ic, of the as se:: vi- market:
 

Si + ' 
(I) PP".. =: 

where 

PP.. = Deviation of the actual price in market 1 to the parity price
13 in market j (pric in markt i plus shipping costs from market 

i to market., ), ,xol'.:ed -,-:,'ercent of the price of market i. 

P.1 = Wholt :;le Price in mn:!.:eL i (Assembler market) for 100 kg. 

P.j 
 = Wholtv.;a]e pri ce in market (Terminal market) for 100 kg. 

T. = Ship)ingI cos3Ls for movinir 100 kg. commodity from market i to
i market . 

A positive deviation means that by dispatching goods from market i 
to j profit in percentages of the wholesale price of the assembler market 
can be obtained. A rIcgtative deviation shows thaLt the price differences 
between two markets: doe:; not cover the shipping costs. Figure 17 and 
Table 15 show the icesult for selected comumodities between different market 
points.
 

The wholesale prices on mai:ze in Addis Ababa in November 1970 and 
in uanuary and Februar-y 1971 were higher than the parity price of a 
dispatch from Sheboka (Figure 17 and Table 15). A shipment from Sheboka 
as the representative market of the Baco area to Addis Ababa was profit­
able in these months. During the rest of 1971 the parity prices were 
higher than the actual wholesale price in Addis Ababa. Beginning in 



TABLE 14. DISTRIBUTION OF PRICE DIFFERENCES ON MAIZE, WHEAT, AND WHITE 
MARKETS IN THE BACO AREA, ETHIOPTA, 1970-1972 

TEFF BETWEEN 

0 

> 3 

Ho. of Weeks with 
NeFativel 

2-3 1-2 0.5-
'.0 

Price 

0.1 
0.5 

Differences 

0.1-
'o 0.5 

of 

0.5-
1.0 

Positive2 

1-2 2-3 3 

Total 
No. 
Of 
Weeks 

Eth. $ per 100kg between Two Markets 

Maize Baco/ 
Sheboka 
Baco/ 
Sire 
Sheboka/ 
Sire 

0 

0 

1 

1 

0 

0 

5 

2 

1 

17 

4 

8 

0 

1 

4 

29 

12 

12 

6 

7 

1 

ii 

9 

18 

9 

21 

29 

6 

13 

18 

2 

17 

12 

86 

86 

lO4 

Wheat Baco/ 
Sheboka 10 7 8 14 1 11 1 10 11 9 4 86 

White 
Teff Baco/ 

Sheboka 

Baco/ 
Sire 
Sheboka/ 
Sire 

6 

16 

18 

4 

6 

5 

4 

3 

20 

io 

7 

6 

2 

2 

0 

7 

11 

17 

1 

1 

2 

11 

6 

-2. 

10 

8 

16 

16 

7 

5 

15 

19 

14 

86 

86 

i04 

1Negative price differences: the price in the second mentioned market is lower than in the first market.
 
2Positive price differences: the price in the second mentioned market is higher than in the first market.
 

Source: Arpendix A. 



Figure 17. Percent Deviations from the Parity Price on White Maize between three Markets in Ethiopia, 

1970- 1972 
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"1FOr explanation see text 



ON WHITE MAIZE AND WHEATTABLE 15. PER CENT 	 DEVIATIONS FROM THE PARIT PRICE 
BETWEEN DIFFERENT MARKETS IN ETHIOPIA, 1970-1972 

Wheat
White 	Maize 
i = Sheboka i = Baco i Addis i = Sheboka 	 i = Baco i = Addis \nR) 

j = Addis Ababa 
j = Addis 	 Ababa j = Addis

Year/ j = Addis 	 Gimbi= Gimbi Ababa jAbaba j = Gim j Gimbi Ababa j
Month Ababa j = 	 Gimbi 

1970 Aug. n.a. n.a. -16.1 +12.0 +10.3 	 -13.5 n.a. -21.1 +19.7 +60.7
 
+35.0 +104.8 -14.2 +21.7 +24.4
Sept. -26.9 + 0.8 -11.3 +22.3 +13.6 


+42.7 +17.5
Oct. - 9.7 +19.6 + 5.7 +40.0 + 7.9 	 + 9.7 + 47.0 + 6.5 
- 5.9 + 43.2 - 2.5 +48.3 +32.0Nov. +13.2 +i00.4 	 + 6.4 +88.3 +36.6 


+ 55.5 -15.4 +55.7 	 +51.4
Dec. - 6.4 +36.4 	 + 7.0 +55.9 +12.3 +13.5 


+ 85.7 +10.0 +66.1 	 +29.4
 
1971 	Jan. + 9.7 +28.5 +24.4 +45.7 -10.3 +23.0 

Feb. + 4.4 +39.0 -19.2 +19.2 + 2.3 +20.2 	 +io1.4 - 6.6 +56.5 +42.1 

+ 6.6 +18.2 - 6.3+25.3 - 5.0 +26.5 + 40.3March - 0.9 +20.4 	 + 3.2 

4.8 +22.0 -10.2 + 	2.9 + 20.9 -18.5 - 4.2 - 2.7April - 5.0 +10.5 + 


May - 5.3 + 7.2 - 5.3 +22.2 -12.5 + 4.6 + 57.4 -18.5 +22.5 +26.0
 

+ 1.5 -19.8 - 1.3 	 + 57.0 -17.7 +30.8 +33.5June -12.1 - 8.0 	 - 2.6 
+ 48.9 - 8.7 +46.1 	 +34.8

July -12.2 - 2.4 - 4.3 + 6.5 -14.7 - 7.0 

Aug. - 7.6 + 5.1 - 8.8 + 3.8 -13.0 - 2.8 + 63.8 - 5.1 +60.0 +42.7 

1.7 + 65.7 - 8.0 +57.7 +37.6Sept. + 0.6 +10.1 - 6.0 + 8.9 -16.6 + 


Oct. -11.7 + 0.7 - 8.4 + 4.5 -17.3 - 1.6 + 17.0 - 3.6 +14.6 - 2.7
 

+ L1.0 + 16.0 - 2.0 +40.3 +17.1
Nov. - 8.9 + 9.2 +12.8 +35.- -1).3 


Dec. + 0.2 +19.8 +23.1 +',7.2 -213 ­ 6.5 + 59.5 - 2.6 +66.2 +36.3 

+20.7 + 1.0 	 + 35.1 +18.4 +58.3 + 8.21972 	Jan. - 8.0 +19.2 - 7.5 

+ 11.1 +42.8 +26.7 	 -30.1Feb. + 9.7 +28.8 	 - 4.0 +12.7 -1 +25.2 
+10.1 +47.5 -20.4 + 8.0 + 29.9 +25.7 +51.3 - 9.2March + 8.7 +45.6 

+ 47.9 +23.0 +58.9 	 - 2.0April + 8.7 +33.0 	 +10.5 +35.3 9.o +14.5 
May +11.0 + 3.9 	 + 5.0 - 1.8 527 - .S + 23.2 +15.6 +5.6 - 1.7 

+ 8.3 0.0 -52.5 	 + 8.1 + 79.5 + 8.1 +79.5 +31.6June + 6.1 - 3.2 	
+ 8.6 + 2. -51.9 +5.0 + 98.5 +39.4 +10L.8 +19.8j.y +2L.2 +22.3 

+ 8.6 +96.0 +42.9-52.7 +i3.r; +104.8+35.7 +28.2 +18.8 +13.2 
-1.7 +18.4 + C7.9 +20.3 +70.1 +11.3

Sern. +38.5 +16.2 +26.8 + " I 

Oct. +22.2 +123.6 +34.4 +!1L.o + 3.3 +25.6 + 76.9 +43.6 +102.1 +12.7 
+65.: + 9.6Nov. +291 +36.6 	 +20.5 +29.2 -46.5 +15.2 + 59.2 +13.3 

2.6 + 77.7 -13.7 +60.3 +39.5
Dec. - L2 +34.1 	 - 4.2 +34.1 -27.8 ­

1or ex-planation, 
see zext. 

-nolesale prices in Gimbi and Bacc partly derived from retail sale zr:ces.
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February 1972, wholesale prices in Addis Ababa have risen relatively
 
higher than in Sheboka, with profits resulting from shipment of maize.
 

Shipping maize from other markets in the Baco area to Addis Ababa
 
during that time has been almost equally profitable, with some exceptions.
 
For example, the actual price in Addis Ababa was 39 percent higher than
 
the parity price based on Sheboka prices in September 1972, while in
 
October 1972 the deviation in the terminal market was 3h percent based on
 
Baco prices. Computation of parity prices were based only on monthly
 
averages. Due to the high fluctuations of weekly wholesale prices in 
assembler markets, astute traders could capitalize on their knowledge to 
make higher profits. 

A comparison of data in Figures 15, 16 and 17 shows clearly that in
 
years when storage of maize was prCi table, spatial price differences
 
were too low to cover transportation cost-s (1971). In 1972 stu 'age of
 
maize was not profitable but shicment f'rom the Baco area to Addis Ababa 
was highly profitable. Especially in ;urplus years, prices decline to a 
greater extent in the prodictioil uire',. han in the conumer markets, due 
to the :s;tabiliz:ation effect of shippinj costs to tIo terminal markets and 
the attitude of the merchants in the local arets 

Higher ,quantities of maize were sent to Gimbi rom :'ne Baco area 
although the quantity itself is unknown. 'hi. was a profitable venture 
during most. of' 1970 to 197?, often with exorbitant profits. Per example, 
traders could earn more than 100 percent over local uices by dispatching 
maize from Sheboka to (imbi in November 1970 and October 1972; almost 150 
percent profit could be made in October 1972 (see Figure 17 and Table 15). 
Due to the different price movements in Addis Ababa and Gimbi, shipment 
from Addis Ababa diJ not cover costs, except in 1970. The increase in 
production of' mai'e in tte P:tc regi on made it possible to provide Gimbi 
from this area. 

The dispatch of wheat through channels in the Baco area to Addis 
Ababa and Gimbi was profitable in either direction when based on local 
prices during most of' 1970 to 1972. Because most of' the supply in Gimbi 
is channeled through Addis Ababa, dispatches from the nearer Baco area 
were made with exces.. ;ive profits (Figure 17 and Table 15). 

Sumarizing spatial price differences and shipping costs; prices in 
assembler markets were usually low enabling traders to often obtain a 
high profit due to the lack of' competition. Traders are able to press 
prices down because short run supply on the farmer's level is inelastic 
after harvest time.
 

h. Intra and Inter Commodity Price Differentials 

The demand for different varieties of commodities can be partly or
 
totally substituted for each other. Therefore, there exists a certain
 
degree of relationship between prices of food products.
 

Intra-Commodity Price Differentials 

A direct price dependence exists between different varieties of one
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commodity because they are often completely substitutable. Consumers
 

often prefer a variety, distinguished by color or another characteristic,
 

which will bring a higher price in comparison to the other varieties.
 

The gradation of agricultural commodities in Ethiopia is rather crude,
 

color being the most common distinction. The available price series
 

only distinguishes different maize and teff although other cereals, such
 

as wheat, barley and sorghum are graded by color.
 

Teff
 

Differentiation is commonly made between white, mixed (sergenia), 

brown and red teff. One or two colors dominate in each region. The 

consumer preferences and the highest prices correspond to the above 

order. White teff gives a light "injera" and is always the most 

cxrensive. As is shown in Figure 18, the price relationship between 
colored and white teff differs between markets. The ratio depends upon 

the purchasing power of the consumer, degree of urbanization, yearly 

and seasonal supply, and in the short run is highly influenced by the 
existence ,f holidays. 

Although only the prices of brown teff were available in Addis
 

Ababa (brown teff has a higher price than red teff) it can clearly be
 

seen in Figure 18 that the Price relationship in the capital is wider 

than in the rural areas around Baco. The main reason for this phenomena 

is the higher purchasing power in Adlis Ababa. Therefore demand for the 

higher priced white teff is relatively higher than in the rural areas 

throughout the year. The Price of white teff is so high that only a 

certain group are able to buy it regardless of' the price. Poorer 

people purchase white teff only on holidays and for ceremonies, like 
weddings. 

In the Baco area the prices of the different varieties are more 

closely related. But the inilue(ce o: the yield and therefore supply 
within the area, and seasorial di fer ,,nces in supply and demand on the 

price relationship is hirher tha!. in Addis Ababa, with colored teff 

affected more than white teff. An aveage, following yearly price 
relationship in 1970 to 197 , was calculated: 

Prices of' White Teff 
Year Addis Ababa Sheboka Baco Sire 

(brown teff = 100) (red tuff = 100) 

75.7
1970 

1971 67.2 82.)4 90.5* 82.7
 
1972 57.8 75.7 84.9 82.4
 

8 months
 

Price dift'erences between white and brown teff in Addis Ababa have
 

spread in years of relatively high supply, like 1971 and 1972 in compari­

son to 1970. That means by increasing supply, white teff prices did
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Figure 18. Monthly Wholesale Price Relationship between Red and 
White Teff in Ethiopia, 1969- 1972 (White Teff= 100) 
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not decrease as much as prices of brown teff. With gradual differences,
 
prices in the Baco area behaved the same way but the decrease occurred
 
in smaller steps. The price differences between these different
 
varieties decreased as a new harvest approached and increased after 
harvest time in Addis Ababa as well as in the Baco region. In periods
 
of increasing scarcity and therefore high price levels (depending also
 
on annual and seasonal supply) price differences decrease and vice versa
 
(for other years see 27, p. 120). This attitude could be seen on all
 
markets, although the changes did not occur simultaneously (Figure 18).
 

The retail prices of white and red teff have a closer relationship
 
than the wholesale prices. The annual and seasonal changes in the
 
relationship are also perceptible, but the fluctuation of the ratio
 
appears lower.
 

Maize
 

The maize cultivated by peasant farmers is a mixture coming from
 
different provenances. In a particular ecological region, one or a few
 
local varieties are now grown. These local varieties can be distinguished
 
in most cases by minor differences, the most comniun being the color or 
the prevailing color because most of the varieties are a mixture of
 
different colors. In the Baco area the dominant color is yellow. 

The white colored maize is usually a hybrid maize, bred in the high­
lands of Kenya. The peasant farmers in the iRaco area are familiar with
 
the hybrid maize which is distributed throu{h the Baco Research Station.
 

The consumer in the rural areas around Baco prefers yellow to white
 
maize. Because local varieties have smaller grains and a higher volume
 
weight than hybrid maize, the yellow maize has osterisibly a higher price
 
because maize is marketed at the retail level only by volume. But when 
measured in weight, prices of yellow (mixed) and white maize are very 
similar with some exceptions. Price quotations in Addis Ababa do not
 
distinguish between yellow and white maize.
 

As the following figure, show, the wholesale and retail I)riccs of 
yellow maize in Baco and Sheboka were quoted only slightly lower than 
those of white maize in an average twenty to twenty-seven month period.
 
But in Gimbi the price of yellow maize was more than 3 percent higher 
on the wholesale stage and about 11 percent on the retail level than 
the price of white maize. In Lekemte only minor differences could be
 
observed.
 

Price of Yellow Maize (White Maize = 100) 

Wholesale Prices Retail Prices
 
Market Period Average Range Average Range
 

Baco 5/71 - 12/72 99.98 96.2-105.2 98.0 93.5-102.1 
Sheboka 10/70 - 12/7j 99.-1 93.3-103.6 96.6 89.1-101.8 
Gimbi 8/70 - 12/72 103.1 97.5-116.1 111.1 94.5-169.5 
Lekemte 10/70 - 12/72 100.2 99.6-100.8 98.3 94.4-100.7 

1Different length of periods for wholesale and retail prices.
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As can be clearly seen from the above, the differences axnd the range are
 
larger at the retail level.
 

The price of white maize decreases more than yellow maize in Gimbi
 
during and after harvest time in November/December of each year. Toward
 
harvest time when scarcities exLst and prices are high, differences in
 
price tend to decrease, but price differences between varieties of maize
 

can be partly accidental because of short-run high fluctuations.
 

Inter-Commodity Place Relationship
 

To what degree several crops can substitute for each other in a
 
given society depends on their relative prices and consumer tastes and
 
preferences.
 

In the Baco area, like many other regions in Ethiopia, teff, maize 
aid sorghmn can be used for preparing a flateake. These cereals may be 
used solely or Lixed in different proportions, but of course each of the 
various mixtures influence the taste. The most prefertd .fut_,akeis 
made from teff. Wheat, on the other hand, is used for 'Jakin, brert,. 
Bread is increasing most rapidly in urbat, areas. iari. mainly, but 

other grains too, is used for preinaring :akind of beer, "t. Ala". 

As Table 16 shows for Baco, synchronous weekly who ..;a] u priccs of 
white maize/barley and wheat/barley had a hIgh (r> 0.9F) ueg:'eu, ot' parallel 
fluctuation and of white maize/wheat, white teff/whtLt 'I!Qd white teff/ 
barley a moderate (r = 0.90 - 0.95) degree of parallel fluctuations. 
Similar analyses on different markets in Ethiopia, done by tihe Stanford 
Research Institute (127, p. 116), resulted in a lower degree of price inter­
relationship between comparable commodities. The highest correlation 
with r = 0.85 was obtained by relating prices of teff and barley in Dese 
in 1957-1967 (monthly data). 

Inter-coimnodity price relations can be also expressed by relating
 
relative prices, e.g., prices of calories, as is shown in Taole 17 for
 
Baco and Addis Ababa. The cheapest calories can be obtained by buying
 
maize, the most expensive with white teff. These relative differences
 
clearly indicate consumer preferences between commodities and demand
 
regions.
 

Due to the extremely high price of white teff in Addis Ababa,
 
differences were greater there than in Baco. Generally, the price of
 
white teff increased in the last few years more than the price of other
 
cereals (27, p. 117), but with a relatively higher rise in the consumer
 
center of Addis Ababa than in the production area around Baco.
 

5. Retail Prices of Agricultural Products
 

As was mentioned earlier, a large portion of the marketed surplus
 
remains in the production area and is used for providing its market
 
dependent population as well as farmers with food. The retailers sell
 
these commodities to the consumer on open markets (see Chapter III).
 
Although retailers are able to react immediately to price changes, optimal
 
response is often restricted by their lack of capital. On the other
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TABLE 16. CORRELATION COEFFICIENTS FOR SYNCHRONOUS WEEKLY WHOLESALE
 
PRICES OF CEREALS IN BACO, 1971-1972
 

Commodity 	 White Wheat Barley Sorghum
 
Teff
 

White Maize 0.88 0.94 0.96 0.81
 

White Teff 1.00 0.93 0.92 0.87
 

Wheat 1.00 0.9-
 0.69
 

3arley 1.00 
 o.86 

Sorghum 
 1.00
 

All correlation coefficients are significant at 1 percent level.
 



59 

TABLE 17. RELATIVE WHOLESALE PRICES OF CEREALS IN BACO AND ADDIS ABABA, 
1971-1972
 

Ethiopian Cents per 1.000 Calories1
 

White White Wheat Barley Sorghum
 
Teff Maize
 

Baco 1971 (8months) 8.51 4.64 7.80 7.05 6.34
 

1972 5.35 2.04 4.70 3.65 3.54
 

Addis 1971
 
Ababa 13.71 8.40
5.63 7.07
 

1972 12.96 3.11 6.59 4.46 

Relative Prices (White Teff = 100) 

Baco 1971 (8 monLhs) 100 55 92 83 82 

1972 100 38 88 68 66 

Addis 1971 
Ababa 197 1i 61 52 

1972 100 5124 34
 

1It is assumed that teff contains 3530 calories per 1 kg.; maize contains
 
3560; sorghum contains 3430; wheat contains 3340; and barley contains 3320 
calories per 1 kg. 

Source: Appendix A and data, collected by the CBE.
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hand, retailers are able to take advantage of price differences between 

markets in the Baco area because they change market places every day. 

Due to the high number of retailers at a market, each trader can sell
 

only limited quantities which automatically limits profits. 

To obtain the degree of synchronous movements of wholesalers and 

retail prices, correlation coefficients on pairs of weekly prices in 

Baco were calculated. Series of retail and wholesale prices on white
 

maize in Baco correlate to a high degree (correlation coefficient r =
 

0.98) (Table 18). Taking a five-week moving average price series rather
 

thaj actual price series, which eliminates short run irregular price 

fluctuations, a correlation coefficient of r = 0.99 (significant at 1 

percent level) was computed. The correlation coefficients of synchronous
 

price movements on other crops in Baco are lower than on maize (Fable 

18).
 

Also retail prices between markets within the Baco area 	are moderately 
and Shebokarelated. For example, retail prices for white maize in 	 Baco 

correlated with a coefficient of r = 0.90 (significant at 1 percent 

level), but wholesale prices between the two markets for white maize 

were related with a higher correlation coefficient of r = 0.97 (Table 

10). 

But the more important question in the relationship of retail and
 

a market is the absolute and relative difference
wholesale prices in 
between both series, which gives the market margin for retailers. 

Definitive conclusions about the earnings of retaiif.rs cannot be 

obtained, because no figures of marketed quantities and costs are 

available. But absolute and relative differences between retail and 

an idea about the effectiveness of thewholesale prices give at least 
market system. The following pairs of retail and wholesale prices are
 

related in order to obtain the gross rnarin and the gross rate of 

margin on the retail stage. The figure,; probably give only the lower 

level of gross margins because it can be assumed that larger quantities 

were bought at low prices than would have been the case in times of 

high prices. 

The figures in Table 19 give a performance of the average gross
 

margins of retailers for various products in Baco in two periods. The
 

gross rate of margin ranges between -2.9 percent for white teff in the 

period of May to October 1971 and +49.1 percent for sorghum in the 

period of November 1971 to October 1972. Regardless of 	these high 

trade margins it should be pointed out again, that due to the high 

number of retailers, each of them earns a rather limited amount of
 

money by trading. Omitting the advantages of employment to large 

numbers of traders even at the subsistence level, there 	are doubts 

that the entire retail system works effectively. That question cannot 

be answered with the aviilable set of data. 

http:retaiif.rs


TABLE 18. CORRELATION COEFFICIENTS "r" FOR SYNCHRONOUS 
WEEKLY WHOLESALE AND RETAIL PRICES 

OF CEREALS IN BACO, MAY 1971-Dec. 1972 

White maize 

White teff 

Wheat 

Barley 

Sorghum 

r 

0.98 

0.91 

0.89 

0.92 

0.80 

1Significant at I percent level 
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GROSS RATE OF MARGIN
TABLE 19. 

FROM RETAIL SALE OF CEREALS 

IN BACO, 1971-1972
 

Period from May-Oct. 1971 Period from Nov. 1971-Oct. 1972
 

Gross Margin Gross HatT Gross Margin I Gross Rat 

Eth. $/Quintal of Margin Eth. ./Quintal of Margin 

White Maize 3.23 17.1 0.46 5.9
 

White Teff -0.94 -2.9 0.43 2.3 

10.2 3.03 18.6
Wheat 2.83 


7.7 h-.31 34.4Barley 1.98 


6.39 149.1Sorghum 4.71 19.4 


iAverage difference between wholesale and retail prices per quintaL 

in the period. 

Percentage of gross margin on wholesale price.
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V. Summary and Conclusions
 

The marketing policy for agricultural commodities has a key role
 

in the transition from subsistence to market farming. Because cereals
 

make up the bulk of the Ethiopian diet and production of the needed quan­
tities lags with concomitant imports, the development policy of the
 

government towards the agricultural sector is directed towards increasing
 
production and gaining the participation of the subsistence farmers in
 
the marketing process. Present prices for cereals are high and far above
 

world market prices and increase- in indigenous production have to be
 
accompanied by decreasing prices over the long-run, a goal attainable
 
through tocixnologicul change i-1 agriculture. 

This study atteAmits to analyze the present marketing situation of 

agricultural commodities in the Baco area of Ethiopia and to search for 

the reasons for the existing market imperfections. The following 
system evolve from this evaluation.conclusions for i!uiroving the marketing 

1. The Present iMarketing System 

In comparison to other regions, farmers in the Baco area have reached 

an unexpectedly igh degree of market participation due to the relatively 

good road linkages between this area and the constmuer markets in Addis 

Ababa towards the east and Gimbi in western Ethiopia. But 1great 

differences exist between owner-operators and tenants. An owner-operator,
 

with an 'Lverage haLdi!.i; size of two hectares of cultivated land, was 

able to market about half of his total output. A share cropper, who pays
 

for rent to the landowner, could market directly
50 percent o! his output 

can be assumed that the landowner
only 15 pu-rcent of his output. It 

markets, in most cases, the total share received from the tenant, and 

the tenait's marketable surplus thus reaches almost two-thirds of his 

output. Most of the farmers"; in the Baco area are tenants (77 percent out 

of the total nimber) arid 14L percent of the farmers have rented their 

land under one of the dif'ferent share cropping systems. 

Anaysis of the marketing system in the Baco area was based only 
and the
on the most important crops, cereals, red pepper (Capsicum sp.) 


oil crop Nigerseed (noog - Guiotia abyssinica) because 72 percent of 
of cereals (maizethe cultivated land is normally used in the production 

with 20 percent uscd for noog and
occupies only 39 percent of the land), 


7 percent for red pepper. The last two are the main cash crops and both 

are mostly or totally marketed. 

These products are marketed mainly on the weekly open market days 

and sold to a rural wholesaler or to agents of wholesalers. The rural
 

after a certain storage time, dependingwholesaler sells the comnodities 
consumer markets,on price constellations, to a wholesaler in one of the 

Addis Ababa or Gimbi, or to a local retailer. The local retailer sells 

the produce iimediately in small quantities to the consumer on open 

market days. These products are demanded by the directly market
 

dependent population as well as by farmers. It was estimated for maize 

that farmers sell about 30 percent of marketable quantities directly to
 

aid retailers and 70 percent to a rural wholesaler. Half of
consumers 

the latter flows to a terminal market and half remains in the rural area
 

for local consumption with the shares fluctuating annually.
 



Most of the farmers sell maize in excess of their marketable
 

surplus after harvest time because of a lack of adequate storage
 
Later in the season, farmers
facilities and excessive storage losses. 


repurchase maize for consumption or exchange for other grains for a
 

high price on open markets. That farmers behave in this manner makes
 

economic sense under present conditions because storage losses can be
 

higher than price differences. In addition to lack of storage, some
 

farmers are forced to sell their producu immediately after harvest, 

even at low prices, because all taxes, rents and repayment of borrowed 

money comes due at this time and necessary purchases of consumer goods 

have been postponed until this time because of lack of money. 

Prices of cereals on the main market in Ethiopia, which is Addis
 

Ababa, are set by brokers by taking supply and demand into consideration.
 

Due to the competitive conditions in the capital, prices reflect market
 

conditions with one essential restriction. In Ethiopia there is no
 

crop estimate. Merchants have to estimate the expected supply before
 

a new harvest occurs anu that estimation determi.nes tneir collective 

price exectati:. Wrong estimates of supply ar'e common1. 

Countrywide annual changes in supply due to weather ccditions 
result in proportionately higher irice fluctuations, b.cause elasticities 
of supply and demand are low in short-run I,(l ofperiods. tendency 
high price flexibility increases with the usual wrong estimi ation o1' the 
supply and the ensuing reaction of traders. ;,When rrices are falling 
traders expect further decreases and do ,t rcha., ,rid this I'act 

imposes sharper price declines due to the col etive behavior of 
traders and their expectations. ahese Irice luovements,'be to wrong 
estimation of the supply, superimpose all other fluctuations. Seasonal 

price movements are sometimes negative and thfe price movements cannot be 
predicted, which adds a high risk factor on ,,torage of' cereals at all 

marketing stages.
 

All prices in rural areas depen, to a certain degree on prices in 
Addis Ababa. But prices in Addis Ahaba, reduced by shipping cost:; 
from the production area to the cayi ta 1 ;:iJve only the upper limit of' 

local prices. Although price fluctuations in rural areas are caused 
by the same reasons as the countrywide fluctuations, the mag;nitude of' 
change is somewhat higher due to the market position and bargaining 
power of rural wholesalers for a particular region and the lack of
 

competition between traders. One surmises that rural wholesalers on a 

certain market are in collusion with respect to prices or they follow 

the leading merchant's recomimendations. Prices are set on open market 

days at the beginninfg of the market period without knowledge of the 
supply anl remain stable regardless of other influences. The market 
integration as a degree of competitiveness between markets in the Baco 
area and to consumer markets is, except on maize, generally low. 
Price changes respond in only a few cases to a dispatch of' goods between 
markets. Although transport rates in Ethiopia are relatively low, 
price differences between markets do not. reflect these conditions in 

all eases. A noncompetitive situation exists at the local market level 
with no outside ameliorative influences. Large wholesalers in consumer
 

markets are not much interested in interfering in local markets,
 

because traded quantities from these markets are rather small for them.
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Only a few transactions take place at the wholesale level between rural
 
markets, although price differences would allow profitable shipments.
 
But transactions would decrease price differences to shipping costs. It
 
cal be assumed that the planned response to price differences between
 
rural markets in a certain region would already decrease these differences.
 

In addition to the necessity of selling immediately after harvest
 
time, Farmers are forced to sell their produce on one of the nearest
 
markets because they have to personally carry the goods to market. This
 
fact enables merchants in villages in the Baco area to press prices down,
 
especially :after harvest time.
 

Although the prices of cereals tended upwards in the last two decades 
in Etiiopi:!, fliuctuations between years and within a year were often so 
hitl :mnd unredict'ible that storage was burdened with an extremely high 
risk factur, arid in addition, a large proportion of the transactions 
were finanr.ed, n a credit basis. 

In 1971/7'" tr'iders sustained a profit loss of 48 percent of their 
invest;ment (buyfing pnrice and storage costs) in Addis Ababa arid of 68 
percent in Shebo-:u, after having stored maiz.e for ten months. A shorter 
period decraused losses without reachin-g the break-even noint. Storage 
of other cereals was carried ou-, with similar results. in 1969/70 stor­
age of cereals was hig-hly urol'it:abie (urin,: the entire period; but in 
1970/71 -;t-rao, was pro'it:bI oily when tiie timings of purchases and 
-;aJes were :'i ght. Losses::: v',uld be decrea.-e i or profits increased in the 
above mentioned years when short run price .ovements were turned to account 
or" there was a high turnover of merci.idise. 

There is a hi-h degree of competitiveness in the Ethiopian trucking 
system. Most of tie truck operators aid some traders own one or two 
trucks but ,nly a few large enLerprises with diversified activities have 
a truck flet. Freilht tariffs represent the competitive conditions 
and -tre low under the present ron, conditions and costs. There is often 
a shortage of' hauling capacity and freight. rates rise in the dry season. 
The analyss oC the spatial price di fferences while taking shipping costs 
into :Lccou~it shIows that in years when stora,,e of grains was not profitable, 
traders could obtain a high gross margin by shipping cereals from the 
production area around Baco to consumer centers and vice versa. For 
example, in 197-/72 with high storage losses in the Baco area and Addis 
Ababa, a dispatch from Baco to Addis Ababa and to Gimbi was highly 
profitable. in 1970 und 1971 shipment was profitable in only a few cases. 

The Gimbi region must import food from otner areas with most 
products channeled through Addis Ababa. Hence, price constellations have 
to allow for these shipments. Production of coffee for export in the 
Giwbi region creates high purchasing power which raises prices. Since 
the 13aco area is well located with respect to Gimbi, shipment of grains 
(except teff) was in some cases possible with earnings of excessive 
gross profits.
 

2. Conclusions and Implications to Marketing Policy 

The study indicated clearly that the present marketing syste for
 

http:finanr.ed
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agricultural commodities works effectively, except on the village level
 
market, when the general economic conditions in Ethiopia are taken into
 
consideration. The replacement of the existing system by other trading
 
systems is therefore not justified. All development programs, which
 
improve the farmers' condition as well as their market position and
 
bargaining power leading to greater competition on the village market
 
will improve the entire marketing system. Under present economic
 
conditions, improvements of the existin4 marketing system will have the
 
great advantage of g'etting faster results, being less expensive, and 
easier to manage then a replacement.
 

From the resul's of this study, directions for improving the 
marketing of agricul-ural counodities can be suggested. As it was 
pointed out, the ,ncer ainty of price mnvoments and the lack of 
competition on ih. viliar.c level n'rket. are the main weaknesses of the 
marketinj system :r ,gricultural I -o:c s' in 'he iLaco area and 
generally in Lhi,,ia. AlI -ar.cl ,: in th_ marketing of agroultural 
commodities in Ethpotua ,re f'aced wi. %:e probl.m of unpredictable 
price movements ever tin. in aiqitiaL o this, f r, are in a weaker 
position due to the noncomp.<itive '7 ,arerts. hi: study has 
clearly shown this to be Lrue oi' , k". -a evn ,!j.:A,.-r it is linked 
with all-weather roads to thy te:'min%! ''1rrets. ,'may be hypothesized 
that the competition on vill'te mark,.: which }:nv. . ',s to the entire 
market system by only dry-weather ruuin is much .owr than on markets 
in the Baco area due to the magnitude o: trauspov:.tion costs. Althouqh 
access to the existinj road systm by a.unstr:ction o:' feeder roads is a 
prerequisite for %ii development aiv ties, increascua market competition 
and more incm:m to furm".: rom u:e:rea.ed shipping co:ts cannot b 
anticipated to any great exteit. A 'h- baco area shows, linkaes of 
village markets to termii.a± markuets do no! necessarily lead uo highiy 
competitive village markets. 

Even after consideration is r-iven to all these factors and to the
 
constraints of limited capital and xsarce qualified administratilve 
personnel, it can be stated that a Mrketing Project, which gives 
farmers an alternative to selling their surplus produce and leads to an
 
increase in competition on village level mn:rkts, has unequivocal 
priority. Following in the rank of ne:,.:ity and feasibi-lity are a 
nationwide Crop Estimation Service and a Price Stabilization Program. 
These single or joined programs should be supported by several other 
projects to obtain optimal results. 

A. Major Marketing Programs
 

a. Marketing Project
 

in order to increase the competitiveness of local markets and to
 
pay farmers the equilibrium price for their produce a Marketing Project
 
besides, or better withi, the existing extension service (Minimum
 
Package Program) should be temporariy established. The creation of
 
such a project should accompany the existing extension service in a
 
given area and should continue to parallel a new Minimum Package Program,
 
as they are set up in new districts. The establishment oW' the Marketing
 
Project in areas of the extension service has the advantage that this
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project can be based, at least in the beginning, on the administrauive
 
structure of the extension service. This project has in regions wLth
 
extension services a higher degree of priority than in other areas
 
because increases in marketable surplus, caused by development activities,
 
depress local prices due to the market imperfections. The Marketing
 
Project should be maintained at least until local markets perform in a
 
competitive manner or until cooperatives are able to replace this project
 
in several regions.
 

The amount of capital and trained personnel available for the
 
proposed project sets the extent of its activities. An effective working
 
project needs especially well trained personnel at all levels. The
 
Marketing Project competes for limited capital and administrative talent
 
with other development activities in the agricultural sector, especially
 
with the extension service. The success of the extension service in
 
Ethiopia depends to a degree upon the effective marketing of surplus
 
production. In areas with extension s~rvices, the farmers' earnings -­
after repayment of credit for fertilizer and improved seeds -- were some­
times lower after participation in extension activities than before.
 
This will obviously adversely influence farmers' participation in the
 
extension programs. It thus seems to be absolutely necessary that 
extension activities in Ethiopia be accompanied by marketing projects.
 

Tie main outline of structure of a Marketing Project, in the Baco area 
could be as follows: The nucleus of the project should be located in 
Baco, which is als(., the administrative center of the Baco region Minimum 
Package Progrcuii. Besides administrative facilities the project needs 
some middle size wareh.house:.; for storing; a portion of' the uurchased grains. 
Another portion should be directly sold after harvest time to terminal 
markets. With Baco des ignated the hub, outpost should be established in 
surrounding villages, The number to be established would be dependent 
upon the capital anid adril nistratve resources acquired for this purpose. 
Three to four outposts for the Baco area would be the minimum number 
requi red and they should be set up in the most distant mrkets in close 
proximity to the producing !'arms because of the farmers' lack of trans­
por tat ion. Baco, in addition to P, ing responsible for its adjoining 
areas, would be the main market 1'cr the entire region. The Baco area now 
lack" a. !iddle .;!i:;ed market between tie termnina! and village markets and 
with the creation of a Marketing Project. Baco could fulfill this function 
for tile area. Thtse new adjustments in the marketing process could 
increase competition because marketed quantities would become lar(ge enough 
to attract nierchants from other areas and teriminal markets. The prices 
paid by Lhe Market i Project to farmers should be derived from actual 
prices in Addis Ababa, so that all nationwide changes in supply and 
demand would influence prices. Marketing Project would give farmers an 
alternative in selling their surplus, thus increasing local market 
competition. As long as local traders pay a higher price than would be 
offered by the project it would have no reason to intervene. All nation­
wide price flue tuat ions due to chalnges in supply and especially in wrong 
estLmnat ions woulid still exist after establishment of a Mairketing Project, 
but tile mag-nitude of changes on local markets would decline. There is a 
moderate risk factor associated with the creation of such a project 
because of the uncertaint.y of nationwide cyclical and s easomal price 
movements. In order to decrease unpredictability of prices, more knowl­
edge is required witi.m respect to supply, which leads to the next proposed 
project, a nationwide Crop Es timation Service. 
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b. Crop Estimation Service
 

As previously mentioned, unpredictable price movements are mainly
 
due to annual changes in supply, which is often over or underestimated.
 
These wrong estimates create proportionately higher price fluctuations.
 

Therefore, better knowledge about annual supply is required, which
 

makes the establishment of a Crop Estimation Service necessary. Due
 

to the large regional differences in climate and production of main
 

crops it will be difficult to obtain actual and reliable data. To
 

ensure success such a project would also need highly qualified
 
personnel. After taking these constraints under consideration, it is
 

not possible to justify this service as a separate entity but it should
 

be established within the existing extension service. Th, personnel
 

of the Minimum Package Program must be 1rained in methods of yield
 

estimation. This lack of knowled, on the part of ,he extension .gents
 

is partly compensated for by their intimate knowleduj of their extension
 

area. With improvemen, of qualifications and experience, the reliability
 

of uOa, will improve. The obtainei nata should be maic accessible to
 

interested merchants so that they are able to L'se their price perfor­

mance on these data. The creation of this rroject, wthin the existing 

extension servine has the %dviantae o requiring tnly i s:!"all amount of 

additional capital "nd few hirhly quaiified scientists, but significant 

results cannot inurediately be eaxected. 

c. Price Stabilization iProvraUn 

To obtain i:omcridiate results and also due to the fact that price 

uncertainty is universal in thiupia, a ntionwide Price Stabilization 

Program including a burfr stock coulu reduce price instability to a 

defined price movment ever "Ime and space. The objective is to reduce 

only price fluctuation due to uncertainty and its proportionately higher 

reaction, but not the fructuation due Lo changes in demnd anid supply 

over time. "hat means that the :Irie support level has to be set 

annually near the equilibrium price. For operation of the existing
 

market sytem, the support level should be set under the estimated
 

balance price and announced immediately before a new harvest time. The 

erjuilibrium: orice has to be calculated 'r the main Ethiopian markets, 

Addis Ahab% and Asmara, taking demand an. e: tirmuted yields ard therefore 

supply under consideration. The support price should be regionally
 

and seasonally adjusted, taking real shipping and storage costs 
..nuo 

account. 2uch a price stabilization scheme is recommended only for a 

few main cereals such as wheat, teff, maize and sorghum. The Ethiopian
 

Grain Board and/or the Ethiopia Grain Corporation could handle the 

propDsed pronram, including the imports of cereals. These organizations 

would be obligated to purchase grain at the support price level ard to
 

sell it again, if prices reach an upper limit. The grains for the buffer
 

stock operation can be stored, at least partially, in the existing
 

modern storage facilities of the Ethiopia Grain Corporation. This price
 

support policy has in the long run some further advantages: First, it
 

is flexible for technological changes in the development process and
 

secondly, this policy can be used for reallocation of resources within
 
a
agriculture and among sectors and regions (for more details for such 


price support policy, see 20, 21, 22).
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Major impediments exist before a Price Stabilization Program could
 

be established due to limited governmental capital and administrative
 

resources, because this program requires substantial financing and highly
 

qualified administrators and scientistc. Under present conditions of 

uncertainty the support price may be set far below the equilibrium price
 

reducing the risk but also the efficacy of the project. Another alter­

native is the improvement of knowledge about supply, which requires the
 

creation of a highly qualified Crop Estimation Service with well trained
 

personnel. These constraints upon capital and personnel limit the
 

feasibility of the Price Stabilization Program. In addition, as would be 
the case universally, it is highly probable that such a program could be 

abused for political purposes and pressures of different interest groups 

could effect support prices. 

B. Accompanying and Supporting Projects
 

Besides the Proposed major marketing programs there can be additional 

directions drawn from this study which should support these programs. All 

of these directions are by no means of less importance. The implementation
 

of each improves, with a different degree, the marketing system. According 

to the approach, these directions can be categorized into three groups: 

a. Improving the Bargaining Power and Market Positi on of Farmers 

All prograins which increase farmrs' incomes, :!. n- land reform 

and changes of the present tenant-landlord relation:-.. , potentially 

improve the farmers' market position. H1owever, under existing conditions 

increases in physical output do not necessarily raise revenues. Due to 

uncertainty and the market position of traders in production areas, 

increases in supply often results in sharply decreasing4 prices. Therefore, 
to improve the actual market position of farmers, extension programs with 

the main objectives of increasing output have to be definitively joined 

by a marketing program, such a,- the one proposed.
 

Improving farmers' grain storage facilities is another important
 

suggested program. Decline in storage losses at the farm level would have
 

a twofold effect: First, farmers would not be forced to sell their
 

produce immediately after harvest time at a low price. Second, due to
 

the decline in losses of stored produce for home consumption, supplies
 

increase proportionately with resultant increases available for
 

consumption. The results of experiments of the Baco Agricultural Research 

Station concerned with local storage clearly showed that farmers' present
 

storage facilities could be easily improved by the farmers themselves
 

without capital investment, thus reducing losses to a normal rate (14).
 

As a long-run program, establishment of cooperatives in addition to
 

the existing marketing channels could increase the competition on local
 

Without the creation of the proposed marketing programs,
markets. 

cooperatives will be faced with the same problems of price uncertainty
 

and risk which the private traders face at present. Although cooperatives
 

might play an important role in the development process, experiences in
 

other countries indicate that the indiscrimate establishment of
 

cooperatives can misallocate scarce capital resources and limited
 

administrative personnel. Therefore, cooperatives should be promoted only
 

in the most favored areas as a long-run program.
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One of the forces compelling farmers to sell their produce
 

immediately after harvest time at low prices is the payment of taxes,
 
rents, etc. A time extension for the payment of taxes would give
 
immense support to the marketing policy of the Ethiopian Government.
 

b. Traders
 

Although entry to markets for new entrepreneurs is legal and free, 
restrictions exist especially on village markets in the form of
 
discrimination and generally in the form of lack of capital resources.
 
The existing participants are faced wfith a scarcity of capital, too.
 
Therefore an improvement in credit fa2ilities for traders would increase
 
market competitiveness.
 

An effort should also be made to improve merchants' storage
 
facilities by providing more knowledge and capital. 

c. ImProvement of Market Information
 

The creation of a price reporting and information service for
 
major agricultural commodities would lead to a better market transparence. 
Prices and transactions on important Ethiopian markets should be 
broadcast daily. At the village market level all price quotations in the 
region should be announced by the Minimum Package Pro(ram or by 
municipalities. This price information service requires the introduction 
of a grading and a uniform measurement arid weight system 'or the entire 
Empire. 
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APPENDIX A
 

Sources of Price Series
 

The price series used in this study were obtained mainly from two
 
sources:
 

a. Prices in Addis Abab-

The Commercial Bank of Ethiopia S, C. collects and publishes average 
monthly wholesale prices of selected commodities from Addis Ababa (CBE, 
Market Report). The.-se rrice series, supplemented by data collected by 
the Department of Economic Research of the National Bank of Ethiopia, 
were used for the calcii ations. This agency collects data from traders 
and branches of' the Ethiopia Grain Corpcration in all major t:,wns in 
Ethiopia. Those data ar-e published annually in the Ethiopia litatistical 
Abstracts. ',uf. the data are by no means complete. 

b. Prices on Markets in the Baco area, Lekemte and Gimbi 

Th, FEconomic Research and Extension Section of the Ethio-German 
Agricul tural Research h'tation Baco established price collectors on the 
main markets in the 3uc,. area, Lekemte anid Gimbi in 1970. These collectors 
ascertain rt-tail prices on open markets weekly and witch transactions to 
assure relinble data. Wholesale prices were collec*ted from several traders. 
Only in Bico were the prices collected twice a week. 

Wholesale Prices: 

Information about wholesale prices was obtained from traders without 
dif'ficulty. Prices of1 several of the merchants coincided completely or 
almost so at. a certain time. These prices were merchant's wholesale 
prices, or in other words, the prices in Eth. $ per 100 kg. produce, which 
retailers had to pay when purchasin,, commodities. Farmers also officially 
received the same price from wholeL:,Lers by selling produce to them. 
This information was obtained from both me'cnants and farmers. Wholesalers 
said that they do riot make any profit by t'ading on this level, but 
itrvesliatlons showed that t-'aders obtained a profit by the manipulation 
of' the weight. when goods were purchased from farmers. Traders use 
balances or similar instruments so it is easy for them to underestimate 
the real weil ht and some traders estimate the weight only. Farmers 
usually have 11o mealns of checking the trader's decisions. The under­
estimated weig-ht rantges, due to the great experience of the merchants, 
between 5 and 10 percent of' the real weight. Similar figures resulted 
from surveys of the CADU Project and Debre Zeit. Farmer's prices were 
in reality 5 to 20 percent lower than assigned prices for grains in the 
CADU Project area (2). Only a rough estimation can be made of the prices 
farmers actual.ly receive under present conditions. 

Retail Prices:
 

At the re-.ail level produce is sold not only by volume but also by 
taking estimates ..pecific gravity into consideration. For the collection 
of retai.1 prices the most common volume measurement was taken and 

http:actual.ly
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recurrently balanced in order to obtain the current volume weight.
 

Collectors gathered several observations from each commodity on the open
 

market day. Besides this, they watched transactions in order to examine
 

the trader's assignments. Every one or two months data were also
 

collected by an unknown person in addition to the normal collection in
 

order to check all data. Because retail prices differ slighly between
 

retailers, the arithmetic average was calculated for this study.
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TABLE Al. MONTHLY WHOLESALE PRICES OF SEVERAL COMMODITIES IN
 
MARKETS OF THE BACO AREA, 1970 - 1972 

- Ethiopian Dollar per 100 kg -1 

White White Red 
Month Maize Teff Wneat Barley Sorghum Noog Pepper 

1 2 3 4 5 6 7 8 

i. Baco 

1971 
May 20.0 36.0 30.5 26.8 27.3 22.3 58.8 
June 19.9 35.8 30.0 27.4 26.3 21.0 58.9 
July 19.3 33.8 27.5 26.. 25.3 22.0 58.8 
Aug. 19.8 31.1 26.9 26.4 22.1 23.0 58.4 
Sept. 18.2 27.9 27.1 25.4 21.7 24.0 60.3 
Oct. 16.4 28.3 210.8 22.8 23.8 53.0 
Nov. 10.5 25.0 22.6 17.3 22.3 ---- 46.3 
Dec. 8.3 22.5 19.1 15.2 21.6 18.0 49.4 

1972 
Jan. 10.0 19.1 18.3 13.3 18.5 ---- 60.3 
Feb. I0.0 19.8 16.0 15.0 15.0 13.0 42.7 
March 7.7 16.6 13.4 12.2 12.3 13.0 39.8 
April 7.5 17.0 13.5 12.5 8.8 36.8 
May 7.4 15.4 15.8 10.1 6.8 42.1 
June 7.5 18.3 16.8 11.0 12.5 14.3 48.5 
July 7.3 18.5 15.5 11.0 9.3 17.3 57.7 
Aug. 6.4 19.4 16.2 11.2 8.8 18.6 58.0 
Sept. 5.8 17.8 15.3 11.5 10.3 18.5 70.6 
Oct. 5.0 18.3 I4.0 10.5 11.8 16.o 63.2 
Nov. 6.0 22.6 16.2 13.0 15.2 17.4 65.9 
Dec. 6.8 23.8 17.5 16.0 13.3 16.3 72.0 

2. Sheboka 

1970 
Oct. 24.8 42.0 32.0 23.0 30.5 31.5 85.9 
Nov. 14.0 35.3 32.5 19.0 26.5 30.0 58.8 
Dec. 18.0 38.8 28.0 19.2 23.8 28.4 58.8 

1971 
Jan. 16.4 27.3 23.3 19.5 20.5 26.0 60.3 
Feb. 16.5 25.5 21.5 20.3 19.0 23.3 58.8 
March 19.4 28.6 23.2 21.6 23.8 24.4 60.0 
April 19.5 31.3 24.9 22.8 23.0 22.5 60.3 
May 20.0 31.0 23.8 21.0 20.0 22.3 67.6 
,iune 21.9 31.4 25.0 24.4 25.0 22.0 61.2 
July 21.0 3)1.3 27.0 26.8 24.3 22.8 65.4 
Aug. 19.5 32.0 26.3 24.8 25.8 22.5 63.3 
Sept. 18.0 28.6 24.6 21.0 22.0 22.6 64.8 
Oct. 17.0 29.0 24.3 19.5 19.0 22.8 67.6 
Nov. 13.0 28.0 21.8 18.5 18.o 21.8 63.2 
Dec. 10.2 26.2 19.9 18.0 17.8 19.2 58.3 
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TABLE Al. cont. 

White White Red 

Month Maize Teff Wheat Barley Sorghum Noog Pepper 

1 2 3 4 5 6 7 8 

1972 
Jan. 10.1 25.4 21.4 15.8 16.5 16.3 54.4 

Feb. 8.8 21.0 18.3 14.8 15.0 16.5 45.6 
March 7.8 18.6 15.6 13.4 13.2 14.2 44.7 
April 7.6 18.3 14.5 11.0 14.3 13.8 47.0 
May 7.0 18.4 14.8 10.8 11.4 14.2 51.8 
June 7.8 19.5 16.8 9.3 10.5 16.8 61.8 

July 6.5 20.0 16.0 8.0 10.5 16.5 58.8 

Aug. 5.6 20.4 15.5 10.4 11.2 17.2 64.7 

Sept. 5.3 21.3 15.5 9.3 12.5 16.8 65.3 

Oct. 5.5 21.5 16.0 9.0 11.3 18.0 57.3 

Nov. 5.6 20.6 16.8 10.0 11.6 18.8 52.9 

Dec. 6.8 20.3 15.5 10.3 11.0 22.5 54.4 

3. Sire 

1971 
Jan. 16.8 30.0 25.7 15.3 24.5 59.1 

Feb. 17.8 30.0 25.8 16.3 22.3 56.6 

March 20.1 31.9 23.8 17.3 25.0 51.5 
April 20.0 29.5 26.6 19.8 24.6 57.3 

May 21.0 31.0 29.3 26.3 24.3 58.8 

June 24.0 31.1 28.0 26.3 21.8 70.9 

July 23.8 32.1 28.5 27.5 23.5 71.3 

Aug. 20.8 31.0 28.1 26.8 20.8 69.1 

Sept. 20.4 31.2 26.5 23.6 19.8 74.1 

Oct. 19.0 32.0 26.3 24.6 19.8 72.4 

Nov. 17.5 30.0 25.3 23.8 20.5 61.1 

Dec. 13.4 25.8 22.6 17.7 17.4 50.0 

1972 
Jan. 10.3 19.6 17.3 10.8 15.0 42.6 

Feb. 9.0 19.3 17.3 11.6 14.5 14.1 

March 9.6 21.1 16.4 15.7 15.0 36.5 

April 9.3 19.6 16.5 14.5 31.6 

May 
June 

7.6 
8.0 

17.2 
19.5 

14.0 13.6 
15.5 

29.5 
29.5 

July 8.0 18.5 17.0 29.5 

Aug. 7.6 18.0 17.0 29.5 

Sept. 
Oct. 

8.0 
8.0 

18.0 
18.0 

----- 17.0 
17.3 

29.5 

Nov. 8.0 18.0 10.0 17.0 

Dec. 7.0 2.8.0 10.0 18.5 

1Arthmetic average of weekly price quotations.
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MONTHLY RETAIL PRICES OF SEVERAL COMMODITIES IN
TABLE A2. 

MARKETS OF THE BACO AREA, ETHIOPIA, 1970 - 1972 

- Ethiopian Dollar per 100 kg. -

White White 

Month Maize Teff Wheat Barley Sorghum Noog 

1 2 3 4 5 6 7 

1. Baco 

1970 
June 26.8 38.1 40.5 37.6 33.1 --

July 30.3 141.0 41.1 38.4 33.1 

Aug. 31.8 )14.1 44.3 44.5 37.5 

Sept. 29.3 43.2 44.5 143.5 38.1 

Oct. 23.5 37.3 36.6 35.1 32.0 

Nov. 16.6 31.)i 34.9 24.8 24.3 

Dec. 17.5 30.4 31.8 23.0 19.6. 36.0 

197.1 
,Jan. 16.1 28.0 28.9 21.6 18.0 34.1 

Feb. 21.14 30.4 30.8 26.7 21.4 34.5 

March 20.7 30.3 30.6 26.0 21.3 29.3 

Apri1. 
May 
June 

19.6 
22.9 
24. 

30.0 
31.6 
33.6 

314.9 
34.9 
33.4 

27.5 
30.0 
29.1 

23.8 
29.3 
30.9 

40.6 
39.2 
36.8 

July 
Aug. 

23. 
23.C 

314.3 
30.5 

31.1 
30.2 

27.8 
29.0 

32.2 
28.1 

37.0 

Sept. 
Oct. 
Nov. 

21.1. 
17.5 
1.1.3 

28.2 
27.3 
25.0 

28.7 
26.0 
22.0 

26.4 
24.5 
21.1 

26.3 
25.8 
25.9 

Dec. 9.0 24.5 19.7 20.1 28.1 22.0 

1972 
Jan. 9.0 25.5 23.8 20.1 22.9 22.0 

1eb. 9.0 19.7 20.8 19.14 18.5 21.0 

March 8.9 18.2 18.3 20.5 17.0 21.2 

April 
May 
June 

8.6 
6.7 
8.9 

17.4 
16.5 
17.8 

18.4 
17.2 
18.0 

18.7 
13.3 
14.4 

11.6 
10.3 

16.1 

22.0 
22.0 

19.7 

July 
Aug. 
Sept. 
Oct. 

8.6 
8.l 
5.8 
)1.5 

18.1 
17.0 
17.0 
17.0 

21.1 
18.0 
18.8 
17.1 

15.5 
14.1 
12.9 
12.0 

21.2 
214.4 
17.8 
19.0 

22.0 
22.0 
22.0 
22.0 

Nov. 5.0 18.2 20.3 13.4 19.0 22.5 

Dec. 5.8 2nl.8 23.4 14.6 20.6 22.0 

2. Sheboka 

1970 
Oct. 24.6 40.6 36.5 24.7 36.4 44.3 

Nov. 13.6 31.5 36.5 18.1 30.4 44.3 

Dec. 18.0 33.1 31.5 22.3 30.2 39.9 



78 

TABLE A2. cont. 

Month 

White 

Maize 

White 

Teff Wheat Barley Sorghum Noog 

1 2 3 4 5 6 7 
2. Sheboka 

1971 
Jan. 
Feb. 
March 
April 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

17.8 
18.0 
19.4 
19.1 
20.5 
22.3 
22.0 
20.8 
20.9 
16.9 
19.5 
14.5 

29.4 
26.5 
31.3 
31.4 
34.3 
34.3 
33.0 
30.8 
27.2 
27.9 
26.8 
26.3 

25.8 
25.7 
26.0 
26.0 
29.9 
34.3 
32.9 
28.6 
28.0 
27.0 
27.8 
24.8 

21.8 
22.3 
22.3 
22.3 
22.9 
26.7 
28.3 
25.5 
23.8 
21.8 
21.8 
21.1 

22.4 
20.0 
23.6 
21.8 
20.0 
29.2 
33.8 
33.6 
30.2 
27.8 
26.1 
26.4 

26.3 
23.3 
33.3 
27.5 
26.4 
43.4 
42.2 

44.3 
40.3 
27.6 
22.0 
22.0 

1972 
Jan. 
Feb. 
March 
April 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

9.3 
8.8 
8.8 
8.9 
8.9 
9.0 
9.0 
9.0 
7.3 
7.8 
7.1 
8.5 

26.1 
20.9 
17.6 
17.1 
17.0 
18.0 
1.7.5 
16.9 
21.1 
17.0 
18.6 
19.0 

24.5 
20.2 
17.5 
16.3 
16.1 
18.0 
18.0 
16.5 
16.7 
17.)4 
17.7 
18.0 

21.5 
19.4 
18.6 
12.6 
11.7 
14.8 
14.8 
I.6 
12.6 
12.0 
11.0 
11.9 

19.9 
17.6 
18.3 
16.6 
12.5 
12.5 
12.5 
12.5 
12.0 
13.1 
1).5 
12.5 

21.3 
21;5 
21.6 
20.8 
19.9 
22.0 
22.0 
22.0 
22.0 
22.0 
22.0 
22.0 

3. Sire 

1971 
Jan. 
Feb. 
March 
April 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

16.9 
18.5 
20.3 
19.0 
21.1 
22.8 
23.4 
20.8 
20.0 
21.4 
18.6 
13.5 

30.6 
31.2 
30.8 
29.9 
29.9 
28.0 
28.3 
28.5 
26.8 
25.8 
27.9 
21.9 

28.6 
28.6 
28.0 
29.2 
29.5 
35.9 
34.6 
33.1 
27.1 
29.8 
30.8 
22.4 

17.1 
22.3 

23.8 
20.6 
23.6 
25.4 
26.8 
24.4 
22.8 
24.9 
24.3 
17.7 

22.5 
24.0 
33.1 
23.3 
25.1 
23.8 
24.0 
22.0 
22.2 

23.3 
25.3 
21.0 
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TABLE A2. cont.
 

White White
 
Month Maize Teff Wheat Barley Sorghum Noog
 

1 2 3 4 5 6 7 

3. Sire
 

1972
 
Jan. 13.5 18.8 17.1 15.4 19.4 
Feb. 10.8 18.3 16.7 12.3 20.3 
March 9.5 16.4 15.7 15.0 19.8 
April 8.6 16.6 15.8 17.4 20.8 
May 8.4 16.7 16.3 19.0 22.0 
June 8.3 16.6 16.3 19.0 22.0 
July 8.5 16.3 16.3 19.0 22.0 
Aug. 8.0 16.7 16.3 19.0 22.0 
Sept. 8.0 15.9 16.3 19.0 22.0 
Oct. 8.0 15.5 13.8 18.3 22.0 
Nov. 8.0 15.5 12.8 10.2 22.0 
Dec. 7.3 15.5 11.0 9.5 22.0 

±Arithnetic average of weekly price quotations. 


