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1.0 Introduction

Retail prices of maize in Mogadishu and other towns in
Somalia vary within and across years as a result orf both supply
and demand related factors. Supply +tactoers atfecting maize
prices are agaregate supply, the seaspnality of maize production,
and the timing and volume of maize imports. Local production and
imports of other cereals which are potential substitutes in
consumption, such as wheat and wheat flowur, rice and sa~ghum,
also affect maize prices, though somewhat less directly than
maize supply factors. Demand factors also play an important role
in price formation and wvariation. Mogadishit and other large
towns in Somalia are growing rapidly. Migrants from rural areas
bring rural consumption patterns, 1in which maize and sorghum
consumption predominate. These tastes and preferencaes may
change, as bread, pasta and r.ce are widely available in the
larger towns at competitive prices. These cereal products
require little ar no additional processing and less preparation
time than maize and sorghum. Given data limitations, it is
difficult to serarate out the relative magnitude af supply and
demand factors affecting maize prices.

This paper has a more modest objective. It will describe
and analyze the behavior of maize retail prices in Mogadishu, the
largest urban market. Monthly time~series dacva are available for
retail prices during the period January (977-December 1986 for
Mogadi shu. The paper will then aiscuss the policy implicatians

of maize price seasonality. Practical usefulness of seasonal
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price analyzis 1is demonstrated in the Appendix; 1987 maize price

forecasts is computed using the GSI index for predicting monthly

price levels.

2.0 The Impartance of Maize Prices

Pelicy-makers, tiraders, farmers, and consumers are all
keenly interested in the behavior of maize prices in Somalia.
Prices are one obvious and universally understood measure of how
well fthe market for the major staples is perfaorming. Price
levels of the commodity during different periods of the year
provice valuable 1nformation to policy—-makers as to whether urban
consumers are abie +to buy adequate supplies of maize at
reasonable prices. Major drouaght in a particular vyear is
generally reflected in the higher price ievels of the main staple
foods.

Traders are especially intorested in- the seasonal price
variation of maize, as it affects the timing of their purchase
and sales decisions. FProvided there 1S Seasonal price
variability and steady and predictable price increases after the
harvest, maize traders have an‘incentive to buy maize when prices
are low and store the commadity until it commands a better price.

The price level of major staples such as maize determines
the real income of a large portion of the residents of Mogadishu
and other towns in Samalia. Maize consumers, particularly poorer
families, respond to changes in th:- price of the maize and other

staples. When maize prices rise, the real income of these
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families drops and their maize consumption will fall (assuming

all other factors remain constant).

3.0 PBRackground on Maize and Marketing

There are Y‘wo cropping seasons in Samalia, namely, Gu and
Der; The Gu season of the big rains starts in April and
continues through Junsa. Maost of the maize crop 1is produced
during the Gu and harvested +rom late August to early September.
The Der season of the small ~ains begins 1in late Scptember and
lasts until late Novempber or zarly Cozoombar, The smaller
quantity of malize that i1s produced in the Der is harvested in mid
ta late January. The maize market year can be said to begin in
September and extend through August of every year.

Maize 1s mostly produced during the Gu seasorn along the
Shebelle and Juba rivers under ccntrolled irrigation, flood
irrigation and rainfed canditians. The available data on the
breakdown of area croppued to maize and maize production by region
in Somalia are shown in Table 1. The data show that 67-80% of
total maize arwva cropped and total productieon in any of the ye=ars
1982-83 1¢ concentrated in the Bu season. The Lower and Middle
Shebelle Regions have produced 63-79%Z of the maize in Somalia
over this same period. The Lower Shebelle alone harvests half of
the maize (48-59%) produced in Samalia n any aiven year. The
most productive districts are Merca, Afgoi, GRoricley and Balcad.
Sesame is the main crop during the Der season in the Lower and

Migdle Shebelle, although some farmers plant maize during this



season as well.
Maize supplies are shipped fraom the nearby producing areas
to Mogadishu by both public and private marketing agents,
Table 1
Regional Distribution of Maize Area

and Froduction in Somalia, 1982-198é4
(area in "0O00 hectares; production in 000 M.T.)
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including ADC, private traders, and sometimes farmers. ADC
exercised a statutory monopoly in the cereal trade from its
creation 1n 1971 until 1982, at which point the government began
liberalizing agricultural marketing. During the 1970s, ADC
purchased an average 287 of estimated annual maize production,
but this +ell precipitously in the 1980s.

Retailers in Mogadishu, as well as aother parts of the
country, seil maize by volume in local units of measure, sucn as
Suus, Shood, and Madaal. The available retail maize prices from
Mogadishu are expressad  1n Suus, which is equivalent to

approximately 2.1 kilograms.

4.0 Analysis of Maize Price Trends

We will begin the analysis by pletting nominal maize prices
from 1979 through 1984, which are shown in Table 2 and Figure 1.
As seen in figure 1, naminal retail maize prices fluctuated
greatly fraom 1979 through 1982, reaching their highest levels in
1980 and the first half of 1981. Nomirmal prices began to rise in
1983 and thern more than tripled from approximately So. Sh. 2B.35/
Suus in Jan. 1984 toc So. Sh. 92.9%/ Suus in June of the same year.
Prices declined at Gu harvest in August 1984, but they did not
drop significantly wuntil the Gu harvest of 1985. Since then,
nominal prices have remained relatively steady. From the plot of
nominal retail prices, the strong price seasanality within years

is readily apparent.
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Table 2 ,
NOMINAL RETARIL. PRICES FOR
MAIZE S50OLD IN MNGADTSHU
(So. Sh. per Suus)

YEAR JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC
1979 5.¢ 5.0 5.2 6.2 4.7 5.0 5.4 5.5 S.1 5.8 4.0 4.8
1980 5.8 12.0 12.8 13.3 14.46 15.6 17.8 18.0 10.0 12.0 13.8 14.4
1981 14.9 16.3 14.9 19.2 19.2 12.9 11.9 8.3 8.2 7.5 8.2 8.4

1982 9.7 9.9 10.2 10.4 10.4 11.0 12.6 1.7 9.5 10.8 9.7 11.9

1985 10.0 10.7 13.1 15.9 1B.5 20.7 22.0 20.9 16.7 16.0 20.3 23.1

o

1984 28.5 20.8 54.7 B1.0 91.0 9Z.5 88.7 71.6 63.9 63.0 &3.8 &6.3
1985 &7.5 67.6 &7.0 70.1 74.4 73.3 &9.1 40.6 39.0 43.2 42.0 S0.2

1986 353.0 54.0 56.0 &3.0 70.C 5B.0 59.0 £7.2 42.0 41.0 S51.0 48.0

Source: Central GStatistics Department (Ministry of National
Planning).

After examining nominal price trends, it is useful to
reflate the nominal prices to 1977 constant prices ard plo: them.
As shown in Figure 2, real maize prices reached their highest
levels 1n 1980 and the first half of 1981, and again in 1984,
particularly befcre the Gu harvest. The maize and sorghum crops

of 1980 were mediocre, and the 1983 sorghum crop was a failure,
which likely contributed to the price rises. The decline in
sarghum output in 1983 reduced the overall availability cf

locally produced cereals, which affected maize prices in 1984.
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Table I
REAL RETAIL PFRICES DR

MAIZE SOLD IN MOGADISHU
(Sa. Sh./Suus)

YEAR JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC

1979 4.2 4.2 4.4 4.9 3.4 3.7 4.0 3.9 2Z.7 3.8 4.0 4.4

1980 3.7 7.3 7.3 7.0 4.9 7.3

7
1781 9.4 5.7 5.5 6.2 6.2 4.1 3.5 2.6 2.5 2.3 2.6 2.6

1982 2.9 2.8 2.9 2.9 2.8 2.9 3.2 2.7 2.3 2.8 2.3 2.8

1983 2.4 2.4 2.9 3.4 3.7 2.9 4.1 3I.8 2.B Z.7 3.4 3.7

1984 3.8 5.7 &.8 B.92 9.0 8.7 B.0 4.9 6.2 5.8 §&§.8 5.8

1986 3.4 3.3

1985 5.7 5.6 5.2 5.2 5.0 4.9 4.7 2.9 2.8 2.9 2.9 3.4
3

3 T.6 3.6 2.9 2.9 2.4 2.1 2.0 2.7 2.3

Source: Calculated from Table 1.

Note: Retail prices are reflated using the monthly general CPI
index far Mogadishu published by the Central Statistics
Department (Ministry of National Flanning). The reflated prices

are expressed in 1977 constanit Shillings.

Other factars, such as the aggregate level of locally
produced and imported cereals c=tocks, as well as the level of
grain imports relative to earlier years, likely contributed to
the precinitous rise in maize prices. ADC stocks were relatively
low and quickly depleted in 1980 ard 1984. Privately held stocks
were likely low as well, particularly in 1980, after successive
years of mediocre grain production, and as it was illegal to hold

locally produced cereal stocks privately before 1982.
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After peaking in 1984, real maize prices declined quite
dramatically in 1985 and 1984. This was due in large part to the
good Bu rains of 1983 and 1984, and the accompanying bumper maize
and saorghum crops. Aggregate supply of domestically produced
grains expanded significantly in the past two years, producers
were able tou rebuild depleted or low levels of stocks, and

tfarmers socld surpluses to private traders and ADC.

5.0 Seasonal Price Variation

Retail prices vary within the year largely as a function of
the available supply of maize and competing grains. The
magnitude of seasonal price variation is illustrated clearly in
Table 4 and Figure 3. Since the Gu maize is harvested in late
August and September, one would expect that prices would reach
their iowest point of the year during the period just after the
harvest. Prices would then rise moderately until the Der harvest
in January, level off or drop slightly depending on the Der.
harvest, and tnen rise steadily until the next Gu harvest.

The Grand Seasonal Index (GS1), which shows how prices have
behaved in the various months over the past eight years, confirms
the expected pattern. It unambigquously shows that retail prices
have dipped during the three months of September, October, and
November-. The index value of 77.3 for the month of September

indicates that the price in that month is 22.7% below the overall
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average of the past eight years.=
Table 4

GRAND SEASONAL INDEX

" FDR
MOGADISHU RETAIL MAIZE PRICES

AVERAEE GRAND

SEASONAL STANDARD SEASONAL
MONTH INDEX ERROR INDEX
JAN 83.463 18.78 B4.74
FEBR 71.88 13.67 93.12
MAR 102.87 13.74 104.25
AFR 117.25 16.57 118.83
MAY 127.21 14.49 ) 128.92
JUN 128.12 8.4&4 129.85
JUL 121.38 3.27 123.01
AUG 93.07 14.350 94.33
SEP 78.29 10.44 79.34
0cT 79.04 17.93 80.10
rav 76.54 13.21 77.57
DEC B4.76 iB.92 853.90

Source: Computed from Table 1.

As shown 1in Figure 2, maize prices are seasonally highest in the
March—July period, peaking in May at 127.0. This 1is perhaps
sooner in  the marketing year than expected, as the Gu crops are
not harvested before late August. One reason +for this may be
that food aid arrivals are larger and more frequent during the
months of June and July, which would increase the aggregate grain

supply and dampen maize prices.

ZAn average monthly index value equals 100.0. Any index
value above 100.0 means that monthly retail maize price over the
past eight year period is seasonally higher than average, while
an index value below 100.0 indicates a seasonally lower than
average price. See Goetz and Weber (198&) for an in-depth
explanation of seasonal price analysis techniques.
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Figqure 3
GRAPH OF THE GRAND SEASONAL INDEX
FOR
MOGADISHU RETAIL MAIZE PRICE FROM JAN. 1979 TQ DEC. 1986
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THE 1007 LINE IN THE BARCHART REPRESENTS THE AVERAGE OF 30.563 CURRENCY UNITE
OVER THE 8 YEAR PERIOD OF ANALYSIS OF COMMODITY PRICE DATA.

THE MONTH INDEX VALUE INDICATES BY HOW MANY PERCENTAGE POINTS EACH MONTH'S
VALUE LIES ABOVE OR BELOW THE ANNUAL AVERAGE.

THE STANDARD ERROR OF 19.3 FOR JANUARY INDICATES THAT THE JANUARY VALUE WILL
SLIE WITHIN PLUS OR MINUS 19.3 PERCENTAGE POINTS OF ITS MEAN IN 7 OUT OF 10 YEAF
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6.0 Policy Implications of Seasonal Maize Price Patterns

In a well functioning economy, prices of a staorable
commadity such as maize should rise after the harvest to reflect
the costs of storing maize, the opportunity cost of the capital
tied up as maize inventory, and paost-harvest 1losses. In
instances where seasonal price variability becomes excessive,
some type of government action may be expected or even required
to improve the situation.

The first of such problematic circumstances under which
government intervention may be required is at the time of a maj)or
drought and domesti; production shartfall, during which retail
pPrices of such staple cereals as maize are in excess of the costs
o+ holding maize. During such times, the government needs to
take effective steps to hold down retail commodity prices by
ei1ther releasing its aown +oo0d security reserves or by 1mparting
(commerciel or food aid) maize and injecting it intc the market.

A secand situation where the government may need to
intervene is when retail maize prices are far 1in excess of the
costs involved in holding maize. This situation mey arise as a
result of a non-competitive market situation where a relatively
small number of traders collude to extract high prices fram
consumers (or to pay low prices to farmers). This type of trader
behavior is far more likely to be found in isoclated rural areas,
where markets are poorly integrated inta the national cereal
markets, market information is poar, and rural producers and

consumers are at a bargaining disadvantage relative to traders.
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In large wurban markets and their surrounding market sheds, such
as Mogadishu, where there are many buyers and csellers and where
cereals supply and price information is widely available, such
speculative or exploitative trader behavior 1s uncaommon.
Empirical studies 1n cther African countries and regions of the
developing world have generally shown little evidency of
collusive behavior in gra2in trading in and around major urban
markets, despite the views of many government officials to the
contrary.

ANother possible prablem  that wmight require government
intervention is the case o¥ marked seasonal price variability due
to 1nefficiencies 1n the marketing system. These inefficiencies
take the form of high marketing costs or poer integration of
markets within a country or reglon. Investments in improved
infrastructure and communications are nften reguired to overcome
high marketing costs and poor wmarket information.

To effectively address any malfunctions in the marketing
system, policv-makers need ta gather and interpret market and
price information continually. By manitoring seasaonal and secular
price trends faor key agricultural commaodities, policy—-makers will
develaop a better feel for inter— and intra-annual variability of
prices.

A certain degree of price variability is not only normal but
desirable so as to induce farmers and private traders to store
commaodities for sale during periods of relative scarcity.

Without predictable price variability and private incentives to
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store, the government wili be forced to assume most of the
commercial-type storage functions, which typically proves to be
vary costly. DGavernment storage of large quantitiaes of grain has
a very high opportunity cost. Resourcues tied up in costly
slorags Droge s cannot be used Jor preductive lnvestment
elsavhoro, ouch ag {n irrigadicn dovalopment or axport promotion.
Therafora, tm’ the axtont thot ¢t ig possible, the GOS and other
davolaping c;untr.aﬁ ghould view a certain degrae of seasonal
price variahility ao normal, deuiraole and indeed necessary {for
encouragLing faraoro opd private Uradors te store grains and other
storablo coamoditioa.

Thip argument ig not moant to be interpreted as discouraging
any gavernmant taterwention that might affect prices. Clearly,
any oaeoszive variabhility in pricos aight, racmss o Of foagiing
Qavaernmznt  responses, such 26 rolaassing/buyling stocks DE.
inzreasing/raducing  imparts  of grain. The disturbingly abrupt
rige in resl aaize retall pricos from February through July 1984
is one period during which seasonal price variability appears tn
have baon eoxcussive. As such, it may have been a period during
which scme  Fform of government intervention or change in paolicy

may have boen cuitable and dusirable.

7.0 Plans for Further Prico Analysis
A of this writing, the only time-series price data
available in Somalia for a period of several years or more arse

collected by the Central Statistical Departmert of the Ministry
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of National Planning at the retail 1level in Mogadishu. Given
scarce G(GOS resources, this was a logical place to begin
collecting price data. Other en-icultural price data, though not
availlable in longer time-series, are alsa collected by other
agencies and projects, such as the National Extension Service and
the Planning Division of the MDA, for areas and markets ocutside
Mogadi sh.:, Suzh  addicional data collention needs tu be
encouraged. Moreover, every effort should be made to analyze
these price data soon after they are collected and to pravide
policymakers with timely interpretations of price trends. With
such analyses palicymakers will be able to make better informed
decisions regarding producer floor prices, releases of grain from
stocks and stock acguisition, and the level and tiring of cereals
imports.

Beginning in September 1984 and extending into 1987, the
Food Security project will monitor retail - pricas in Mogadishu,
wholesalz and +arm level prices in the Lower and Middle Shebelli
regions, and r2tail prices in selected towns in Southern Somalia,
including Jenale, Jowhar, Buulo Burti, Baidoa, Kismayo, and
Jilib. Periodic price repaorts will be issuerd for the benefit of
policy—-makers, other GOS staff, wholesale traders and importers,
and other interested parties (e.g., projacts, donor agencies).
We welcome comments on this initial working paper and later price.
reparts in the spirit of fostering a frank and critical
assessment of current price levels, price trends, and price

policies.
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Appendi

Monthly Maize Retail Price Forecasts for 1987

Accurate farecasts of maize prices throughout the year have
significant public and private payoff te decision-makers, giving
them ample time to alter their decisions based on the forecasts.
The government needs projected monthly price levels to determine
whether it is necessas~y to intervene during periods nof abnormally
high and excessive retall prices of such staple cereels as maize.
Public and private maize trading institutions require price
faorecasts to improve the timing of their purchases and salaes
detisions.

This appendix presents an example of the practical
uszruliness of seasonal price analysis, using the above described
GSI 1ndex computed From the available data +or Mogadishu.
Monthly maize pricme in Mogadishu are projected +for the 1987
calander year.

The 1937 monthly projections are calculated using December
1986 GSI and retail price of one Shood of maize as a basis and
the GSI value for each month.

To show haw corectly the GSI model predicts retail maize
prices, let us see a comparison of actual monthly prices and
predicted prices Ffor 1986. The 1986 monthly'mean of prices and
the GSI were used as the basis for the monthly projections

together with each monthly GSI index.
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Table A shows the actual and predicted maonthly retail maize
prices for the 12 months of 1984. The mean manthly actual prices
is 17.90 So. Sh./Suus whiie the mean for the predicted pricss is
17.89 Sc. Sh./Suus. The difference between actual and predicted
prices is a negligible So. Sh. 0.01, and with a spread of 2.4 and
minus 1.9 on the upp2r and lower sides respectively.

Table 35

Compar isan Between 1986 Actual & Predicted Prices
(So. Sh. per Shood)

Month Actual Prices FPredicted Prices Difference
January 17.7 15.4 2.3
February 18.0 18.3 -0.3
March 18.7 19.5 -0.8
April 21.7 21.95 0.2
May 23.3 22.7 0.46
June 19.3 21.2 -1.9
July 19.7 21.0 -1.3
August 15.7 17.2 -1.5
September 14.0 13.8 0.2
October 13.7 14.2 =-0.5
Navember 17.0 14.4 2.6
December 16.0 15.5 0.5
Average 17.90 17.89 .01

From the above, we can evaluate the predictive power aof using the
65! index for monthly price forecast. The graph an Paga 20

further illustrates the close 1link between the forecasts and
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actual 1984 prices.

lLLet us now look at the 1987 monthly projection of retail maize

prices.
Tab'« B
1987 Monthly Retail Maize Price Praojection
(Quintal equivalents are in Parenthesis™®)

Month Projected Price Month Projected Price

(So. Sh./Shood) : (So. Sh./Shood)
January 15.9 : July 21.7

( 2270 : ( 3100 )
February 18.% } August 17.7

( 2700 ) H ( 2530 )
March 20.1 H September 14,3

( 2870 : ( 2043 )
April 22.2 : October 14.7

{ 3170 : ( 2100 )
May 23.35 H November 14.9

( 3237 ) ! ( 2129
June 21.9 : December- 14.0

( 3128 ) : ( 2284 )

The above forecasts are based on the following assumptions;
a)similar rate of inflation in 1987 as in 19B6,and b)forecast
does not account for {ood aid arrivals or ADC sales that might

depress prices.

b

- A Shaood weighs approximately 700 grams. Thus, multiplying
the Shood price with 143 gives the 100. Kg. retail price
equivalent.
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