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retail prices of teff are positively correlated with the prices in all the other markets, 
except with those at Gimbicho. The correlation coefficients of both maize and teff 
have significantly increased after the reform. Hence, after the March 1990 reform 
the markets are well-integrated compared to the pre-reform situation. It can be 
concluded that the economic efficiency of the markets has increased significantly and 
has partly solved the problems of food grain marketing. The lower correlation 
coefficients before the reform of March 1990 are explained by the existence of state 
monopoly in food grain marketing and the various restrictions on the inter-regional 
trade. This has completely destroyed the trade pattern and the competitive nature 
of food grain marketing. 

An attempt was also made to examine the determinants of the correlation 
coefficients. The regression model specified in Equation 2 was estimated for the 
correlation coefficients of the maize price data after the March 1990 reform. The 
regression result are: 

r = 0.050 + 0.003 X, + 0.048 X, + 0.025 X3  + 0.094 X4 	= 0.58 
(0.292) (0.001) 	(0.142) 	(0.006) 	(0.115) 

(3) 

The estimated regression equation indicates that distance, type of road (both 
significant at one per cent) and number of food grain traders (significant at five per 
cent) are found to be important variables influencing the level of food grain market 
integration in southern Ethiopia. The structure of production and population size 
were insignificant variables. The estimated coefficients have the expected signs, 
except for that of distance between the markets. 

If perfect competition is assumed, price differences will reflect the cost of 
transferring the food grain. A parity price can be computed by deducting the 
transport and handling costs of the food grain from the prices at Shashemene. Table 
3 indicates the spatial price differentials of maize and teff in the 17 markets. 

The retail prices of the food grains after the March 1990 reform have shown a 
rapid increase. For example, within 13 months, the average retail prices of maize 
and teff have increased by 30.94 and 31.71 per cent, and the price of maize has 
increased in all the markets except for Robei. Similarly, the average price of teff has 
shown an increase in all the markets. Moreover, Figure 1 clearly depicts the increase 
in the weekly price of maize and teff at the Shashemene market after the March 1990 
reform. 

A linear regression equation was also estimated to study the relationship 
between the average prices of maize in the different markets (M) and the distance 
of the market from Shashemene: 

M = 56.317 + 0.036 X, 	12.1  = 0.40 	 (4) 
(2.023) (0.012) 
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Distance is a significant variable at one per cent level of significance. If distance 
increases by one km, then the mean price of maize will increase by about four cents. 

Table 3: Average Weekly Retail Prices of Maize and Tell in the 17 Markets 
in 	Ethiopia  SouthernSouthern 	(Before and After the March MO Reform) 

Maize Teff 

Market Pre- 
reform 

Post- 
reform 

%tage 
change 

Pre- 
reform 

Post- 
reform 

%tage 
change 

Shashcmene 39.42 57.43 45.68 74.86 105.95 41.53 

Dodola 60.96 91.33 104.89 14.85 

Adaba 63.00 84.17 111.24 32.16 

Robei 69.30 66.51 -4.02 101.06 139.51 38.01 

Goba 73.79 67.60 8.39 103.42 124.24 20.13 

Ginnir 56.41 68.04 20.62 87.22 113.53 30.17 

Arbaminch 53.91 65.90 21.31 103.65 131.11 26.77 

Arsi 
Negelle 

39.97 59.21 48.14 76.47 106,56 39.35 

Awassa 40.27 59.54 47.79 79.91 104.89 31.26 

Adaba 32.90 50.67 54.01 83.40 110.46 32.45 

Sodo 46.00 61.38 33.43 69.04 82.56 19.58 

Ajji 31.10 49.83 60.23 84.00 120.68 43.67 

Zeway 38.75 65.88 70.01 81.43 114.59 40.72 

Meki 42.13 63.86 51.16 78.59 102.75 30.74 

Butajira 44.13 56.80 30.07 73.57 111.33 51.13 

Hosaena 48.70 63.53 34.45 84.41 97.07 15.00 

Gimbicho 44.72 61.40 37.30 64.36 90.07 39.95 

Overall 
average 

46.77 61.24 30.94 83.58 110.08 31.71 
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Figure 1: Weekly Retail Price of Maize and Teti at Shashemene Market 
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Table 4: Coefficient of Variation of Weekly Retail Prices of Maize and Teff 
he March 1990 Reform 

Maize Teff 

Market Pre- 
reform 

Post- 
reform 

%tage 
change 

Pre- 
reform 

Post- 
reform 

%tage 
change 

Shashemenc 0.170 0.278 63.53 0.069 0.177 156.52 

Dodola 0.115 0.006 0.151 2416.67 

Adaba 0.078 0.035 0.184 425.71 

Robei 0.118 0.266 125.42 0.063 1.054 1573.02 

Goba 0.118 0.242 105.08 0.046 0.232 404.35 

(3 innir 0.261 0.348 33.33 0.121 0.266 119.83 

A rbam inch 0.172 0.200 16.28 0.091 0.182 100.00 

Awassa 0.206 0.316 53.40 0.081 0.198 144.44 

Alaba 0.274 0268 -2.19 0.158 0.156 -1.27 

Soda 0.092 0.277 201.09 0.101 0.133 31.68 

Ajji 0.156 0.319 104.49 0.149 0.191 28.19 

Zeway 0.097 0.257 164.95 0.154 0.180 -16.88 

Meki 0.139 0.275 95.84 0.083 0.195 138.55 

Butajira 0.107 0.262 144.86 0.103 0.170 65.05 

Hosaena 0.201 0.173 -13.93 0.220 0.186 -15.45 

Ghnbieho 0.181 0.189 0.160 0.304 90.00 

Table 4 shows the coefficients of variation of the weekly retail prices of maize 

and teff. After the March 1990 reform, the coefficient of variation for the weekly 
prices of maize has increased in all markets except for Alaba and 1 Insaena. 

Similarly, the coefficient of variation for teff has increased in all markets but not in 

Alaba, Zeway, and Hosaena. 

The explanation for such an increase is that the markets after the March 1990 
reform are becoming sensitive to the interaction of supply and demand which 

resulted in large fluctuations in the weekly prices of maize and teff. Such a response 

of the food grain prices to changes in the market conditions could be partly 
considered as an improvement in the efficiency of food grain marketing. 

There were a number of factors which contributed to the changes in the 
coefficient of variation. To assess this, the coefficient of variation of maize prices 
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(C.V.) was regressed on the independent variables used in Equation 2. The results 
are as follows: 

C.V. = 	-0.067 + 0.001X, + 0.168X, + 0.004X, + 0.035X, 	= 0.61 
	

(5) 
(0.098) (0.001) 	0.047) (0.002) (0.038) 

The variation in the weekly price of maize is affected by distance, number of 
food grain traders (both significant at one per cent), and type of road (significant at 
five per cent). 

IV. THE FOOD GRAIN MARKETING REFORM OF MARCH 1990 

Although it is too early to examine the socio-economic impact of the new food 
grain marketing reform, attempt is made to describe the policy reform and show 
some of the immediate effects on the size of food grain traders and the price 
structure in this section. 

A. The Liberalization Process in Food Grain Marketing 

Before the March 1990 reform, AMC was given an important role in the 
socialization process of agricultural marketing. It was considered as an instrument 
of providing food grain to the urban poor at a reasonable price. The existence of 
AMC was also justified for ideological and national security reasons (supplying food 
grain to the army and government institutions). 

The results of the food grain marketing policy before March 1990 were: (a) the 
development of black or night markets; (b) lower competition among food grain 
traders for non-quota grain; (c) restricted flow of grain from surplus to deficit regions 
and significant price variation among regions; (d) lower price of food grain; and (e) 
enormous complaint from the small farmers [Cohen and Isaksson 1988: 332; 
Alemneh 1987: 140; Kirsche, Goricke, and Worz 1989: 142]. 

Different international organizations, governments, and scholars have been 
insisting on a radical liberalization process. The World Bank, EEC, and SIDA have 
criticized the price policy and quota regulation. They set conditions relating to policy 
changes in order to get access to loans [Cohen and Isaksson 1988: 336-39]. The main 
conditions were limiting the importance of AMC, expanding the role of the private 
sector in agriculture and allowing the market more influence in the determination 
of prices. But the government was not in a position to accept these conditionalities. 

The ideological and economic policy changes in the USSR and East European 
countries at the beginning of 1990, coupled with the internal pressure due to the low 
performance of public enterprises, forced the government to introduce a 
liberalization process. Liberalization policy is the process of redefining property 
rights, including the relative roles of the public and private sectors in the economy, 
not a process of simply "getting the government out of the market" [Schmid 1978]. 
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It is the removal of legal prohibitions to private trade in selected commodities and 
taking appropriate measures in order to facilitate the functioning of the private 
sector, with the objective of placing greater reliance on the market in the allocation 
of resources [Saatz, et.al. 1989: 703]. Given the above definitions, the March 1990 
policy reform in Ethiopia could be categorized as a liberalization policy. 

The government has openly admitted the weakness of the economic policies of 
the late 1970s and 1980s which discouraged the development of the private sector as 
a whole. The policy reform of March 1990 embodies: 

a) selling or leasing unprofitable government enterprises to private 
entrepreneurs; 

b) attracting Ethiopians and foreigners to invest in every sector of the economy 
without restrictions. The "Special Decree of Investment" provides many 
incentives and allows the leasing of rural land by the government to private 
investors in order to boost agricultural production [PMAC 1990 (a): 6]; 

c) removing the capital ceiling for private sector investment; 
d) introducing the right of employing labourers (workers) in the agricultural 

sector; 
e) allowing private trade in the domestic and foreign trade sectors; 

removing the road-blocks (kella) and allowing, particularly, food grain trade 
to function according to market equilibrium without restrictions; 

g) giving the right of abandoning co-operatives to the members if they want to; 
and 

h) changing the form and content of the political party [PMAC 1990 (b): 7-10]. 

Based on the above policy reform, the AMC drafted its own explicit marketing 
policy guidelines for the 1990/91 budget year. The objectives of AMC, after the 
March 1990 policy reform, are: to purchase and sell food grain in the free market in 
order to satisfy the needs of consumers and generate profit; to keep strategic reserves 
in order to stabilize the market; and generate hard currency by exporting food grain. 
The corporation intended to purchase about 2.2 million quintals of food grain 
without any change in its budget, human resource, or institutional structure. 

AMC planned to conduct the purchase of food grain through three mechanisms: 

a) AMC itself: the corporation through its own permanent employees purchases 
directly from the producers and traders; 

b) Agents and commission agents: the corporation uses an agent in a specific 
region who will purchase food grain at a price set by the corporation. The 
corporation can also employ a commission agent (a trader or an association) 
to purchase food grain using the capital of AMC. The guideline of the 
corporation attempts to encourage the food grain purchasers of the 
corporation (permanent employees) to gradually develop into private agents 
who would be supplying food grain to the corporation; and 
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c) 	Contract: the purchase of food grain from state farms, settlement farms, 
service co-operatives, producers' co-operatives and other institutions is 
planned to be undertaken through contracts made between the two parties. 

AMC proposed two methods of incentives in order to encourage grain 
purchasers, i.e., Bin 030 per quintal for fulfilling a quota and Bin 1.25 per quintal 
for over fulfilling a quota [AMC 1990: 23). The corporation also introduced a sort 
of bartering system with the food grain traders by supplying basic commodities which 
are not available in the area. Recently, the corporation effectively exchanged food 
grain with salt. Moreover, AMC planned to make use of underutilized stores by 
making it available to its agents and to provide fumigation service to traders at a 
reasonable price. If the trucks of AMC are not fully utilized, it could provide 
services to the traders at a price set by the government. 

The food grain policy reform is expected to improve the conditions of farmers, 
food grain traders and consumers. Due to the abolition of the fixed AMC prices, 
farmers are expected to increase food grain production and productivity. To food 
grain traders, the restrictions and prohibitions are removed; the road-blocks (kella) 
exist no more; the compulsory sale to AMC is abolished. This is believed to improve 
inter-regional trade and allow supply and demand to move closer to equilibrium in 
space. For consumers, it would result in stable markets and the abolition of black 
markets. 

B. Policy Options and Implications in Food Grain Marketing 

Marketing policy reform proposals are often presented as either "public-sector 
solutions" or "private-sector solutions", and often as mutually incompatible options. 
Taking such extreme positions ignores the complementary relationship between the 
public-sector and private-sector solutions and would be an attempt to override the 
possibility of mixing the two. A marketing policy is expected to be flexible and 
responsive to changes in the socio-economic and political development of the 
country. The food grain marketing system in Ethiopia during the last 16 years has 
been neither flexible nor responsive. 

In order to ensure that food grain marketing in Ethiopia is performing well, the 
state doesn't have to assume direct responsibility by engaging in marketing activities. 
The government policy objective of increasing food grain supply could be better 
achieved by targeting state interventions at strategic points in the marketing system 
to encourage private traders. The state would also play a vital role in establishing 
and enforcing the rules of the game, in coordinating marketing activities, and in 
developing competitive mechanisms that will discourage undesirable behavior by 
market participants. The implications of the food grain marketing policy adjustments 
and reforms are examined in the following section in terms of its effect on public 
sector marketing licensing requirement and pricing mechanism. 
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1. The Role of Public Sector Marketing 

a. AMC 

The role of the government in food grain marketing needs to be redefined, 
restructured, and reorganized in order to promote the free operation of market 
participants. The role of AMC has already started being redefined to complement 
the market liberalization process. The new marketing organization should be 
involved in the market stabilization process, streamlining the standard operating 
procedures, improving the performance of government marketing organizations, 
providing market information service such as price and quantity reporting, and 
establishing a system of grades and standards that could reduce the transaction costs 
of the market participants in food grain trade. 

b. Service co-operatives 

Before the March 1990 reform, service co-operatives were primarily used as a 
means of collecting AMC quota from peasant producers. At present, many of the 
service co-operatives are being dissolved. Rather than this, their role should be 
redefined to benefit the peasants. The co-operatives should undertake food grain 
trading in the free market and establish speculative storing to improve the bargaining 
position of the small farmers. Moreover, service co-operatives could provide credit, 
inputs and consumer goods marketing services directly to the farmers in the future. 
This again improves the farmer's position with regard to pricing, storing, transporting 
and collecting information. 

2. Market Organization and Licensing Requirement 

One of the objectives of the March 1990 reform is the elimination of government 
legal monopoly in food grain marketing and the abandoning of the price control and 
quota system. The reform favours a food grain marketing system that is flexible 
enough to respond quickly to small changes in market conditions. The new 
marketing system is based on flexible prices involving large number of private buyers 
and sellers. The government and AMC could play a positive role in collecting, 
disseminating and acting upon the enormous amount of scattered information over 
a wide area. 

Before the March 1990 reform, the licensing requirement poses barriers to entry 
into food grain marketing. The marketing policy provides license access to certain 
group of privileged individuals. This created opportunities to government officials 
to receive bribes and increased corruption and nepotism within the state 
administrative apparatus. 

The policy reform adjustment of January 1988 implemented a 7.7 per cent 
average farmgate price increase for all grain quota deliveries to AMC. Private 
traders were allowed to operate in all the main grain producing areas. The impact 
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of this policy reform is clearly depicted in Table 5. The number of licensed food 
grain wholesalers in 1988 has increased by 32 per cent over that of 1987. The 
number of licensed food grain retailers has also increased by about 8 per cent in the 
same year. The number of both groups of traders has continuously increased since 
then up to 1990 except for the decline in the number of retailers in 1990. A 
possible explanation for this decline is that some of the retailers have found the 
wholesale trade more profitable and decided to abandon retail trade in favour of 
wholesale trade. In general, Table 5 indicates that the policy reform adjustment of 
January 1988 and the liberalization policy of March 1990 have stimulated entry into 
food grain marketing. 

Table 5: Number of Licensed Food Grain Wholesale and Retail Private Traders 
by Region (1987-1990) 

Region 

1987 1988 1989 1990 

Whole- 
sale 

Retail Whole- 
sale 

Retail Whole- 
sale 

Retail Whole- 
sale 

Retail 

Arsi 92 20 174 25 180 7 

Bale 28 27 2 27 34 1 

Gonder 162 203 190 223 190 223 190 223 

Eritrea 81 193 82 182 82 192 76 81 

Gamo 
Goffa 

10 2 11 2 11 2 44 37 

Gojjam 133 151 158 138 

Hararghe 162 167 168 151 169 151 158 138 

Illubabor 26 20 26 20 27 20 27 20 

Keffa 85 23 95 228 102 246 113 263 

Shewa 85 231 95 228 102 246 113 N  263 

Sidamo 66 242 110 247 110 247 75 233 

Tigray 186 97 172 101 172 101 172 101 

Wellega 109 51 113 52 113 52 126 20 

Wello 77 110 109 143 109 143 165 35 

Assab 6 36 3 32 3 68 19 69 

Addis 
Ababa 

1 255 1 279 1 310 13 291 

Total 1526 1039 2018 1172 2148 2277 2365 2058 

Source: Mini try of Domestic Trade 
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3. Food Grain Pricing Mechanisms 

Food grain prices represent an effective mechanism for redistributing income in 
Ethiopia. The marketing policy before March 1990 had a set of political objectives 
such as ensuring the food supply of the army and protecting urban consumers. This 
entailed high cost to the society in terms of stagnating the rural economy. 

It was repeatedly confirmed by many researchers that the fixed prices of food 
grains set by AMC and the quota system were major constraints for agricultural 
development. The centrally administered food grain pricing system has proved to be 
inefficient and has created economic distortions. Policy makers should consider a 
flexible food grain price structure that responds quickly and effectively to the rapidly 
changing market conditions. The food grain policy reform of March 1990 has 
influenced the behaviour of market participants and the market structure. This is 
clearly shown in Table 6. 

Table 6 indicates that the price of wheat has declined by 1.3 per cent in 1988 
compared with that of 1987. The prices of all the food grains has increased in 1989 
compared with the 1988 prices. All the prices, except that of wheat, have declined 
in 1990, apparently due to the effect of the 1988 policy adjustment. 

The new food grain pricing system should reflect the seasonal and regional 
variations in supply and demand resulting from the variation in marketing costs and 
returns. Instead of attempting to fix food grain prices, policy makers should use 
other indirect and direct methods to influence them. A first attempt could he setting 
upper limits or lower limits (floors) on the prices while allowing actual prices to vary 
through time and across space according to economic conditions. The government 
could intervene in the market through open market operation, if the food grain 
prices exceed the limits. The role of stabilizing the market through the above means 
should be given to AMC as one of its tasks. 

V. CONCLUSION 

The food grain marketing reform of March 1990 is evaluated in terms of the 
improvements made as compared with the pre-reform situation. Although it is 
difficult to offer a definite conclusion on the overall effects of the new policy due to 
lack of sufficient and reliable data, some of its immediate impacts can be indicated. 

As a result of the elimination of AMC's legal monopoly, the number of the 
licensed and unlicensed food grain traders has increased significantly. At the same 
time, AMC's subsidy and its excessive overheads are expected to decline due to the 
reduction of food grain purchases in the last two years. 
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Table 6: National Average Open Market Prices of Major Food Grains 
in Ethiopia (1987-90)• 

Type of Food gram 
Price in ikrr/kg Percentage change 

1987 1988 1989 1990 87/88 88/89 89/90 

Teff 0.92 1.05 1.02 1.00 14.1 2.9 -2.0 

Wheat 

[ 

0.78 0.77 0.82 0.90 -13 63 9.6 

Barley 0.67 0.67 0.76 0.74 - 13.4 -16 

Maize - 0.52 0.56 055 7.7 -1.8 

Sorghum 0.59 0.81 0.84 0.68 37.2 	... 
i 

3.7 -19.0 

•The averages are for monthly prices from January to June. 

Source:. Central Statistical Authority (CSA). 

This study has clearly indicated that the average retail price of maize and teff, 
the market integration, and the coefficient of variation has increased after the March 
1990 reform. The reform has improved the operation of free market food grain 
trading and its efficiency. Moreover, the urban consumers have lost the food grain 
subsidy through kebelle (urban dwellers association) shops. 

Unless the food grain marketing policy reform is accompanied by structural 
reform in the productive, transportation and credit systems, the improvement in the 
efficiency of food grain marketing might stagger in the near future. The policy 
reform should not only concentrate on discouraging government intervention, but 
should also attempt to create a competitive environment in food grain marketing and 
remove unfair marketing practices of market participants, market instability, and 
uncertainty through government intervention. Last but not least, we have to learn 
from the experience of many African countries that liberalization is not simply a one-
shot event, but a process of market-oriented development which continues adjusting 
to new environments. 

NOTES 

1. The low prices of agricultural products, shortage of consumer goods, lack of improvement in farm 
technology, civil war, natural disaster, and inappropriate economic policies are among the other 
major obstacles to the development of the agricultural sector in Ethiopia [Alemneh 1987: 90-99; 
Cohen and Isaksson 1988: 323-481. 

2. Teff (Eragrastis teft) is the most important staple grain only in Ethiopia. 
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