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ABSTRACT

This thesis seeks to 1investigate the efficiency
implications of the operation of the Agricultural

Marketing Corporation (AMC) established 1n 1976 with the
alm to succeed where the 'invisible hand' of the market
was 1neptly presumed to have failed. The thrust of the
analysis, however, indicates that policies governing the
operation of the markets for foodgrains have been wrongly
conceived. It is shown that the AMC, as a major
marketing agent, has served neither the efficiency nor
the equity objectives of policy, and that farmers would

perform much better without it.

In Ethiopia, the marketing of foodgrains has always
covered a relatively small part of the total output, with
most of the production earmarked for subsistence.
Historically, fhe weak farm-to-market link has widely

been believed to be a major constraint on the marketing

of foodgrains and hence on the expansion of marketable
surplus. This still remains to be the case in most parts
of Ethiopia. But on the basis of the evidence borne by
this study, it aﬁpears that the advantages of proximity
to market can be substantially eroded by the prevalence
of marketing policies restricting the flow of foodgrains
from points of production to points of consumption.

Peasants in Dibandiba and Oudie, the districts
chosen for our survey, have the advantage of being near

tc the Addis Ababa foodgrain market, and also to big



local markets, namely, Nazareth and Debre zeit

respectively. Despite this locational advantage, however,
most of the farmers in the sample - particularly those
from Oudie ~ are observed to be 1nefficient. This
appears to give credence to the view that proximity to

Addis Ababa, Dby making them more accessible to control,

had, the effect of embarrassing their productive effort.
And yet, peasants are not unresponsive to price and other
material 1ncentives. Indeed, the rate of marketable
surplus of farmers in Dibandiba and Oudie is observed to
be much higher than the national average. Rather than
improving the income status of the peasants, the high
rate of marketable surplus, however, goes to subsidise

the AMC and to benefit a handful of 1licensed foodgrailn

merchants working under the vassalship of the AMC.

If present marketing policy were allowed to continue

to apply for long, it would blunt the supply
resposiveness of most of the farmers in the areas
survevyed:; and agricultural efficiency would suffer the

more for it. The study, therefore, suggests that it is
high time the AMC gave way for the market to handle the
production and distribution of foodgrains. The evidence
from Dibandiba and Oudie suggests that where the AMC

failed on grounds of efficiency and equity the market can

succeed.
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GLOSSARY OF TERMS

AA — Addis Ababa, the capital city of Ethiopia

AMC - Agricultural Marketing Corporation established in

1976.

Birr (no symbol used) - The monetary unit since September
20, 1976, when 1t replaced at par the Ethiopian
dollar. Birr consists of 100 cents, US$1 equals Birr

2.07 to Birr 2.08.

Debre 2 -~ Debre Zeit, a town about 42 kilometers away

from Addis Ababa.

GDP - Gross Domestic Product. The total wvalue of goods

and services produced within a country's borders
during a fixed period, usually one year. Obtained by
adding the value contributed by each sector of the
economy 1n the form of compensation of employees,

profits, and depreciation (consumption of capital).

GNP ~- Gross National Product. GDP plus the income
recelived from abroad by residents less payments

remitted abroad to nonresidents.

IBRD — International Bank for Reconstruction and

Development, which is part of the World Bank Group.
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Kebele — Popular term used to describe co-operative urban

neighborhood associations, which were formed after
the nationalisation of all urban land and rentable
dwellings in July 1975; These cooperatives became

the counterpart of the peasant associations

developed under the 'Provisional Military
Government's' land reform proclamation of March
1975. ©Since their development, kebeles have
become elements of local government that serve
as instruments of sociopolitical control 1n

urban areas.
KSh - Kenvan Shilling.

NAZ - Nazareth, a town about 85 kilometres away from

Addis Ababa.

N.A - Data not available.
PA - Peasant Association.
PC — Producer Cooperatives.

Teff - A cereal indigenous to Ethiopia to which its
consumption is almost entirely confined. It i1s the
most widely grown grain in the highlands where 1ts
flour 1is preferred in the making of the unleavened

bread ingera, the traditional form of cereal intake.

Xxvii



Quintal - Measurement of welght. 100 kilo grams equal

one quintal.

Awrajas - Sub-regions or provinces.

Woredas -~ Districts.
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CHAPTER 1

1. INTRODUCTION

1.1 BACKGROUND TO THE PROBLEM

The persistence of drought and famine in Ethiopia has
brought the country much publicity and given rise to
continuing food aid. Among the important questions raised
1s whether Ethiopia can feed 1its population to a
nutritional level adequate to sustain active 1life.
Historically, agriculture 1in Ethiopia is known to have
suffered gross policy neglect. This was reflected in a
persistent reluctance to reform the age-old and, 1in many
places, counterproductive agrarian structure. When the
long overdue reform came in 1975, the accompanying policy
measures discriminated against the individual peasant
farms - which contribute 95 per cent of foodgrain supply.

Co-operative and state farms have been accorded
preferential treatment with respect to the provision of a

broad spectrum of incentives 1in spite of the contention
that such farms are generally less efficient than
individual peasant farms. Moreover, the rigid control
and manipulation of agricultural markets, restricting the
free movement of foodgrains from surplus to deficit

regions 1s believed to have acted as a constraint on the
supply response 1n the preponderant peasant sector. Hence

the 'foodgrain crisis' that has already become endemic to

the Ethiopian socio—economic culture.



The 'foodgrain crisis' here refers to the inability
of foodgrain supprlies to satisfy growing demand. While
the general problem of foodgrain supply in Ethiopla 1s
self-evident, it is nontheless, relevant to query whether
the problem is primarily a result of absolute shortage of
supplies or whether it 1s one of relative shortage

induced by deficiencies in the system of marketing and

distribution.

Many would attribute the problem -~ and rightly
enough so0o - to the growth of population at a rate faster

than what the means of subsistence would warrant.

This wview may run at odds with Ester Boserup's
thesis [1] that in traditional societies, population
increase, far from being counterproductive, provides
conditions for positive agricultural change. But the
Ethiopian experience - with total population growing at
2.8 per cent per annum, urban population at 6 per cent,

and food grain supply at scarcely 2 per cent - stands

as a clear wvindiction that tradition—-constrained
agriculture has not at all been well adapted to coping
with rapid population growth. Rather than provoking
positive agricultural change, the population pressure on
land has by accelerating the rate of deforestation and
overgrazing, contributed to soil erosion and degradation,
weakening the ability of the system to cope with drought.
It 1s for instance, estimated that some 270,000 square
Kilometres of highland soils in Ethiopia, representing 50

per cent of total cultivable land, have already Dbeen



significantly eroded. Of this, about 140,000 square
Kilometres have been seriously eroded leaving little or
no scope for rehabilitation. It is also estimated that
cultivated 1land in the Ethiopian highlands 1loses about
100 tons of fertile so0il per hectare per annum, thus
weakening the water-holding capacity and the rooting
anchorage of the ground [2]. Hence the constraint on the

expansion of food supply.

Peasant agriculture 1s the major soufce of food-
grain supply 1in Ethiopia. But little has been done to
date by way of policy to enhance the capacity of peasants
to cope with the risks due to the vagaries of nature.
Until 1975, the traditional land tenure system operated
as a major constraint on the growth of peasant
agriculture in Ethiopia. The land reform of 1975 was
radical, 1if sweeping. Its merit lies 1in posing a
challenge to the hitherto 'sacred cow' status of the
tenant land-lord relationship governing traditional
Ethiopian agriculture. Beyond that, questions have been
raised as to the adequacy and relevance of its contents

and orientation. Moreover, the predominantly traditional

character of the Ethiopian agriculture still remains.

But the extent of the foodgrain supply problem 1in
Ethiopia cannot be fully appreciated merely by pointing
to high rate of population growth. Availability of
nutritional food items, food costs and relation to income
levels and access to foodgrain producing assets must

also be considered. It can, for example, be claimed that



the lack of protein, vitamins and minerals in food intake
1s such as to provide cause for alarm in Ethiopia. It 1is,
however, Dbeyond the scope of thils study to discuss this

claim 1n addition to data being scarce and of ten

unreliable.

For A. K. Sen [3] the 'food crisis' in Ethiopia, as
exXpressed by the outbreak of famines, results not from a

deficiency 1in food supply., Dbut rather from the collapse

of "direct entitlement” for peasants and trade
entitlement for other c¢lasses in the regions hit Dby
f amine. Direct . entitlement refers to subsistence
production, and trade entitlement to the food supply that
wage 1ncome commands in trade. In his case study of the
Wollo famine of 1972-73, taking Ethiopia as a whole as
the relevant unit of analysis of food supply, Sen notes
that the shortfall in the output of foodgrains in that
period was no more than 6 to 7 per cent, which he

considers to be "hardly a devastating food availability

decline". In terms of Sen's framework of analysis, this

means the famine in Wollo resulted from crop failure
(direct entitlement), a resultant collapse in related
incomes (trade entitlement) and failure 1in relief
provision (relief entitlement). Sen’'s view is that famine
could be avoided if there are adequate surpluses in areas
not stricken by drought, and if the economy and policy

are sufficiently integrated to permit smooth transfers of

food from surplus to deficit areas. Whether this point

of wview could be made to stand in the case of Ethiopia



18, however, doubtful, to say the least, given that
production of food surpluses and the degree of
integration of regional supply and demand functions are
contingent on the level of economic development, and that
absolute levels of foodgrain output in Ethiopia 1n a

‘normal year are very close to the margin of subsistence.

But the importance of efficient marketing
arrangements cannot be underestimated. Historically,

relatively little of agricultural output has been

marketed; and there has been heavy reliance on local
supplies. This means that the whole regions could be
prone to famine when food gaps occur consequent upon the
depletion of supplies from one harvest before supprlies
from the new harvest are readily available. The scope
for such risk can, however, be narrowed by enhancing the
system of 1nter-regional marketing operation, and by
encouraging farmers to adopt mixed cropping practices
that are capable of extending the harvest period or
minimizing (i) the interval between harvest and hence,
(ii1) the probability of famine due to shortage 1in the
supply of foodgrains. The food gap problem due to the

rather longish intervals between harvests 1g limited to
isolated regions that rely on single staple crops.

There are different types of staple grains and
cereals 1n Ethiopia grown 1in different localities and in
the different seasons of the year, and with gestation
periods varving from two months to six months. This

means that depending on proper ecological considerations,



the famine risk can be minimised if grains with short
gestation periods could be widely produced. The wide-
spread adoption of such strategy by small producers
would, in order to be effective in the face of regional
variations of soil and weather conditions, require the

availability of technical assistance in terms of the

provision of fertilisers and improved seed varieties.

In recent vyears, there have been serious disruptions
in production and trade due to the occasion of wars and
political instability. Forced with interruptions 1in
transport and excessive trade controls the supply of
domestic foodgrains has subsequently suffered giving way

to the occurrence of famine in many localities.

Famines resulting from natural disasters such as the

Sahelian drought pose serious problems for human survial

and hence demand attention from both national and
international relief agencies. However, their occurence

must be distinguished from the more general and

prersistent foodgrain problem which is at the basis of the

discussion of this thesis.

The above discussion suggests that Ethiopia's food
problem 1is not only one of absolute deficiencies in food
supplies 1in relation to population. [t is also one of
maldistribution both of income and of available food-
grain supplies between and within surplus producing and
deficient regions. This means that there can be shortage
in the supply of foodgrains despite the fact that the

absolute foodgrain supply might be potentially sufficient



to feed the growing Ethiopian population. It follows
that the arrangements for marketing the surplus food-
grains should be judged both in terms of (a) their
efficiency in allocating available surplus, and (b) their
impact - positive or negative - on production. Such

judgement, 1in the context of Ethiopian development, is

the main purpose of this study.

1.2 THE ISSUE

The production and marketing of foodgrains are two sides
of the same agricultural coin. Marketing, affects
production and is, in turn, affected by it. There are

therefore, two broad analytic strands to the thesis, viz:

a) Historically, the 1low level of marketable
surplus 1in foodgrain production in contemporary Ethiopia
has been accompanied by the emergence of marketing agents
operating subject to little or no competitive pressure,

and acting as a wedge between the supply of and demand

functions for foodgrains. Thus, at the point of supply
(farm gates) the marketing agents have behaved as
monopsonists, and at the points of demand (mainly urban
centres) these same agents have operated as monopolists.
In the pre-1974 period, individual merchants played the
role of capable middlemen thriving on monopoly rent. In
the post-1974 period, they have been superseded by a
highly centralised agent, namely the Agricultural

Marketing Corporation (AMC). This broad observation would

ralse the question as to whether there is any analyvtical



link worthy of empirical investigation between the level
of marketable surplus and the character of marketing
agents and the organisational framework within which they

operate:

b) Historically, too, the low level of marketable
surplus in foodgrain production has been accompanied by

the existence of marketing agents fixing prices
(procurement and sales) which, while maximising theilr own
profits, have left : (i) farmers with producer surplus
often too small to obviate their risk averse production
behaviour; and (ii) households in the monetized sector of
the economy with too small income to allow the generation
of savings of material proportion. While the sensitivity
of peasant producers to price 1incentives is widely
documented, it cannot, however, be generalised,
particularly in view of the variability of such factors
as soil and water conditions and other supply

constraints. Given these parameters, though, it would be
useful to examine the empirical 1ink between the

conditions of agricultural marketing and the level of
marketable surplus. Also,in view of the general
observation that expenditure on food items constitutes a
substantial Proportion of household budgets 1n low
income groups, 1t would be interesting and profitable
policy-wise to 1investigate the savings and investment

response of households to changes in foodgrain prices.

Where there 1s no effective marketing systemn,

consumer prices of foodgrains are likely to be higher



than under competitive conditions. Moreover, 1t would Dbe

difficult for farmers to get buyers, and when they do,

the prices they will get for their produce are likely to
be lower than prices that would obtain under competitive

conditions. This in turn, is likely to result in supply

deficiency 1n food products in the face of growing

population and even more rapid increase in the numbers in

urban areas. This deficiency is further amplified by

weakness in the distribution of foodgrains within and

between regilions.

In this study, it is argued with appeal to evidence
that although there is a crisis in foodgrain supply, the

production of foodgrains is potentially sufficient to

feed the growing Ethiopian population. A marked

improvement 1n the marketing of cereals 1s a hecessary

condition for realising this potential. It follows that

the arrangement for marketing surplus foodgrains should
be judged 1in terms of efficiency in allocating food-

grains according to demand, and in terms of the 1impact of

these marketing arrangements — be it positive or negative

— on production.

To explain the marketing of foodgrains i1in Ethiopila

against the background of the foregoing, it 1s convenient

to begin from some analytical considerations. To this

end, the actual and immediately potential situations are

portraved 1in Figure 1.1. 1In this, S, Si -~ reflecting

present costs of peasant farming -~ is the prevailing

supply curve. In the light of monopsonistic purchasing by



the marketing corporation, the operative demand curve is

D: Da.

As a consequence, price 1s fixed at OD: and the

amount supplied to the market "voluntarily" is On.. In

the absence of marketing controls, the demand curve would

be Dz D:. The market price would then be P> and the
quantity supplied would be On=. In these circumstances,
the price and the quantity traded would both increase on
the removal of controls, so that broadly speaking, the
farmers would gain and the consumers would lose from the

introduction of competitive marketing. This is, of

course, to simplify. Nevertheless it captures well enough

the fact of urban subsidy.

Whether this is the eventual outcome depends on
subsequent and consequent changes - particularly on the
supply side. The static price rise just described could -
by 1ncreasing the absolute surplus of the peasants -

induce supply—-augmenting 1investments. This could Dbe

combined with policy measures designed to encourage
technical 1innovation. As a result, the supply curve
could move south-eastwards — to, say, Sz Sz, and so cause
price to fall and output to rise. This, of course,
assumes that the demand schedule 1s unchanged. Rapid
population growth will, however, cause this 1increase,

other things being equal.
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FIGURE 1.1

ANALYTICAL CONSIDERATIONS EXPLAINING
THE MARKETING OF FOODGRAINS IN ETHIOPIA
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Most critiques of the Ethiopilian agricultural policy
— notably those the World Bank and the European Eccnomic
Community (EEC) - argue that the producer price would
need to be above the cost of production and the supply
quota obligation removed 1f peasant productive effort 1is
to be 1ncreased. In effect, this amounts to the
dismantling of the bureaucratic marketing structure
represented by the Agricultural Marketing Corporation
(AMC), or else relegating it to a position whereby 1its
activity would be limited to a price stabilisation role
counteracting the excesses of market forces operating 1in
a llberalised marketing framework. Two questions are
bound to arise in this respect, namely (a) whether the
Ethiopian Government would be willing to yield to such
Pressures, and if it did, to what extent; and (b) how
far market liberalisation would relax the constraint on
growth of peasant agriculture in the face of continued
mismanagement and/or neglect of soil and water resources,

and the operation of other supply constraints.

There 1s no doubt that depressed farm—-gate prices
act as a strong disincentive for expanding the production
of a marketable surplus. Unless there is improvement 1n
this respect, production could be reduced to the Dbare
subsistence level. The subsequent deterioration in the
growth of agricultural GDP is bound to act as a heavy
drag on the growth performance of the economy as a whole.
A low volume of supply at '"rigged" prices 1is unlikely to

be in the consumer's 1interest either. The AMC price may

12



seem attractive, but the supply response is 1likely to

divert growing quantities of food to parallel markets -
at prices well above those ruling the world markets, and
higher than those that would obtain 1in competitive
conditions in Ethiopia. It 1s 1important not to

underestimate the damage done by this kind of

misallocation of resources. This has to include the

general disincentive effect and the waste represented in

frantic search for and - since this is successful - more

or less patient queuing for limited supply.

1.3 SOURCE OF DATA

Sources of information and statistical data used in this
study include original survey data covering a sample of
110 farmers in two agricultural districts in Shoa: and

secondary data obtained from published works, journals,

newspapers (proclamations) and official reports of
government and international organisations. A close loock
into most previous studies of the issue show that despite

the comprehensive sifting and analysis of large
quantities of primary and secondary source materials, a
number of gaps in information necessarily remain on
certain subjects. The data available on economic and
social institutions are uneven, and are sometimes

contradictory and hence of questionable reliability. This

1s particularly true of statistical material.
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1.4 SCOPE AND ORGANISATION OF STUDY

The scope of this study is limited to the 1investigation
of government policies affecting the prices of

agricultural products and relative efficiency of

government or parastatal organisations 1n marketing

farmers' output. The analysis will, of course,.take into

account factors affecting the supply response of farmers
and the role of agricultural prices in this respect. The
significance of such factors as the availability of

market research and consumey needs will also be

investigated in this connection.

The remainder of this thesis comprises five
chapters. Chapter Two sets out the main features of the
Ethiopian economy with particular focus on the Ethiopian
agriculture and 1in its role in economic development.
Chapter Three deals with the principles and practice of

agricultural marketing 1n the context of a developing

economy l1ike that of Ethiop1ia. It describes the
operations and limits of the free market mechanism, setls
out the arguments for intervention and examlines the
exXperience of agricultural marketing 1n developing
countries in general and African marketing boards 1in
particular. In Chapter Four present marketing
arrangements in Ethiopia are described and scrutinised 1in
light of the experience of agricultural marketing 1in
Ethiopia. Chapter Five which embodies the major

contribution of this study, evaluates the economic

14



consequences of the current agricultural marketing regime

in Ethiopia based on location specific survey data. The
summary and conclusions of the study including

recommendations for policy are presented 1n Chapter Six.
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NOTES

1. For more detailled discussion on the this topic,
refer to Ester Boserup, The Conditions of Agricultural

Growth: Economics of Agrarian Change, London: Allen and
Unwin, 1965, p.

2. See for example, Europa, Africa South of the
Sahara, London: 1985, pp. 402-403.

3. Refer, for instance, to A.K. Sen, Poverty and

Famines: an Essay on Entitlement and Deprivation, Oxford

Clarendon, 1981, pp. 86-112. See also pp. 44-51 of the
same work for detailed explanation of terminologies.
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CHAPTER 11

REVIEW OF THE ETHIOPIAN ECONOMY
WITH PARTICULAR REFERENCE
TO THE AGRICULTURAL SECTOR

2.1 INTRODUCTION

Ethiopia has a long history of independence stretching
over a period of 3,000 vears, save for the short-lived

Italian occupation between 1936 and 1941. For all 1ts

splendid record of 1independence, Ethiopia, however,
stands out prominently as one of the poorest countries 1n

the world.

History and geography combine to explailn the
pervasive poverty of contemporary Ethiopia. Ethiopia's
history 1is replete with accounts of feuding fiefdoms and
a long process of empire building which culminated in the
birth of contemporary Ethiopia under Menelik the Great 1in
the latter part of the 19th century. If the mountains and
deep gorges afforded a large amount of protection from
outside forces, thus allowing Ethiopia to develop 1ts
political system in relative insulation, they also Kkept
Ethiopia isolated through the ages from the crosscurrents
of technological, economic and political <civilisation.

According to one observer of Ethiopia in the 1930s:([1)]

Abyssinians rarely travelled, even
within their own boundaries; the
number who had been to Europe was
minute. They judged Europeans as
they saw them in Ethiopia, and what
they saw did not impress them. *
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They treated visitors rather better

than their own people, but not so
much better as to make the country

agreeable. ... The result was that
the natural resources of the
country were unexplored and
unexploited even to the extent that
Abyssinians imported tropical
products such as sugar, rather than
venture themselves into the
lowlands where they might be
produced or allow more enterprising
races to undertake the work for
them.

Contemporary Ethiopia evolved as a country endowed
with ethnic and regional diversity, 1lacking, however, in
both sustained political stability and the physical and
social infrastructure that are among the prerequisites

for the development of a tightly-knit, unified state.

The country spans an area of 472,000 square miles
which 1s just about equal to the combined size of France
and Germany; and with a population of 43.5 million (mid-
1986), 1t stands as the most populous country after

Nigeria in Sub-Saharan Africa.

Notwithstanding the 1legacies of history and the
constraints imposed by geography and resource endowment,
contemporary Ethiopia has vyet to grapple with the
challenges of modern economic growth and development.
The aim of this chapter is to set the general context for
analysing the problems of agricultural development, and
more particularly, of agricultural marketing in Ethiopia.
To this end, it reviews the Ethiopian economy. including
1ts structure and growth, and explores the implication

for marketing efficiency of changes made in agricultural
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policies and organisations in recent vears.

2.2 THE ECONOMY: STRUCTURE AND GROWTH TRENDS

The Ethiopian Economy exhibits characteristics that are

broadly similar to that of other developing countries.
Ethiopia is, however, poorer than most. Agriculture is

the dominant sector, ' contributing 50 per cent to GDP, 86

per cent to the employment of labour force, and S0 per
cent to total exports. Agriculture 1S, however,
characterised by abysmally low productivity. Not
surprisingly, Ethiopia has the lowest per capita income
in the world — $120 in 1986, which falls far short of the

$200 average for low income countries excluding China and

India. (See Table 2.1 below.)

For many vears, Ethiopia's export items have been the
same 1n terms of quality, quantity and variety. Still the
main export items are coffee, hides and skins, and oil

seeds and pulses. Agricultural products dominate

Ethiopian exports. Two—thirds of the total exports is
normally accounted by coffee alone which provides 65 per

o

cent of the total annual foreign exchange earning.

The industrial sector, broadly defined, accounts for
about 16 per cent of GDP and for about § per cent of total
emp loyment. The manufacturing sub-sector is dominated by
cottage industries and formally established modern small

scale enterprises producing between them consumer goods

such as food 1items, Dbeverages, textiles, 1leather and

19



shoes. But the country depends on imports for the supply \

of consumer as well as capital goods. The question here

is not why Ethiopia has not been able to meet the growing
investment and consumption demand by substituting for

imports, thus relaxing dependence on foreign sources of
supply, but whether its areas of comparative advantage -
notably in agriculture — have been developed sufficiently
to provide the resources for the acquisition of imported
manufactures. However, given the fact that world prices
of agricultural products have been sliding down vyea<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>