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The Performance of Grain Marketing in Ethiopia: The Case of Addis 
Ababa Central Market 

 
1. INTRODUCTION 
 

Following decades when the state was widely assumed to be central to any development 
effort, the development community advocated a move away from state intervention in 
economic activity and a freeing of markets. The aim has been to unleash the creative 
forces of private entrepreneurship, in particular within smallholder agriculture and 
indigenous trading systems. A substantial effort in development policy analysis focused 
on “getting prices right” within the broader framework of structural adjustment programs 
(SAPs).  

 
The production response to liberalization was, however, somewhat disappointing in Sub-
Saharan Africa. The reasons for the lack of adequate response can be classified into three 
main groups (Dorward, Kydd, and Poulton 1998). The first explanation is that reform 
measures rarely went far enough to achieve the desired impact. The “market optimists–
state pessimists” such as the World Bank (1994) argued,  

 
A top priority for reform in Africa is to increase competition through 
domestic deregulation, trade reform and the privatization of public 
enterprises. For example, marketing boards should be abolished, public 
enterprises privatized and import restrictions replaced by tariffs.  

 
A second explanation for the apparently disappointing response to market liberalization 
was that the African private sector had only weak potential to provide the services 
previously provided by state organs. The “market pessimists” noted that the observed 
vitality of small-scale, informal sector activity was insufficient evidence to prove the 
existence of private entrepreneurs who could assume roles of national economic 
importance—for example, in the marketing of staple foods to feed rising urban 
populations. Private traders, often discriminated against and harassed for decades, did not 
possess the managerial skill, business experiences, or capital to move straight into large-
scale activity. In many places, indigenous entrepreneurs had never fulfilled these roles, 
even prior to Independence. Rather, these roles had been carried out by ethnic minorities, 
such as South Asians and Lebanese. One of the aims of nationalist, post-independence 
governments had been to prevent such groups from achieving economic dominance, 
given the weakness of indigenous entrepreneurs.  
 
Besides this ethnic angle, there were other reasons why private enterprise alone might be 
reluctant to take on some of the former activities of parastatal organizations. In rural 
areas, for example, smallholders are often geographically dispersed, roads and 
communications are poor, and the volume of business is insufficient to encourage private 
service provision. Moreover, services such as research and extension have clear public 
good properties, which will tend to discourage private sector involvement. There are, in 
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other words, high probabilities of market failure in key liberalized markets. Other 
services, such as wholesale grain trade and some agricultural processing operations, 
exhibit significant economies of scale, such that, even where private operators provide 
services, the market may not be competitive and prices offered to farmers may be 
depressed because the traders are very small.  

 
A third, related explanation argues that the state has failed in promoting market 
development. A more activist role for the state is required in creating an enabling 
environment for private sector investment in market infrastructure. In Malawi, for 
instance, the road infrastructure is not well developed to facilitate mobility of traders and 
consumers. Many traders lack lines of credit from financial institutions for investment or 
bridge financing for purchases. At the same time, marketing boards have continued to 
dominate food marketing in many regions. Uncertainties surrounding the actual role of 
the state marketing boards have discouraged private trade (Chirwa 1998). In Tanzania, 
the government has not been able to offer much help to individual traders (Seppala 1998). 
Apart from limited investment in transport and communication, many governments in 
Africa and other developing countries have paid little or no attention to improving the 
food supply and distribution systems in the urban centers. According to FAO (1998), 
“General improvement of the supply and distribution systems has rarely been seen as a 
policy priority in most developing countries. Policies have focused instead on subsidizing 
basic foodstuffs, and on direct food distribution programs for poor population.” 
 
1.1. Background 
 
Despite some improvements following liberalization, grain marketing systems in Ethiopia 
are characterized by lack of modernization, a limited number of large interregional 
traders with adequate storage and working capital, high handling costs, an inadequate 
market information system, weak bargaining power, and an underdeveloped processing 
industrial sector. Trading practices at the central market of Addis Ababa lack 
competitiveness and transparency.  
 
It appears that brokers at the central market of Addis Ababa set the market price for each 
type of grain they receive from regional traders. The price discovery functions of the 
brokers involve setting a price after taking into account the previous day’s closing price 
and evaluating the day’s supply and demand conditions. Each broker independently sets a 
price (on average seven prices daily) and then informally conducts a survey of prices 
simultaneously announced by other brokers handling the same type of grain from the 
same origin, after which the broker may adjust his price upward or downward. This 
process of tatonnement is said to result in a single daily spot price (Gabre-Madhin 1998). 
But preliminary discussion with some brokers at the central market revealed that there are 
no single daily prices. Prices tend to vary with each transaction, depending mostly on the 
bargaining power of sellers and buyers. The marketing system seems to involve an 
informal negotiation between individuals (see Annex I.1) for the different categories of 
price discovery). Casual observation also showed that many brokers at the central market 
are at the same time wholesalers with their own storage facility. This may lead to a 
conflict of interest, as brokers may not strive for highest possible price if they are also 
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buyers of the grain, which they are expected to sell on behalf of regional traders. In 
general, the whole process of price discovery at the central market deserves further study 
and more focused analysis to recommend improvement measures.  
 
The bargaining power of regional grain traders (suppliers to the central market) on the 
one hand and wholesalers and processors and other buyers of grain on the other hand is 
not clear. Grain unsold on a given market day may remain on truck (at the marketplace) 
or may be unloaded in a nearby “shaded area” or store, and both options involve 
considerable charges for the regional traders (Dessalegn, Jayne, and Shaffer 1998). 
Congestion due to lack of space (the marketplace was built under the Hailesellasie 
government when the population of the city was probably less than one third of its 
current size) and inadequate storage seem to have contributed to the high charges. Sellers 
may decide to sell their grain at any price rather than incur such additional costs. 
Wholesalers seem to have the advantage of buying at low prices (given the weak 
bargaining power of sellers), but they may be constrained by lack of capital and storage. 
Moreover, many retailers and other buyers do not seem to use the services of wholesalers, 
but rather buy directly from the trucks parked at the central market. A number of final 
consumers also buy from farmers (who came from surrounding areas of the city) who sell 
grain in the small markets located throughout the city. The chain in the supply of grain 
seems to be complex and inefficient. There is a need for a rigorous evaluation of the 
manner in which the Addis Ababa central grain market operates. 
 
1.2. Grain market studies in Ethiopia 
 
A few studies have looked into the performance of Ethiopia’s grain marketing system 
after the market liberalization of the 1990. Lirenso (1993) conducted a small-scale survey 
of farmers and traders in Chilalo, Ada, and Addis Ababa and showed that marketing 
margins generally declined after the deregulation of grain markets. The study revealed 
that the returns to trade were lower than other businesses given the risks of transporting 
grain over space and storing it over time. Lack of working capital and financial credit was 
among the major barriers to entry, according to the study. 
 
Amha (1994) analyzed the marketing system in southern Ethiopia using the industrial 
organization model. He concluded that private grain trade has become competitive and 
more efficient and that grain markets at local and national levels have become more 
integrated following the deregulation of the grain market. He reported, however, that 
spatial price spreads were higher compared with the estimated transfer costs and that the 
cost of transporting grain from rural to urban markets was particularly high for small 
trucks. Seasonal price differences were high compared with the estimated storage costs.   
 
KUAWAB Business Consultants (1994) carried out a survey of nonrandomly selected 
farmers, traders, and institutions in both grain-surplus and -deficit areas of the country. 
The study showed that although the degree of competitiveness varied from place to place, 
the markets generally appeared to be more competitive. It also concluded that the returns 
to transport and storage were about normal, suggesting that transport and storage 
functions were carried out with reasonable efficiency.  
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Sinke and Demeke (1995) analyzed market integration after the 1990 reform using 
secondary and primary data from a survey of rural markets in the Arssi zone. The results 
showed that food grain marketing efficiency needs to be improved through a combination 
of policy measures including improving infrastructure, particularly rural roads; providing 
rural-based price information; checking the activity of unlicensed intermediaries; and re-
evaluating the price stabilization scheme of the government.  
 
Based on secondary price and other data, Negassa and Jayne (1997) concluded that cereal 
price spreads (the difference between wholesale prices in major regional markets) in 
Ethiopia have generally declined since liberalization in 1990. The correlation between 
wholesale market prices has risen in 17 of the 24 market pairs examined. Similarly, 
volatility, as measured by standard deviation of grain price levels, declined in 11 of 16 
cases examined, while the volatility in price spreads declined in 23 of the 24 market pairs 
examined. The study concluded that while liberalization may have improved allocative 
efficiency and reduced marketing costs related to policy restrictions, there may be 
substantial scope to improve the technical efficiency of marketing activities by 
strengthening market institutions. This implies a positive role for government improving 
road, rail, port, and communication infrastructure; removing taxes on grain at regional 
road checkpoints; improving public market information systems; nurturing the political 
and legal foundations of marketing systems; and investing in local analytical capacity. 
 
The 1998 GMRP study (Dessalegn, Jayne, and Shaffer 1998) is the most comprehensive 
research on the grain market to date. It covered a random sample survey of 4,000 rural 
farm households and 220 wholesale grain traders, drawn from all over the country. One 
of the main findings of the research is that the grain wholesale trade is dominated by a 
small percentage of merchants; the largest 10 percent command about 43 percent of the 
volume traded at wholesale level. Small merchants are subjected to low capital turnover. 
This situation has negatively affected the competitiveness of the market. Moreover, the 
price spread between Addis Ababa and many regional markets can be considered 
adequate only after attributing nonmonetary transaction costs of about 30 percent over 
and above the monetary costs. Similarly, there seems to be substantial seasonal variation, 
which reflects storage costs only after including a fairly high implicit risk premium for 
temporal arbitrage. The study also showed that the grain-buying price at the local markets 
is mostly determined by deducting miscellaneous costs and a net traders’ profit margin 
from the prevailing wholesale price in Addis Ababa. Intermarket grain flow is 
coordinated mainly by the brokers in Addis Ababa, who specialize by route and 
coordinate grain buying, selling, transporting, and pricing activities. Among the major 
constraints identified by traders are checkpoint taxes, lack of financial credit, absence of 
control on unlicensed traders, unavailability of transport services and high transport tariff, 
lack of adequate storage facilities at appropriate locations, and lack of market 
information.  
 
Gabre-Madhin (1998) examined the consequences of transaction costs of searching for a 
trading partner on the emergence of the institution of brokerage in the Ethiopian grain 
market. Brokers facilitate long-distance trade by enabling traders to minimize the risk of 
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commitment failure in a market with little public information, nonstandardized grain, no 
official inspection, and limited legal enforcement. While 85 percent of grain traders 
regularly use brokers, who handle 38 percent of the marketed surplus countrywide, the 
degree of traders’ dependence on brokers varies by region and type of transaction. 
Agency relations between traders and brokers are not based on ethnic ties but appear to 
be sustained by established norms that limit cheating by brokers despite the difficulty that 
traders have in monitoring brokers. The results of the empirical analysis revealed that 
traders with high costs use more brokerage whereas traders with high social capital 
search on their own, showing that traders rationally use brokerage to minimize their 
individual transaction costs. The study recommended grain standardization and 
inspection, bulk handling of grain, grain contract standardization, commercial arbitration, 
and grain exchange in the long term. 
 
Amha (1999a), using the same database as that used by Dessalegn, Jayne, and Shaffer 
(1998) and wholesale price data of Ethiopian Grain Trade Enterprise (EGTE), reported 
that the reform improved the efficiency and flow of maize into markets. The results of the 
co-integration test showed that there was short-run and long-run integration between 
Addis Ababa and some of the major markets in the country. The study called for selective 
government intervention aimed at developing market centers, disseminating price and 
production information, implementing quality and grade standards, improving the legal 
system and infrastructure, and supporting the development of private grain trade. Amha 
(1999b) reviewed the market systems and stressed, among other things, the need to create 
a conducive and enabling environment, train grain market operators and entrepreneurs, 
and improve grain market information systems.  
 
In general, most of the grain market studies seem to have focused on the impact of 
liberalization and on price integration between the different market centers of the 
country. The results, though conflicting in some cases, confirmed that market integration 
and efficiency improved during the post-liberalization period. At the same time, the 
studies tend to suggest high spatial and seasonal price differentials. The general 
consensus is that there is room for further reduction of costs.  
 
The importance of the Addis Ababa central market (Ehil Berenda) has been underscored 
in many of the grain market studies conducted so far. For instance, Gabre-Madhin (1998), 
in her descriptive analysis of the market structure, observed the radial structure of roads 
in Ethiopia (with the capital city at the center) and showed that the regional markets 
cannot trade directly with each other without physically passing through the capital city, 
Addis Ababa. The central market of Addis Ababa serves as a national clearinghouse of 
grain, with sellers bringing in grain and buyers coming to acquire grain. Transaction and 
transport costs are therefore very high, implying wide a margin between farmgate and 
consumer prices in food-deficit areas.  
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1.3. Purpose and objectives 
 
The volume of grain marketed falls sharply in years of poor harvest, and as a result prices 
rise considerably. On the other hand, grain prices are seriously depressed in good years 
and immediately after harvest. Low prices immediately after harvest and high seasonal 
price fluctuations have discouraged investment in inputs such as fertilizers and improved 
seeds. 

Inefficient and underdeveloped output markets result in low and variable prices, thereby 
reducing the profitability of new technologies for farmers, discouraging business people 
from investing in processing activities, and deterring wholesalers, retailers, and 
transporters from investing in improved market and transport services. In addition, the 
distribution system may be inadequate and expensive for final consumers. The purpose of 
this research is to shed light on how the Addis Ababa central grain market operates. It 
will contribute to the understanding of factors hindering improvement and modernization 
of the market.  
 
The objective of this study is to examine the competitiveness and efficiency of the Addis 
Ababa central grain market. A more efficient, responsive, and modern central market 
could bring substantial welfare gains to producers, consumers, processors, and other 
participants all over the country. More specifically, the research will  
 
• investigate and describe the role of brokers, grain sellers, and buyers in the process of 

price discovery; 
• provide insights into the structure, conduct, and performance of the brokerage, 

wholesale, and retail markets;  
• assess the effectiveness of the different channels through which consumers buy grain;  
• examine the role of associated public and private institutions and transaction costs in 

the performance of the marketing system; and 
• derive policy implications that will help policymakers understand the factors 

hindering improvement and modernization of the Addis Ababa central market. 
 
1.4. Research questions  
 
This study is intended to address a number of empirical questions. The first set of 
questions concerns the characteristics of traders. What is the mix of petty and large-scale 
traders? If petty traders dominate the market, do they have the financial resources and 
storage capacity to tackle seasonal price fluctuations? Are small-scale traders 
professional or seasonal/part-time? Do large-scale traders have networks among 
themselves and with brokers, and are large-scale traders linked with producers and 
processors?  
The second area concerns buying and selling practices.1 Are there formal and informal 
marketing or producer groups that affect bargaining power? What buying practices are in 

1 See, for instance, R. S. Pomeroy and A. C. Trinidad, Industrial organization and market analysis: Fish 
marketing, in Prices, products, and people: Analyzing agricultural markets in developing countries, ed. G. 
I. Scott (Boulder, Colo., USA: Lynne Reinner: 1995).  
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place (e.g., auction sale, contract sale, or first-come/first-serve)? What distribution 
channels are used? Are traders capable of providing marketing services for the whole 
country at reasonable prices? Are there observed unethical trading practices (e.g., short 
weights, misleading price quotations, usurious practices)? If suppliers’ credit is provided, 
what are the frequency and terms of payment?  
  
The third set of questions concerns pricing behavior. Who sets prices (e.g., one buyer or 
many buyers)? How are prices set (what is the degree of personal contact among market 
participants)? What is the basis for price differentiation? How do prices adjust under the 
prevailing market conditions? Are there constraints in the use of specific market 
channels? Does the physical location of the market affect prices and marketing 
arrangements? 
 
The fourth area of investigation is the relationship between regional traders (supplying 
the central market) and brokers. How does the principal-agent arrangement influence the 
conduct of the market? How is conflict of interest avoided when brokers also act as 
wholesalers? Do wholesalers have the capacity to buy from regional traders and then 
supply all buyers at the central market (both retailers and large consumers)? 
 
The fifth area is private traders’ effectiveness and competitiveness. Competitiveness and 
the integration of markets can be analyzed through the variability of prices between 
locations and between seasons. What are the determinants of daily market prices? Are the 
market margins excessive? How do processors and consumers feel about the grain 
marketing services? 

 
Sixth, civil society organizations have been given a prominent role in recent discussions 
on liberalization. Are there trader organizations that safeguard traders’ interests or 
provide basic services, such as credit facilities and business training? How do the Addis 
Ababa and the national chamber of commerce assist grain traders? 

 

Finally, private traders are always subjected to government policy measures. The policy 
environment consists of regulatory measures, support measures, and taxation. Regulatory 
measures strive to enhance competition among traders and, at the same time, to guarantee 
the minimum quality of the product. Is the policy environment conducive to grain trade? 
Are there barriers to entry and exit, expansion, and modernization associated with policy 
and legal requirements? Are there differences between the official stipulations and the 
actual demands of the field? What are the different support measures used to promote 
grain trade?  
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1.5. Methodology 
 
1.5.1 Description of dataset  
 
For the reasons already described, the focus of this study is the Addis Ababa central grain 
market. Although a number of cereals, pulses, and oilseeds are traded at the central 
market, only teff, wheat, and maize have been selected for the study because of their 
importance in total grain trade. There are different grades within each crop type. For 
instance, there three major origins of teff: Adda, Wollonkomi, and Gojjam Bechena. 
Within each origin, various grades can be identified: three grades for Adda, four grades 
for Wollonkomi and Gojjam/Bechena teff. Similarly, only four grades for wheat and two 
for maize can be identified based on color and uniformity.  
  
Both secondary and primary data have been collected. Primary data were collected 
through a market survey using a structured questionnaire for traders and price 
observation. The survey was conducted during March 2002 to June 2002. The main focus 
was the central grain market and merchants who buy and sell grain; brokers and 
transporters operating at or visiting this market were also included in the survey. Initially, 
a list of traders was obtained and a random sample was drawn from the list. The focus 
was limited mainly to brokers, retailers, regional traders, and transporters. Accordingly, a 
random sample of 67 brokers, 107 retailers, 32 regional traders, and 20 grain transporters 
dealing with the three crops at the central grain market were interviewed. Retailers also 
include small flourmill operators engaged in selling grain. Different questionnaires were 
designed for each occupation category,i.e, brokers, retailers, regional traders and 
transporters covering major issues such as basic background information, working capital 
requirement, price determination, volume of transactions and commissions, grading, 
access to credit, regulatory framework and policy, sources of information, barriers to 
entry, and marketing problems. 

  

Finally, wholesale and retail prices were also collected from traders during March to July 
2002.  The daily prices of each grade of teff, wheat, and maize were collected between 
the opening (6:00 a.m.), middle (7:30 a.m.) and closing (9:00 a.m.) of market operations.  

 
1.5.2. Data analysis  
 
Analysis of data involves qualitative evaluation as well as quantitative analysis 
(descriptive statistical and econometric techniques). All the major factors that 
wholesalers/brokers consider in setting prices and the extent to which prices are 
influenced by major traders have been examined to establish whether price leadership or 
collusion exists at the central market. A hedonic model was used to identify the 
determinants of the daily price of the different crops. In addition, instability indexes have 
been constructed for each crop and grade to see the behavior of prices (both retail and 
wholesale) over time. And market integration analysis has been conducted to assess grain 
market integration.  
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1.6. Organization of the report 
 
This study is organized in seven sections. Section 2 deals with the structure and 
functioning of grain brokers at the central market. Sections 3 and 4 discuss the 
characteristics of retailers and regional traders, respectively. Section 5 presents the 
pattern and adjustment of grain prices at the central grain market, while section 6 deals 
with large-scale operators. Finally, conclusions and policy implications are presented in 
section 7. 
 
 
2. STRUCTURE AND FUNCTIONS OF GRAIN BROKERS  
 
The use of an intermediary to carry out a transaction can generally be accounted for in 
terms of opportunity cost and imperfect knowledge. If buyers and sellers were obliged to 
make contact directly, the costs of executing transactions could be prohibitively high. 
Buyers and sellers lack the necessary time and information to undertake exchange 
transactions. Grain brokers at the central grain market serve as the focal point for a seller 
who wants to get a buyer and as the agent of a buyer who wants to get a seller. The 
principal function of a broker is to find the opposite side of their clients’ orders and 
obtain the best possible deal.  
 
Brokerage activities at the central market for the sale of grain transported from the 
regions start at 6:00 a.m. and end at 9:00 a.m.. The major market days are Monday, 
Wednesday, and Friday. Loaded trucks converge in the crowded marketplace, and buyers 
visually inspect the quality of grain and negotiate with brokers over prices. Trucks with 
unsold grain leave the space at about 9:00 a.m. to make way for wholesale and retail 
activities by brokers and other traders. The trucks stay within the vicinity of the central 
grain market and return to the market’s parking lot late in the afternoon for the following 
market day. Truck operators wait for a maximum of three days, after which the grain is 
unloaded at a given store. Lack of space at the central market has limited the trading of 
grain transported from the regions to three hours a day.  
 
2.1. Brief profile  
 
A total of 67 brokers operating at the central market were interviewed. These brokers 
have licenses for grain trading and pay taxes to the government. The other category of 
brokers, also known as informal brokers, perform a similar function but have no trade 
license or stall, and they are not included in the survey. They have no address or clients  
but search for casual buyers and bring them in contact with regional traders who do not 
need to go to the central marketplace and operate without the assistance of a formal 
broker.  
 
Formal brokerage is exclusively handled by men; no woman was reported to have a 
brokerage firm. This might be due to the fact that brokerage requires intense physical 
movement (brokers have to run here and there and confront each other over attracting 
buyers).  
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A significant proportion of the brokerage businesses (79 percent) had been established 
since 1991 (Table 2.1). The number of private brokers was very limited until the 
beginning of market reform in 1991. Private businesses were highly discouraged in the 
1980s because of the socialization policy then in effect. Most operators have only about 
six years of experience in the business. Brokers were also asked about how they started 
the business. A high percentage of brokers, about 84 percent, established or set up their 
own business, whereas 12 percent inherited the business from their parents or relatives 
(Table 2.2).  
 

Table 2.1: Year of establishment 
Year Number of brokers % 
Before 1974 5 7.5 
1975–90 9 13.4 
Since 1991 53 79.1 
Total  67 100.00 

Source: Survey, 2002. 
 
 

Table 2.2: Means used to start the business and source of initial capital 
Description Number % 
Means to start business   

Set it up/established it  myself   56 83.6 
Inherited  8 11.9 
Bought 3 4.5 
Total 67 100.0 

Source of initial capital    
Own or self  39 58.2 
Gift from family  1 1.5 
Bank loan 1 1.5 
Borrowed from relatives and 
friends 

7 10.4 

Other  19 28.4 
Source: Survey, 2002. 

 
 
The average capital required to start the business was about birr 12,873, and the main 
source of initial capital was own funds, followed by borrowing from relatives or friends. 
Formal financial institutions supplied start-up capital for only 1.5 percent of the cases 
(Table 2.2).  

 
Many of the sample brokers (58 percent) performed their activity on premises rented 
from the government, while the rest (40 percent) rented from individuals who had rented 
from the government (Table 2.3). The premises are used to keep unsold stock and to 
undertake wholesale and retail activities after 9:00 a.m. The average size of stalls is very 
small—only 34 square meters—and costs an average of birr 437.80 a month. One of the 
brokers has no stall, implying that brokerage may not necessarily require a stall unless a 
broker has an interest in retailing or wholesaling activities. 
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In addition to brokerage, the sample brokers perform grain retailing, wholesaling, 
milling, and the like. Grain retailing and wholesaling are performed by 21 percent and 96 
percent of the cases, respectively (Table 2.4). It appears that brokers are also wholesalers 
and retailers at the same time. This is inconsistent with the earlier finding that brokers do 
not trade on their own account (Gabre-Madhin 2001). Gabre-Madhin argued that brokers 
do not bear market price risks since they do not trade on their own account, with less 10 
percent of transactions made for themselves. 
 
 

Table 2.3: Ownership type and premise (stall) used 
Ownership type Number (%) 
Rented from private individuals 27 (40.3%) 
Rented from government 39 (58.2%) 
Without stall 1 (1.5%) 
Total 67 (100.0%) 
Stall size and rent   
Average size of stall (square meters)  34.49 
Average monthly rent payment 437.80 

Source: Survey, 2002. 
 
 

Table 2.4: Other activities performed by brokers 
Activity type Yes No Total 
Grain retailing 14 (20.9%) 53 (79.1%) 67 
Grain wholesaling  61 (95.5%) 6 (4.5%) 67 
Source: Survey, 2002. 

 
 
The educational level of people working for the brokerage firms is very low: only 21 
percent of the workers had completed secondary school, whereas the rest have a primary 
and incomplete secondary education. The majority of the workers (99 percent) had 
received no training on how to improve their marketing activities in the preceding three 
years. 
 
The evidence shows that brokers operate with limited financial resources and inadequate 
management skills. Stiff competition among too many formal brokers and between 
formal and informal brokers has reduced the amount of grain handled by each broker and 
the profit margin. Brokers diversify into related activities such as retailing and 
wholesaling to supplement their income from brokerage, although this practice is likely 
to result in conflict of interest. As long as a broker is also trading on his own account, the 
possibility of retaining the grain of a client (a regional trader) for future sale at a higher 
price cannot be ruled out, especially when prices are low and a buyer is not readily found.  
Regional traders have no association or power to prevent the involvement of brokers in 
activities that are not consistent with their brokerage responsibilities. They are also too 
far away to monitor the different transactions involved in selling their grain.  
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2.2. Interaction with major actors  
 
Emerging evidence has shown that social capital and trade networks play important roles 
in trade and critically determine the success of a business under conditions of information 
asymmetry. The term social capital signifies many dimensions, including number of 
trading contacts and ability to maintain and retain regular clients (or what is called 
dembegna). The extent of interactions with different stakeholders is discussed next.  
 
2.2.1. Interaction with regional traders  
 
In principle, brokers must try to sell grain sent by regional traders at the highest possible 
price and within the shortest period of time. The process requires frequent interaction to 
facilitate the sales transaction. Telephone is the main means of communication for 54 
percent of the sample respondents, whereas regional traders’ personal visits to the central 
market are the main means for 43 percent. Interaction is clearly constrained by limited 
access to telephone. Other modern means of communication such as fax and Internet are 
virtually unknown (Table 2.5). 
 

Table 2.5: Major means of communication 
Means of communication % 
Telephone 54.0 
Hand-delivered [messages?] 2.7 
Personal visit 43.3 
Total 100.0 

   Source: Survey, 2002.  

 

Brokers’ interaction with regional traders is largely limited to information about prices, 
quality, and quantity (Table 2.6). Price is the only major information used for 
decisionmaking. Details about demand and supply are vital, but the trading system and 
the communication technology cannot handle such information. The scope of information 
exchange is too limited to allow for conducting effective sales transactions and assisting 
in longer-term decisions.  

 
Table 2.6: Content of communication with regional traders 

Content of communication Yes No 
Prices at regional market 29(43.3%) 38 (56.7%) 
Prices at central market 64 (95.5%) 3 (4.5%) 
Quantity of grain to be shipped  41 (61.2%) 26 (38.8%) 
Quality of grain to be shipped  52 (77.6%) 15 (22.4%) 

    Source: Survey, 2002. 
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Brokers believe that most regional traders (93 percent) have adequate information2 about 
grain prices at the central market (Table 2.7). In spite of problems of communication, 
brokers at the central grain market appear to face difficulties if they try to understate the 
price at which grain has been sold. Regional traders may also switch to another broker if 
they are not satisfied with the price secured by their broker. Brokers report that they have 
lost, on average, two clients (regional traders) during the preceding 12 months. 

  Table 2.7: Regional traders’ information about grain prices 
Grain price information % 
Most have adequate information 93.2 
Most do not have enough 
information 

2.1 

Most have no information   4.8 
Total  100.0 

   Source: Survey, 2002. 

 
Brokers were also asked about how they handled unsold stocks. They reported various 
mechanisms, including storing grain in their own stall and selling it to buyers in smaller 
quantities, storing it in a rented warehouse, and selling it on credit to regular clients or 
buyers (Table 2.8). It should be noted that storage involves costs in the form of rental 
charges. The average storage cost, for instance, was birr 1 per quintal if grain was stored 
in a rented warehouse. Apart from the additional cost of storage and unloading and 
loading, regional traders would face cash shortages in trying to buy grain from farmers 
while their money was tied up with the unsold grain. Hence, most would prefer selling at 
very low prices rather than storing the grain for sale in the future. Some regional traders 
were happy if brokers paid them cash from their own sources and sold the grain later on 
their own account, given their desperation to get cash for purchasing in the next round.  

  
Table 2.8: Methods of handling unsold stocks 

Method Yes No 
Store and sell to buyers in smaller quantities 74.2 25.8 
Store in rented warehouse  71.2 28.8 
Sell on credit to regular buyers 81.8 18.2 
Store and sell to buyers in larger quantities 100.0 0.0 

Source: Survey, 2002. 
 
There are no official quality controls and standards at the central market. An independent 
grading and inspection agency to assist both buyers and sellers has never been part of the 
trading system in the country. In situations where there is no agreement over the quality 
of grain, a broker seems to have the final decision. Indeed, about 74 percent of the sample 
brokers confirmed that grain is sold at a grade determined by themselves. As shown in 

2 Although prices have been collected by different organizations, such as Central Statistical Authority 
(CSA) and Ethiopian Grain Trade Enterprise (EGTE), there is evidence that private traders have no access 
to grain market information. The Ethiopian Grain Market Research Project (GMRP), together with 
Michigan State University, used to disseminate grain price information by radio, but public dissemination 
of price information has now been discontinued.  
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section 2.2.3, brokers and buyers negotiate to determine grade levels. Only 10 percent of 
the respondents reported that grain is sold at a grade determined by regional traders 
(Table 2.9). Regional traders have a weak bargaining position vis-à-vis brokers at the 
central market.   

 
Table 2.9: Decision regarding grades 

Source of decision regarding grade Number % 
Grade determined by the broker  43 74.1 
Grade determined by regional 
trader  

6 10.3 

Depends on market (negotiation)  9 15.5 
Total  58 100.0 

Source: Survey, 2002. 
 
2.2.2. Relations among brokers  
 
A broker can contact, on average, 10 brokers during any given market day. The main 
mode of contact includes direct personal interaction and telephone dialing to friendly 
brokers, and indirect intelligence gathering from other brokers (Table 2.10). Brokers 
regularly contact friends who operate in a nearby stall. The main purpose of the 
interaction is to get some ideas about prices (60 percent), although a significant 
proportion (42 percent) also had the intention of agreeing on prices. The possibility of 
collusion among brokers does exist, implying that grain could be sold at higher price than 
what the brokers are willing to report to their clients (regional traders). 

 
Table 2.10: Contact with other brokers 

Indicator Yes (%)  No (%) 
Method of contact   

Direct personal contact 86.6 13.4 
Through telephone 65.7 34.3 
Through intelligence gathering  28.4 76.6 
Indirectly via intermediaries 23.9 76.1 

Purpose of contact   
To agree on a certain price 41.8 58.2 
To get an idea about prices 59.7 40.3 
To get information about quantity of grain  49.3 50.7 
To get information about type of regional traders 26.9 73.1 

Source: Survey, 2002. 
 
There is also a close relationship between formal and informal brokers.3 About 60 
percent of the formal brokers reported that they have a smooth relationship with informal 
brokers at the central grain market. In fact, informal brokers assist by bringing in buyers, 
attracting new suppliers, gathering price information, and providing information on 
buyers (Table 2.11). About 95 percent of the brokers reported that the main function of 

3 The term “formal brokers” refers to licensed brokers with their own stalls, while “informal brokers” 
refers to those with no stall, and hence unable to serve as brokers for regional traders.  
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nonlicensed brokers was to bring in buyers, whereas 48 percent reported that informal 
brokers collected price information. Brokers pay informal brokers mainly on a 
commission basis (65 percent). Some brokers (40 percent) do not pay on the grounds that 
informal brokers are paid by the other party (the buyer) (Table 2.11).  

 

It has also been reported that informal brokers directly deal with regional traders before 
their trucks take positions at the central market. This is possible if informal brokers have 
already located a buyer who is willing to buy outside the central market. The seller incurs 
less cost by avoiding paying the cost of parking, the charge at the gate of the central 
market, and the relatively higher commission charges of formal brokers. There are also 
gangsters who act as brokers and take unsuspecting buyers to their partners who sell gain 
mixed with sand and other impurities.  

 
Table: 2.11: Services of informal brokers and mode of payment 
Functions of informal brokers Yes  No 

Bring in buyers  38 (95.0%)  2(5.0%) 
Bring in new suppliers  15 (37.5%) 25(62.5%) 
Gather price information  19 (47.5%) 21 (52.5%) 
Gather information on supply 13 (32.5%)  27 (67.5%) 
Gather information on buyers  16 (40.0%) 24 (60.0%) 

Mode of payment    
On commission basis 26 (65.0%) 14 (35.0%) 
Fixed rate per day 2 (5.0%) 38 (95.0) 
No payment (they are paid by 
other party) 

16 (40.0%) 24 (60.0%) 

      Source: Survey, 2002. 
 
 
2.2.3. The bargaining power of buyers 

 The main types of buyers that visit brokers’ stalls at the central market are retailers, 
flourmill operators, flour factory owners, and private wholesalers (Table 2.12). Retailers 
and operators of flourmills come from different parts of the city. Private wholesalers are 
traders who transport and sell relatively large quantities of grain in major food-deficit 
towns such as Dire Dawa or Mekelle (Tigray).  
 

Table 2.12: Type of buyers frequently visit brokers’ stall 
Buyer type Yes No 
Retailers  48 (71.6%) 19 (28.4%) 
Flourmill operators   54 (80.6%) 13 (19.4%) 
Flour factory owners  34 (50.7%) 33 (49.3%) 
EGTE 6 (9.0%) 61 (91.0%) 
Private wholesalers  39 (58.2%) 28 (41.8%) 
Institutions (DPPC, NGOs, etc.) 14 (20.9%) 53 (79.1%) 
Hotels, hospitals, schools, army, etc  15 (22.4%) 52 (77.6%) 

Source: Survey, 2002. 
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The sample brokers revealed that most buyers come with adequate information about the 
prevailing market prices. Buyers may also check prices by asking different brokers, 
retailers, and wholesalers before their final decision. It is also customary to bargain for 
lower prices. A few buyers come with limited information and hence they are in a weak 
bargaining position vis-à-vis sellers (brokers) and pay relatively higher prices (Table 
2.13).  

 

Some buyers try to influence grain prices mainly by bargaining for lower prices, reducing 
the quantity of their purchase, postponing purchase decisions, and switching to other 
brokers (Table 2.14). These practices have a depressive impact on prices, especially when 
supply exceeds demand. For instance, postponing purchases could mean that supplies 
accumulate and the central market becomes jammed with an excessive number of trucks. 
Some buyers may even collude among themselves to set prices.  

 
Table 2.13: Buyers’ information about grain prices 

 
 
Buyer type  

Most come with adequate 
information 

 
Most come with limited 

information 

 
Most come with no 

information 
Retailers  45 (91.8%) 3 (6.1%) 1 (2.0%) 
Flourmill operators  44 (81.5%) 10 (18.5%) 0 
Flour factory owners   23 (69.7%) 9 (27.3%) 1 (3.0%) 
Ethiopian Grain Trade 
Enterprise (EGTE) 

4 (100.0%) 0 0 

Private wholesalers  33 (86.8%) 3 (7.9%) 2 (5.3%) 
Institutions (Disaster 
Prevention and Preparedness 
Commission [DPPC], NGOs, 
etc) 

6 (46.2%) 5 (38.5%) 2 (15.4%) 

Hotels, hospitals, schools, 
army, etc.  

8 (53.3%) 6 (40.0%) 1 (6.7%) 

Source: Survey, 2002. 
 

Table 2.14: Buyers’ methods for influencing grain prices 
Method Yes (%) No (%) 
Postponing purchase decisions 52.2 47.8 
Reducing quantity of purchase 53.7 46.3 
Bargaining for lower prices 85.1 14.9 
Seeking for other brokers 50.7 49.3 
Buyers forming a group to set 
prices 

48.5 51.5 

   Source: Survey, 2002. 

 
A large buyer (e.g., the DPPC, hospitals, universities) could influence grain prices using 
open bids. Since the quantity involved is relatively large, brokers are tempted to lower 
prices and win the bid. Moreover, brokers use different mechanisms to attract buyers, 
such as offering better-quality grain, providing credit services, and improving services 
(Table 2.15). The pressure to get buyers is very high, especially at times of excess supply. 
In recent years credit sales are becoming the dominant sales strategy at the central 
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market. For example, 66 percent, 40 percent and 68 percent of Adda teff, Wollenkomi teff 
and Bechena teff were sold on credit, respectively, during the month of February 2002. 
Credit sales require consulting the owner of the grain (regional trader) in most cases.  

 

About 36 percent of brokers reported that they charge a price 5–13 percent higher when 
they sell on credit. Credit sales involve high risk for brokers, however. Defaults are 
common due to lack of enforcement mechanisms. In fact, about 78 percent of the sample 
brokers confirmed that they had lost money over the preceding three years because some 
of their clients defaulted on their loans. Brokers, on average, had lost birr 21,763 over the 
preceding three years, and none of them had ever taken defaulters to court (Table 2.16). 
This is because the transaction is essentially based on mutual trust with no written 
contract to enforce repayment. Those who lost money as a result of such incidents are 
likely to lose their clients as they fail to pay them. Some of the better-off brokers do not 
sell on credit; they can store grain for some time and pay regional traders from their own 
money.   

 
Table 2.15: Brokers’ strategies for attracting buyers 

Method Yes (%) No (%) 
Offer lower prices  19.4 80.6 
Offer better-quality grain 92.5 7.5 
Offer credit services 73.1 26.9 
Use agents to bring buyers 34.3 66.7 
Provide reliable services 86.6 13.4 

  Source: Survey, 2002. 

 
Table 2.16: Have you faced disputes with buyers in the past three 

years? 
Brokers’ response Number % 
Yes  52 77.6 
No  15 22.4 
Total  67 100.00 
Source: Survey, 2002. 

 
 
Lack of grading provides an additional edge to buyers in the process of bargaining. 
Buyers often dispute grades set by brokers or regional traders. Because of the pressure to 
sell, brokers often agree to the lower grade asserted by buyers. In fact, about 59 percent 
of the sample brokers indicated that the quality of grain is determined by buyers, and only 
25 percent indicated that quality of grain is determined through negotiation. Large-scale 
buyers certainly have a stronger position vis-à-vis the brokers, especially when there is 
excess supply in the market. 

2.2.4. The role of transporters  
 
On average, transporters wait for two to three days until the grain is sold at the central 
market. About 97 percent of brokers reported that transporters press brokers to sell the 
grain as quickly as possible. Apart from the opportunity cost of losing working time, 
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many transporters want to avoid costly hotel bills when they stay in Addis Ababa. 
Besides bringing grain to the central market, truck drivers are often responsible for 
delivering the money from brokers to regional traders. About 48 percent of the brokers 
send money to regional traders though truck drivers (Table 2.17).  

 
Table 2.17: Do brokers send money for regional traders via 

transporters? 
Response Number % 
Yes 32 47.8 
No 35 52.2 
Total 67 100.0 

   Source: Survey, 2002. 

About 53 percent of brokers do not assume any responsibility if money sent through 
drivers is lost (Table 2.18). Others (47 percent) reported taking responsibility for money 
lost in the process. Nonetheless, there is no legal means to enforce payment in all cases 
(no written contract), and the ultimate losers are regional traders. The main reason for 
using transporters to transfer money is absence of a banking service (Table 2.19). 
Fortunately, the majority of brokers (94 percent) experienced no incidence of fraud by 
transporters. Only 6 percent of brokers reported that they have faced betrayal by 
transporters (Table 2.20). 

Table 2.18: Do brokers assume responsibility for money 
lost? 

Response Number % 
Yes 15 46.9 
No 17 53.1 
Total 32 100.0 

                   Source: Survey, 2002. 
 

Table 2.19: Reasons for using transporters for transferring 
money 

Reason Yes No 
No banks 23 (71.9%) 9 (28.1%) 
No transaction cost 8 (25.0%) 24 (75.0%) 
Regional traders’ 
preference 

7 (21.9) 0 

                      Source: Survey, 2002. 
 

Table 2.20: Have brokers experienced betrayal by transporters? 
Response Number % 
Yes  4 6.0 
No  63 94.0 
Total  67 100.0 

              Source: Survey, 2002. 
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2.3. Grading systems and access to storage and credit  
 
A well-functioning grain market requires a system of grades and standards, as well as 
access to reliable storage and credit facilities, in order to reduce transaction costs. 
Inadequacies in such services have undoubtedly affected the performance of brokers at 
the central market.  
  
2.3.1. Grading and standards  
 
Brokers consider the origin of grain, seed purity, extent of germination, seed color, 
variety, insect damage, and season of harvest to arrive at grades (Table 2.21). 
Accordingly, there are at least three major origins of teff: Adda (around Debre Zeit, 
known as Adda teff), which is considered the best-quality teff in the country. The second- 
and third-quality grain are Wollenkomi and Gojjam/Bechena teff, respectively. Different 
grades are also recognized within each type of teff: three grades (grade 1, 2, and 3) in the 
case of Adda teff, four grades in the case of Wollenkomi, and another four grades for 
Gojjam/Bechena teff. The grades are based on seed color (white, mixed, and red), seed 
purity, damage to the seed, and perhaps season of harvest. Price differences between the 
different origins and grades, as shown in section 5, are significant. The price of the 
highest grade of teff, for instance, can be 1.6 times the lowest grade (see section 5). 
Dealing with 11 different subjective grades in the case of teff alone on any market day is 
a huge task for brokers at the central market. It should be added that brokers and traders 
make a distinction between other origins of teff (e.g., Becho, Ancheni, Gooder, 
Arbaminch, and Kella), further complicating the task of grading and standardization.  

 
Grade types are relatively simple in the case of wheat and maize. For instance, wheat 
types are decided based on three varieties (Israel, local [abesha], and white), and two 
grades (first and second) are identified in each case. Only three color-based grades 
(white, mixed, and black) are commonly identified for wheat, however. The origin (e.g., 
Gojjam, Wellega, Illubabor) and color (red and white) are considered in the case of 
maize. It is also common to find only two color-based maize grades (white and mixed) at 
the central market.  
 

Table 2.21: Factors considered in grading grains 
Factor Yes No  
Origin  66 (98.5%) 1 (1.5%)  
Seed purity  59 (88.1%) 8 (11.9%)  
Seed color  62 (92.5%)  5 (7.5%)  
Extent of germination  17 (25.4%) 50 (74.6%)  
Moisture  34 (50.7%) 33 (49.3%)  
Weevil  60 (89.6%) 7 (10.4%)  
Season of harvest  53 (79.1%) 14 (10.9%)  

      Source: Survey, 2002.  
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There is no easy way of establishing the origin and other attributes of grain. The origin is 
largely left to claims by regional traders, while grades are usually determined through 
visual inspection and information supplied by regional traders (Table 2.22). Each sack or 
a sample of the total sacks (each weighing 100 kilograms) must be inspected with simple 
hook (to take a small sample of grain) or unbagged to establish quality and grade. 
Brokers do not use modern instruments mainly because of lack of awareness and know-
how in using grading instruments. 

 
Table 2.22: Method used to grade different grains and reasons for not using instruments 
Method Yes No Total 

Visual inspection by brokers  67 (100.0%) 0 67 
Use instruments  0 67 (100.0%) 67 
Use information supplied by 
regional traders 

38 (56.7%) 29 (43.3%) 67 

Visual inspection by experts  2 (3.0%) 65 (97.0%) 67 
Reason for not using modern 
instruments 

   

Not aware of any instrument  49 (73.1%) 18 (26.9) 67 
Instruments are not affordable  44 (65.7%) 23(34.3%) 67 
Lack of know-how in using 
instruments  

44 (65.7%) 23(34.3%) 67 

Source: Survey, 2002. 
 
Buyers and sellers must negotiate over grades, not just prices, before transactions are 
effected. As already shown, buyers have an upper hand in setting grades and standards, 
compared with sellers, who are under pressure to get cash for the next round of 
purchasing. But not all buyers have such bargaining power. Uninformed or small buyers 
are likely to buy lower grades than what they are actually told by the sellers and also pay 
higher prices than the market price. Purchasers often look for well-known and regularly 
contacted brokers to get a fair deal. The central market works against buyers with little 
information and weak bargaining skill. Market information is also of little value in the 
absence of an objective system of grades and standards.  

 
2.3.2. Access to storage  
 
The storage capacity of brokers is very small: the maximum average storage capacity of 
the sample brokers was only 570 quintals at the central grain market). About 70 percent 
of the brokers reported that their storage space is not adequate, even though they are 
operating with a small amount of capital (Annex Table 2.9). Most brokers (70 percent) do 
not have clients that provide storage services, and 30 percent reported having such 
clients. Storeowners charge birr 2 per quintal per month on the average. The majority of 
the sample brokers (57 percent) felt that the storage charge was expensive (Table 2.23).  

 

Brokers were asked about the quality of storage they rent. About 83 percent reported that 
the quality of the storage is average or adequate (Table 2.23). Although most brokers 
seem to think that the quality of storage is acceptable, about 49 percent of the brokers 
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reported damage during storage (Table 2.24). Maize is extremely susceptible to pest 
damage by weevils during storage. The 51 percent who did not experience any incidence 
of damage were mainly traders of teff, the crop least susceptible to storage pests.  

 
Table 2.23: Brokers’ opinion about the quality of storage and rental charges 

Quality of storage Number % 
Adequate or average  48 82.8 
Poor  10 17.2 

Rental charges    
Expensive  34 56.7 
Fair 25  41.7 
Cheap 1 1.7 

   Source: Survey, 2002. 

 

Table 2.24: Incidence of damage in storage 
Response Number % 
Yes  19  48.7 
No  20 51.3 
Total  39 100.0 

                 Source: Survey, 2002. 
 
In general, there is a very limited effort to store and sell grain during the lean months. 
Brokers resort to short-term storage only when they are unable to sell. Regional traders 
often end up losing money if the grain is not sold directly from the truck and must be 
unloaded, stored, and loaded for sale at a later date. With too few wholesalers or 
speculators with sufficient capital to store, the search for buyers is intense and downward 
pressure on prices is unavoidable, especially at harvest time when there is surplus supply 
in the market. Lack of adequate storage facilities and high storage charges, in addition to 
the limited number of wholesalers or speculators, explains why brokers resort to credit 
sales to dispose of unsold grain. Continuous price decline in recent years has also 
rendered storage activities unprofitable. Intervention is required to improve storage 
facilities and develop the credit market in order to encourage wholesale and temporal 
arbitrage.  
 

2.3.3. Access to credit 
 
Brokers’ access to credit from formal banks is highly limited: 94 percent of the sampled 
brokers reported that they had not borrowed money from formal banks in the preceding 
12 months (Table 2.25). The high collateral requirement is the major constraint to 
accessing finance from formal sources. Informal sources of finance are also limited: only 
about 36 percent of the brokers used such sources (e.g., borrowing from friends and 
relatives) to run their business. Use of own finance is essentially the only means to 
conduct brokerage and other activities. Many of the sampled brokers are members of 
iqubs (rotating saving and credit associations, ROSCAs), and each broker deposits, on 
average, birr 276.4 per week, with an average total iqub value of birr 28,342.90. 
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Table 2.25: Access to credit brokerage 
 Formal sources Informal sources 
 Number %  Number % 
Yes  4 6.0 24 35.8 
No  63 94.0 43 64.2 
Total  67 100.00 67 100.00 

      Source: Survey, 2002. 
 
 

2.4. Regulatory framework and contract enforcement  
 
2.4.1. Licensing  
 
About 72 and 42 percent of the sampled brokers have licenses for grain trade from the 
Trade and Industry Bureau and the Municipality of Addis Ababa, respectively. The 
average cost of obtaining and renewing a license was birr 563 and birr 241, respectively. 
About 28 percent of the brokers operate without a license. There is practically no benefit, 
incentive, or legal pressure to hold a license (Annex Table 2.25). Licensed brokers 
complained that government services in the area of transport facilities, access to parking, 
security services, and support of the traders’ association have not shown any 
improvement; despite the fees they are paying (Table 2.27). It is only in the 
telecommunications sector that some improvements had been observed over the 
preceding couple of years. The implication is that brokers see no benefit in paying taxes 
or incurring the cost of a license.  

 
Table: 2.26: License from government offices 

  Yes No Total 
Bureau of Trade and 
Industry  

   

Number 48 19 67 
 % (71.6%) (28.4%) (100.0%) 
Municipality     
Number 28 39 67 
 % (41.8%) (58.2%) (100.0%) 

         Source: Survey, 2002. 
 

Table 2.27: Respondents’ opinion about government support 
Area of government support Improved No improvement 
Transport facilities and access  16.4% 83.6% 
Telephone and other communication 
services 

46.3% 53.7% 

Security and legal services 16.4% 83.6% 
Support for traders’ association 7.5% 92.5% 

         Source: Survey, 2002. 

 

Brokers also claimed that the level of taxation is high. About 95 percent reported that the 
rate of taxation is extremely high and discourages grain trade (Annex Table 2.26). In 
addition, the method of tax assessment was viewed as unfair (Annex Table 2.27).  
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2.4.2. Dispute settlement  
 
As already described, grain trade involves credit transactions, and disputes over payment 
are common. Disputes may also arise over quantity, quality, and prices between a 
regional trader and a broker or between a broker and a buyer. Since there is no written 
agreement, it is difficult to enforce payment through the court system. The most common 
ways of settling disputes are peer pressure (69 percent) and personal effort (40 percent). 
About 85 percent of the sampled brokers reported that disputes are not resolved (Table 
2.28). Brokers appear to operate with no legal protection and virtually no recourse to 
courts. The trading environment is extremely risky for brokers and regional traders. 
Consequently, there is very limited chance for the market to grow beyond cash-based 
spot markets or the physical cash market.  

 
 

Table 2.28: Means of settling disputes with clients 
Means Yes No Total 
Keble courts  2 (3.8%) 50 (96.2%) 52 
Woreda and higher courts 5 (9.6%) 47 (90.4%) 52 
Association arbitration  2 (3.8%) 50 (96.2%) 52 
Community mediation  5 (9.6%)  47 (90.4%) 52 
Friends and peers  36 (69.2%) 16 (30.8%) 52 
Religious fathers  5 (9.6%) 47 (90.4%) 52 
Personal effort without any 
arbitration 

21 (40.4%)  31 (59.6%) 52 

No resolution 44 (84.6%) 8 (15.4%) 52 
Source: Survey, 2002. 

 
 
It has been reported that grain purchasers face security problems in visiting the central 
market. They are often surrounded by gangsters acting as brokers and facilitators. 
Innocent and uninformed buyers are cheated into buying very low quality grain at very 
high prices from collaborators. There are no effective police forces to protect the public 
from such criminals. Brokers and traders reported that they have frequently complained 
about the problem to government offices, but to no avail. Indeed, the problem is getting 
out of control as increasing numbers of unemployed youth have found the crowded 
central market convenient for all kinds of criminal activities.  

 
2.4.3. Membership in associations  
 
One way to deal with the weak regulatory framework is to establish associations and 
increase brokers’ stock of social capital. Collective action could overcome some of the 
weaknesses in government services. Nonetheless, the majority of brokers (73 percent) are 
not members of any type of trade association (either the Grain Traders’ Association or the 
Chamber of Commerce) (Table 2.29). It appears that the associations are not providing 
effective services, and hence most brokers do not see the need for joining them. About 78 
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percent of the sample brokers belonging to the associations revealed that they are 
disappointed with the services provided.  

 
 

Table 2.29: Membership in trade association and level of satisfaction 
 Yes No Total 
Membership     
 Number 18 49 67 
 % 26.9 73.1 100.0 
Levels of satisfaction for 
members  

   

Number 4 14 18 
 % 22.2 77.8 100.0 

      Source: Survey, 2002. 
 

2.5. Barriers to entry and major problems faced  
 
Many institutional and technical problems hinder traders from entering the grain market. 
Shortage of capital (90 percent), high cost of rent (81 percent), lack of access to stalls (76 
percent), and high levels of taxation (75 percent) are the main constraints to entry into the 
brokerage business (Table 2.30). Since the central market facilities have not expanded in 
more than four decades and they are owned by the government, a new broker cannot 
easily access a stall. The only option is renting from original owners at high rates or 
working in partnership with a broker who has a stall. As a result of these and related 
problems, informal trade seems to have expanded, and many traders are reported to have 
returned their licenses to do the same business informally.4 

 
Table: 2.30: Major barriers to entering brokerage business 

Barrier Yes No 
   
Lack of access to stall 76% 24% 
Shortage of working capital 90% 10% 
High cost of renting stall 81% 19% 
High level of taxation 75% 25% 
Difficulty in processing license 37% 63% 
Lack of contact and trust with regional 
traders  

39% 61% 

           Source: Survey, 2002.  
 

The sample brokers were also asked to rank the problems of the central market on a four-
point scale: (1) no obstacle, (2) minor obstacle, (3) major obstacle, and (4) very severe 
obstacle. The mean scores of major marketing problems are given in Table 2.31. On the 
basis of the mean scores, the major problems of grain marketing at the central market 
include expensive rent for stalls, lack of access to operating premises, high tax rate, 
congestion at the marketplace, and poor tax administration. There is a need for 
government intervention to correct these deficiencies and create an enabling environment 
for brokers.  
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Table 2.31: Mean score of major marketing problems 
Problem Extent of obstacle 
Poor telecommunications 1.96 
Lack of electricity 1.48 
Lack of transportation 1.84 
Poor access to operating place 2.96 
High tax rates 2.70 
Poor tax administration 2.54 
Lack of standards  1.73 
Unlicensed operators 2.45 
Weak legal system for contract enforcement 1.88 
Congestion at marketplace 2.58 
Expensive stall rent 3.39 
Long procedures for licensing and registration  1.73 
Limited access to credit 2.13 
Crime, theft, disorder and lack of trust 1.96 
Anticompetitive practices 1.64 
Weak access to market information 1.43 

               Source: Own computation. 

 
3. GRAIN RETAILERS 
 
Retailers serve as intermediaries between consumers on the one hand and regional 
traders, wholesalers, and producers on the other hand. The central market is devoted to 
retailing activities every day between 9:00 a.m. and 6:00 p.m. Grain bought from retailers 
is often transported to its destination by donkeys.   
 
About 76 percent and 24 percent of the sample retailing enterprises were owned and 
operated by men and women, respectively (Annex Table 3.2). A significant proportion of 
the retailers have been established since 1991 (Table 3.1). Private retailing activities were 
very much limited between 1975 and 1991, when private business was actively 
discouraged by the government then in power. 
 
 

Table 3.1: Year of establishment 
Year Number of retailers % 
Before 1974 7 6.6 
1975–81 22 20.8 
Since 1991 77 72.6 
Total  107 100.00 

                Source: Survey, 2002. 
 
Retailers were also asked how they started their business. A high percentage of retailers, 
about 85 percent, established their own business, while 9 percent inherited it from their 
parents and relatives.  
 

The average capital required to start the business was about birr 7,387. As for brokerage 
businesses, the main sources of initial capital were internally generated funds followed by 
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borrowing from relatives and friends (Table 3.2). Small business owners such as retailers 
cannot access bank loans as they lack valuable assets for collateral purposes. 

  
Table 3.2: How was the business started? 

Response Number % 
Set it up/established it 91 85.0 
Inherited  10 9.3 
Bought 1 3.7 
Do not know 2 1.9 
Total 107 100.0 

   Source: Survey, 2002. 

 

Almost 33 percent of the sample retailers perform their activities from premises rented 
from the government. The average area of the stall is 36 square meters. Another 50 
percent conduct their business in space rented from private individuals (Table 3.3).  

 
Table 3.3: Ownership of the premises 

Response Number % 
Own 19 17.8 
Rent from government  35 32.7 
Rent from private 
individual  

53 49.5 

Total 107 100.0 
Source: Survey, 2002. 
 

A few retailers (11 out of 107 or 10 percent) are also involved in other activities, such as 
merchandise trade and flourmills. Only one retailer operates a small flourmill. Limited 
capital is believed to discourage diversification into various activities. 
 
Only 24 percent of the workers in the sample retail establishments have completed 
secondary school. The majority of the workers (96 percent) had not received any training 
related to their business in the preceding three years.  
 
3.1. Operation of grain retailers  
Ninety-eight percent of retailers get their grain supplies from the central market. Some 
purchase directly from farmers (18 percent) and others from nearby rural markets (15 
percent) (Table 3.4). Purchases at the central market are carried out through brokers or 
through direct contact with truck owners. Retailers often go to any broker in the market, 
implying no established client relationship. Only 24 percent have brokers who regularly 
assist them in purchasing (Table 3.5).  
 

Table 3.4: Place of grain purchase for retailing 
Place of grain purchase Yes No 
Directly from farmers  19 (17.8%) 88 (82.2%) 
From rural markets  15 (15.0%) 91 (85.0%) 
Central market 105 (98.1%) 2 (1.9%) 

      Source: Survey, 2002. 
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Table 3.5: Means of purchasing grain from central market 
Means of purchase Yes No 
Through brokers from trucks (no client brokers) 105 (98.1%) 2 (1.9%) 
Through direct contact with truck owners  19 (17.8%) 88 (82.2%) 
Through client brokers from trucks  26 (24.3%) 81 (75.7%) 
Source: Survey, 2002. 
 

Like brokers, retailers use cash or credit sales to dispose of their stock. In recent years 
credit sales have become important. For instance, about 40–59 percent of teff was sold on 
credit during the month of February 2002. The figures for wheat and maize ranged from 
29 to 36 percent and 29 to 32 percent, respectively (Table 3.6).  
   

 
Table: 3.6: Mode of sale for most recent sale 
 % of sales via 
Crop type Cash Credit 
Adda teff 60.4 39.6 
Wollenkomi teff 57.0 43.0 
Gojjam/Bechena teff 40.9 59.1 
Wheat, grade 1 70.7 29.3 
Wheat, grade 2 64.2 35.8 
Wheat, grade 3 68.0 32.0 
Maize, white 70.2 29.8 
Maize, mixed 67.8 32.2 
Source: Own computation. 

 
As already noted, credit sales to customers involve risk in the sense that debtors may 
refuse to pay back. About 79 percent of the retailers reported losing money in the 
preceding three years as a result of defaulting customers (Table 3.7). On average, retailers 
lost birr 1,722.3 over the preceding three years. Retailers did not take defaulters to court, 
mainly because they had no written agreement. Other reasons included unknown address 
(23 percent), delays in court decision (15 percent), and lack of money and time (11 
percent) (Table 3.8). 

 
Table: 3.7: Money lost due to credit sales and defaulters over the last three years? 
Response Number % 
Yes  84 78.5 
No  23 22.5 
Total  107 100.00 

  Source: Survey, 2002.  

 
Table 3.8: Reasons for not taking defaulters to court 
Reason Number % 
Unknown address 17 22.7 
Delays in the court decision  11  14.7 
No written evidence  28 37.3 
Lack of money and time  8 10.7 
Fear of social sanction  4 5.3 
Others  1 1.3 

   Source: Survey, 2002. 

 27  



 

Purchase price is subject to negotiations for retailers. Of the sample retailers, about 43 
percent reported that they bargain and get lower prices. Negotiation skills are very 
important in the absence of a single market-clearing price.  

The main types of buyers that commonly purchase grain from retailers include salaried 
people (88.8 percent), low-income informal sector workers (67.3 percent), bread (enjera) 
sellers (49.5 percent), and small restaurants (29.9 percent) (Table 3.9). These buyers are 
regular clients and visit retailers every week, every two weeks, or every month (Table 
3.10). The quantity of grain purchased is less than 100 kilograms in most cases.  

 
 

Table 3.9: Types of buyers who frequently visit retailers’ stalls 
Buyer type Yes No 
Salaried people  95 (88.8%) 12 (11.2%) 
Small restaurants   32 (29.9%) 75 (70.1%) 
Bread (enjera) sellers   53 (49.5%) 54 (50.5%) 
Informal sector workers  72 (67.3%) 35 (32.7%) 
Medium- and high-income business owners  28 (27.5%) 74 (72.5%) 

    Source: Survey, 2002. 
 
 

Table 3.10: Most commonly observed buyers and frequency of purchase 

Type of buyer Weekly Monthly Bimonthly 
Every two 

months 
Salaried people  1 (1.1%) 91 (95.8%) 1 (1.1%) 1 (1.1%) 

Salaried people  1 (1.1%) 91 (95.8%) 1 (1.1%) 1 (1.1%) 

Small restaurants  17 (51.5%) 2 (6.1%) 7 (21.2%)  

Bread (enjera) sellers  31 (59.6%) 1 (1.9%) 13 (25.0%) 1 (1.9%) 

Low-income informal 
sector workers  

22 (32.8%) 11 (16.4%) 23 (34.3%) 6 (9.0%) 

Medium- and high-income 
business owners  

1 (3.3%) 17 (56.7%) 2 (6.7%) 8 (26.7%) 

 Source: Survey, 2002. 

 

Retailers reported that most buyers (about 72 percent) come with adequate information 
about the prevailing market prices. Specifically, 62 percent of salaried people, 82 percent 
of small restaurants, 79 percent of bread sellers, and 77 percent of informal sector 
workers were reported to have adequate information about prevailing market prices 
(Table 3.11). It is common to check the prices of two or more sellers before making a 
purchase decision. This information enables buyers to bargain for lower prices.  
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Table 3.11: Buyers’ information about grain prices 

 
 
Buyer type  

 
Most come with adequate 

information 

 
Most come with limited 

information 

 
Most come with no 

information 
Salaried people  59 (62.1%) 33 (34.7%) 3 (3.2%) 
Small restaurants   28(82.4%) 6 (17.6%) 0 
Bread (Enjera) sellers  42 (79.2%) 10 (18.9%) 1 (1.9%) 
Low income informal sector 
workers  

52 (76.5%) 14 (20.6%) 2 (2.9%) 

Medium and high income 
business owners  

20(69.0%) 6 (20.7%) 3 (10.3%) 

    Source: Survey, 2002. 

 

It is also observed that buyers react differently under conditions of high grain prices. 
They may reduce the quantity of their purchase or switch from higher to lower grade 
grains (Table 3.12). Sellers are often pressurized to lower prices unless there is a series 
shortage of supply in the market.   

 
Table 3.12: Buyers’ response to higher grain prices 

Response Yes No 
Mix lower grades with higher grades  25 (23.4%) 82(76.6%) 
Reduce quantity purchased  91 (85.0%) 16 (15.0%) 
Switch from higher to lower grades 80 (74.8%) 27 (25.2%) 
Accept the given price  7 (100%) 0 
Ask for credit sales  13 (1005%) 0 

  Source: Survey, 2002. 

 

3.2. Premises and transport facilities 

 As already indicated, the majority of retailers (about 76 percent) do not have their own 
premises (Annex Table 3.4). They depend on rented premises. Retailers pay, on average, 
birr 462 and 567 for government-owned and private-owned premises per month, 
respectively (Annex Table 3.5). 5 The average capacity of each facility was only 203 
quintals. In terms of quality, about 74 percent reported that their premise is a proper stall 
with a locker, whereas 26 percent reported that they use only simple shades (Annex Table 
3.6). None of the sample retailers own trucks or personal automobiles (Annex Table 3.7). 
  

3.3. Access to credit (working capital) 
 
The majority of the sample retailers (94 percent) had not borrowed money from formal 
banks in the preceding 12 months. Informal sources are the only means to finance retail 
activities (Table 3.13). On average, the retailers had borrowed birr 4,403 during the 
preceding 12 months. About 35 percent are members of iqub, and each deposits birr 145 

5 Renting storage from individuals is more expensive than renting from government. 
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per week on average. The average total value of deposits is birr 9,354, compared with birr 
28,342.90 in the case of brokers (Annex Table 3.8). 
 
 

Table 3.13: Credit facilities for retailing activities 
 Formal sources Informal sources 
Response Number % Number % 
Yes  6 5.6 35 32.7 
No  101 94.4 72 67.3 
Total  107 100.00 107 100.00 

   Source: Survey, 2002. 

 

3.4. Regulatory framework and policy 
 
About 68 percent of the sampled retailers have a license from the Trade and Industry 
Bureau of Addis Ababa (Annex Table 3.9). The average cost of obtaining and renewing a 
license was birr 182 and birr 119, respectively. On the other hand, 32 percent of retailers 
do not have a license because they do not have premises and adequate capital. Obtaining 
a license requires, among other things, having a stall and initial capital (usually more than 
birr 5,000). Because of the weak regulatory and legal environment, retailers have no 
strong pressure to get a license. Licensed retailers complain that they incur the additional 
cost of taxes and other government charges while their competitors operate freely.  

 
Licenses are expected to provide the licensee access to government services and 
protection from unfair trading practices. Almost all of the sample retailers reported, 
however, that public services in terms of transport facilities, access to parking, security 
services, and support of the traders’ association are weak and not improved over time 
(Table 3.14). They felt that the government ought to ensure a level playing field and 
improve public services.  
 

Table 3.14: Retailers’ views of government support 
Area of government support Improved No improvement 
Transport facilities and access  9.3% 90.7% 
Telephone and other communication 
services 

 35.5% 64.5% 

Security and legal services 15.0% 85.0% 
Support for traders’ association 10.3% 89.7% 

Source: Survey, 2002. 
 
Retailers were also asked about the level of taxation. The majority (about 91 percent) 
claimed that the level of taxation is high. The method of tax assessment is also considered 
unfair because it is not based on sales income. The method of tax administration and 
assessment leaves much to be desired (Table 3.15).  
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Table 3.15: Retailers’ views of the level of taxation and tax assessment 
Tax levels Number % 

High  72 91.1 
Average  7 8.9 
Total  79 100.00 

Assessment    
Not based on income  61 80.3 
Needs improvement  3 3.9 
Not reasonable  7 9.2 

                  Source: Survey, 2002. 
 
3.5. Barriers to entry and major problems  
 
A number of institutional and technical problems have hindered traders’ freedom to 
engage in grain trade. Lack of access to stalls, a shortage of working capital, high taxes, 
and lack of contact and trust with regional traders are among the major problems (Table 
3.16).  

Table 3.16: Major problems for entry into retail business 
Type of problem Yes No 
Lack of access to stall 62.6% 37.4% 
Shortage of working capital 89.9% 10.1% 
High renting cost of stall 73.8% 16.2% 
High level of taxation 72.9% 26.1% 
Difficulty in processing license 37% 63% 
Lack of skill  40.2% 59.8% 

Source: Survey, 2002. 
 
A number of problems undermine the efficient operation of the retail market. The sample 
retailers were asked to rank the problems of the retail market on a four-point scale: (1) no 
obstacle, (2) minor obstacle, (3) moderate obstacle, and (4) very severe obstacle. High tax 
rates, expensive stall rent, unlicensed operators, lack of access to operating premises, and 
problems in tax administration were the major constraints identified (Table 3.17). These 
problems were also reported by flour factories and trading companies. 
 
Limited capital, inadequate human resources, a weak regulatory framework, poor 
infrastructure, and other factors have also constrained the operation of retailers. They 
were unable to improve the retail market by expanding into milling and packing. 
Operators of flourmills (not included in this survey), however, have increasingly 
expanded their activities to include retailing milled teff to their customers. 

Inefficiencies in the retail sector have also caused difficulties for consumers. A group 
discussion with consumers revealed that lack of reliable information about the quality and 
price of grain is a major constraint in the retail market. Households have two options in 
buying teff: buy unmilled grain from retailers and get it milled at flourmills or buy milled 
product from owners of flour mills. Consumers are certainly better off if they can buy 
milled teff, but they have difficulty knowing the exact quality and grade of milled teff as 
visual inspection is less precise in the case of milled grain. For the most part, they can 
only depend on what mill operators tell them.  
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Table 3.17: Mean score of major problems in retail market 
Obstacle Extent of obstacle 
Poor telecommunications 1.80 
Lack of electricity 1.77 
Lack of transportation 1.96 
Poor access to operating place 2.53 
High tax rates 2.86 
Poor tax administration 2.69 
Lack of standards  1.60 
Unlicensed operators 2.69 
Weak legal system for contract enforcement 2.00 
Congestion at marketplace 2.51 
Expensive stall rent 3.12 
Long procedures for license and registration  1.73 
Limited access to credit 2.28 
Crime, theft, disorder, and lack of trust 1.81 
Anticompetitive practices 1.64 
Weak access to market information 1.98 

Source: Own computation.  
 
There is widespread mistrust, however, of operators at the central market. Consumers 
generally perceive the quality of teff or other grain they bought as poorer than what they 
were told or led to believe. In particular, the extent of impurities or unwanted type or 
grade can be high if the seller or intermediary is not a trusted client. In addition, there is 
little protection against traders using inappropriate scales. 

Getting reliable price information is one of the other most difficult aspects of the retail 
market. Consumers who do not have time to go around the central market and check are 
likely to face higher prices. Uninformed buyers are often met by gangs acting as 
intermediaries and can be easily cheated. Having a trusted client is often the only 
protection against overcharging and cheating.  
 
 
4. REGIONAL TRADERS 
 

Regional traders buy grain from farmers and supply the central market. The effects of 
trade liberalization on producers can be examined through its impact on regional traders. 
This section examines how regional traders operate and how they interact with brokers at 
the central market of Addis Ababa.  

Almost all sample respondents are male traders, and the majority are owner-managers. 
The majority of regional traders started their business after the 1991 reform. A vast 
majority of the traders, 87.5 percent, established their own business, while 6.3 percent 
inherited the business from their parents and relatives (Table 4.1).  
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Table 4.1: How was the business started? 
Response Number % 
Set it up/established it 28 87.5 
Inherited  2 6.3 
Bought 1 3.1 
Do not know 1 3.1 
Total 32 100.0 

          Source: Survey, 2002. 
 
 
Not many regional traders reported having diversified into other business activities. Only 
7 out of the 32 cases (22 percent) run merchandise trade and flourmills (Annex Table 
4.2). The majority of the regional traders appear to have devoted all their resources to 
grain trade. 
 
The average capital of regional traders is birr 35,906.25, and the main source of initial 
capital is iqub (66 percent), followed by gift from family (9 percent) and borrowing from 
relatives and friends (9 percent). Unlike the brokers and most of the retailers in Addis 
Ababa, regional traders need a large amount of capital to buy grain in cash and transport 
it to Addis Ababa. Only two of the sample respondents managed to get loans from formal 
financial institutions (Table 4.2). 
 

Table 4.2: Sources of initial capital 
Source Number % 
Gift from family  3 9.4 
Bank loan 2 6.3 
Borrowed from relatives and friends 3 9.4 
Iqub  21 65.6 

   Source: Survey, 2002. 
 
 
4.1. Prices and transport charges 
 

Operating without a broker would require regional traders to travel to Addis Ababa and 
search for buyers by themselves at the central market. Consequently, more than 90 
percent of the sample traders have client brokers at the Addis Ababa central grain market. 
Regional traders reported establishing initial contact with brokers at Addis Ababa 
through friends (59 percent) and personal contacts (53 percent). Others are approached by 
the brokers themselves (53 percent) (Table 4.3).  
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Table 4.3: How was the initial contact with a broker established? 

Response Yes No Total 
Approached by the broker 
himself 

17 (53.1%) 15 (46.9) 32 

Approached myself 14 (43.8%) 18 (56.2%) 32 
Through friends  19 (59.4%) 13 (40.6) 32 

Source: Survey, 2002. 

 

Regional traders consider a number of factors, including purchase price, handling costs, 
demand, and quality of grain, in proposing sales prices at the central market in Addis. 
Purchase prices and trading costs are obviously the most important factors influencing 
selling prices (Table 4.4), but grain is sold at what the central market offers. Hence, many 
regional traders (about 87 percent) reported consulting brokers to get information about 
prices in Addis in order to set a price at which they have to buy from farmers. 
Unfortunately, not many regional traders have access to telephone or other means of 
communication to get market information on a regular basis. 
 
 

Table 4.4: How do you set a sales price? 
Method Number % 
Consider purchase price and other costs  22 73.3 
Depend on quality of grain and number of buyers at 
Addis Ababa 

3 10.0 

Depend on demand and supply (including season)  5 16.7 
Source: Survey, 2002. 

 

Only about 53 percent of the regional traders get price information in Addis Ababa via 
telephone. Others rely on fellow traders who sold grain recently (26.7 percent). They also 
get price information from transporters, who usually convey information about prices and 
other messages to and from regional traders (Annex Table 4.5). However, the largest 
number of traders get price information only once a week (29 percent) followed by the 
number of traders who get price information three times a week (26 percent) (Table 4.5). 
Lack of information is a severe constraint in the operation of regional traders.  

 
Table 4.5: Frequency of getting price information 

Frequency % 
Daily 22.6 
Weekly 29.0 
Three times per week 25.8 
Twice per week 9.7 
Twice per month 9.7 
Four times per month 3.2 
Source: Own computation. 
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Transport charges are high and vary from season to season. About 47 percent of traders 
consider transport charges high, whereas half of them perceived the charges as average. 
But transporters claim that the charges are low and that hence the transport business is 
not profitable. Poor road conditions and the lack of a return load has increased the cost of 
providing effective and low-cost transport services.  

 

The results show that, like brokers and retailers, regional traders operate with a low asset 
base and limited capital (both human and physical). They are also constrained by poor 
access to finance, which limits their business activities. Credit from formal financial 
sources remains out of the reach of many regional traders. Getting information on the 
quantity, quality, and price of grain on a regular basis is also a problem as there is no 
organized system to provide market information.  

 

4.2. Regulatory framework and marketing constraints  
 
Regional traders were asked whether they have licenses from the relevant authorities. 
About 81 percent of the respondents have a license from the Trade and Industry Bureau. 
The average costs of obtaining and renewing a license were birr 186 and birr 82, 
respectively. About 19 percent of the regional traders have no license. About a third of 
the respondents are not satisfied with the service provided by the relevant government 
authorities. Like the retailers, many regional traders reported that government services in 
the area of transport facilities, access to parking, security and legal services, and support 
of traders’ associations are weak and have not shown improvement over time (Table 4.6). 
More than 80 percent of the regional traders also reported that the current tax rate is high 
(Annex Table 4.6). 
 
 

Table 4.6: Regional traders’ opinion about government services 
Areas of government support Improved No improvement 
Transport facilities and access  18.8% 81.3% 
Telephone and other communication 
services 

25.0% 75.0% 

Security and legal services 12.5% 87.5% 
Support for traders’ associations 0% 100.0% 

                Source: Survey, 2002. 
 
 
As already noted, brokers in Addis Ababa often sell on a credit basis. The majority of 
regional traders (63 percent) have faced cash shortages because it takes time for grain to 
be sold and the money to be sent back to them (Annex Table 4.8). Some were forced to 
make no purchases or reduce purchases owing to cash shortages (Annex Table 4.9).  

 

Another serious problem faced by regional traders is credit sales. For example, about 41 
percent of regional traders had experienced disputes with their client brokers over 
payments that involved credit sales during the preceding three years. Regional traders 
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reported having lost on average birr 2,779 as a result of default. About 85 percent of the 
respondents affected said that they did nothing to get their money back. Peer pressure is 
used, but it does not seem to be very effective since regional traders do not have direct 
contact with the buyers in Addis Ababa (Table 4.7). There is no way for the grain market 
to develop and expand as long as the legal and regulatory framework provides no 
protection to exchange transactions. 
 

Table 4.7: Means of settling disputes with clients 
Means Yes No 
Keble courts  0 (0%) 13 (100%) 
Arbitration through 
association  

1 (7.7%) 12 (92.3%) 

Community mediation  2 (15.4%) 11 (84.6%) 
Friends and peers  8 (61.5%) 5 (38.5%) 
Religious elders 2 (15.4%) 11 (84.6%) 
Personal effort (e.g., repeated 
visit) 

5 (38.5%) 8 (61.5%) 

No effort of any kind 11 (84.6%) 2 (15.4%) 
               Source: Survey, 2002. 
 
Regional traders have identified the main limiting factors as problems with 
communication, checkpoints on the roads, too many unlicensed operators, high tax rates, 
crime, theft, and lack of trust (Table 4.8). Regional trade is also severely constrained by 
lack of telecommunication services. High tax rate and poor methods of tax assessment 
have been reported as the main problems by brokers, retailers, regional traders, 
transporters, flour factories, and trading companies alike. 
 

Table 4.8: Mean score of major marketing problems for regional traders 
Description  Extent of obstacle 
Lack of telecommunications 2.53 
Lack of electricity 2.16 
Shortage of storage in Addis Ababa 2.38 
Lack of vehicles and trucks  2.19 
Stoppage time at different kellas 2.56 
Poor access to operating place 2.53 
High tax rates 3.38 
Poor tax administration 3.13 
Lack of standards  1.53 
Unlicensed operators 2.58 
Weak legal system for contract enforcement 1.69 
Congestion at marketplace 2.66 
Expensive stall rent 3.12 
Long procedures for license and registration  1.63 
Limited access to credit 2.38 
Crime, theft, disorder, and lack of trust 2.75 
Anticompetitive practices 2.22 
Weak access to market information 2.03 
Source: Own computation. 
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The system of grain trading does not involve organized large-scale wholesalers who buy 
from regional traders, except in limited cases. Regional traders would face less difficulty 
finding buyers if there were wholesalers who could buy grain from them at an agreed or 
negotiated price. Transport costs would have been lower because trucks would not have 
to wait until a buyer was found. There would be no reason for overcrowding and distress 
sales. Wholesalers serve as middlemen between regional traders and distributors (retailers 
or other wholesalers). They assemble and sort grain based on grades and standards. Since 
they own large-scale storage facilities, they can help avoid or reduce gluts in the market 
during peak periods. The fact that such an important class is not very strong in the market 
chain, with the exception of the few that operate largely outside the central market system 
(see section 6), has reduced the efficiency of the market. Lack of capital and weakness in 
the regulatory system that should provide grading and standardization services and ensure 
specialized services such as wholesaling and retailing are among the major reasons for 
the poor organizational structure of the market.  

 

 
5. PRICE TRENDS AND ADJUSTMENT AT ADDIS ABABA CENTRAL MARKET 

 
Collecting price information is a difficult venture in a situation where there are no formal 
standards and grades and where informal grades and standards are numerous and 
subjectively established. Different grades must be lumped together to arrive at an average 
price, but such a price is of little value to the different actors. This means that price 
information is of little value. Moreover, prices decline later during the market day 
because high-quality grains are sold early in the morning and what is leftover is often 
viewed as lower in quality. This chapter examines price adjustment, taking into account 
these limitations.  
 
Cereal prices have fallen dramatically since March 2000 and remain significantly below 
historical levels in all major markets of the country. Price trends between March 2000 
and March 2002 were very worrisome, particularly for maize, with producer prices often 
falling below cost of production in many areas. A significant decline in farm input 
utilization was reported for the 2001/02 meher (main) production season. 
 
Brokers were asked about the trend in supply of and demand for grain. About 60 percent 
reported that supply to the central market had been decreasing over time owing to lack of 
demand and declining prices. Brokers also said that grain production in 2002 was greater 
than in the previous year but that demand was lower than in the previous year, leading to 
a fall in grain prices in 2001 and 2002. This situation can be attributed to declining per 
capita income and worsening poverty, especially in urban areas.6 This has adversely 
affected both traders and farmers in the country. 

6 See for instance, FDRE, Ministry of Finance and Economic Development (MOFED), Sustainable Poverty 
Reduction Strategy Program (SPRSP), 2002 
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5.1. Time series analysis 
 

Because one of the aims of the study was to examine the behavior of prices in a given 
market, daily market prices of teff, wheat, and maize were recorded at three different 
times of the day: opening, or 6:00 a.m.; halfway through the market day, or 7:30 a.m.; 
and closing, or 9:00 a.m. The survey included wholesale and retail prices during the 
period spanning March to July 2002.  

 

5.1.1. Trends in wholesale prices  
 
Grain prices vary significantly by origin and grades. Consider, for example, the average 
price of the different grades of wheat for the month of March 2002. The price of grade 1 
was birr 96.3 per quintal, compared with birr 90.8 and 83.1 for grades 2 and 3, 
respectively. In the case of teff, Adda teff, the best quality, fetched the highest price (on 
average birr 212.1 per quintal in March 2002). The prices for Wollenkomi and 
Gojjam/Bechena were birr 158.5 and 134.1, respectively in March 2002 (Table 5.1). But 
prices varied by grade within each type of teff. For instance, the three grades of Adda teff, 
grades 1, 2 and 3, were sold on April 14, 2002, at an average price of birr 230, 205, and 
185 per quintal, respectively. Prices also varied by hour in a given market day. Buyers 
may have to decide what time of the day (between 6 and 9 a.m.) to enter the market. 
 
Table 5.1: Quality-based differences in wholesale grain prices, March 2002 (average 

price in birr/quintal) 

Grain Average price for month 
Price variation by hour 
6:00 7:30 8:30 

Wheat type by grade      
Grade 1 96.3 96.8 96.3 95.8 
Grade 2 90.8 89.6 91.1 90.0 
Grade 3 83.1 80.6 83.6 82.1 

Teff type by origin     
Adda  212.1 214.0 213.0 210.7 
Wollenkomi 158.5 160.1 158.8 157.2 
Gojjam/Bechena 134.1 135.6 134.4 132.7 
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(a) Price variability 
 
To assess wholesale price instability at the central market, we used a trend-adjusted 
coefficient of variation (Kherallah et al. 2000).7 As shown in Table 5.2, the average 
wholesale prices of Adda teff, Wollenkomi teff, and Gojjam/Bechena teff at market 
opening time were, respectively, birr 221.1, 176.2, and 156.1, while the figures for 
market closing time were birr 219.5, 174.3, and 154.9, respectively. Prices have tended to 
decline toward market closing time in nearly all cases.  
 
The average wholesale price of all teff types showed a sharp increase toward the end of 
April, mainly because of government intervention in the grain market. Wholesale prices 
of teff stablized afterward but at higher level. Table 5.2 reveals that the opening prices of 
Adda, Wollenkomi, and Gojjam/Bechena are less volatile than the closing prices. A 
higher degree of instability has been observed between the opening and closing period of 
the market (i.e., around 7:30 a.m.): a higher standard deviation, indicating significant 
variability. An interesting feature of teff prices is that instability index tends to decline 
during the closing period of the market. Prices also tend to be less stable or become more 
variable at closing time.  
 

Table 5.2: Instability index of daily wholesale prices of teff, March–July 2002 

Description 
Adda Wollenkomi Gojjam/Bechena 

6:00 7:30 8:30 6:00 7:30 8:30 6:00 7:30 8:30 
Mean price 221.13 221.41 219.53 176.16 180.16 174.3 156.43 156.52 154.93 
SD 10.59 11.29 12.68 17.15 20.3 17.38 19 20.41 19.35 
Instability 
index 

4.56 4.84 5.49 7.24 10.16 7.41 5.58 7.91  6.40 

Source: Own computation. 
 

The average opening prices of wheat grades 1, 2, and 3 were birr 121.6, 117.2, and 111.3, 
respectively, during the period under consideration. The corresponding closing prices 
were 121.3, 116.7, and 110.8 (Table 5.3). It has been observed that, except on a few 
market days, the closing wholesale prices of all wheat types were consistently lower than 
the opening or midway prices. This is similar to teff, and it can be attributed to the fact 
that as 9:00 a.m. approaches brokers make every effort to sell their wheat and offer lower 
prices. Failure to sell on any given day implies additional parking costs, and transporters 
lose the opportunity of moving to other businesses. In addition to the storage costs, 
regional traders will not get their money (sales revenue) if the grain is not sold within the 
three market days.  

 

7 The instability index (II) is given by: , )1( 2RCVII −= where CV is the coefficient of variation and 

R2 is the coefficient of determination of the linear trend regression. 
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Similar to teff types, the opening prices of all wheat types were less volatile than the 
closing price. Relatively higher instability has been observed for all wheat types during 
the middle hour of the market day. The instability index tends to increase during the 
closing period of the market, compared with the opening price.  
 
It should also be noted that there seems to be some relationship between the degree of 
price instability and the quality of wheat. Table 5.3 shows that the higher the quality, the 
lower the instability index. For instance, of the three wheat grades, wheat grade 1 has the 
lowest price instability index. The pattern is the same for teff, with the lowest instability 
index reported in the case of Adda teff. It pays farmers to produce the highest possible 
quality of grain to get a more predictable price.  
 
 

Table 5.3: Instability index of daily wholesale prices of wheat, March–July 2002 

Description 
Wheat grade 1 Wheat grade 2  Wheat grade 3 

6:00 7:30 8:30 6:00 7:30 8:30 6:00 7:30 8:30 
Mean price 121.6 121.7 121.3 117.2 117.4 116.7 111.3 111.8 110.8 
SD 24.9 25.1 25.2 25.2 24.8 25.1 28.8 27.6 27.8 
Instability 
index 

14.19 14.93 14.55 15.52 15.90 15.76 19.91 19.51 19.63 

Source: Own computation. 
 
 
With regard to maize, the mean opening prices were birr 69.8 for white maize and birr 
65.9 for mixed maize over the same period. The average closing prices were slightly 
lower, at birr 69.3 for white and 65.2 for mixed during the period under review (Table 
5.4).  

 

The coefficients of variation of the price of maize were relatively high, suggesting 
substantial fluctuations during the period under consideration (Table 5.3). Both the 
magnitudes of standard deviation and instability indexes were relatively high, an 
indication of substantial price variability compared with other crop types. This may be 
attributed to the fact that maize cannot be stored beyond June without significant damage 
by weevils. Maize is also an inferior crop, and its consumption is inversely related to the 
price of teff. There is less preference for maize immediately after the harvest but high 
preference during the lean season. It should also be noted that the closing price index was 
consistently higher than the beginning price index, whereas the price index during the 
middle hour of the market was the highest.  
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Table 5.4: Instability index of daily wholesale prices of maize, March–July 2002 

Description  
White maize Mixed maize 

6:00 7:30 8:30 6:00 7:30 8:30 
Mean price 69.8 69.9 69.3 65.9 65.9 65.2 
SD 19.2 19.3 19.1 18.7 19.0 18.9 
Instability index 26.19 26.16 26.20 21.06 25.92 21.50 
Source: Own computation. 
 
(b) Seasonal movements of wholesale prices 
Because of seasonality factors, crop prices behave in a relatively predictable manner 
during a given production year. The main driving force of seasonality is the “on-off” 
nature of crop harvest—that is, the fluctuations in supply, demand, and marketing 
(Wolday 1994). For instance, in Ethiopia supply of crops increases from December to 
March, which is harvest season, and it declines thereafter until the next harvest time. The 
former is called the “harvest lows”, referring to the effect of high supply on prices and 
the latter is the “postharvest rally.” 

 

Seasonality in supply and marketing are the main features of agricultural products in 
Ethiopia. The seasonality index can capture seasonal movements of crop prices.8 Spatial 
variation in wholesale prices, measured by standard deviation (SD), was lower during the 
postharvest periods (March) than during lean periods (after March). This implies that 
price stability is high when crop prices are low and vice versa (Minten 1999). Seasonal 
indexes of wholesale prices are lowest during the month of March and April and highest 
during June and July (Table 5.5–5.7).  

 
Table 5.5: Seasonality index of wholesale price of teff 

Month 
Adda Wollenkomi  Gojjam/Bechena 

6:00 7:30 8:30 6:00 7:30 8:30 6:00 7:30 8:30 
March  96.93 96.34 96.14 91.19 88.38 90.48 87.03 86.24 86.03 
April 95.69 95.63 95.26 93.33 91.05 92.45 89.11 88.87 87.94 
May 97.96 98.25 98.47 97.22 95.22 97.59 96.78 96.93 97.59 
June 104.89 104.84 104.64 109.46 118.70 110.31 115.31 115.71 116.21 
July 104.53 104.94 105.49 108.79 106.65 109.17 111.77 112.25 112.23 
Minimum 95.69 95.63 95.26 91.19 88.38 90.48 87.03 86.24 86.03 
Maximum 104.89 104.94 105.49 109.46 118.70 110.31 115.31 115.71 116.21 
Seasonality gap 9.20 9.31 10.23 18.27 30.32 19.84 28.27 29.48 30.18 
Mean 221.13 221.41 219.53 176.16 180.16 174.3 156.43 156.52 154.93 
SD 10.59 11.29 12.68 17.15 20.3 17.38 19 20.41 19.35 
Source: Own computation. 

 41  



 

 
Table 5.6: Seasonality index of wholesale price of wheat 

Month 
Wheat grade 1 Wheat grade 2 Wheat grade 3 

6:00 7:30 8:30 6:00 7:30 8:30 6:00 7:30 8:30 
March  80.4 79.9 79.8 77.3 78.4 77.9 72.6 75.0 74.3 
April 86.7 86.7 86.6 87.1 86.5 86.3 86.2 85.6 85.7 
May 97.5 97.2 97.4 98.6 98.2 98.5 100.6 100.2 100.4 
June 105.0 105.9 105.4 105.6 105.8 105.8 106.7 106.6 106.5 
July 130.4 130.2 130.7 131.4 131.1 131.6 133.8 132.7 133.1 
Minimum 80.4 79.9 79.8 77.3 78.4 77.9 72.6 75.0 74.3 
Maximum 130.4 130.2 130.7 131.4 131.1 131.6 133.8 132.7 133.1 
Seasonality 
gap 

50.0 50.3 51.0 54.2 52.6 53.7 61.2 57.7 58.8 

Mean 121.6 121.7 121.3 117.2 117.4 116.7 111.3 111.8 110.8 
SD 24.9 25.1 25.2 25.2 24.8 25.1 28.8  27.6 27.8 
Source: Own computation. 
 
 

Table 5.7: Seasonality index of wholesale price of maize 

Month 
White maize   Mixed maize 

6:00 7:30 8:30 6:00 7:30 8:30 
 March  72.8 72.2 72.8 72.5 71.5 71.7 
April 77.7 77.8 77.3 76.3 76.6 75.7 
May 86.7 86.7 86.8 86.6 86.3 86.4 
 June 129.3 129.3 129.7 129.3 129.8 129.5 
 July 133.5 134.0 133.4 135.3 135.8 136.8 
 Minimum 72.8 72.2 72.8 72.5 71.5 71.7 
Maximum 133.5 134.0 133.4 135.3 135.8 136.8 
Seasonality gap 60.8 61.7 60.7 62.8 64.3 65.1 
Mean 69.8 69.9 69.3 65.9 65.9 65.2 
SD 19.2 19.3 19.1 18.7 19.0 18.9 
Source: Own computation. 
 
 
Table 5.5 shows that seasonality indexes of all types of teff showed an increasing trend 
over time. As expected, the seasonality indexes of all teff types were lowest during the 
month of March and highest during June and July. However, unlike Adda teff, the 
seasonality indexes of Wollenkomi and Gojjam/Bechena teff declined during the month of 
July. It should be noted that the seasonality gap of Adda teff (highest quality) appeared 
lowest and did not show significant variation during the opening and the closing period of 
the market.  
  
While price indexes of wheat and maize showed an increasing trend over the period 
under review, maize price indexes were erratic—that is, the indexes fluctuated 
substantially compared with those for wheat. The seasonal effect is higher for wheat and 
maize than for teff. The relative stability of the seasonal indexes of teff might be due to 
the stronger demand in urban areas (less substitution in making enjera). Teff can also be 

 42  



 

stored without fumigation for a longer period of time than can the other crops. Of the 
three crops, the seasonality effect of maize seems to be highest. 
 
5.1.2. Trends of retail prices 
 

The average retail price of teff was consistently above the average retail prices of wheat 
and maize. Within teff types, the average daily retail price of Adda teff (Prat) is the 
highest (Figure 5.1). On the other hand, average daily retail price of Bechena teff (Prbt) is 
the lowest of all, while average daily retail price of Wollenkomi teff (Prwt) lies between 
the two types. 
 

Figure 5.1: Average daily retail prices of different teff types  
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It is important to examine the trend of the ratio of the wholesale to retail price to gauge 
the magnitude of the marketing margin. The evidence shows that Ethiopian traders 
operate within a very small gross margin. The ratio fluctuated around 0.94, 0.95, and 0.95 
for Adda, Wollenkomi, and Gojjam/Bechena teff, respectively, suggesting that retailers’ 
price margin was not large enough (Figure 5.2). In other words, the wholesale price was 
not significantly different from the retail price. Whereas the trading margins of 
Wollenkomi and Gojjam/Bechena teff were stable, the trading margin for Adda teff 
showed volatility over time. 
 
 
 
 
 
 
 
 
 

 43  



 

Figure 5.2: Ratio of wholesale to retail prices for Adda teff 
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A similar pattern was observed for wheat and maize. The difference between the 
wholesale price and retail price for these crops was not large. The margin for wheat grade 
1 fluctuated around 0.94 and 0.92 during the period under review (Figures 5.3 and 5.4). 

 
 Figure 5.3: Ratio of wholesale to retail prices for wheat grade 1  
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 Figure 5.4: Ratio of wholesale to retail prices for white maize  
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5.1.3. Market integration test 
 
The most important method of analyzing integration is co-integration. Co-integration 
means that (i) two variables, Pwit and Prit (wholesale and retail prices, respectively), are 
each non-stationary in levels but stationary in first difference, PwitI (1) and PritI (1). 
There exists a linear combination between these two series, which is stationary, Pwit--
PritI (0). Hence the first step of co-integration is determining whether the series are 
stationary or not. 
 
In order to undertake stationary tests, we used the Augmented-Ducky-Fuller (ADF) 
method (Enders 1995; Gujarati 1998 This method tests the null hypothesis that Pt is non-
stationary by calculating a t-statistic for β = 0 in: 
 

∑
=

−− +∆+++=∆
n

k
tktktt PtPP

2
1 εδφβα ………………………………………………(5.1) 

 
where Pt = Pt -Pt-1, and Pt-k = Pt-k- Pt-k-1; k = 2,3,4,…n; Pt is price at time t;,,, and are 
parameters to be estimated and t is the error term. 
 
If the value of the ADF statistic is less than the critical values, it shows that Pt is 
stationary. If Pt is non-stationary, it should be determined whether Pt is stationary in the 
first difference by repeating the above procedure. To test for co-integration, Engle and 
Granger (1987) developed a two-step residual-based test. The first step is to conduct OLS 
regression of one price series (Pwit in this case) on another price series (Prit) plus a 
constant and a time trend, which is known as co-integration regression. 
 
 tritwit tPP νψλθ +++=  ………………………………………………………..(5.2) 
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where Pwit and Prit are the wholesale and retail prices of crop i at time t; ,, and are 
parameters to be estimated and t is the error term.  
The second step is to test whether the residuals (t) from the co-integration regression in 
equation (2) are non-stationary by using the following test: 
 

∑
=

−− +∆+=∆
n

k
ktktt

2
1 µνωηνν  ………………………………………………………(5.3) 

 
where t = t-t-1; t-k = t-k-t-k-1, t, t-1, t-k-1 are, respectively, residuals at time t, t-1, t-k, and 
t-k-1; and are parameters to be estimated and is the error term. 
According to equation (3), if the t-statistic value of is less than the relevant critical value, 
then the two price series are said to be co-integrated, and hence, the two markets are 
integrated. The results of the stationary tests are presented in Table 5.8. 
 
 
The results of the stationary test indicate that both wholesale and retail prices pass the 
test, and we can further proceed to do integration test. For integration, we try to 
investigate or test between wholesale and retail prices for the different crops. The results 
of the integration tests are given in Table 5.9. 

 46  



 

 
 

Table 5.8: Results of stationary test 
Grain type No intercept and trend With intercept only With intercept and trend 
1. Teff    

(a) Wholesale price    
Adda teff -6.12 -6.19 -6.25 
Wollenkomi teff -8.11 -8.08 -8.05 
Bechena teff -6.15 -6.25 -6.23 
(b) Retail price    
Adda teff -8.26 -8.22 -8.18 
Wollenkomi teff -8.34 -8.30 -8.27 
Bechena teff -5.09 -5.19 -5.17 
2. Wheat    

(a) Wholesale price    
Wheat first -3.22 -3.22 -3.36 
Wheat second  -5.46 -5.60 -5.58 
Wheat third -3.10 -3.15  -3.10 
(b) Retail price    
Wheat first -3.31 -3.48 -3.52 
Wheat second -4.40 -4.57 -4.60 
Wheat third -4.04 -4.15 -2.52 
3. Maize    

(a) Wholesale price    
White maize -5.56 -5.79 -5.79 
Maize mixed -5.36 -5.60 -5.60 

 (b) Retail price    
 White maize -4.58 -4.73 -4.75 
 Maize mixed -4.69 -4.82 -4.85 
Critical values    
1% -2.58 -3.49 -4.04 
5% -1.94 -2.89 -3.45 
10% -1.62 -2.58 -3.15 
Note: The figures in the table refer to ADF test statistics with a four-period lag. The tested hypothesis is: 
H0: Non-stationary and the alternative is H1: Stationary. 
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Table 5.9: Results of integration tests 

Crop type Wholesale-retail market 
1. Teff  
Adda teff -6.04 
Wollenkomi teff -8.08 
Bechena teff -7.23 

2. Wheat  
Wheat first -5.43 
Wheat second -7.81 
Wheat third -6.54 

3. Maize  
White maize -5.98 
Maize mixed -6.96 
     
 
 
The results of the integration test show that the wholesale and retail markets are 
integrated. In other words, there exists long-run and stable price relationship between the 
two markets for the sample grain products. If there is interaction between a pair of 
markets, then there must be Granger causality—that is, one series may cause another and 
vice versa. Thus, the next step is to conduct such a test in order to determine the direction 
of causality. Theoretically, if a time series variable Pwit influences another series variable 
Prit, then there exists a Granger causality relationship between these two variables in 
which Pwit Granger causes Prit and vice versa. Formally, this test can be conducted 
based on the following model. 
(i) [ ] ittritiwntiwntrintwintwiwit PPPPPPP εδαζψψψψ +−−−∆++∆+∆++∆= −−−−−− 11121211111 ......  (5.4) 
(ii) [ ] ttiritwntiwnwitntrintirtir PPPPPPP 211241413131 ...... εδαζψψψψ +−−−∆++∆+∆++∆= −−−−−−

 (5.5) 
  
The hypotheses to be tested to determine the Granger causality relationship between 
wholesale and retail prices are: 
 
(a)(Prit does not Granger Cause Pwit); and  
(b) (Pwit does not Granger Cause Prit) 
 
Based on the integration test, an attempt was made to perform a causality test for the two 
markets, and the results are given in Table 5.10. 
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Table 5.10: Summary of Granger causality tests 

Crop type Pwit does not Granger cause Prit Prit does not Granger cause Pwit 
1. Teff   
Adda teff 0.42 0.29 
 (0.66) (0.75) 
Wollenkomi teff 0.35 0.33 
 (0.71) (0.72) 
Bechena teff 0.84 14.40*** 
 (0.43) (0.00) 

2. Wheat   
Wheat first 11.64*** 2.56* 
 (0.00) (0.08) 
Wheat second 16.37*** 5.24*** 
 (0.00) (0.01) 
Wheat third  29.77*** 0.01 
 (0.00) (0.99) 
3. Maize   
White maize 10.32*** 0.97 
 (0.00) (0.98) 
Mixed maize 11.75*** 1.78 
 (0.00) (0.17) 
 
Note: The unparenthesized figures are F-statistics, while the figures in parentheses are p-values.  
*** Significant at 1% or less. 

* Significant at 10%. 

 

Table 5.10 reveals interesting information about the direction of causality between the 
two markets. The causality directions are from wholesale to retail for both white and 
mixed maize. Thus, the wholesale markets lead the retail markets for maize. With regard 
to wheat, there is a two-way interaction or causation between the two series. The 
influence of the wholesale market is stronger, however, than that of the retail market in 
all grades of wheat. This shows that wholesale markets do not receive adequate feedback 
from the retail markets, especially in the case of maize.  

 

The results paint a different picture for teff, where there is a weak causality relationship 
(not statistically significant) virtually in all types. The only exception is Bechena teff in 
which the retail market leads the wholesale market. Teff markets do not appear to have 
strong causal relationships. 
 
5.2. Determinants of grain prices  
 
In the previous discussion, an attempt was made to indicate the nature of grain markets 
and the behavior of grain prices. Understanding the behavior of daily market grain prices 
requires a critical investigation of the determinants of these prices.  
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First, it is important to know how brokers set their selling price at the central market. The 
survey results show that about 69 percent of brokers used the price of the previous day in 
setting the current price for grain (Annex Table 2.12). Most brokers (78 percent) also take 
into account the prices of other brokers in setting their current sales prices (Annex Table 
2.21). 

 

Another important factor is related to supply and demand conditions. Brokers undertake 
personal evaluation of total arrivals before the market opens at 6 a.m. Reports of arrivals 
from clients and records of trucks at the entry gate are also used in assessing the 
magnitude of supply to the central market (Annex Table 2.15). On the demand side, 
brokers use, among other things, reports of regular buyers, personal observations of total 
buyers in the market, specific dates of the month (e.g., pay period), holiday seasons, and 
entry or presence of large buyers in the market (Annex Table 2.17). Most brokers do not 
incur financial costs in getting information about demand, supply, and price levels in the 
market. The only investment they need is a bit of their time and personal effort, although 
the quality of information they collect is likely to be low.  

 

The ability of any market to function efficiently with respect to pricing depends in large 
part on the information available to market agents. Price determination requires 
information on daily demand, supply, quality of grain, previous stocks, and policy and 
related variables (such as time of government intervention). Government intervention in 
the grain market drives up grain prices. It has been documented that changes in daily 
price variability are crucially related to daily supply (which consists of new daily supply 
and the previous day’s stocks), daily demand, extent of competition, and other factors.  

 

In order to examine the competitive behavior of a market in a differentiated market 
structure, we used a hedonic model, which is a popular framework in grain marketing. 
The model specifies that price is a function of both supply and demand. The marginal 
implicit price of a characteristic is determined by differentiating the hedonic with respect 
to that characteristic, implying an empirical specification of the hedonic model of the 
form: 

),,,( 1 DhDpppfP dtt −=
…………………………………………………………….. (5.6) 

where Pt is the wholesale price of a given crop type on any given market day, Pt-1 is the 
closing price of the previous day, Pd is the average opening price (price registered at 6:00 
a.m.), Dp is the dummy for the date of the month (1 if the date coincides with pay period 
and 0 otherwise), and Dh is the dummy for a holiday (1 if a major holiday is approaching 
and 0 otherwise). The dummies are interpreted as differences from the price of the pay 
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period and holiday sales. The results of the regression analysis for wheat and maize crops 
are presented in Tables 5.11 and 5.12, respectively.9  

As shown in Table 5.11, all the explanatory variables affect the wholesale price of wheat 
positively, and they are all significant except for holiday (Table 5.11). Unlike wheat, pay 
period and holiday are negatively correlated with the wholesale price of maize and are 
statistically insignificant. This is perhaps because maize is not the main food item for the 
majority of the urban population. The common feature of the two regressions is that the 
opening price appears to be the main determinant of the spot price of each crop.  

 
Table 5.11: Results of the determinants of wheat price 

Dependent variable logarithm of 
wholesale price of wheat 

Coef. 
Std. 
error t P > |t| 95% conf. interval 

Log of the average opening price 0.487 0.164 4.389 0.004 0.267 0.707 
Log of the closing price of the 
previous day 

0.510 0.174 4.537 0.004 0.288 0.733 

Dummy for pay period 0.010 0.005 1.500 0.051 -0.003 0.024 
Dummy for holiday 0.002 0.005 0.211 0.729 -0.014 0.018 
Constant 0.010 0.081 0.127 0.905 -0.142 0.161 
Heteroskedastic-consistent standard errors    Number of observations = 

123 
  

   Observation-adjusted R2 = 
0.97 

  

     
Prob > F = 0.000 

    

 

9 A regression analysis for teff was not conducted, as it is highly heterogeneous compared with other crops.  
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Table 5.12: Regression results of the determinants of maize price 

Dependent variable logarithm  
of wholesale price of maize 

Coef. Std. 
error 

t P > |t| 95% conf. interval 

Log of the average opening price 0.956 0.037 25.690 0.000 0.883 1.030 
Log of the closing price of the previous day 0.056 0.037 1.496 0.137 -0.018 0.129 
Dummy for pay period -0.003 0.003 -0.924 0.357 -0.009 0.003 
Dummy for holiday -0.002 0.004 -0.426 0.671 -0.010 0.006 
Constant -0.050  0.018 -2.760 0.007 -0.086 -0.014 
Heteroskedastic-consistent standard errors    Number of 

observations = 122 
  

    Observation-
adjusted R2 = 0.99 

  

      Prob > F = 0.000 
 

  

 
 
6. LARGE-SCALE OPERATORS 
 
6.1. Wholesalers  
 
The survey at the central market has shown that specialized wholesale operators are not a 
major part of the trading system. We made attempts, however, to contact grain 
wholesalers operating outside the central grain market. A total of five companies, namely 
Hawas Agri-Business Plc., Ambassel Trading House, Ethiopian Grain Trading Enterprise 
(EGTE, a parastatal formerly known as the Agricultural Marketing Corporation), 
Ethiopian Amalgamated Ltd., and Guna Trading House Share Company, were 
approached to provide information about their operations. 

 
Storage facilities and capacities vary significantly between the different companies. The 
EGTE has the largest storage capacity and is the major provider of storage services in the 
country, whereas Ambassel has no storage of its own (Table 6.1). 
 

Table 6.1: Storage capacity of the companies (quintals) 

Capacity Hawas Ambassel  EGTE 
Ethiopia 

Amalgamated Guna 
Own store  60,000 0 8.3 million 40,000 400,000 
Rented store n.a. 60,000 0 92,000 50,000 

 
Note: n.a. means not available.  
 
All the companies buy their stocks from surplus-producing areas without going to the 
central grain market in Addis. They buy directly from producers, traders, or agents in the 
different rural markets. Some of them also float tenders to buy grain. Two companies, 
EGTE and Ethiopia Amalgamated, were involved in importing wheat. Wheat and maize, 
the major crops handled, are sold to donors such as the World Food Programme (WFP), 
Euro Aid, and various nongovernmental organizations (NGOs). The Disaster Prevention 
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and Preparedness Commission (DPPC) also gets some of its supplies from the 
companies. Other major customers are the Ministry of Defense and flourmills. The grain 
is cleaned, graded, and fumigated in some cases. Since teff is mainly bought by urban 
households and there are no large-scale processing or milling factories, the trading 
companies have minimal interest in the crop. 

 
Grain trade is the major activity for EGTE, whereas the other companies undertake other 
activities as well, including merchandise trade, fertilizer trade, and export of pulses and 
oilseeds. The companies enter the grain trade in response to tenders or requests from the 
major buyers. These companies may carry out no purchase in some years or in most parts 
of a given year. For instance, only one company (Ambassel) bought maize in 2001/02. 
The quantity of grain handled is also smaller in some years. Even EGTE has sharply 
reduced its food grain purchases in recent years and diverted its resources to purchasing 
oilseeds and pulses for export. It has been reported that maize and sorghum are exported 
in years of bumper harvests. For instance, Guna exported about 200,000 quintals of 
sorghum and maize to Sudan in 2000/01.  
 
Contract enforcement is a major problem of the trading companies. Three of the five 
companies had faced disputes in the preceding three years. One of the companies (EGTE) 
lost 104 million birr over the same period, while the other (Hawas) lost 1.7 million.  

 
Grain prices at the central market start to increase whenever one or more of the 
companies are about to buy grain. On the other hand, prices decline if they are staying out 
of the market. The volatility of the market is partly induced by the occasional 
involvement of the companies. It appears that large-scale wholesalers operating on a 
more permanent and consistent basis would have a stabilizing effect on the market.  
 
6.2. Large-scale processors 

 
To understand the structure of grain-processing factories, a survey of factories was also 
implemented, and a total of eight public and private processors were interviewed through 
a structured questionnaire covering their operations through the end of 2002. The 
questionnaire asked the surveyed processors about a broad range of issues, including 
marketing, transport, storage facilities, and the role they envision for the government in 
regulation.  

 

More than three-quarters of processors handle only one type of grain--wheat, for 
producing flour, spaghetti, and macaroni. It was also reported that the average actual 
processing capacity of these processors was 47 tons per day, while the potential was 65 
tons per day. This result shows that the processors utilize only about 73 percent of their 
capacity, mainly owing to low demand for their products (consumers have a bias in favor 
of imported flour). The companies have reported that imported flour has depressed the 
price of local flour and their market share.  
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Most of the processors do not buy grain from the central grain market. Instead they 
purchase wheat from farmers’ cooperatives, state farms, EGTE, and other wholesale 
suppliers. The majority of the flour factories procure locally produced wheat directly 
from the producing areas. Over 95 percent of the wheat requirement was met locally in 
2001, and some 86 percent reported having contractual arrangements with local 
suppliers.10 

 

Many of the processors have limited storage facilities, with an average storage capacity 
of 6,656 tons. More than 60 percent reported having less than the mean. Limited storage 
capacity implies that processors cannot take advantage of low prices prevailing 
immediately after harvest. 

 

The major buyers or customers include distributors, defense, universities, bakeries, 
retailers, and individuals. Given the demand-constrained environment, credit sales are 
used to enhance sales. Nonetheless, as in the case of brokers and retailers, defaults are 
serious obstacles. Default was reported in almost half of the cases, and, on average, birr 
272,000 had been lost in the preceding three years. Weak legal and contract enforcement 
mechanisms have constrained the operation of processing firms in Ethiopia. 
 
7. CONCLUSION AND POLICY IMPLICATIONS 
 
Despite some improvements following liberalization, grain marketing systems in Ethiopia 
are characterized by a lack of modernization, a limited number of large interregional 
traders with adequate storage and working capital, high handling costs, an inadequate 
market information system, weak bargaining power, and an underdeveloped processing 
industrial sector. Intermarket grain flow is coordinated by brokers in Addis Ababa, and 
the central market of Addis Ababa serves as the national clearinghouse of grains. This 
market has not experienced any improvement or expansion over the past five decades or 
so. It is a market where licensed traders and brokers operate along with too many 
informal intermediaries (without licenses and stalls). There is no police protection against 
unlicensed and illegal operators in the market. The central market is also a place of 
“refuge” for a number of unemployed people and criminals.  

 

There is no independent grading and inspection agency that could assist both buyers and 
sellers. As a result, it is common for grain judged as the best by a regional trader to be 
downgraded by a broker or a buyer. In many cases, the grain is sold based on the grade 
determined by a buyer. Buyers have strong bargaining power in that they can postpone 
their purchase decisions and reduce the quantity purchased. For regional traders, an 

10 Note that about a quarter reported to have purchased imported wheat in the domestic market that has 
come through food aid and emerging evidences indicate that this has a disincentive effect on local wheat 
producers though increasing the total supply of wheat and depressing prices in the local market.  
 

 54  

                                                 



 

extended delay in sales leads to a lack of cash to continue buying grain from farmers, as 
well as additional costs of transport, handling, and storage. A shortage of capital has 
weakened the bargaining power of regional traders.  

 

There is no single price in the market, and each transaction involves negotiation over the 
price and quality of grain. Informed buyers with good negotiation experience buy at 
lower prices, whereas uninformed and inexperienced ones buy at higher prices.  

 

In cases where brokers fail to get a target price, they sell on credit to retailers and the 
retailers in turn sell on credit to final consumers. The importance of credit sales increases 
when there is glut in the market. Credit sales, however, present a huge risk. Many 
brokers, retailers, and regional traders had lost money over the preceding three years 
when clients who bought on credit failed to pay back. Creditors could not take defaulters 
to court because they had no written evidence, and the court system was too slow even if 
contracts had been documented. Trading relationships were essentially based on mutual 
trust, which has rapidly eroded in recent years. The most common ways of settling 
disputes were peer pressure and frequent visits and appeals to borrowers.  

 

The empirical evidence reveals that there is no significant trading margin in the 
wholesale and retail markets of Addis Ababa. The presence of too many traders (licensed 
as well as unlicensed) has reduced trading margins. It has become impossible to benefit 
from scale economies in wholesaling and retailing.  

 

Seasonality in supply and marketing are the main features of agricultural products in 
Ethiopia. Wholesale prices have been less variable during the postharvest period than 
during lean periods. Crop prices tend to decline during harvest because of an increase in 
supply and to increase during lean periods. It has been found that price stability is high 
when crop prices are low and vice versa. Seasonal indexes of wholesale prices are lowest 
during the months of March and April and highest during June and July. Seasonality 
indexes of all crop types have also shown an increasing trend over time, reaching their 
lowest point during peak periods and their highest point during lean periods.  

 

One of the common features of the seasonal price indexes of the three crops is that the 
closing price index is lower than the opening price index. This suggests that the closing 
price is more stable than the opening price and that the opening price exhibits more 
variability with time. Apparently, sellers adjust their selling prices downward before the 
market closes. The intra-month price movements are much lower at the closing than the 
opening of the market. The seasonal effect is higher for wheat and maize than for teff. 
The relative stability of the seasonal indexes of teff might be due to the fact that it can be 
stored without fumigation for a long period of time. Of the three crops, the seasonality 
effect of maize is highest, a fact that is consistent with its high instability index.  
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The results of the integration test show that the wholesale and retail markets are 
integrated—that is, there is a long-run and stable price relationship between the two 
markets for the sample grain products. While the causality directions are from wholesale 
to retail for white maize, the causality runs in both directions for mixed maize. It seems 
that the direction of causality is stronger from wholesale to retail for mixed maize than 
the other way round (i.e., the retail price of mixed maize is highly influenced by the 
wholesale price). Thus, the wholesale markets lead the retail markets for maize. A similar 
picture has been observed for wheat: there is a two-way interaction or causation between 
the two series. Except for wheat third, for which the relationship is unidirectional (from 
wholesale to retail, but not vice versa), all wheat types have a Granger causality 
relationship in both directions. As in the case of white maize, the relationship is stronger 
from wholesale to retail than vice versa. This shows that Wholesale markets are 
somewhat efficient already and are more closely integrated with retail markets.A 
different picture emerges for teff, however, which shows a weak causality relationship 
virtually in all teff types. The only exception is Bechena teff, for which the retail market 
leads the wholesale market. In terms of grain types, the relationship of causality for wheat 
is stronger than both for maize and teff. 
 

In general, the performance of the central market of Addis Ababa has been disappointing 
and is characterized by high risk, limited access to credit, low trade margins, and 
consequently low investment in marketing facilities and improved systems. As a result, 
consumers, traders, and producers have not benefited from the trading activities. The 
market needs improvement and modernization to ensure that it functions fairly and 
efficiently. A set of comprehensive and complementary measures should be taken to 
modernize the central grain market of Addis Ababa and consequently all other regional 
grain markets of the country.  

 

First, brokers, regional traders, retailers, and large-scale wholesalers and processors 
appear to operate with no legal protection and virtually no recourse to courts. They 
operate in a trading environment where grades and standards are negotiated and informed 
buyers have stronger bargaining power than sellers. Brokers are involved in wholesaling 
and retailing with no regard to the conflict of interest that may arise in selling the grain of 
regional traders. There is no market information to guide the activities of traders and 
producers. The market is dominated by too many small and informal traders with very 
small financial resources and no social capital. Gangsters acting as intermediaries have 
made it extremely difficult and risky to trade at the central marketplace. Hence, the 
market has failed to grow and expand beyond cash-based spot markets or a physical cash 
market. There is a need to establish, strengthen, and develop important marketing 
institutions such as: 

 

• a legal, regulatory, and enforcement authority to ensure stability of returns and 
justify investments in new technology; 

• a formal system of grades and standards to reduce transaction costs and eliminate 
one major source of dispute between sellers and buyers; 
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• an agricultural marketing development council to find solutions to the various 
problems of the central market through participation of all stakeholders; 

• an association of regional traders, brokers, and other participants to lobby for 
more public investment and legal protection;  

• an agricultural marketing research institute to collect and analyze market 
information; and  

• market information to reduce risk in producing and handling grain. 
 

A well-functioning legal and political framework for market activity is critical given the 
conditions of market failure and the imperfect information system. Strengthening the 
regulatory capacities of the state and establishing the various market institutions would 
ensure modernization and specialization in wholesaling, retailing, and brokerage 
activities.  

 

Second, the system of price discovery favors the buyer, especially at times of surplus 
production. There is downward pressure on prices at all levels of the market chain, and 
the ultimate loser is the producer (the small farmer). This has been the case partly 
because traders do not have the financial resources and storage facilities to buy when 
prices are low and sell when prices are higher. Moreover, market prices have never 
favored small rural producers, who have no political power. According to the pluralist 
view of policy formulation, governments do not pursue transcendent (inspiring) social 
interests; rather they respond to private demands. Public policy is regarded as an outcome 
of political competition among organized groups. Organized urban consumers press for 
low-priced food, while rural producers demand higher prices. Since the cost of 
organization for farmers is high, pricing policies adopted in Africa are not favorable to 
farmers (Bates 1990). The bargaining power of farmers in Ethiopia needs to be 
strengthened through the formation of farmers’ unions at all levels (from district to 
national level), and various associations representing different group of producers must 
be encouraged. Marketing cooperatives should also be encouraged as part of the effort to 
empower small producers.  

 
Third, there is a need to improve the marketing system at the central grain market. 
Introducing trading based on organized exchange or auction would greatly improve the 
efficiency of the market. A futures contracts market, which specifies the minimum grade 
that must be delivered in fulfillment of the contract at some future date, would transform 
the marketing system. The existing spot or cash market has imposed significant 
transaction costs and created enormous uncertainty.  

 

Fourth, the marketing facility at the central market is overcrowded and extremely 
unsuitable for regional traders. The regional traders have access to the marketplace only 
three days each week and for only three hours on each day. It would be appropriate to 

11  
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create a separate center and adequate space for regional traders so that they can operate 
for the whole day and at least five or six days of the week. In fact, lack of space has been 
identified as one of the chief problems at the central market of Ababa. Thus, 
decentralizing the central market by establishing market centers at different corners of 
Addis Ababa is also important. For example, wheat, teff, and maize marketing centers 
could be established along the Ring Road or along the main roads leading to the surplus-
producing regions. This decentralization of the grain market would greatly improve the 
efficiency of the marketing system and benefit the economy at large. 

 

Fifth, there is a need to develop transport and communication systems. Severe 
infrastructural deficiencies have increased transaction costs for regional traders. 
Telephone connections are either absent or unreliable. Poor roads and trucking systems 
have increased the cost of grain transport. Improving the quality of roads and 
communications would increase efficiency of the grain market and increase production 
by reducing transaction costs and allowing for timely delivery of inputs. Moreover, 
improved access to timely market information could help traders respond to policy-
induced measures or other shocks. It would also help policymakers to monitor the 
evolving effects of grain market liberalization and identify problems that require 
intervention in a timelier manner. Banking and credit facilities need substantial 
improvement to make effective use of any improvement in physical infrastructure. 

 

Sixth, the absence of strong wholesale activity has severely hampered the efficient 
operation of the market. In particular, regional traders incur huge costs and uncertainty 
when searching for buyers. The presence of regular wholesalers with sufficient capital 
and storage in the market chain could mean that regional traders act as direct suppliers of 
the wholesalers with no cost for the services of intermediaries. Building the capacity of 
existing processors and encouraging the establishment of new ones would also create a 
similar opportunity for regional traders. 

 

Food aid has saved the lives of millions of people, but it has also negatively affected 
prices and investments by traders and processors. Food-aid grains sold in the market are 
considered distortionary because they create uncertainty over quantity released to the 
market and time of arrival. This uncertainty makes it very difficult for traders, processors, 
and some surplus-producing farmers to adjust and plan their investment. Cheap flour 
imports have also adversely affected the market. Thus there is a need for more proper 
targeting of food aid and protection of the domestic grain market from cheap imports. 

  

Finally, one of the main factors responsible for the poor performance of the grain market 
is low demand. Widespread poverty has depressed demand and constrained grain trade in 
the country. Government intervention to improve income and employment opportunities 
would boost demand and prices. The implication is that focusing on supply side 
interventions alone would not bring self-sustaining development in the country. Demand 
for agricultural products must expand rapidly to absorb expansion in supply. Demand 
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side interventions should be directed at facilitating transformation of the entire economic 
structure or ensuring rapid expansion of the non-agricultural sectors. The whole exercises 
of agricultural development led industrialization will be self-defeating unless it is 
accompanied by increasing employment and rising productivity of the non-agricultural 
sectors to resolve demand constraints to agricultural growth and development.  
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ANNEX TABLES 
Annex 1.1: Notes on price discovery 

By G.R Tomek and L.K Robinson, 1981, London: Agricultural Market 
Product Prices, Cornell University 

 
The process by which buyers and sellers arrive at specific prices and other terms 
of trade is known as price discovery. The following are some of the major 
categories of price discovery:  

i. Informal negotiation between individuals – a range of prices rather 
than a single equilibrium is likely to prevail. This range may reflect 
imperfections in the pricing method, including the relative 
bargaining power and trading skills of the participants. Price 
reporting where so much variability exists is time-consuming, 
expensive, and sometimes inaccurate.  This system of pricing 
becomes progressively less satisfactory as the volume of 
production per farm increases and the opportunity cost of time 
spent in bargaining rises. For this reason, as agriculture becomes 
more commercialized, the price a farmer receives is less likely to 
be determined by individual negotiations.  

ii. Trading on organized exchange or auction, including both specific 
market places and electronic exchange or auctions – Two types of 
trading occur on organized markets. One is the ‘spot’ or cash 
market which involves trading in actual commodities, normally on 
the basis of samples.  The other is in futures contracts which 
specify the minimum grade or particular grade of a commodity 
which must be delivered in fulfillment of the contract at some 
future date.  

 The structure of such markets can be viewed as a continuum from 
pure  competition to absolute monopoly. A simple division is possible, 
 however, between ‘competitive and non-competitive’.  
iii. Pricing via formulas – pricing formulas are usually based on some 

reported price, such as a quotation derived from a central market or 
the price paid to producers in a particular region or location. A 
well-designed formula offers the advantage of providing an 
impersonal, prompt, and low-cost method of adjusting prices.  
Once adopted, a pricing formula makes it possible to change prices 
more or less automatically in response to changes in the designated 
base price or whatever movers are incorporated in the formula. 

iv. Bargaining conducted by producer associations or co-operatives – 
Dissatisfaction with price levels and other terms of trade has led 
farmers, in some cases, for form bargaining associations or 
coperatives in an attempt to negotiate with buyers.  The 
fundamental weakness of voluntary association to raise prices on a 
national scale is that it is difficult to get everyone to join especially 
when the potential benefits of remaining outside of the associations 
are so great.  
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v. Administrative decisions, both in the private and public sectors – 
the objective of government administered pricing in agriculture in 
some cases is simply to provide a floor under prices in years of 
large crops so as to limit price fluctuations, while in others it is to 
provide incentives to increase production, as during World War II. 
The resource allocation function of prices is often sacrificed in 
order to achieve some welfare objective. There is no reason why 
society should not elect to do so, but if prices are to be used as an 
instrument to raise or maintain incomes, other methods must be 
employed to guide production or maintain consumption. 

 

 
Annex Table 2.1: Status of the respondent in the business 

Status Number % 
Owner 11 16.4 
Owner-manager 34 50.7 
Manager  7 10.4 
Family  10 14.9 
Employee  5 7.5 
Total 67 100.0 

 
 
 

Annex Table 2.2: Legal status of the business 
Status Number % 
Sole proprietorship 53 79.1 
Private share company  14 20.9 
 Total  67 100.0 

 
 
 

Annex Table 2.3: How do nonlicensed brokers assist licensed 
brokers? 

Assistance Yes No 
Bring buyers  38 (95.0%) 2(5.0%) 
Bring new suppliers  15 (37.5%) 25(62.5%) 
Gather price information  19 (47.5%) 21 (52.5%) 
Gather information on 
supply 

13 (32.5%) 27 (67.5%) 

Gather information on 
buyers  

16 (40.0%) 24 (60.0%) 

 
 

Annex Table 2.4: Mode of payment for nonlicensed brokers 
Mode of payment Yes No 
On commission basis 26 (65.0%) 14 (65.0%) 
Fixed rate per day 2 (5.0%) 38 (95.0) 
No payment (they are paid by 
other party) 

16 (40.0%) 24 (60.0%) 
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Annex Table 2.5: How do nonlicensed brokers obstruct operation? 

Obstruction Number % 
They split the market  16 40.0 
They set high prices for grains  17 42.5 
They force others to switch clients  5 12.5 
They provide lower-quality grains at 
lower prices  

2 5.0 

 
 
 

Annex Table 2.6: Risk of failure while sending money through transporters 
Response Number % 
Yes  15 46.9 
No  17 53.1 
Total  32 100.0 

 
 
 

Annex Table 2.7: Reasons for using transporters for transferring money 
 Reason Yes No 
No banks  23 (71.9%) 9 (28.1%) 
No transaction cost  8 (25.0%) 24 (75.0%) 
Regional traders’ 
preference  

7 (100.0%) 0 

 
 
 

 Annex Table 2.8: Have you ever experienced betrayal by transporters? 
Response Number % 
Yes  4 6.0 
No  63 94.0 
Total  67 100.0 

 
 

Annex Table 2.9: Is your storage capacity adequate for your business? 
 Response Number % 
Yes  20 29.9 
No  47 70.1 
Total  67 100.0 

 
 

Annex Table 2.10: Have you faced difficulty finding storage for unsold grain? 
Response Number % 
Yes  21 31.3 
No  46 68.7 
Total  67 100.0 

 
 

Annex Table 2.12: Do you consider yesterday’s price in setting current price? 
Response Number % 
Yes  46 68.7 
No  21 31.3 
 Total  67 100.0 
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 Annex Table 2.13: Methods of knowing the previous day’s price 
Method Yes No 
Consider the price of the dominant 
broker  

5 (10.9%) 41 (89.1%) 

Consider the price at which most 
brokers sold 

24 (52.2%) 22 (47.8%) 

Own price of yesterday 31 (68.9%) 14 (31.1%) 
 
 

Annex Table 2.14: Do you consider supply situations in setting current price? 
Response Number % 
Yes  55 82.1 
No  12 18.9 
Total  67 100.0 

 
Annex Table 2.15: Methods of knowing the supply situation 

Method Yes No 
Report of arrival from clients  25 (45.5%) 30 (54.5%) 
Personal evaluation of total arrivals before the 
market opens 

44 (80.0%) 11 (20.0%) 

Records of trucks at the entry gate 17 (31.5%) 37 (68.5%) 
Exchange of information with other brokers  33 (60.0%) 22 (40.0%) 

 
 

Annex Table 2.16: Do you consider overall production in setting prices? 
Response Number % 
Yes  26 38.8 
No  41 61.2 
Total  67 100.00 

 
 

Annex Table 2.17: Do you consider demand in setting prices? 
Response Number % 
Yes  58 86.6 
No  9 13.4 
Total  67 100.00 

 
 

Annex Table 2.18: Methods of knowing number of buyers in the market 
Method Yes No 
Report of arrival from clients or regular 
buyers 

29 (50.0%) 29 (50.0%) 

Personal observation of total buyers in the 
market  

46 (79.3%) 12 (20.7%) 

Specific dates of the month  25 (43.1%) 33 (56.9%) 
Holiday seasons versus nonholiday seasons  38 (65.5%) 20 (34.5%) 
Entry or presence of large buyers in the 
market  

48 (82.8%) 10 (17.2%) 

Exchange of information with other brokers  33 (60.0%) 22 (40.0%) 
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Annex Table 2.19: Brokers’ opinion about the overall demand for grain in 2000 

compared with the previous year 
Opinion Yes % 
Increased   7 10.4 
Decreased  52 77.6 
No change  7 10.4 
No idea  1 1.5 
Total  67 100.0 

 
 
 

Annex Table 2.20: Reasons for declining demand for grain in 2000 
Reason Yes % 
Increase in grain supply 13 25.0 
Low purchasing power of 
consumers 

26 50.0 

Fewer buyers 2 3.8 
Others  13.5 
No idea 4 7.7 

 
 
 

Annex Table 2.21: Do you consider prices of other brokers in setting prices? 
Response Number % 
Yes  52 77.6 
No  15 22.4 
Total  67 100.00 

 
 
 

Annex Table 2.22: Types of brokers whose prices are considered in setting daily 
prices 

Type of broker Yes No 
Dominant broker  22 (42.3%) 30 (57.7%) 
Friendly broker  42 (80.8%) 10 (19.2%) 
Brokers in nearby stall  49 (94.2%) 3 (5.8%) 

 
 

Annex Table 2.23: Price adjustment between the opening and the closing of the 
market 

Time  
Frequency 

0 1 2  3 5 
6:00–7:00 
a.m. 

3 (8.8%) 7 (20.6%) 10 (29.4%) 10 (29.4%) 4 (11.8%) 

7:01–8:00 
a.m. 

2 (5.4%) 17 (45.9%) 13 (35.1%) 5 (13.5%)  

8:01–9:00 
a.m. 

5 (19.2%) 14 (53.8%) 4 (15.4%) 3 (11.5%)  
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Annex Table 2.24: Are you willing to pay for an agency that provides grading and 
certification? 

Response Number % 
Yes  17 25.4 
No  50 74.6 
Total  67 100.00 

 
 
 

Annex Table 2.25: Services received from licensing authorities 
Response Number % 
Nothing  64 95.5 
Collect taxes  2 3.0 
No idea  1 1.5 

 
 

Annex Table 2.26: Brokers’ opinion about the level of taxation 
Opinion Number % 
High  40 95.2 
Average  2 4.8 
Total  42 100.00 

 
Annex Table 2.27: Brokers’ opinion about the method of taxation 

Opinion Number % 
Inconsistent with other income  37 88.0 
Needs improvement  2 4.8 
Fair  2 4.8 
It does not include unlicensed 
operators  

1 2.4 

Total  42 100.00 
 
 

Annex Table 3.1: Status of the respondent in the business 
Status Number % 
Owner 25 23.4 
Owner-manager 50 46.7 
Manager  5 4.7 
Family  19 17.8 
Employee  8 7.5 
Total 107 100.0 

 
 
 

Annex Table 3.2: Legal status of the business 
Status Number % 
Sole proprietorship 102 95.3 
Private share company  4 3.7 
Public enterprise  1 0.9 
Total  32 100.0 
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Annex Table 3.3: Cost structure of grain trade (in birr) 
Cost item  Amount (in birr) % of total cost 
Cost of loading/unloading per quintal  2.0 0.04 
Store charges per month 400.1 7.9 
Transport cost per quintal  47.2 0.9 
Taxes and other charges per year 1,854.4 36.8 
License renewal fee per year 92.2 1.8 
 Payment for guards per month 27.8 0.6 
Utility expenses  381.3 7.6 
Cost of parking per day 51.3 1.0 
Maintenance cost per year 960.7 19.0 
Insurance  509.4 10.1 
 Other costs  520.0 3.9 

 
  
 

Annex Table 3.4: Do you own the premise in which you conduct your business? 
Response Number % 
Yes  26 24.3 
No  81 75.7 
Total  107 100.0 

 
 
 

Annex Table 3.5: Storage charge and ownership structure 
Ownership type  Store charge per month (in birr) 
Government  462.1 
Private individuals  567.4 

 
 
 

Annex Table 3.6: How do you describe the quality of your store? 
Response Number % 
Shaded only  28 26.2 
Proper stall with a locker  79 73.8 
Total  107 100.0 

 
 
 

Annex Table 3.7: Average number of assets owned 
Type of asset Number Minimum Maximum 
Small trucks  0.22 0.0 1.0 
Big trucks  0.0 0.0 0.0 
Personal 
automobiles  

0.55 0.0 3.0 

 
 
 

Annex Table 3.8: Are you member of iqub? 
Response Number % 
Yes  37 34.6 
No  70 65.4 
Total  107 100.00 
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Annex Table 3.9: Do you have license from Trade Industry Bureau? 
Response Number % 
Yes  73 68.2 
No  34 31.8 
Total  107 100.00 

 
 
 

Annex Table 3.10: Retailers’ opinion about services received from licensing 
authorities 

Opinion Number % 
Provide no services  99 99.0 
Facilitate access to bank credit  1 1.0 

 
 
 

Annex Table 3.11: Are you a member of a trade association? 
Response Number % 
Yes  77 28.0 
No  49  72.0 
Total  107 100.00 

 
 
 

Annex Table 4.1: Status of the respondent in the business 
Status Number % 
Owner 5 15.6 
Owner-manager 24 75.0 
Manager  1 3.1 
Family  2 6.3 
Total 32 100.0 

 
 

Annex Table 4.2: Complementary activities performed by regional traders 
Activity type  Yes No Total 
Merchandise trade 4 28 32 
Hotel services 0 32 32 
Flour (grain) mill 2 0 2 
Corrugated iron trade 1 0 1 

 
 
 

Annex Table 4.3: Average number of assets owned 
Type of asset Number Minimum Maximum 
Small trucks  0.33 0.0 2.0 
Big trucks  0.0 0.0 0.0 
Personal automobiles  0.18 0.0 1.0 
Store owned (in square 
meters) 

1769.0 0.0 400.0 

Store rented (in square 
meters) 

834.0 12.0 500.0 
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Annex Table 4.4: Legal status of the business 

Status Number % 
Sole proprietorship 2 6.3 
Private share company  30 93.7 
Total  32 100.0 

 
 
 

Annex Table 4.5: Cost structure of grain trade (in birr) 
Cost item  Amount (in birr) % of total 
Cost of loading/unloading per 
quintal  

31.4 0.13 

Store charges per month 159.6 0.66 
Transport cost per month  20,815.9 85.5 
Commission for brokers 486.9 2.0 
Charges at ehil berenda(central 
market) 

23.6 0.10 

Taxes and other charges per year 2001.2 8.22 
License renewal fee per year 86.5 0.36 
Payment for guards per month 44.7 0.18 
Gross return from grain trade 8,547.3 35.13 
Utility expenses  110.0 0.45 
Cost of parking per day 51.3 0.21 
Other costs  520.0 2.14 
Total cost 24,331.1 100.00 

 
 
 

Annex Table 4.6: Means of getting price information at Addis Ababa 
Method  Number % 
Through telephone only  16 53.3 
Via telephone and letter  2 6.7 
Through other traders and brokers  10 33.4 
Personal visit at Addis Ababa 1 3.3 

 
 

Annex Table 4.7: Traders’ opinion about the level of taxation 
Opinion Number % 
High  26 86.7 
Average  4 13.3 

 
 
 

Annex Table 4.8: Have you ever experienced shortage of cash because of 
credit sales? 

Response Number % 
Yes   20 62.5 
No  12 37.5 
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Annex Table 4.9: Effect of credit sales on the business 

Effect Number % 
Reduce quantity purchased  15 50.0 
Lead to bankruptcy  5 16.7 
Have no effect  3 10.0 
Have no significant impact  7 23.3 
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