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This brief is an Executive Summary of the 2020 Vision Network for East Africa Report 1 which contains the complete proceedings of a policy forum in 
Addis Ababa, Ethiopia, March 25, 2002. 
 
In opening the EDRI/IFPRI 2020 network policy forum on “Agriculture Technology and Price Policy in Ethiopia,” H.E. Ato Ghebremedhin Belay, Vice 
Minister of Agriculture, stated that the objective of the forum was to make efforts to find a “better and implementable working mechanism for 
intervening in favour of a feasible agricultural produce price and building optimal diffusion of agricultural technology so as to promote growth and 
efficient allocation of resources.”  He also noted that the new agricultural extension known as Participatory Demonstration and Extension Training 
System (PADETS), being implemented at a national level since 1995/96-crop season, has contributed to increased production and productivity as 
well as improved incomes and levels of living standards of the rural community.  Despite these positive trends, the recent decline in grain prices has 
been something unexpected at least in the short run.  While the urban poor and other buyers of food crops have benefited from the fall in prices, the 
signal to suppliers of technologies is that the demand for fertiliser and selected seeds may decline.  This is bound to threaten the momentum of the 
spread of the technologies and to hinder the development of private investors, with a possible fall in cereal output by farmers.  The Vice Minister 
noted that those gathered in the forum were expected to look into the relationship between the diffusion of agricultural technology and price policy 
garnering in process the experiences of other countries in space and time.  The specific objectives of the policy forum were: 

• A better understanding of the theoretical foundation of the relationship between prices and the dissemination of agricultural technology at 
different stages; 

• Awareness of the analytical tools to generate policy options; 
• Appreciation of the alterative policy options at different stages in the diffusion of agricultural technology; 
• Identification of the appropriate institutional framework and its dynamism with the tempo of technical progress; and 
• An assessment of the relevance and policy implications for Ethiopia of experiences in countries or regions, which had undergone similar 

trajectories. 
 
TECHNOLOGICAL CHANGE AND PRICE EFFECTS 
The first paper presented was on “Technological Change and Price Effects in Agriculture: Conceptual and Comparative Perspectives” by Eleni Z. 
Gabre-Madhin, Christopher B. Barrett, and Paul Dorosh.  This paper focused on the price dimension of technological change in agriculture and 
reviewed both the conceptual underpinnings of this dimension as well the empirical evidence of the policy options that have been applied by Asian 
countries in the course of their respective Green Revolutions.  This paper raised the question: What is the appropriate pricing policy vis-à-vis price 
stabilisation and support in the face of inherently inelastic demand for agricultural goods?  Defining an appropriate and feasible role for the public 
sector in the post-reform era is a critical challenge.  A major lesson learned from two decades of market reform in Africa is that, while getting prices 
right is necessary, it is not sufficient for realising the potential of markets to transform rural economies and improve the livelihoods of the poor, that is, 
to getting markets right.  Thus, fostering competitive markets requires supporting market institutions and the adequate provision of public goods and 
services that are essential for markets to develop.   

The paper highlighted that appropriate policy to address the price effects of technological change must focus on five areas.  First, it is critical to 
foster production increases based on technological change that reduces per unit costs.  In Asia, the Green Revolution led to cost-reducing 
technological change (and hence growth in total factor productivity) and farm incomes did not fall with consumer prices until after imports had been 
displaced.  Second, it is necessary to improve domestic market functioning so that excess supply transmits more quickly and at lower cost to other 
parts of the country.  The Asian model demonstrates the importance of rural infrastructure and institutions.  How well are integrated markets, intra- 
and internationally, determines the slope of the aggregate demand curve facing local producers.  The more segmented the market, the more price 
inelastic the demand and the lesser a share of the gains accrue to the producers.  The presence of market power or market failure of any sort, in 
interseasonal storage, transport, wholesaling, or processing, can have especially negative effects on grain prices.  Third, recent experience in 
countries such as Indonesia and India illustrate the use of export markets as a means of absorbing excess domestic supply, thus providing a market-
based means of domestic price stabilisation.  Successful implementation of this policy requires establishment of trading contacts and a thorough 
understanding of the relevant import and export parity prices.  Fourth, it is important to ensure that food aid imports are not providing disincentives to 
domestic production.  Increasing demand for food aid commodities through well-targeted direct distribution programmes can mitigate these 
disincentive effects.  Nonetheless, these positive demand effects are unlikely to completely offset the impacts of the food aid in increasing supply.   
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The net effect is thus to reduce prices and discourage domestic production, except in the case where food aid inflows are small and are only 
replacing private imports.  With the exception of Bangladesh, food aid flows to Asian countries fell sharply prior to their agricultural transformation.  
Fifth, policy must focus on stimulating domestic demand through income growth, based on employment creation, particularly in the nonfarm sector.  
General economic growth helps drive demand, which keeps food prices up in the face of expanding supply from technological change.  This is a 
crucial part of East Asia’s structural transformation.   

Together, these five elements represent key areas in which policy can have a critical impact on fostering and sustaining an agricultural 
revolution.  Taken as a whole, these elements reveal the interactions between technology, domestic and external markets, food aid, and the nonfarm 
economy.  Pursued separately, each represents a “blind policy alley,” resulting in unsustainable outcomes.  Thus, technology pursued without 
consideration of markets and demand chokes off its own source of momentum.  Stimulating long-term demand depends on income growth, and thus 
employment creation.  Similarly, the effectiveness of food aid policy to overall food security is closely tied to domestic supply and trade 
considerations.  The interactions among these five elements pinpoint the need for an integrated agricultural growth strategy. 
 
TRENDS IN AGRICULTURAL PRODUCTION, TECHNOLOGY DISSEMINATION, AND PRICES  
The second paper on “Trends in Agricultural Production, Technology Dissemination, and Price Movements of Outputs and Inputs” by Tadesse Kuma 
focused on trends in national production, including area cultivated and yields, trends in per capita food availability and food aid, trends in technology 
adoption and input use, and price trends of dominant crops.   

During the 1990s, the performance of crop subsector experienced a considerable improvement over the 1980s.  Estimates of physical quantity 
of foodcrop production leaped from a longer-term annual average of 60 million quintals in 1980/81 to 103.27 million quintals in 1995/96 and 104.3 
million quintals in 1996/97 (CSA, Annual Abstract 1996).  The increase in production was mainly due to the advent of good weather, except for the 
occurrence of drought in 1993/94 and the El Niño effect in 1997/98; appropriate policies and strategies of the government; and increased use of 
agricultural inputs such as fertiliser, improved seeds, chemicals, and herbicides.  In the 1990s, average total cereal production reached 68.5 million 
quintals compared to 55.9 million quintals in 1980s.  Cereals comprise the bulk of total grain production, accounting for 84.8 percent of crop output in 
1980/81–1999/2000.   

Although there has been fluctuation in production and consumption of agricultural inputs and outputs, overall agricultural production has 
increased since the PADETS initiative.  In spite of the complete removal of subsidy, fertiliser consumption increased to 2.9 million quintals.  Also, the 
increase in improved seeds consumption by smallholders and the volume of input credit distributed to participants of the programme has been 
remarkable.   

Given the historically bumper production that has occurred since 1995/96, prices have fallen significantly.  The extent of price declines differs 
between primary, secondary, and tertiary markets.  Thus, the average prices of teff and maize in eight secondary markets were Birr 220 and Birr 110 
per quintal in 1999/2000.  They fell to Birr 166 and Birr 75 per quintal in 2000/01.  However, price declines are relatively more severe at the level of 
primary markets, where farmers directly supply their products.  For instance, in the Jimma Horo district of Oromiya, teff prices in 1999/2000 fell from 
Birr 170 per quintal to Birr 73 in 2000/01 and 2001/02, to one-fourth the level of the previous year.  The situation is more severe in Abe Dengoro, 
located on a poor road, where maize prices tumbled down to nearly one-fifth of the previous year.  The effect of drastic fall in output price has started 
to harm farmers' incentive in consumption of fertiliser and other agricultural inputs.  For instance, the share of farm households participating in the 
extension programme in Oromiya region has been reduced from 45.5 percent in 1999/2000 to 38 percent in 2000/01 mainly due to low output price.  

In general, the efforts of the government to ensure food security to all citizens through improving agricultural productivity have started to bear 
fruits.  National grain production reached record levels recently.  The width of the food gap that was filled with food aid has narrowed.  However, 
these positive trends have also come with development challenges.  While urban poor and rural landless benefit from the fall in prices, it is bound to 
harm the incentives of producers—technology users—and ultimately affecting the momentum of agricultural growth.   
 
STRUCTURE AND FUNCTIONING OF GRAIN MARKETS  
The third paper on “The Structure and Functioning of the Post-PADETS Grain Marketing System in Ethiopia” by Wolday Amha was aimed at 
analysing and understanding the functioning of the grain marketing system in the post-PADETS era, examining the impact of market liberalisation in 
the grain markets, identifying the causes for collapse of agricultural prices in the last two years, and assessing the constraints of grain marketing in 
order to suggest short-, medium-, and long-term interventions to improve the efficiency and effectiveness of the marketing system. 
 Although the actual market liberalisation policy in Ethiopia was introduced in March 1990, there were attempts to liberalise the agricultural 
markets in 1980s due to donor pressure.  After the Ethiopian People’s Revolutionary Democratic Front (EPRDF) took power in May 1991, it 
restructured and reorganised the production and marketing system in a market-oriented manner.  The implementation of agricultural market 
liberalisation has been influenced by the reforms and restructuring process in the rest of the economy.  These reforms included price deregulation, 
financial liberalisation, fiscal policy reform, institutional reforms, and trade policy reform.   

Following reforms, the price of cereals in surplus-producing regions increased by 12 to 48 percent, while prices in deficit regions declined by 6 
to 36 percent indicating a decline in producer-consumer price spreads.  However, the volatility of wholesale cereal prices has increased since the 
reform process, with a direct impact on food production and food security.  Prices of fertiliser and improved seeds have significantly increased after 
the reforms.  Following reforms, the government-marketing agency, the Ethiopian Grain Trade Enterprise (EGTE), was downsized and has played 
only a minor role in the grain marketing system.  The EGTE’s annual average grain purchase from smallholder farmers and traders declined from 
258,719 tonnes during the period between 1984/85 and 1989/90 to 50,608 tonnes during the period between 1990/91 and 1995/96.  In terms of the 
impacts of market reforms, the number of licensed and unlicensed grain, fertiliser, improved seed, and livestock traders including exporters and 
importers and the share of the private sector in input and output marketing has increased significantly after the reforms.  On the other hand, although 
fertiliser imports have increased after the reforms (from 141,140 metric tonnes in 1991 to 349,580 metric tonnes in 1996), the deregulation of 
fertiliser prices together with insufficient rainfall in 1997 resulted in a decrease in fertiliser use.  Moreover, the partial market reform in the seed 
marketing subsector has resulted in price increases and reduced the demand for improved seeds.      
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Preliminary findings from an ongoing IFPRI/ILRI survey of traders in Ethiopia reveals that traders believe the quantity of marketed grain have 
increased in the last two years. Survey results suggest that new areas of surplus may have emerged.  The increase in the use of modern inputs 
using the new extension system, the increase in the size of arable land, and the relatively favourable rainfall has increased grain production in the 
last two years.  This has directly increased the volume of marketed grain.  Contrary to expectations of a modest decline in grain prices, the last two 
years have witnessed a significant and continuous decline in the prices of grain.  The main reasons perceived by traders are as follows: 

• increases in the marketed supply of grain in the last two years; 
• the withdrawal of the large traders from interyear speculative stocking directly depressed grain prices; 
• the import of wheat flour has also a substitution effect, along with the sale of food aid; and  
• the interruption of trade to Eritrea. 
Interventions and policies to improve grain markets can be grouped into four main areas: interventions related to infrastructure, institutions, 

regulatory policies, and capacity strengthening.  In terms of infrastructure, key interventions are to improve transportation and communication 
infrastructure, storage facilities, and market facilities.  In terms of institutions, key interventions are to improve the legal system to enforce contracts 
and reduce transaction costs; prepare and implement grades and standards for grain; improve the quality of grains; establish an efficient agricultural 
market information system; establish a grain, pulses, and oilseed marketing authority to solve the marketing problems in the country; and promote 
traders, dealers, transporters, and processors associations.  In terms of regulatory policies, key interventions are to improve the transparency of the 
tax system; devise a special credit policy to farmers, traders, and other market participants; stabilise input markets, and provide an agricultural input 
subsidy and support to farmers in the remote markets and stabilise the agricultural output market.  Finally, in terms of capacity strengthening, key 
interventions are to provide short-term and long-term training to the various stakeholders.   
 
THE ROLE OF THE ETHIOPIAN GRAIN TRADE ENTERPRISE 
The fourth paper was presented by Girma Bekele on “The Role of the Ethiopian Grain Trade Enterprise in Price Policy.”  The paper had the objective 
of assessing the performance of the EGTE against its stated objective of price stabilisation in the Ethiopian grain marketing system.  The Ethiopian 
Grain Trade Enterprise, which is engaged in wholesale grain marketing activities, is an autonomous public enterprise.  Formerly known as 
Agricultural Marketing Corporation (AMC), it was restructured and named Ethiopian Grain Trade Enterprise (EGTE) in 1992, following the change of 
government.  The objectives of the newly formed enterprise were redefined to stabilise producer and consumer prices and maintain buffer stock for 
market stabilisation.  In its institutional development process, the role of the EGTE in the grain industry was revised again in October 1999, when it 
was reoriented mainly to operate in export markets as a commercial enterprise. 

The major suppliers of EGTE are individual farmers, emerging peasant associations, state farms, private big farms, and individual traders.  
EGTE has various customers, namely government institutions, nongovernmental organisations (NGOs), traders, millers, and export markets.  
Currently, out of total sales, millers, NGOs, government institutions, export markets, and private traders have respective shares of 40 percent, 34 
percent, 18 percent, 6 percent, and 2 percent, respectively.  

Since 1992, following the adoption of market-oriented economic system by the Ethiopian government, the grain marketing system was fully 
liberalised and prices of grain were deregulated.  This policy measure by the government has changed the business environment of the enterprise.  
It lost its monopolistic power and was required to operate in a free market economic system.  This situation has led to wider private-sector 
participation in the market and the determination of grain prices by market forces.  

Following its restructuring, the enterprise was explicitly mandated to stabilise grain prices and maintain buffer stocks for market stabilisation 
purposes, on the one hand, and to operate as a business enterprise generating profit on the other.  In line with this dual mandate, EGTE has 
attempted to stabilise prices through (1) price intervention; (2) export market development; (3) pre-announced producer prices; and (4) holding of 
buffer stocks. 

In terms of the first of these four, in 1995/96, EGTE purchased 47,383 quintals of maize and 62,285 quintals of wheat at the floor price, which 
amounts to 109,668 quintals of food grain, with a total value of Birr 10,541,870.  Out of the total marketed quantity of maize and wheat, EGTE’s 
direct purchases from farmers represented only 2 percent and 2.6 percent respectively of the marketed supply.  EGTE did not purchase more grain 
from farmers at the floor price because as the purchasing season declined, the quality of these grains failed to meet the quality specifications; EGTE 
had a substantial quantity of these grains in the stock that had a very low turnover; and working capital constraints.  As a result of introducing floor 
prices for maize and wheat, the enterprise incurred total expenses of Birr 1,276,718 over and above the market price.  This amount of money was 
thus transferred directly to farmers, generating additional income obtained as a result of EGTE's intervention floor price.   

In the following year, EGTE attempted to develop its maize market towards export in order to improve the domestic price of maize.  Thus, the 
primary objective of maize export was to stabilise the price of maize in the local market.  Accordingly, EGTE exported 480,000 quintals of maize 
(48,000 tonnes) for the first time in early 1997.  However, shortly after exporting maize, the price of maize increased in domestic markets, resulting in 
foregone revenue of Birr 10.2 million.  If the enterprise, instead of exporting this quantity of maize, had sold it in the local market, just waiting for 
three months, it could have collected additional revenue equivalent to the revenue foregone from this transaction.  Therefore, viewed from a 
commercial perspective, the export of maize in 1997 negatively affected the enterprise. 

The mode of intervention introduced by EGTE in 1998/99 was different from that of the previous ones.  Before launching maize purchases, the 
enterprise pre-announced through radio and TV the price of maize at Birr 62 per quintal in the maize-producing areas, Shashemene, Bako, and 
Gojam.  With this mode of intervention, EGTE attempted to stabilise price for maize to a certain degree but the price of maize.  However, the price of 
maize rose during the purchasing season.  Thus, the market price, before EGTE's intervention in the market was around Birr 50 per quintal in the 
surplus producing areas.  After EGTE started purchasing maize at Birr 62 per quintal, prices increased significantly.  This mode of intervention was 
not attempted again since 1998/99. 

Finally, EGTE follows the working practice of holding about 30 percent of its total purchase as an ending stock, in order to stabilise price.  The 
effectiveness of this type of stabilisation was clearly witnessed during drought years where the supply of grain is not adequate enough to satisfy the 
market.  Maize and wheat are the grains used to be stocked as a buffer stock to stabilise grain prices.  EGTE maintained a significant quantity of 
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grain every year in the 1995–99 period, with the value of grain maintained by the enterprise for the years under review ranging between Birr 76.5 
million and Birr 193.7 million.   

In sum, these four practical steps taken by EGTE highlight how the enterprise has played its price stabilisation role.  Given EGTE's capacity in 
terms of working capital, storage, and networks, EGTE could not perform beyond this.  Viewed from the expectation of major stakeholders’ point of 
view, EGTE has played a minor role in stabilising prices.  When weighed, the cost of price stabilisation from introducing floor price, pre-announced 
producer prices, and holding of stock by the enterprise has resulted in affecting EGTE's profitability and the benefit derived from these approaches 
could not justify its appropriateness.  These types of price stabilisation arrangements are not in line with the government's economic policy and also 
distort the proper functioning of the grain marketing system.  Among the various types of price intervention mechanisms that EGTE has exercised in 
recent years, export market development for selected grains needs to be encouraged.  By expanding the scope of its operations, the enterprise can 
serve as an additional sales outlet for farmers’ output.  Second, continuing to play an active commercial role in the grain market can also be one way 
of contributing towards price stabilisation.   
 
POTENTIAL OF EXPORTS TO NEIGHBOURING COUNTRIES 
The fifth paper focused on “Maize Export Possibilities from Ethiopia to Some Potentially Importing Neighbouring Countries” by Aklu Girgere and 
Dender Wolde Mariam.  The presentation of the paper by Girgere and Wolde Mariam participants raised several questions on the potential of 
Ethiopia to export maize.  The major point of the paper is that, while Ethiopia has the potential to export maize, there are several factors that 
constrain these exports.  The first issue to consider is whether Ethiopia has a marketable surplus for export on a sustainable basis.  Second, the 
transaction costs involved in the transfer of maize from the farm to port; and in its export could be very high.  This may hinder the sustainable 
exporting of maize from Ethiopia and the country’s ability to compete in international maize markets.  The paper presented a static snapshot of the 
export possibility.  However, the analysis needs to be extended to several years and to consider the costs of production and transaction of maize in 
both Ethiopia as well as other countries such as Tanzania, Uganda, and Kenya.  A major issue is whether Ethiopia is a credible maize exporter and 
whether it can supply maize on a permanent basis.  Ethiopia does not have sustainable marketable maize surplus.  In 1997, it exported 40,000 
tonnes of maize to Kenya, yet the maize export has not been very profitable.  Another possibility is to export maize to Arab countries, such as 
Yemen, for use as livestock feed.  Even with regard to this goal the comparative advantage of maize producers in Ethiopia needs to be established 
and the market for export needs to be constantly developed over the years in order to have sustainable export system.  Furthermore, the grading 
and standardisation system needs to be established in order for exporters to reliably purchase maize from farmers and export it in the international 
market.   
 
THE WAY FORWARD  
Following the presentation of papers and discussion, a final session focused on the steps ahead facing Ethiopia.  The discussion started with a 
summary of the conceptual foundations of the current price crisis.  Because the demand for agricultural goods is generally highly inelastic, and 
particularly so in the presence of market failure, even small increases in aggregate production have dramatic downward effects on output prices.  
Thus, increased production achieved through technology adoption can have serious negative consequences for the incomes of smallholders through 
the decline of output prices.  Ultimately, the decline in prices renders it unviable for producers to continue adopting technology, undermining the 
future growth of production.  Countries that have succeeded in overcoming this problem and achieving dramatic increases in productivity, such as in 
the case of the Green Revolution in Asia, have done so through an integrated approach that, on the one hand, encourages the continued adoption of 
technology, while, at the same time, addresses ways of making demand more price responsive, through improving the efficiency of domestic 
markets, and ways to generate demand through expanded export trade and developing agro-industrial linkages.  Finally, this integrated approach 
may also comprise efforts to stabilise prices in the short-term direct public intervention, and direct public intervention.  Without such a concerted 
strategy, as Cochrane (1958) put it, “technological advance sows the seeds of its own destruction.”    

The discussion then identified specific policy interventions in order to address this problem.  In the current Ethiopian context, sustaining the 
emerging maize revolution is a key policy priority, requiring a multi-pronged strategy with both short-term and medium-to-long-term dimensions.  
Concerted action is needed to address both the supply side considerations of how to keep up the momentum of technology adoption as well as on 
the demand side, how to shift demand out in order to avoid negative price, and income effects that undermine technology adoption and future 
growth. 

Six key policy issues emerged.  One key issue is how to sustain productivity increases, on the supply side, that are based on technology 
adoption that reduces per unit costs of production.  On the demand side, five policy priorities are: (1) improving the performance of domestic markets 
for maize in order to reduce transaction costs of distribution; (2) developing exports to countries where comparative advantage lies; (3) linking maize 
production to agro-industrial demand; (4) displacing food aid in kind with local procurement of surplus maize; and (5) activating short-term 
intervention measures to stabilise prices at levels that encourage farmers to continue technology adoption. 

It was further noted that, in order for policy to be effective, it needed to be informed by relevant research.  This implies a closer relationship 
between policymaking and research than has existed to date.  Second, it was noted that policy must be forward-looking, anticipating policy issues 
early on rather than confronting “second generation” problems that occur as consequences of earlier policy.  A striking example of this is the failure 
to anticipate or address the market-related consequences of maize technology adoption until the onset of the present maize price crisis.   

 
Tenkir Bonger is chief expert on Agricultural Economy at EDRI; and Eleni Gabre-Madhin is research fellow in the Markets and Structural Studies 
Division and Suresh Babu is senior research fellow in the Communications Division, both at IFPRI. 
 
The 2020 Vision Network for East Africa seeks to reduce poverty and improve food security and child nutrition, increase agricultural productivity, and promote sustainable use of natural 
resources through more appropriate and better informed action by (i) generating information through collaborative research; (ii) strengthening the capacity to undertake and communicate 
policy research and analysis; and (iii) improving the dissemination and use of information.  The Network comprises of Ethiopia, Kenya, Malawi, Mozambique, Tanzania, and Uganda.  It is 
administered under the auspices of IFPRI’s 2020 Vision for Food, Agriculture, and the Environment Initiative, and supported by the following donors:  DANIDA, GTZ, EU, and NORAD.   


