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Background and research objective
Wheat is an important staple food in the diets of 
many Ethiopians, providing about 15% of the ca-
loric intake for the country’s over 90 million po-
pulation (FAO, 2015). It is also the most important 
staple food crop that the country imports from 
abroad. In half of the years over the past deca-
de, wheat import has been above a third of the 
domestic wheat production—reaching as high as 
48% in 2008. 
While large imports mean that the domestic pri-
ce is less vulnerable to local supply shocks, it also 
implies that the domestic market is exposed to 
shocks and volatility in the international wheat 
market. This is especially true in situations of food 
price spikes, such as during the global food price 
crisis in 2007/08 and in 2011, when grain prices 
in Ethiopia showed dramatic increases. Nominal 
wheat price, for instance, surged by 60% between 
April and August 2008 and the prices of domestic 
wheat flour and wheat bread increased too by 
about 30% and 40% respectively during the same 
4 month period (CSA, 2015). Subsequently, the 
Ethiopian government took several administrati-
ve measures on the domestic market to limit the 
price increases, including controlling prices for se-
lected staples including bread (Admassie, 2013).
Against this background, this study investigates 
price shock transmission along the wheat-bread 
value supply chain in Ethiopia using monthly pri-
ces over the period 2000 to 2015. We seek to 
analyze two broad types of price shock transmis-
sion. First, we analyse whether and to what ex-
tent price shocks transmit from the international 
market to national supply chains. Second we exa-

mine shock transmission across wheat and wheat 
product markets within Ethiopia. In so doing, we 
test for existence of differential transmission of 
shocks from international or domestic wheat and 
wheat product markets to the different market 
stages along the domestic wheat value chain. 

Key Findings
The empirical findings indicate that there exists a 
significant co-movement of prices across the dif-
ferent market stages in the local value chain as 
well as with the world wheat market. There is a 
transmission of shocks from international prices 
to domestic prices at downstream markets, in 
particular to flour and bread markets. This high-
lights that shocks at international markets have 
differential impacts on producers and consumers 
in Ethiopia. Within the local wheat value chain, 
our key finding is that prices and price expecta-
tions are primarily formed at the upstream of 
the wheat-bread value chain—particularly at 
the wholesale market— and that prices are de-
termined largely by supply side shocks. Yet, ad-
justments to shocks are in general slow. The price 
margins between the different market stages in 
the value chain have substantially decreased in 
the last 15 years, suggesting that higher transmis-
sion, and thus even higher exposure to interna-
tional market shocks, can be expected in future. 

Concluding remarks
• Although most (if not all) of the wheat im-

ports are directly administered by the Ethio-
pian government, exposure to international 
price volatility is not entirely mitigated. 

• We found that upstream markets, the who-
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lesale market in particular, play a dominant 
role in the domestic wheat value chain and 
that the wholesale price is a key indicator of 
other prices. This implies that policies should 
give particular attention to this market stage 
of the wheat value chain. 

• The observed decreasing trend of the price 
margins between the different stages of the 
value chain indicates a decreasing trend in 
transaction and processing costs. While this 
may increase welfare of consumers and pro-
ducers alike, it also potentially increases the 
transmission of price shocks along the value 
chain. 

• Adjustment to price shocks along the wheat-
bread value chain might have been slowed by 
high transaction costs, the presence of mar-
ket power, existence of several agents along 
the value chain, and information asymmet-
ries.
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