FEWS NET

FAMINE EARLY WARNING SYSTEMS NETWORK

SUPPLY AND MARKET OUTLOOK

Madagascar

January 31, 2018

KEY MESSAGES

e Between October and November 2017, a series of
market assessments were conducted across Southern
Africa by FEWS NET, in collaboration with key national
and international partners. The findings from the
assessment in Madagascar are key inputs to this report,
which provides an update to the May 2017 Supply and
Market Outlook report.

e Staple food production in Madagascar was below-
average in 2017. This was due to a combination of factors
including Cyclone Enawo in the northeastern parts of the
country, atypical dryness in many northern regions, which
reduced crop yields, and relatively high cash crop prices
(vanilla), which affected area planted. Harvests in
southern Madagascar, were near average this year,
following consecutive years of drought. At the national
level, rice and maize harvests were each approximately 20
percent below 2016 levels and 11 to 21 percent below the
five-year average. Cassava harvest saw a modest recovery
compared to 2016 but remained similarly below-average
(Figure 1).

e Rice imports continued to play an important role in
staple food supply in 2017. In response to above-
average domestic supply gaps, more than 400,000
metric tons (MT) of rice were imported during the first
ten months of 2017, which is 78 percent above-average
and double the amount imported in 2016.

e Staple food and cash crop prices are above-average. In
main cities like Antananarivo, Toamasina and Antsirabe,
local and imported rice prices have been particularly
high since October 2017 peaking over 2,000 Ariary
(MGA) per kilogram (Figure 2). Average local harvest
and the availability of imports contribute to relatively

stable prices in structurally deficit southern Madagascar.
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Figure 2. Local and imported rice prices, Antananarivo
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Source: Author’s calculations based on Observatoire du Riz (OdR) data.

e Forecasts predict weather for a more favorable harvest in MY 2017/18 than MY 2016/17. The intensity of the cyclone
season, which began in November, will likely have a strong impact on food security outcomes and should continue to be

monitored closely.
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CURRENT SITUATION
Main staple - rice

e National rice production from the main harvest,
between April and July 2017, was 19 percent below
previous year levels and remained 21 percent below
the five-year average. This was due to the dryness at
the beginning of the cropping season in main producing
areas. The most important loss (more than 50 percent)
was reported in the coastal Southeast Basin, a deficit
area. The harvest was also below-average in the
Northwest Basin, eastern Central Basin, and western
Southwest Basins. Production decreases as a result of
dryness proved to be more significant than reductions
caused by Cyclone Enawo in the Sava Region (10
percent loss). The extreme south recorded harvest
increases comparable to 2016 levels (Figure 3).

e Despite the decrease in national production, rice supply
was near average due to the availability of imports from
well-supplied international markets (Table 1). In fact,
more than 400,000 metric tons were imported during the
first ten months of 2017, 78 percent above-average and
two times 2016 levels. Typically, imported rice is sold in
rice deficit areas such as the Southwest Basin and parts of
the Southeast and Central Basins as a substitute for local
rice or cassava. Rice importers are informed about
market and trade conditions and were able to order
supplies to meet above-average demand.

Figure 3. Production per capita by main marketing basin
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Table |. Madagascar commodity balance (‘000 MT), 2012/13-2016/17 average and 2017/18'

2012/13-2016/17 Average 2017/18
Rice Maize Cassava Rice Maize Cassava

Production 4,029 377 917 3,174 289 879
Imports? 294 10 - 406 20 -
Total Supply 4,323 388 917 3,581 309 879
Domestic Use 2,777 509 858 3,012 552 928
Exports 0.28 3 - 0.16 3 -
Total Demand 2,777 512 858 3,013 555 928
Domestic Balance 1,545 (124) 60 568 (245) (49)
Self-sufficiency 145% 74% 107% 105% 52% 95%
Import share of 7% 3% 0% 11% 7% 0%
total supply

Source: Authors’ calculations using Ministry of Agriculture, Direction des Douanes, OdR, and UN COMTRADE data.

1 All values are in cereal equivalent terms using a conversion factor of 1.0238 for milled rice, 1.0266 for maize, and 0.3108 for cassava.
22017 import data is through October 2017
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e Food assistance is mainly concentrated in southern
Madagascar and rarely spreads to other regions, except
in the case of shorter-term emergency assistance along
the east coast after cyclones, occurring from March to
May. Food distribution usually fills the gap with maize
and pulses rather than rice. Humanitarian assistance in
general was reduced this year compared to last year.
Assistance in Cyclone Enawo affected areas ceased with
the end of the federal emergency plan in June 2017.
Humanitarian organizations now focus mainly on
resilience activities. There is more cash distribution than
in-kind assistance as markets are still functioning and
relatively well supplied.

e Assistance programs aim to improve food access for
poor and vulnerable households to cope with high food
prices. Major food and cash distributions currently take
place in Beloha and Tsihombe Districts. The government
also continues their World Bank and UNICEF-funded
cash transfers under safety net programs through which
Le Fonds d’Intervention pour le Développement (FID)
provides cash to households with children under 5 and
encourages them to invest in trade and income-
generating activities such as small livestock breeding in
the south, the southeast and central districts.

e Madagascar’s 2017 economic growth rate is estimated
at 4.1 percent. The inflation rate increased slightly, (+1
point compared to last year) due to decreased rice
harvest and increasing housing rents (Word Bank), which
affect household purchasing power. Compared to the
five-year average, MGA depreciated by roughly 16
percent against the U.S. dollar in 2017 but has
appreciated compared to 2016 levels since May 2017
(Figure 4), which will impact import quantity and the
import parity.

e According to Observatoire du Riz, Import Parity Price
(IPP) of rice has continued to rise since October 2017
after a slight decline between June and September. The
IPP remains above-average despite the stability of Asian
rice prices on global markets. High transportation costs
and maritime freights contributed to the increase.
Nevertheless, retail price of imported rice in Malagasy
markets is still greater than the IPP by MGA 215/kg,
making rice importation profitable.

e  Pakistan, Thailand and India supply the majority of

Figure 4. MGA to USD exchange rates (January 2012 —
December 2017)
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Figure 5. November 2017 rice prices
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Madagascar’s rice imports. In November, rice from Thailand was the cheapest, at MGA 76,000/50 kg in Tulear, followed
by Indian rice at MGA 82,000 and finally, Pakistani rice at MGA 84,000. The government attempts to control imported
rice prices by establishing a range of acceptable wholesale prices, the price changes according to FOB prices at the origin
countries, the quality of rice and exchange rates. This regulation is rarely enforced.
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Imported rice is always cheaper than local rice in
Madagascar but the difference varies from one period
to another (Figure 2). Average prices of local rice in 21
markets was MGA 1,940 in November 2017 compared
to MGA 1,850 for imported rice in 18 markets. The price
of local rice increased by six percent compared to
October 2017, was 28 percent higher than last year and
40 percent above the five-year average (Figure 5). Prices
are exceptionally high (more than 50 percent above the
five-year average) mainly due to low-supply in urban
areas and remote areas such as Vangaindrano and
Vondrozo. Local rice prices are just above normal (-20
percent) in the south and global rice prices are stable
(Annex 1). In November 2017, the average price of
imported rice was 11 percent higher than November
2016 and 26 percent above the five-year average.
Imported rice is mainly consumed as a substitute for
cassava and maize in rural southern Madagascar and a
substitute for local rice in urban areas. However, the
large increase in imports this year has not had as strong
of an effect on lowering prices as was expected (Figure
6). Moreover, demand for imported rice was lower than
expected in some areas because of perceptions that the
quality is poor compared to local rice. Many people
continue to eat local rice, even though it is expensive,
but in smaller or quantities.

Other staples — maize, cassava and sweet potatoes

Other main staple harvests were below-average in 2017
(Figure 7). Cassava production is estimated to be 2.8
million MT2 for market year 2017/18, a modest recovery
compared to last year but slightly below-average (3 million
MT). The most significant decrease in production was in
the Sava Region, where harvests dropped more than 50
percent from last year. This was due in large-part to
Cyclone Enawo. The southeast experienced the second
greatest decrease in production (between 30 and 40
percent) due to dryness in the beginning of 2017.
Amoron’i Mania, Melaky and Androy Regions reported
greater than 50 percent increases in cassava harvests
due to favorable weather conditions.

Maize production is estimated around 281,000 MT,
which is 11 percent lower than last year and below the
five-year average (367,000 MT). Sweet potato
production recorded an improvement compared to last
year and was near the five-year average level.

Figure 6. Change in rice imports

70,000
60,000
50,000

40,000

'000 MT

30,000
20,000

10,000

Jan Feb Mar Apr May Jun

m ?013-2015 average

Figure 7. 2017 Surplus producing areas.

2017 Surplus Producing Areas
Maize
N\\ Cassava

“ Rice

Betsiboka
(Ahotra
Mangom

) v~ Atsinanana
;' Amoron i

/ Menabe {]"“/
Mama / /
3 Vatovavy
\ Haute
: Ar‘hmatra

lhorombe

Futovmany

And refana

Atstmo

/\.Atsmanam

i’«\ Anosy\ﬂ
\ R
\/Am}/

N 0 50100 200

I s
N n )
=
Jul  Aug Sep Oct Nov Dec

2016  e—017

Source: OdR.

Kilometers

300 400

Source: Authors’ calculations based on 2017 Ministry of Agriculture production

3 This corresponds to a little under 900,000 metric tons in cereal equivalent terms.

data

Famine Early Warning Systems Network



MARKET AND SUPPLY OUTLOOK

January 2018

e Dried cassava is still widely available in collection
markets of Ejeda, Ankaramena, and Ambalavao.
Particularily large stocks of cassava were observed in
Ambalavao due to above-average harvests this year.
Many rice producers switched to cassava production
because of the rainfall deficit at the beginning of the
year. Traders in Ambalavao expected to send their
cassava to Anosy,
Androy, and Atsimo-Andrefana Regions as demand
from those southern regions has been consistently high
in previous years. However, the cassava harvest was
relatively good in the south this year, so demand was
low. Markets demanding cassava are now mainly the
southeast such as Farafangana, Manakara and
Vangaindrano. Dried cassava surplus is processed into
flour and sent to the southeast or used as feed by local
livestock industries (Figure 8).

e Maize prices decreased by 16 percent from October
2017 to November 2017 due to the arrival of the new
harvest to markets in some parts of Madagascar.
Communes along rivers in Vakinankaratra and Atsimo-
Andrefana were able to plant earlier, before the rain
arrived, and thus harvest earlier. Nevertheless, prices
are still 15 percent higher than last year and 22 percent
higher than the five-year average. Cassava prices
increased 13 percent from October to November 2017
because of the decrease in supply. However, prices
remain near last year and the five-year average.
November 2017 sweet potato prices are 17 percent
higher than the previous month because of the end of
harvest period. Prices are near last year’s and the five-
year average.

e National staple food trade is following normal trends in
general, with major producing areas driving trade flows.
Due to below-average harvests, however, there were
trade flow anomalies observed during the FEWS NET
market assessment in November 2017. The most
notable anomaly is above-average flows of imported
rice into major ports and then onto consumption
markets. Below-average local rice harvests from main
production areas in Boeny and Alatora-Mangoro
districts resulted in below-average trade flows to major
consumption markets in Antananarivo, Mahajanga, and
Toamasina (Figure 9).

Figure 8. Cassava milling machine in Ambalavao
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Figure 9. Trade flow anomalies
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Cash crop — Vanilla, clove, and litchi

e According to the World Bank, Cyclone Enawo was the strongest of its kind in 13 years in terms of the number of people
and districts affected. Losses resulting from direct damages to buildings and infrastructure were estimated around USD
200 million. Agricultural losses were also significant, namely the destruction of vanilla plantations worth USD 164 million
as the cyclone first hit the northeastern part of Madagascar. In fact, Madagascar provides one third of global vanilla
production and therefore has a strong effect on global prices. According to Malagasy customs, the price of vanilla
increased an estimated 450 percent from USD 73 in 2015 to USD 250 July 2017. Vanilla is the second most expensive
spice currently traded on the global market after saffron. Between 2005 and 2014, annual world vanilla production
almost doubled from 4,900 tons to 8,500 tons. Higher vanilla prices have encouraged new cultivators in Madagascar
since 2015, but there has been insufficient time for crops to harvest given that two to five years are needed for orchids
to bloom. Cyclone Enawo is estimated to have destroyed 15 percent of vanilla crops, putting pressure on world
production as global demand for vanilla remains strong. High vanilla prices have contributed to favorable export earnings
and poor farmers have seen rapid income increases. As a result, crop theft has led to increased insecurity in producing
areas. Vanilla cultivators largely operate outside of the banking network, so currency in circulation has soared,
contributing to inflationary effects, particularly in the Sava Region.

e  Cash crops for export are mainly grown along the east coast of Madagascar by small farmers. Clove harvests started in
September in Vangaindrano and Analanjirofo Region, with around 27,000 Ha of cloves planted by about 30,000
producers. According to clove exporters in Madagascar, this year’s production nearly tripled compared to five years ago
(from 6,000 MT in 2013 to 15,000 MT in 2017), but remains stable compared to last year. Producer price is half of last
year (MGA 6,000 per kilo versus MGA 15,000 last year) due to lower quality because clove nails were unable to dry

properly due to persistent rain. .
Figure 10. Fianarantsoa Friday Market
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e Litchi harvest began in November but ended earlier than
normal in December with below-average production as
a result of rainfall deficit at the beginning of the year.
According to the Toamasina Horticultural Technical
Center (CTHT), Madagascar is expected to produce
70,000 MT, 18,000MT of which will be exported to
Europe. The local price of litchi was above-average.

PROJECTED MARKET TRENDS FOR THE REMAINDER OF
2017/18 MARKETING YEAR*

e Rice supply in 2017/2018 is expected to be better than
2016/17 because of favorable, on-time rainfall at the
beginning of cropping season. However, the harvest will
remain below-average because of limited access to seed
and above-average labor rates. Moreover, many famers
in main producing areas have lost their means of
production, such as cattle, because of insecurity and
theft. First harvest rice, the smaller of the two, is
expected from December through January.

e  Maize supply is also expected to be better than last year
and near average because of favorable, on-time rain in
south and central Madagascar. Early harvest is expected
from December 2017 through April 2018. The main
harvest in the south will be from May to July.

Source: FEWS NET

4 The discussion on projected market trends cover the market and supply outlook through May 2018.
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Humanitarian assistance is expected to be below-average after the end of the emergency response plan to El-Nifio in
June 2017. Humanitarian organizations are currently preparing for the cyclone season by settling prepositioned stocks
of food and non-food items closer to cyclone and flood prone areas. More than 2,300 MT of food (90 percent rice) have
been prepositioned by the government, via the Bureau National de Gestion des Risques et des Catastrophes (BNGRC)
and partners such as ADRA, in 19 regions of Madagascar mainly in Analamanaga (410 MT) and Vatovavy Fitovinany (295
MT).

The local currency will likely remain between 3,000 and 3,500 MGA/USD. Global prices may stabilize at the current level
which is higher than normal. However, import parity prices are expected to stay high as they follow the trend of local
rice price. Supply of imported rice will decrease from the current above-average levels as local rice prices are beginning
to stabilize with the arrival of early harvest rice and the approaching main harvest.

Local rice prices in Antananarivo are expected to decrease slightly from January to May with the first season harvest, but
will remain above-average. Prices in Mananjary will continue to increase slightly and remain above-average through May.
(Figure 11).

Maize prices in Ambovombe will continue to increase in the south until January when they will begin to decrease but will
likely remain above-average through May. The price of imported rice in Tulear will continuously decrease from January
and will likely be slightly below the five-year average through May (Figure 12).

Supply of maize beyond March 2018 will improve compared to current levels and will be near average. Cassava supply
will reduce until the next harvest.

The price surge of vanilla is expected to last in the short term. Over the medium-term, downward pressures are expected.

Figure 11. Local rice retail price projections in selected markets for the 2017/18 marketing year
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Figure 12. Cereal retail price projections in selected markets for the 2017/18 marketing year
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FACTORS THAT MIGHT CHANGE THE OUTLOOK

Possible events for the 2017/18 marketing year that could change the most likely scenario.

Indicator

Justification

Below-average rice
harvest in surplus
producing areas

Below-average rice harvest in surplus producing areas will have a significant impact on
household income levels and market supply. Lower than expected household incomes could
result in a prolonged lean season as household purchasing power weakens while staple food
prices remain above-average.

Cyclone season intensity
in Madagascar

Cyclone season lasts from November through April. Cyclones typically destroy crops, roads,
and other infrastructure, temporarily increasing food prices in affected areas. Reduction in the
availability of food in markets could weaken household access.

MARKET MONITORING INDICATORS FOR 2017/18 MARKETING YEAR

The following key indicators are recommended for ongoing monitoring that may affect the evolution of markets in
Madagascar over the coming months.

Indicator

Justification

Currency fluctuations

Constant depreciation of the MGA vis-a-vis major currencies may influence import and export
parity prices. Currency fluctuation against the USD may influence import parity prices for key
imports such as rice and fuel, while fluctuations vis-a-vis the Euro may influence export parity
prices for vanilla and minerals mainly destined for Europe.

Global commodity price
levels

Recent cuts in crude oil production by both OPEC and non-OPEC member countries through
December 2018 led to increasing crude oil prices since July 2017, which influenced prices for
imported commodities over the past few months and will continue influencing prices as
Madagascar typically receives commodities two months after orders. Therefore, there is, on
average, a two-month lag of impacts of global price change on domestic prices of imported
goods

Global vanilla prices, which have been high in recent years will continue to benefit
Madagascar’s export earning but the extent of this benefit will depend on the quantity of
exportable vanilla after the recovery of damaged crops during Cyclone Enawo and the number
of new crops planted two years ago after prices first soared.

Rice price levels in urban
cities, deficit areas and
main producing areas

Given anomalous rice prices, the following “areas of concern” should be monitored for the
next months:

- Antananarivo in the Analamanga Region

- Mahajanga | in the Analamanga Region

- Vangaindrano district in the Atsimo Atsinana Region

- Mananjary district in the Vatovavy Fitovinany Region

- Tulear I in the Atsimo Andrefana Region

- Ambatondrazaka district in the Alaotra-Mangoro Region

- Antalaha price in the Sava Region.

Humanitarian assistance
in southern and
southeast Madagascar

Humanitarian assistance tends to be in the form of cash distributions more so than in-kind.
Therefore, the effect of assistance on market supply and food prices should be monitored
because targeted households are sometimes encouraged to invest in trade and income-
generating activities such as small livestock breeding in the south, the southeast and central
districts. This has been known to result in a temporary increases in livestock prices at the time
of cash distribution in a few markets. For the moment, no other tangible impact was reported
about cash distribution effects on food prices.
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Annex |. La Nina and Global Cereal Supplies

e Global commodity markets remain well supplied with
rice, wheat, and maize (Figure 13). These supplies are
expected to remain above average in 2017/18. Current
season crop assessments point to generally favorable
conditions globally (World Bank). However, supply will
decline marginally compared to 2016/17 levels due to
reductions in area planted for major producers. Stock-
to-use ratios are projected to reach multi-year highs for
wheat and rice, but decrease marginally for maize. Key
supply side risks for the global cereal market include
high energy prices, government policies influencing
production and trade, as well as weather patterns in
major producing and exporting countries (Figure 15).

e Global commodity prices were largely stable for most
of 2017, and are expected to maintain this trend
through the end of year (Figure 14). A marginal
increase is projected for cereal prices in 2018, driven by
tighter maize supplies (World Bank). Prices will,
however, remain below average.

e A La Nifia advisory issued in November 2017, is
expected to continue through early 2018
(approximately February — April) with a 65 to 75
percent probability (NOAA). The impact of this forecast
will vary geographically (Figure 15).

e FEWS NET will continue to monitor the global
commodity situation in the coming months as global
2018 commodity supply estimates by the USDA,
International Grains Council (IGC), the FAO, and AMIS
are updated.

Figure 13. Global Market Indicators, 2017/18 compared to 2012-
2016 average
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Figure 14. Global Commodity prices (USD/MT) 201 1-2017
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Figure 15. Forecast La Nifia impacts, November 2017 - early 2018
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