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ABSTRACT

The paper examines the opportunities of Ethiopian@odity Exchange for small holder
farmers, challenges faced by small holder farmerssing the service of the exchange and its
perspectives. The data was collected from 100 shwdtler farmers found under cooperative
unions and dispersed small holder farmers. The datkected has been analyzed using
qualitative and descriptive techniques. The maidifigs of the paper indicates the opportunity
of ECX in reducing transaction cost is significgnibw for dispersed small holder farmers as
compare to those found under cooperative unions. B@nefits of storage facilities, price risk
management and standard and grading are also bgfikrited opportunities by farmers under
cooperative union. The advantage of ECX in imprgypnice transparency and price discovery is
relatively better accessible service for disperfsdhers in relative to the other services. The
findings of the study indicates the obstacles ingiECX service are language barrier, minimum
lot size set by ECX, pre-requisite procedures tochent, literacy level of farmers and
infrastructure problem. The perspectives of theharge in improving the service to small
holder farmers are electronic trading which enabbrket users remotely from the exchange

sites and the introduction of Mung Bean as newitigadommodity.































































CHAPTER ONE- INTRODUCTION

1.1 Background

Agriculture is the backbone of Africa’s economy. cAlb 70 percent of Africans and
approximately 80 percent of the continent’'s poee lin rural areas and depends mainly on
agriculture for their livelihoods. The sector acotsufor about 20 percent of Africa’s GDP, 60
percent of its labor force and 20 percent of th&ltanerchandise exports (ECA, 2005).
Agriculture is the main source of income for 90qgeert of rural population in Africa. Despite
rapid urbanization proceeding at the annual raté.®fpercent over the past decades, the sector

remains the highest employer in Africa (ECA, 2011).

In fact, East Africa is frequently affected by foskortages even though the region, as a whole,
has a huge potential and capacity to produce enfmgghfor regional consumption and a large
surplus for export to the world market. Among thetbrs leading to such a state of affairs are
the issues of inadequate food exchange/trade betiees and/or places of abundant harvest on
the one hand, and those with deficit on the otivile high variability in production is caused

by high variability of weather, which is becomingmse due to climate change (ECA, 2005).

Agriculture is central to most of Africa’s rural palation as it is not just only a major source of
food supply, but also of household income. Some@ntspindicate that- eighty percent of the
population is currently employed in the agricultisector (Samuel, 2006). However, the

production is done predominantly by smallholdefsgrocultivating less than 2 ha and is largely
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rain-fed. Indeed, in these agriculture-based ecaemnsmallholder farming accounts for about
seventy-five percent of agricultural production amekr seventy-five percent of employment
(ECA, 2011). In areas with high population densitigmallholder farmers usually cultivate less
than one hectare of land, which may increase dftiea or more in sparsely populated semi-arid
areas, sometimes in combination with livestock pfta 10 animals (Adeleke, Abdul and

Zuzana, 2010). Investment in expanding the prodeatapacity of smallholder farmers in East
Africa is therefore a vital component in buildingsgainable development in the context of food
security. However, there are a multitude of factbegt are prohibiting growth in the sector, the

main being the inadequate infrastructure (Sam@&6P

Ethiopia is a country of smallholder agricultura.the 2000 cropping season, 87.4 % of rural
households operated less than 2 hectares; whetéa8®wof them cultivated farms less than one
hectare; while 40.6 % operated land sizes of O.&anhe and less. Such small farms are
fragmented on average into 2.3 plots (Samuel, 2008 average farm size can generate only
about 50% of the minimum income required for therage farm household to lead a life out of

poverty, if current levels of farm productivity apdice structures remain constant. A study by
Adeleke, Abdul and Zuzana (2010) shows that lardlhglis one of the factors that constrains

farm income and the level of household food seguktouseholds with relatively small farm

size are generally poor in cash income, have lesssa to credit and vulnerable for poverty.

According to NBE (2012), Ethiopia’s economy is gmog double digit, since the last eight

years. In 2010/11, real GDP growth was 11.4 peroeoderately higher than the 10 percent
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growth a year earlier. This rapid and broad baseh@mic growth places Ethiopia among the
top performing African and other developing Asiapuetries. During the fiscal year 2012,
agriculture grew by 9.0 percent due to improveddpuodivity, good weather conditions and
conducive policy environment. NBE report furtheates, Agricultural sector in Ethiopia

contributes up to 41.1 % of GDP and 82 % of exjpod employs 80% of the country's labor
force. At present the economy is dominated by leadpctivity of agriculture on potentially

highly productive resources and the majority of ge@ple live in rural areas (John and Paul,
2010). Adeleke, Abdul and Zuzana (2010) found oEthiopia has still not realized its adequate
economic potential, as the country has the lowestcppita GDP in this group and one of the

lowest on the continent.

The continued growth of Agricultural sector is aalcfor the country to achieve its food
security, job creation, poverty reduction, and homand economic development goals,
particularly in low-income countries (Lulit, 2012)Equipping Ethiopian farmers with
information on the types of agricultural produdisyt can grow and the price they can sell their
products can help improve livelihood of farmers @ele, 2007). Faster agricultural growth has
put countries on the path of a much broader transfton process: rising farm incomes; raising
demand for industrial goods; lowering food pricearbing inflation and inducing non-farm

growth, and creating an additional demand for wK&deleke, Abdul and Zuzana, 2010).

The Government of Ethiopia is committed to rapidvgh of agriculture as a means of

accelerating the economic transformation and redugoverty. Moreover, the Ethiopia’s
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government goal is to alleviate poverty via acadknt and sustained economic growth with
primary policy of Agriculture Development Led Indualization (ADLI). The current, five-year
Growth and Transformation Plan (GTP) outlines tergéat include the need to double the
agricultural production by 2015(Lulit, 2012). Ifttiopia follows a normal pattern of high
growth (agricultural growth at 6 percent per year)20 years the real size of the agricultural
sector will have increased more than three-fold,itsushare of GDP will have declined from 43

to 26 percent areas (John and Paul, 2010).

Despite its role as the major sector to the econmygrding export earnings, agricultural sector
is characterized by its backward technology and idante of small holder farmers with
subsistence mode of production due to inefficieatkat as one of the reasons (John and Paul,
2010). Therefor in order to achieve a sustainabte sdructural transformation of its agriculture
and rural economy, i.e. a process that involve®aenfrom highly diversified subsistence modes
of production towards more market oriented productsystems. This integration will be
facilitated by greater specialization, exchange agdthe harnessing of economies of scale
(ECA, 2011). Since commodity production and trade the primary means of livelihood for
millions of households, commodity sector developirisressential for poverty alleviation and
overall economic development (IFPRI, 2010). The eflgyment of agricultural commodity
exchanges in Africa has become an increasingly lpomirategy for addressing problems of
African food markets; faced with both price voldyiland high marketing costs, many see
commodity exchanges as an alternative way to mamegs and increase efficiency in a

liberalized market environment (Nicholas and Jayp@d,1).
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The idea of establishing the Ethiopian Commoditgiange was initiated in order to improve
markets function in such a way as to reward qualigduce transaction costs of market
participation thus increasing returns to markeivagt enable quick capital turnaround thus
increasing market volumes, and reduce risk of nigsketicipation, then markets will serve the
needs of buyers and sellers and contribute to #lebeging of all who participate in the market
economy. ECX’s model is the first of its kind inr&f with its end-to-end integrated system of
central trading, warehousing, product grade cedtion, clearing, settlement, delivery, and

market information dissemination (Issac, 2011).

1.2 Statement of the Problem

An estimated 75% of the world’s poverty is in ruaaéas, and a large part of them are engaged
to some extent in commodity production. Over thst f@w decades, the market for agricultural
commodities has shown a pattern of long-term fallprices and short-term price instability
(Issac, 2009). UNCTAD (2009), documents the faat tthree fourths of the 1.2 billion people
living on less than $1 a day live and work in ruae¢as, about half of the world’s hungry people
are from smallholder farming communities, anoth@m2r cent are rural landless and about 10
per cent live in communities whose livelihoods depen herding, fishing or forest resources”.
It has been further noted that “improving the prtity of small-scale farmers has a ripple
effect that spreads benefits throughout poor rcmaimunities, boosting the incomes of the rural
population as a whole, including landless labovene make up a large part of the population of

the poor and hungry in many countries” (FAO, 2008).

Therefore, the objective of increasing farm protliigt cannot be achieved without major

improvements in the functioning of African agrieuttl marketing systems. As a result, the
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development of agricultural commodity exchangeAfmca has become an increasingly popular
strategy for addressing some of the problems ptagéifrican food markets, including poorly
developed risk management systems, high transactists, and limited price discovery (IFPRI,
2010). Addressing the sources of market failureaisfundamental long-run solution to

Agricultural markets’ inefficiency and price risRéshid & Jayne, 2010)

Eleni and lan (2005) noted, Ethiopia’s agriculturarkets are characterized by high transaction
costs resulting in only one-third of the outputaleag the market. These costs, distinct from
physical marketing costs, are costs related to woimy or coordinating market transactions
between actors, such as the costs of searchingnfbrscreening a trading partner, the costs of
obtaining information on prices, qualities and duses of goods, the costs of negotiating a
contract, the costs of monitoring contract perfatoga and the costs of enforcing contracts
(Ndulu, 2008). Most of the Ethiopian farmers dd receive the right profit due to inaccurate
information about market price, middle men, lowdaaning power, low product grading, and
quality standards. Thus, marketing costs amoussbtoe 40 to 60 percent of the final price, of
which some 70 percent is due to transport Smallestaamers, who produce 95 percent of
Ethiopia’s output, come to nearest market withlieliinformation and are at the mercy of
merchants they know and are unable to negotiaterlygices or reduce their market risk (ECX,
2008). This has resulted in loss of motivationtfoe farmers to produce surplus which leads to
low household income and the export earnings ofcthentry (Issac, 2011). Buyers and sellers
tend to trade only with those they know to avoid tisk of being cheated. Trade is done on the
basis of visual inspection because there is noraisse of product quantity and quality, which

drives up marketing costs, leading to high consupniees.
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Furthermore, poor road and rail networks, inadegjyatized farms, poor storage facilities, lack
of credit, failure to enact land reform measureslufe to update traditional farming skills,
inadequate farming research budgets, failure tcstasedard weights and measures, isolation and
atomization of farming communities, and a poor aften inequitable marketing system
consisting of long chains of informal traders aratling companies has contributed as a hinder
for the growth of agriculture sector growth (Pe0911). Lack of proper marketing isn’t the only

problem, but also financial facilities and servi¢eslit, 2005).

As a result, in order to attain Agricultural Devetoent Led Industrialization goal of the country,
there should be surplus market oriented produc®nvell as efficient and effective marketing
system that will enable farmers or other produdergain the actual profit from what they
produce (ECX, 2008). Urgent need to move beyondtifgeprices right’ and towards ‘getting
markets” is needed, so as to address market fainising from imperfect information, contract
enforcement and property rights right (Gabre-MadtMezgebou, 2006). Ethiopian
Commodity Exchange is established through proclamatumber 550/99 in order to eliminate
market related problems and to facilitate, transpirefficient and innovative marketing system
to protect the interests of both producers and woess (Issac, 2011). In order to ensure positive
and long lasting relationship across different readctors, the existence of efficient, transparent
all inclusive market plat form including commercfatmers, small holder farmers, processor’s,
agents and traders is needed. Small holders gbndrale inadequate capital resources-
including physical and financial resources, butoaistellectual capital resources such as

experience, education and extension- that limiir thkilities to diversify production portfolios
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(Ayalew, 2013). The key long-standing challengehaf smallholder farmers is low productivity

from the lack of access to markets and credit (&kiel Abdul and Zuzana, 2010).

The paper intends to identify, analyze and assessnpacts made by Ethiopia commodity
exchanges on economic growth, development, andrgyoveduction, with a focus on the
agricultural sector and particularly on small holErmers. Despite the available literatures on
market deficiencies in Ethiopia, no prior liter&wvas conducted on opportunities of ECX for
small holder farmer, encounters of small holdemians in using the service and perspectives of

the exchange to improve the existing service.

1.3 Objective of the study

The overall objective of this study is to determihe effectiveness of Ethiopia commodity
exchanges as a means of improving small holderdestimkages to markets, and the advantages
in terms of new opportunities; market informatignades and standards, contract enforcement,
regulation, price discovery, efficient productiaand marketing; and challenges faced by the
farmers as obstacle for not taking the advantadeenéfit and its perspectives in improving the

current service.

The specific objective of this paper is:

» To assess the benefits of Ethiopia commodity exghdior small holder farmers in
reducing transaction costs, price transparency jamce discovery; and other new

opportunities that arise as a result of the esthbilent the exchange.
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» To identify challenges faced by small holder farsni@rusing the service of the exchange
and constraints that hinder the exchange from éargtixpansion.
» To examine the perspectives of Ethiopia Commodighange in improving the service

of the exchange to small holder farmers.
1.4 Significance of the study

There is very limited number of studies that hasnbeade on this specific area of study in
Ethiopia. The study will enlighten and contribute part in filling the knowledge gap in light of
the opportunities that has arisen as a result ef ébtablishment of Ethiopia commodity
exchange. Furthermore, to build awareness of théigos that commodity exchanges provide,
tackles faced by the small holder farmers in ushegservice of the exchange and constraints
embedding the pro-growth, pro-development symbiagisin exchange and in the economy as a
whole. In general, the research intends to genatate about opportunities, challenges and
perspectives of Ethiopia commodity exchange forlshwder farmers and their role in poverty
reduction. Hence, different stakeholders such asewgti and potential members, clients,
exchange administrators, researches, policy ma@smplementing bodies are expected to be
users of the outcome of this research for theipeesve decision-making with this regard.
Moreover, the study is expected to advance the ledge about the contribution of Africa
commodity exchange and can be used as referentteetacademic world by enhancing the
available knowledge in this area. It may also pevibaseline information for further research

regarding commaodity exchanges in Africa.
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1.5 Research Design & Methodology

1.5.1 Description of the study Areas

The study areas, LumeAdama cooperative union, 8autiRegion Farmers’ cooperative
Federation Ltd and Tigray Multipurpose MarketingdEmation Ltd are purposely selected
cooperatives and regional study areas becauseswfdiversified location and the presence of
diversified small holder farmers’ cultivation whicre believed to be helpful to better address
the objective of the study. Therefore, the samptall holder farmers that have been taken
varied based on their regional location and prodyeicialization. Southern Region Farmers’
cooperative Federation Ltd is located around Hawagy in the Southern Nations, Nationalities
and Peoples’ Region of Ethiopia. The city is loda2&0km south of Addis Ababa. The region is
known for its production of coffee. Tigray Multijpose Marketing Federation Ltd is located in
Northern Ethiopia Humera City, in Tigray Region Bthiopia which is well-known for its
sesame production. Humera city is found 977km nathAddis Ababa. LumeAdama
cooperative union is located around Mojo city ie Bromia Region which recognized for its

White pea bean production. Mojo city is located3ké south of Addis Ababa.

1.5.2 Sampling Design

A combination of probability and non-probabilitynspling techniques has been employed to
carry out data collection. A stratified random séng in which coffee, sesame and white pea
bean as a three strata has been employed. The ¢o#addvolume of mandatory traded

commodities since the establishment of ECX ApfIQ& up to recent budget closing month July,
2013 is 635,397.27 lots (a standard unit of measent). The percentage share of the

cooperative union out of the grand total is 1% 6883.23 lots. The percentage share of each
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mandatory traded commodity out of the total volui®@83.23 lots), that the cooperative unions
traded during this period, is 69%, 17% and 14% doffee, sesame and white pea beans
respectively. A total of 100 small holder farmersrev participated in this study. Therefore the
sample size vary, in which they are in proportioritte size of each stratum i.e. 69, 17 and 14
samples for coffee, sesame and white pea beansctegdy. The non- probabilistic purposive

sampling technique was employed to collect datenfemall holder farmers under cooperative
unions and dispersed small holder farmers. Henég &0the samples are collected from small
holder farmers under cooperative union and the28% samples are collected from dispersed
smallholder farmers. LumeAdama cooperative uniooytisern Region Farmers’ cooperative

Federation Ltd and Tigray Multipurpose Marketingl€eation Ltd, are selected cooperatives and

area of study in which the sample are taken.

1.5.3 Data collection Tools

The researcher is currently working in Ethiopia @aodity Exchange for more than one year
and half at the position of Clearing House Assist@amd Membership Assistant. Hence, the
researcher has adequate knowledge and better lalyilaof data on the area of Ethiopia
commodity exchange and its participants. The stwdg relied on primary and secondary
sources. The method followed throughout this papgquantitative and descriptive in nature. The
primary data is conducted using questionnaires iatetviews. Both closed and open ended
guestions were administered. The interview is cotetl from the staff of the ECX and other
concerned parties using unstructured form of imégvvquestions. The major sources of
secondary data include researches, publications laechtures organized on commodity

exchange.
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1.6 Scope of the study

The study is limited to smallholder farmers who aterently using the service of Ethiopia
Commodity Exchange and producing commaodities whiehmandatory traded i.e. coffee, white
pea bean and sesame. Due to financial, time asage#isource constraints, the study was limited
to and conducted on smallholder farmers’ communitiader the area of Southern Region
Farmers’ cooperative Federation Ltd, LumeAdama ecatp/e union and Tigray Multipurpose
Marketing Federation Ltd, which are located in HaayaMojo and Humera cities respectively.
The sample for dispersed small holder farmers ctate from the areas which are adjoining to

the above cities.

1.7 Organization of the study

The study is organized in to five chapters. Chapter one consists of the background, problem
statement, objectives, significance, methodology and scope of the study. Chapter two discusses
review of theoretical and empirical literature on Ethiopia commodity exchange and small
holder farmers in Ethiopia. Methodology and description of the study is presented in chapter
three. Chapter four discusses the finding of the study and empirical analysis. The last chapter

presents conclusion and recommendations.
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CHAPTER TWO-LITRATURE REVIEW

2.1 Theoretical Analysis

2.1.1 Conceptual and Theoretical definition of Commdity Exchange

Commodity Exchange is defined as a platform foraarged trade between multiple buyers and
sellers, or for facilitating transactions betweemaeodity producers and finance providers (AU,

2005). At its simplest, a commodity exchange seasially a way of organizing trade between

buyers and sellers on the basis of formalized rafesprocedures known and agreed upon by all
market participants and self-enforced by the membérthe exchange themselves who defend
the integrity of the market. The core principlean exchange is to create incentives for self-
enforcement by its members, the private marketractdthough an exchange also depends on

the regulatory and legal environment provided lgystate (Eleni, 2006).

lan (2011) explained that commodity exchange isopen and organized marketplace where
ownership titles to standardized quantities or wwa of specific commodities (usually

agricultural) are traded by its members for théigrds. According to AU (2005), the trade is

characterized in two major aspects: the first attaréstic is the exchange provides a fairly
comprehensive framework of disciplines within whtchde takes place: not only does it provide
a trading forum, but it also sets the rules antega to which those using the market have to
conform. Buyers and sellers do not intervene diyeah markets, but rather through brokers,
who, among other things, act as gatekeepers teytem by screening their clients. The second
characteristic is that there is some form of speeiion and standardization in the commodities

that are sold through the exchange.
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2.1.2 Basic Functions of Commodity Exchange

Commodity exchanges provide three basic functiprise transparency (everyone has access to
a neutral reference price); price discovery (demamdl supply developments are easily reflected
in price levels); and reduced transaction costss(gasier to find buyers or supply through a

centralized market place) (AU, 2005). The purpasased by a commodities exchange depend

in part on the nature of the specific contracts #éna traded (IFPRI, 2010).

Exchanges normally help to define better qualigndards, speed up the process of product
standardization, and improve the discipline in ierket place. Exchanges create incentives for
market participants to produce commodities that tmeeehange specifications, and behave
according to exchange rules. The main functiong @ommodity exchange as stated on AU

(2005) are briefly presented as follow:

» Firstly, one of the normal functions of exchange®iprovide security to the transactions
that take place on its trading platform, which nsliemuch easier for buyers in one
country to enter in to a commercial relation witpraviously unknown seller in another
country.

» Secondly, it enables buyers to discover new regiama international markets: the
supply and demand for African commodities will bewo visible for all, and the
exchange platform should then enable actual tréiesacto take place.

* Thirdly, it makes prices more transparent, sigmplito traders’ opportunities for
profitable price arbitrage through regional tradd allowing farmers to better chose their

cropping patterns to meet market demand.
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* Fourthly, an exchange will normally invest in ploai market infrastructure. For
example grading facilities, information systems aatehousing structures all of which
will facilitate long-distance trade.

» Fifthly, regionally integrated Commaodity Exchanggcifitates market information i.e.
poorly informed farmers and traders can get tramspanarket information price.

» Sixthly, they can reduce wastage in commodity trddeey can lead improved access of
producers, traders and distributors to commoditarice. As a result, they can reduce

market inefficiencies between regions or from os&ssn to the other.

2.1.3 Types of contract in commodity exchange

Spot Exchange -The exchange would function as a platform for jptatdrade for immediate or
nearby delivery (within 30 days or less). The ndrmadel would be for buyers and sellers to
appoint brokers who act on their behalf. The malaaatages of such exchange trade for its
users are that they trade with a larger marketaamdthus expect easier transactions and better

prices; and that trade takes place within a regdlanhvironment.

Forward Contracts — The most simple and primitive type of derivate@ntract is a forward
contract. It is a contract to buy a thing or seguat a prefixed future date. The feature that
makes it different from a spot contract is the\dsly period. In the spot contract, the delivery is
immediate to the contract where as in the casemwidrds; it is deferred to a later pre agreed
date. The typical usage of a forward would be sbimgtlike this: a processor has a confirmed
order of delivery of a product 3 months hence. pheessing will begin in two months’ time.

There is a price risk here: if the raw materiakfaa price rise, the business has to write a loss.
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Future Contracts - Futures have their origin from forwards. Theg arore standardized forms
of forward contracts and mostly through an orgashigetup such as an Exchange. A futures
contract is a contract between two parties to exgbassets or services at a specified time in the
future at a price agreed upon at the time of thdraot. In most conventionally traded futures
contracts, one party agrees to deliver a commaalitgecurity at some time in the future, in
return for an agreement from the other party to grayagreed upon price on delivery. The former

is the seller of the futures contract, while thigelais the buyer.

2.1.4 Smallholder farmers in Ethiopia

Ethiopia is a country located in the Horn of Afritais bordered by Eritrea to the north, Djibouti
and Somalia to the east, Sudan and South Sud&e tedst, and Kenya to the south. With over
85,000,000 inhabitants, Ethiopia is the most pamsili@andlocked country in the world and the
second-most populated nation on the African contin occupies a total area of 1,100,000

square kilometers (420,000 sq mi).

Ethiopia continued to maintain the double digitwtio rate which averaged 11.4 percent over the
last eight years. In the fiscal year 2010/11, @BP growth was 11.4 percent moderately higher
than the previous year’s growth of 10.4 percentsThgh economic growth, which is broad
based, placed Ethiopia among the top performingc&fr and other developing Asian countries.
Accordingly, Ethiopia’s real per capita GDP rosdX8D 392 from USD 377 a year earlier. The
resilience of the Ethiopian economy is projectectdntinue through 2011/12 and show 11.0
percent growth compared to 5.5 percent for Sub+aahAfrica and 4.4 percent for the entire

world (NBE,2012).
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Table 2.1: Sectoral Contribution to GDP and GDPv@o

Apriculture 39,728 44062 48225 51,843 55.141 59348 64.698
Sector Tndustry 11.402 12,561 13757 15.150 16.616 18.374 21.178
Services 33,312 37.747 43,534 50,519 57.576 63.084 73368
Total 84443 04,371 105517 117.514 129333 142 807 159244
Less FISM 630 895 1,018 1.323 1.489 1.619 1780
Real GDP 23 804 03 474 104 499 116,190 127.844 141.187 157,464
Growth in Real GDP 12.6 11.5 11.8 112 10 104 11.4
Real GDP per capita 1.3340 1,.441.0 1.553.0 1.664.0 1.764.0 19330 19464
: . = N a11
Share in GDp | AAriculture 4; 4 4; 1 46.: 446 131 42.0 —
(in percent) | Industry 136 134 13.2 13.0 13.0 13.0 :
Services 307 404 41.7 435 45.0 46.1 46.1
Growth in Real GDP per capita 9.0 80 78 7.1 6.0 96 83
Absolute Growth 13.5 10.9 94 7.5 54 7.6 9.0
. Contribution to GDP 4.69
Apriculture
£ne srowth 6.4 51 44 33 27 32
Contribution in 411
percent 50.8 445 36.0 200 776 30.8
Absolute Growth 04 102 9.5 10.0 99 10.6 15.0
Contribution to GDP 133
Industry growih 3 1.4 13 13 13 14
Contributicn in 134
percent 10.1 11.8 10.7 1.7 129 13.3
Absolute Growth 12.8 133 153 16.0 14.0 13.0 125
L. Contribution to GDP )26
Services srowth 5.1 54 6.4 70 63 6.0
Contribution in 456
percent 40.1 16.6 542 62.5 63.4 576

Source: NBE Bulletin report of 2012

Smallholder agriculture continues to play a keyerah African agriculture. In East Africa

through case studies of Kenya, Ethiopia, Uganda &adzania, these agriculture-based
economies, smallholder farming accounts for abd&up@&rcent of agricultural production and
over 75 percent of employment. However, contringiof smallholder farming, and agriculture

in general, to the region’s recent rapid growthimy2005 - 08 have remained limited.

Stimulating the agricultural sector, and in patécismallholder agriculture, is a precondition for

achieving high and sustainable growth, poverty ¢édo and food security in East Africa.
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Despite its enormous potential, however, the paréorce of agriculture (including smallholders)
has so far been disappointing. Ethiopia, for exanplffers from structural food insecurity
largely due to poor exchange of food across regems may remain so for the foreseeable
future. The government and international commuimtgrvene in Ethiopia through provision of

food aid.

African smallholder farmers can be categorizedhmnldasis of: (i) the agro-ecological zones in
which they operate; (ii) the type and compositibnheir farm portfolio and landholding; or (iii)
on the basis of annual revenue they generate feomifig activities. According to Adeleke,
Abdul and Zuzana, (2010), in areas with high pojaadensities, smallholder farmers usually
cultivate less than one hectare of land, which nmayease up to 10 ha or more in sparsely
populated semi-arid areas, sometimes in combinatitim livestock of up to 10 animals. Most
smallholder operations occur in farming systemshwite family as the center of planning,
decision-making and implementation, operating withinetwork of relations at the community
level. In this study, smallholder farmers, definea the basis of land and livestock holdings,

cultivate less than 2 hectares of land and own arigw heads of livestock.

Ethiopia is a country of smallholder agricultura.the 2000 cropping season, 87.4 % of rural
households operated less than 2 hectares; whetea&®wof them cultivated farms less than one
hectare; while 40.6 % operated land sizes of Ochane and less (Samuel, 2006). Recent growth
acceleration in Ethiopia and a few successful sdbess in other studied countries
notwithstanding, contributions of smallholder fangy and agriculture in general, to the region’s
recent rapid growth during 2005 - 08 have remailmited. The sector has so far failed to
provide the basis for development, including thitougdustrialization, in spite of a series of

reform attempts undertaken in the country (Adeléejul and Zuzana, 2010).
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2.1.5 Factors affecting smallholders market partigation

In most African countries the agricultural markgtisystems are characterized by high food
distribution margins and seasonal price variabilfgr instance, a spatial margin is quite high
23% in Ethiopia. Agricultural markets in most Afiit countries, they offer a means to address
others, such as reducing transaction costs, impgosiorage and easing access to trade finance.
Transaction costs are very high in agricultural kets in Africa. Small-scale farmers typically
face proportionally the steepest transaction caltthey look to participate in markets
(UNCTAD, 2009). Lack of formal quality/grading stiards creates uncertainty about the quality
and quantity attributes of goods being traded, a¢he need for physical sampling, which raises
the cost of transacting. Further, most tradersnatanvolved in seasonal storage or speculation
but operate on small volumes over short distarstesng their goods for less than a month. This
means that the stabilizing function that tradeay ph other markets through temporal and spatial

arbitrage is severely limited in African agricuimarkets (UNCTAD, 2007).

UNCTAD (2007) further noted lack of efficient stgeafacilities is one of the factors which limit
temporal arbitrage and contribute to high seasgmale variability. Storage management
capacity is also highly variable in many countiéesl lacks of formal grading standards make it
difficult to assure storability of the produce aslwas its valuation, thereby making
collateralization of commodities very difficult. tk of inventory credit limits the capacity of
traders to store while similarly discouraging proeits from holding inventories, as they are
compelled to sell the bulk of their output immedigitafter harvest, when prices are very low,
primarily to meet the cash needs of farm househdldaders tend to be reluctant to provide
inventory finance partly because of lack of tramepa systems of price discovery as well as

institutions and instruments for managing pric&.ris
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Small holder farmers under Cooperative Union

Cooperatives have well recognized immense developmetential in overall socio-economic
and other aspects of societal life. Farmers crieate supply and marketing cooperatives to help
them maximize their net profit. This requires beffective marketing of their products for better
prices as well as keeping input costs as low asilples The farmers recognized that they are
usually more efficient and knowledgeable as prodittgan as purchases. By selling and buying
in large volumes they can also usually achieveebatrices (Tilahun, 2010) Furthermore
Cooperatives help in transaction advantage and lmniolgi members’ effort and resources. They

ensure flexibility and adaptability to changing ketrsituation.

Highly organized Cooperative Unions are licensedexport directly without trading through
ECX. However, the cooperatives use ECX service mafdg standardization to sell at the
international market. Small holder farmers undesséhcooperative unions are better off even
before the establishment of ECX, since they cahtsdhe international market without private
exporters’ involvement. Even though it is not mdoda to trade through ECX, these
cooperative unions trade through ECX to sell thgproducts or buy commodities to export. On
the other hand, Cooperative unions with low finah@nd resource capacity use ECX to sell

their products to exporters and wholesalers agredient or member of ECX.

Currently there are 15 trading and intermediary ipencooperative unions trading in ECX
which accounts 4.6% of sit share. In the near &tLB cooperatives will be added in order to
raise the share of cooperative unions to 10% arabugage their participation by selling
membership seats at relatively fair price. As itindicated in the below figure, 95% of the

commodity is produced by small holder farmers anly 8% of the total commodity produced
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supplied through cooperative union, the rest wellsoipplied by wholesalers. Peter (2011) report
that of Ethiopia’s 28 million farmers, 26,000 areganized in co-ops and/or associations,

representing 18 per cent.

SMALLHOLDERS 95% ] STATE FARM COMMERCIAL (CF):

8%
.' -5 S 1
ASSEMBLERS CoOoPS EGTE |
L= | i
‘ WHOLESALERS (SURPLUS) J

i K e b s ks e e L —

i k 1 L d h 4 1
COMMODITY EXCHANGE WITH MEMBER-BROKERS I i

3. E EXPORTERS'} ’WHOLESP.LEI;S[DEF[CIT} J ]PROCES.SURS J lFOUD AlD AGENCBES}
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Figure 2.1: Forward and backward Market channelugh ECX, Source: ECX

2.1.6 Organizational structure of Ethiopia Commodiyy Exchange

The Ethiopia Commodity Exchange (ECX) is a newiatite for Ethiopia and the first of its

kind in Africa. ECX is the most recent Spot/Caslcte&nge in Africa, which began live trading
on April 24th 2008. The vision of ECX is to revatutize Ethiopia’s tradition bound agriculture
through creating a new marketplace that servesnatket actors, from farmers to traders to
processors to exporters to consumers. The ECXusigue partnership of market actors, the

Members of the Exchange, and its main promoterGibernment of Ethiopia.

ECX is run by a board representing farmer coopegatithe state-owned grain trading enterprise
and trading members. ECX creates opportunitiesufgraralleled growth in the commodity

sector and linked industries, such as transportlagidtics, banking and financial services, and
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others. The trading platform involves the use céroputcry but an electronic trading system is
being developed and is expected to be launchdtkeingar future. Coffee is the main commodity
traded by ECX but Maize, Wheat, Sesame and Beanslao listed for trading. (UNCTAD,

2007).

ECX assures all commodity market players the sbBcuhey need in the market through
providing a secure and reliable End-to-End system liandling, grading, and storing
commodities, matching offers and bids for commotligysactions, and a risk-free payment and

goods delivery system to settle transactions, wdeleing all fairly and efficiently.

ECX operating through open outcry or manual systesibeen the means by which exchanges
conduct open and competitive trading. The systamlues a method of communication between
brokers and their supporting professional staffusing and using hand signals to transfer
information about buying or selling orders on traing floor (also called a pit). There are three
bodies governing the ECX: (i) the Ethiopian Comntypdixchange Authority (ECEA) as a state
regulatory body, (ii) the Exchange, and (iii) tretional association of market actors. The ECEA
is a public institution, which approves and regegatontracts, membership, trading, clearing,
and other ECX rules. It safeguards the interestoofety. Its specific objectives are to promote
innovation, access to market information by all keamparticipants and fair competition among
markets and market participants; to deter and pteméce manipulation or any other disruption
of market integrity; to ensure the financial infegrof all transactions and the avoidance of
systemic risk; and to protect all market particigaftom fraudulent or other abusive trading
practices and misuses of customer assets. The EC&#ountable to the Prime Minister (Dawit

and Gerdien, 2010).
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Membership

ECX members are the core actors of the Exchangmefnbership seat is a permanent and
transferable right to trade on the Exchange. Memigan be any individual, company, public

enterprise, or cooperative that meets the memlgersuirements. Owners of membership seats,
or Members, are required to follow the Rules of Bxehange and thus maintain the integrity of

the ECX marketplace. Members are liable for thedaations they conduct through ECX.

There are two classes of membership:

*Trading Member (TM) trades only his or her ownaat

*Intermediary Member (IM) trades either on his er bwn account or on behalf of Clients

Members may also appoint Authorized Representativéiade or otherwise act on their behalf.

An Authorized Representative is an individual engplbas an agent or is staff of a Member.

There are 347 members currently trading in ECX. t®,634 clients are working under these
members. The type of business these members arg dod the type of commodity the clients’

trades are classifies as follow:

Table 2.2: Type and number of members engaged K EC

Type of business the members engaged No of members
Supplier 104
Exporter 155
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Wholesaler 17

Grain 58
Processor 6
Total 347

Table 2.3: Number of clients and type of commotliggled

Type of commodity No. of clients
Coftee 5,474

Sesame 6,004

Maize 34

Pea beans 1,122

Total 12,634

Source: ECX - Membership Data Base

A Client can be represented through an Intermedieynber (IM) or Limited Intermediary

Member. A client of an IM has the opportunity toyland sell all of commaodities offered by the
exchange. Clients have the right to submit to tlkehBnge Arbitration Tribunal any claims,
controversies or disputes initiated by the interimgdmember on the invalidation, performance

termination, or cancellation of the trade contract.
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The involvement of brokers helps assure deliverythef commodity sold by ensuring that
appropriate procedures are initiated for trangigrtiitle to the underlying commodity to the
buyer. They also guarantee payment to the sellenyring that buyers provide adequate funds

in accessible accounts for settlement of deals.

Membership requirements-If it is a member in addition to the membershipt gggce, the price

for which it won the seat auction; it pays an ahmnmambership maintenance fee of 8625
including the vat. In addition, for Trading memb&@0,000 birr and for Intermediary members
300,000 birr is deposited in accordance with heésglof membership as Security Guaranty Fund
(SGF is money deposited in the Exchange’s bankwetdo cash or CPO as safety in case of
failure to pay the payment) and Net worth of minimane million Ethiopian birr is required in
order to become Intermediary member. If it is ardj then all these costs are negotiable between
the client and ECX member and will need to be puthe client-member agreement. Other
requirements in order to become either a clienmember are business license, Commercial

registration certificate and competency letter appd by the Ministry of agriculture office.

Warehouse Operation

ECX offers an integrated warehouse system fromréloeipt of commodities on the basis of
industry accepted grades and standards for eadediraommodity by type to the ultimate
delivery ECX warehouses issue an Electronic GoasteRed Note and provide the depositor or
his/her representative with a signed print copye Hiectronic Goods Received Notes are not
negotiable, transferable or represent legal tdléhe deposited commodity. The depositor has to
get Electronic Warehouse Receipt issued by the BeHKtral Depository in order to establish

legal title to the deposited commodity.
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The ECX coffee laboratory is the first in Africalbe certified that it has met the rigorous quality
standards of the Specialty Coffee Association ofefina (SCAA). This internationally sought to
further enhance Ethiopia’s standing in the inteomatl The SCAA Lab Inspection &

Certification Program exists to promote SCAA'’s nossto recognize,

ECX warehouses provide the following services:

*Sampling, Grading, weighing and certifying of tp@in and coffee coming to each warehouse

using equipment provided by ECX according to ECtalelsshed standards

*Weighing, receiving and issuing Electronic Goodec&lved Note which matches ECX

automated system

*Recording system for incoming and outgoing gramal aaily stock position reports Proper
handling of the commodity at the warehouse (stagout stacking, bin no, inventory

management)

*Reporting system and formats for up-to-date infation exchange between ECX and the area

warehouses

*Maintain the quality of received products
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Table 2.4: Warehouse Capacity by Warehouse SitB4@s)

Distance
Commodity From
EFY 2004(2011/2012 | EFY 2005(2012/2013)
Type Addis
Warehouse Ababa
Sit Total Total
No of Storage No of Storage
Coftfee | Grain KM
warehouses | Capacity | warehouses | Capacity
volume volume
Addis
4 300,000 4 300,000 | x X -
1 | Ababa(Saris)

2 | Dire Dawa 2 58,000 2 58,000 X 515
3 | Hawassa 4 238,000 4 185,000 | x 273
4 | Jimma 3 169,000 2 228,000 | x 346
5 | Dilla 2 178,000 3 125,000 | x 390
6 | Bedelle 2 60,000 1 50,000 X 580
7 | Gimbi 3 300,000 1 300,000 | x 450
8 | Adama 4 138,800 4 185,000 |x 90
9 | Nekemte 2 100,000 3 150,000 X 330
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10 | Bure 5 224,000 5 215,000 410
11 | Humera 11 460,600 12 479,000 988
12 | Gondar 7 187,000 7 255,000 738
13 | Metema 4 250,000 3 250,000 888
14 | Assossa 1 50,000 1 50,000 685
15 | Soddo 1 72,000 1 60,000 329
16 Bonga 2 95,000 2 85,000 450
17 | Kombolcha 1 100,000 1 100,000 384
18 | Total 58 2,980,400 56 3,025,000
Source: ECX

Trading Operation

Transaction orders for sales and purchases in atdndt sizes of standardized commodity
grades (referred to as contracts) are recordedrdarQickets. The ECX automated back office
system ensures the existence and validity of theelddmise Receipt backing the sale, the
availability of buyer funds in a deposit accounthdawhere applicable the validity of the

Member-Client agreement. This automated reconidhatakes just minutes and is key to giving

all market players confidence in the market.
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Market Data

The ECX Market Data strategy involves harnessing plower of modern information and
communication technologies (ICTs) to empower altketactors, including smallholder farmers
to access markets more efficiently and profitadlize key market dissemination channels at
ECX are rural based Market Information Tickers, ifephone Short Messaging Service (SMS),
Interactive Voice Response (IVR) service, Mass meV, Radio, and Newspaper) and

Website (www.ecx.com.et).

Tickers-ECX envisages disseminating its market informmatloring on and off trading hours to
200 strategically selected regional market sitessscEthiopia. The ECX Electronic Displays are
transmitting real time (under 4 seconds) pricesalbfcommodities traded on its platform.
Currently, the electronic displays are operatidna2l locations Such as 6 Coffee sites: Addis
Ababa, Nazareth, Shashemene, Awassa, Nekempte aJiDine Dawa, Harar, Gonder, Bahir
Dar, Dessie and Mekelle. ECX plans to rollout #0Rers by end of 2002 E.C of which, 40 new

tickers in critical market sites by the end of tyesr.

The Mobile Phone SMS SMS is text messages sent and received withlempbones. ECX is

harnessing this technology to disseminate markitrimation and intelligence. ECX is the
process of developing an SMS market informationBtisiopia’s mobile phone service provider.
The SMS system will allow anyone from anywhere he tountry where the mobile phone
network exists can in easy steps access markeesprmommodity related news headlines,

weather forecasts, and other relevant market irdGon.

The IVR System-The ECX Interactive Voice Response (IVR) systeamaifully automated

telephone based system that will allow stakeholtieescess price information 24 hours a day, 7
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days a week. Once it goes live, the IVR system bmyn accessed using mobile / wireless /
fixed line telephone network which makes criticadriket price information within the reach of
stakeholders located in all parts of the countrige TVR system features a voice menu that
disseminates real —time and historical (up to 7sylgyice information in Amharic, Oromiffa,

Tigrigna, and English languages.

The Website-The ECX website (www.ecx.com.et) provides reaheti market data on all
commodities traded. It also provides historical agatesearch, news, graphs, contract

specifications and other key information. Media (Radio, and Newspaper):

ECX is disseminating market information on dailysisavia radio, television and newspaper.

Prices are disseminated in Amharic, Oromifa, Soanadi English languages.

Table 2.5: Market information disseminating chelsn

Media Disseminating Time

ETV Daily at 8:15pm

Ethiopia National Radio Daily at 1:00pm and 8:00pm

Sheger FM 102.1Radio

Daily at 6:00pm

Addis Zemen Newspaper Every Wednesday
Ethiopia Herald Newspaper Every Wednesday
Fortune Newspaper Every Sunday
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Capital Newspaper Every Sunday

Source: ECX

Market Intelligence

*Market Bulletin- ECX provides a summary of price comparisons Wittal and international

prices; analysis and market developments via itsklyemarket bulletin. The analysis includes
graphs, commentary and research on internationakats|a and commodities traded on its

platform.

*Market Hotline- ECX provides real time market information andlated international market

prices for ECX members via a dedicated telepharee li

*Info Center- ECX info center provides a variety of marketoimhation such as, daily domestic
and international prices, market trends, productiod weather forecast, market related news and

events, etc.

Compliance

The Compliance Division is responsible for formirgtand enforcing the Rules of the Exchange
and all other relevant laws affecting the operatadnthe Exchange. To achieve this broad
objective, the Rules of the Exchange establish seyarate units with specific mandates. These
are: (1) Rules and Regulations; (2) Compliance Mwimg and Investigation; (3) Discipline and
Enforcement; and (4) Arbitration Tribunal. The Cdiapce Division also serves the official
liaison with all local and international regulatdnpdies and provides overall legal counsel to

divisions of the Exchange on the proper and soysdation of the Exchange.
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Clearing House

ECX’s zero default, fast and efficient Clearing aBdttlement department assumes Central
Counter Party (CCP) risk for all members tradesedtablishes the net obligations of each
member, informs the members of their daily net gdilons and transfers cash funds and

commodity ownership among members.

Currently, there are 11 banks working in collaboratvith ECX; these are Commercial Bank of
Ethiopia (CBE), Dashen Bank S.C, Awash Internatiddank S.C, United Bank S.C, NIB
International Bank S.C., Wegagen Bank S.C., BanlAlyssinia S.C., Oromia International

Bank S.C., Lion International Bank S.C., Constmutti& Business Bank S.C. and

Cooperative Bank of Oromia S.C.

2.1.7 Mandatory Traded Commodities in ECX

Coffee, Sesame and pea-beans should only be thadedjh ECX in order Export. Nevertheless,
highly organized and financially strong cooperativgon can directly export without trading

through ECX.

COFEEE- Coffee, Ethiopia’s largest export crop, is the lmmie of the Ethiopian economy.
Ethiopia is probably the oldest exporter of coffieeghe world. In 2005 it was the sixth largest
coffee producer after Brazil, Colombia, Vietnamddnesia and India, and the seventh largest
exporter worldwide. It is the largest coffee progluand exporter in Africa. Historically coffee

accounted for over 60 per cent of Ethiopia’s tetgbort revenues (Nicolas, 2007).

Two coffee species Coffea Arabica and Coffea R@bustcanephora are currently used for

commercial purposes. Coffea Arabica contributesuabeer 90% of the world production and
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also this is the species Ethiopia uses as commddlitinternational and local market. Arabica
coffee still grows wild in the forests of the sowtlkestern part of Ethiopia, which remains an

important source of genetic resources of the wooffee industry.

Coffee has been growing in Ethiopia for thousantig/ears, in the forests of southeastern
Ethiopia. Typically, coffee is grown at mid-altied- between 1,300 and 1,500 meters — but it
can adapt to conditions above or below that rafige. coffee berries are typically picked by
hand. The flesh of the berry is removed beforebtrey is fermented. After it has been dried and
sorted, the coffee is roasted prior to being coreximmmost frequently as a beverage, but also as
an ingredient in other foodstuffs. Ethiopia proessslominantly through sun drying and wet

processing method using fermentation process.

1 National coffee production, 2006/7
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Figure 2.3: The volume of coffee traded in ECXan;tSource: ECX (2013)
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Figure 2.4: The value of coffee traded in ECX imrBSource: ECX (2013)

PEA BEANS- White pea beans are grown in Ethiopia during te@ssns, the short rainy season

in the spring and the longer rainy season in threnser. It is not locally consumed crop; more
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than 90% of the harvest is sold for export marki&tny small holder farmers are engaged in this

crop production.

White pea beans produced in many parts of Ethigpiamia, SNNP, and Amhara are the main
production areas. Other regions are also produsigrgificant amount. Through different white
pea beans varieties are distributed for farmersigmer yield and improved quality, the product
mainly classifies on its shape and size. Roundflan@dhapes are the main category of white pea
beans. But each category also has further claaggdit based on its size. The size of white pea
beans classified as A, B and C. Class A white s size ranges from 4.0 mm to 8.0 mm.

Class B is above 8.0 mm and class C is below 4.0 mm

Fig. 2.5 Haricot Bean

Several varieties of them are consumed in SNNPRtelEa Hararge, and Western Ethiopia
usually mixed with other cereals. Pea beans aré be#ed, fried, or in the form of soups. It is
also milled or grounded to make stews. In receats/éhe white pea beans have got major share

in the countries pulse export.
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Currently, almost all white pea bean products passugh ECX before they reach to exporters.
Therefore the quality of this product depends andtandard requirements of ECX. The quality
of white pea beans is collection of features araratteristics of a product that contribute to its
ability to meet given requirements. These requireare Cleary stated in the contract

document.

Table 2.6: The Trade Performance of Pea Bean, inrntons and Value in Dollar

Volume Value
2010/11 40,594 23,384,831.46
2011/12 63,929 31,319,814.35
2012/13 82,683 88,425,713.99

Source: ECX Database (2013)

SESAME

Sesame cultivates in many parts of Ethiopia. Orpérahara&Tigray, are the main production
areas. SNNP, Gambela, Benishangul and other regienslso producing significant amount.
The product classified mainly on color, whitish aeddish colors are the main colors. It is also
observed black color sesame in some areas. Thok btslor sesame cannot find at the market.

Producers are using this sesame for their own edibproduction.

Whitish sesame also has two categories; Humera/@orahd wollega type sesame.
Humera/Gonder sesames are cultivated at Tigray&Aeheegion of north Gonder.
Humera/Gonder sesame is brighter in color andilitsootent varies from 43-48% by weight. All
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other sesames except the above areas are clasaHi®tollega type. It is not as whitish
Humera/Gonder type and its oil content is-52% by weight. Currently, all sesame s
products passhtough ECX they reach to exporters. The qualityse$éame is collection
features and characteristics of a product thatrikie to its ability to meet given EC

requirements. These requirements are stated setf@me contact docume

Figure 2.6 sesame seed

Table 2.7: The Trade Performance of Sesé&/olume in Tons and Value in Doll

Year Value Volume

2008/09 105 180,306.23
2009/2010 405 580,941.64
2010/2011 224.819 311,446,629.21
2011/2012 302,716 351,250,176.59
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2012/2013 215,229 300,898,431.56

Source: ECX Database (2013)

2 .2 Empirical Analysis

2.2.1 Empirical Analysis on specific African Countres

There has been growing interest in promoting comiyaEkchanges in Africa since the early
1990s when agricultural marketing systems wererdiieed. Ghana, Nigeria, Kenya, South
Africa, Uganda, Zambia and Zimbabwe are among Africcountries where agricultural
commodity exchanges were established in the 1990past of reforms to modernize and
improve the performance of agricultural commoditgrketing systems after a general scaling
back of the pervasive interventions by the statupply of farm inputs, provision of agricultural
credit and produce marketing systems (UNCTAD, 200Fhe only successful African
commodity exchange that has been created duringitha is in South Africa. Three regional
initiatives in West Africa also had no success.gbneral, more than twenty initiatives have
failed in the past ten years or so (although samtmiives are still ongoing and it is perhaps too

early for a definitive judgment) (AU, 2005).

As stated on Nichols and Jayne (2011), the thr@agpy constraints to the development of
vibrant commodity exchanges in the region are:n{grket size; (ii) weak infrastructure and

underdeveloped financial services; and (iii) laEkwupportive legal and regulatory frameworks.

2.2.1.1 Zambia Commodity Exchange (ZAMACE)

The Zambian agricultural commodities exchange veabéished in 2007. Its main traded item

has been wheat, followed by maize and soya bedres.siudy prepared by Nichols and Jayne
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(2011) which aims at finding constraints to the elepment of Zambia Commodity Exchange
(ZAMACE) concludes the following six factors impetiee volume traded on the ZAMACE
exchange. First, Zambia’s commodity markets awrgradierized by a high degree of risk and
uncertainty associated with contract non-compliasterking, and opportunistic behaviors by
some actors. Second, there are very few true contynbdokers in Zambia due to weak
incentives to invest in the creation of brokeragad. There is ambiguity that whether the broker
truly acting as a broker or trying to get the higthgrice for the farmer, or is he actually tryig t
buy low from the farmer in order to maximize prsfifThe third factor is that thinly traded
markets increase the cost of participation relatwetraditional trading systems. The fourth
central factor is related to market participantergeptions that because of market thinness,
individual actions on the exchange can move pri€hs.fifth factor concerns the financial sector
has “no confidence” in the exchanges; as a resutk® have not actively participated in the
exchange as brokers or encouraged their clientseothe exchange when selling or procuring
commodities. The sixth factor is the ad hoc andredigtable nature of government intervention
in commodity markets. The Zambian government fratjyeimposes trade bans, changes in
import tariff rates, and the release and/or accatian of stocks at prices very different from the
market, all of which have major effects on marketgs. As a result of the above reasons
ZAMACE hadn't attract sufficient market size, bathterms of volume of trade and number of

participants.

2.2.1.2 Uganda Commodity Exchange (UCE)

Uganda Commodity Exchange Limited (UCE) is a coap®rentity registered in 1998 through
the initiative of private sector players with folounding shareholders namely, the Ugandan

Cooperative Alliance, Ugandan Coffee Trade FedmmatNational Farmers’ Association and
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Commercial Farmers Association. The UCE becameatipeal in 2002. The commodities
currently traded at the exchange are coffee, sesaraize, beans, soya beans, and rice with
guantity specification of minimum 10 tons per lar fevery commodity. The commodity
exchange is linked to the Warehouse Receipt SyatellJCE has been delegated the regulatory
function of warehouse receipts. Standards are ba@vgloped to ensure that farmers produce
what the market requires to avoid wastage thateatlyr characterizes production of rural

producers (Dawit and Gerdien, 2010).

2.2.1.3 Zimbabwe Agricultural Commodities Exchang€ZIMACE)

The Zimbabwe Agricultural Commodities Exchange (AGE) was established in 1994 and its
member-shareholders were mainly producer assosgtimillers, major grain traders and the
state owned Grain Marketing Board (GMB). It was asa private operation funded by fees
from members and commissions. The main commoditiaded were maize, wheat and
soybeans. Daily trading sessions were held onltioe 6f the exchange, using open outcry and
trading was through appointed brokers. Standard AA® warehouse receipts issued for
deposited commodities and formed the basis ofrigadn the exchange. By 2001, the value of
contracts traded by ZIMACE was about US$500 millierthe success primarily due to the
integrity of the underlying systems that guarantesglivery and payment. Apart from

JSE/SAFEX, the ZIMACE was the most successful speti agricultural commodity exchange
in Africa until 2004 when the Government of Zimbabwmtroduced strict controls in the grain

trade and consequently banned it (UNCTAD, 2007).
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2.2.1.4 Kenya Agricultural Commodity Exchange (KACB

The Kenya Agricultural Commodity Exchange (KACE)aigrivate sector firm that has been in
operation in Kenya since 1994. KACE has been arortapt private sector initiative that has
made significant contributions to agricultural metrkg in the country, and to smallholder
farmers in particular in two ways: linking produsend buyers of agricultural commodities, and

provision of market information for commercial astavithin the subsector.

Mukhebi (2004) in his study implied the major ckaljes KACE faces consist of poor quality of
produce that farmers deliver combined with the that most small-scale farmers find it difficult

to deliver in bulk which is ideal for an exchangegst of the commodities in Kenya are heavily
regulated by boards and are grown and marketed engironment of struggling cooperatives,
which are inefficient, mismanaged and have cumlimeesoternal bureaucracies; fragmented
markets, government intervention and significafrastructural deficiencies are mentioned. As a
result trade through KACE has always been minimalovercome the stated challenges, KACE
is supporting smallholder farmers to organize thelues into marketing associations in order to

cost-effectively access market and informationises/provided by the exchange.

UNCTAD (2007) states KACE major achievements hagenbin collecting and disseminating
market information as well as operating an eleatrdulletin board through which sellers and
buyers “advertise” commodities they intend to s&il buy. KACE has not instituted any
standards pertaining to grades and minimum lotssamed has no designated warehouses as

licensed delivery locations.
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2.2.1.5 South Africa Futures Exchange (SAFEX)

The South African Futures Exchange (SAFEX) washdistzed as a financial futures exchange
in 1988 after South Africa’s financial liberalizati in the 1980s. The Agricultural Markets
Division (AMD) was established in 1995 as a semadivision of SAFEX (UNCTAD, 2009).
SAFEX was, and remains, the only active commodityres market not just in South Africa but
on the entire African continent. The standardsiaés per contracts are 100 tones of maize, and
50 tones of wheat and sunflower seeds and 25 taresybeans. On the average, SAFEX trades
futures and options contracts representing abo0{0RP0 tones of maize per day. Currently
JSE/SAFEX disseminates all its price informatiomatcost. This includes end-of-day files, and
delayed prices from the trading system every 15uites as well as all price-history and
physical-delivery information. Industry represeitas have suggested that almost all farmers
are aware of JSE/SAFEX prices, as they are uséldealsasis for pricing in physical contracts.
Indeed, because contracts are deliverable on @ badis, the JSE/SAFEX near-month price is

also used as the effective spot rate in the Sotribak grain market (UNCTAD, 2007).

2.2.1.6 Ghana Commodity Exchange (GCX

Between the late 1990s and early 2000s, there n@ative to establish commodity exchanges
and related market institutions in Ghana. The ptensoof Accra commodity exchange were
unable to actively engage other stakeholders imptmg the exchange which failed to take off
and did not record in any formal trade in commaeditilt is not surprising that the initiative were
unsuccessful because the promoters were unablesttaips the basic prerequisites for an
exchange. They did not install transparent tradipgstems, had no registered brokers, lacked

robust rules and procedures for contract enforcérasmwell as dispute resolution and did not
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institute a trusted clearing and settlement systamthermore, they lacked a credible delivery
system. Hence, they can be described as exchamf§gsnoname as they lacked the essential
institutional infrastructure to facilitate exchargased transactions and therefore attract market

player (UNCTAD, 2007).

2.2.1.7 Abuja Securities and Commodity Exchange (ASE)

The Abuja Securities and Commaodity Exchange (AS@&3 originally incorporated as a Stock
Exchange on June 17, 1998. It was converted irdonamodity exchange in August 2001. The
ASCE is wholly owned by the Federal Government ofidda as a parasternal under the
Ministry of Commerce. It has three categories ofrtbers, namely: Ordinary members, Trading
members and Institutional trading members. The osinp and management of ASCE are
completely separated from the rights of memberscoAting to UNCTAD (2007) report the

ASCE operates within a clearly-defined regulatorgnfework involving oversight of the

exchange and its trading members by the Nigeriar@ess and Exchange Commission (NSEC).
It has basic institutional infrastructure includiag electronic trading platform, a bank-based
clearing and settlement system and dispute resaligystem which appeared to have worked

well with no major complaints from market actors.

2.2.2 Empirical Analysis on ECX

There is limited number of research made regar&i@X. The study tried to review some of

available research studies in this area.

According to Peter (2011), in his research to daeitee the effectiveness of newly developed

commodity exchange in Zambia, Kenya, Uganda, Makavd Ethiopia, the system has failed to
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achieve the objective to address the primary gbahproving market system in the other four
countries with the exception of Ethiopia. The studyther states ECX is developed very
differently from the systems in the other four coigs, for instance the mandatory commodity

component is considered as one of the reasonkdauccess of the Exchange.

In reviewing factors affecting smallholder cofferher’s participation in ECX, Ayalew (2013)
noted, in adequate access to basic infrastructacdities and services such as road, electric
power and telecommunication service has limited|kmlders from maximizing the service
provided by the exchange. The study further stdtes participation is limited by factors that
emanate from their nature and dynamics of the nmodearket platform establishment by the
exchange, such as strong competition for membessap settlement guarantee fund, net worth

capital requirement and trading fees and charg&C.
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CHAPTER THREE- Research Design and
Methodology

3.1 Description of the Study Area

For this study purpose, smallholder farmers, isngef on the basis of land and livestock
holdings, cultivating from 2 up to 10 hectares afid. The selected cooperatives and regional
study areas are believed to be helpful to bettdresms the objective of the study because of their
diversified location and presence of diversifiedalirholder farmers’ cultivation. There are 15
trading and intermediary member cooperative unmmsently trading in ECX. From this, three
cooperative unions were selected for the studygeapThe sample small holder farmers that

were taken varied based on their regional locatiwh product specialization.

Southern Region Farmers’ cooperative Federationidtibcated around Hawassa city in the
Southern Nations, Nationalities and Peoples’ RegibBithiopia. Hawassa is found on southern
Ethiopia, on the shores of Lake Awasa in the GRetitValley. Located 270 km south of Addis
Ababa via DebreZeit, 130 km east of Sodo, 75 knthnof Dilla and 1125 km north of Nairobi,
Hawasa is the capital of the Southern Nations,ddatities, and Peoples Region and is a special
zone of this region. The city lies with a latitualed longitude of 7°8l 38°28E: 7°3N 38°28E

with an elevation of 1708 meters.

Tigray Multipurpose Marketing Federation Ltd is &ed in Northern Ethiopia Humera City, in
Tigray Region of Ethiopia which is well-known fdsisesame production. Humera is a town and

separate woreda in northern Ethiopia, near the dmsradf Sudan and Eritrea. Located in
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Mi'irabawi Zone of the Tigray Region, this town hkditude and a longitude of 14°N8

36°37E.

LumeAdama cooperative union is located around Madjy in the Oromia Region which

recognized for its White pea bean production. M@jiso transliterated as Modjo) is a town in
central Ethiopia, named after the nearby Modjo Rikecated in the MisraqgShewa Zone of the
Oromia Region, it has a latitude and longitude &9\ 39°5E with an elevation between 1788

and 1825 meters above sea level. It is the admatile center of Lomeworeda.

3.2 Sampling Design

The method followed throughout this paper is quatitie and descriptive in nature. Both

probabilistic and non-probabilistic sampling tecjues were used. A stratified random sampling
on coffee, sesame and white pea bean as a tha¢e Isais been employed. The sample size vary,
in which they are in proportion to the size of eattatum i.e. 69, 17 and 14 samples for coffee,

sesame and white pea beans respectively.

The non- probabilistic purposive sampling techniguees employed to collect data from small
holder farmers under cooperative unions and dispesmall holder farmers. Hence, about a total
of 100 samples were administered in which 80% efgamples are collected from small holder
farmers under cooperative union and the rest 20%pkes are collected from dispersed

smallholder farmers.

3.3 Data types and sources

The research is conducted through collecting data both secondary and primary data sources.

The primary data are collected from selected fasmamder cooperative unions, dispersed
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farmers, suppliers (brokers) and ECX staffs. Bolbsed and open ended questions are
administered. The interview is conducted from ttadf ©f the ECX and other concerned parties
using unstructured form of interview questions. Thajor source of secondary data is a study
made by the United Nations Conference on Tradelzdlopment (UNCTAD) on emerging
Commodity Exchanges comprising leading exchangefvef developing countries — Brazil,

China, India, Malaysia and South Africa.

3.4 Data collection tools

The first phase of the questionnaire was aimedstess the size of land and the type of
commodity that the respondents cultivate. The sg@irase of the questionnaire was planned to
capture information on respondent access to mank&tmation, access to storage facilities and
access to credit facility. The third phase of thegjionnaire is open ended type and seeks to find
out challenges in using the services. The dataecidn was managed by designated experts,
working in ECX at position of Product Developmemtesialist and Member Development
specialist, who have extensive experience on awaeercreation and client development.
Brokers who buy the commaodity from dispersed fasriggive also participated in distributing

the questionnaire.
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CHAPTER FOUR- Results and Discussions

4.1 Impact of ECX to the Economy

Market development —ECX enables greater market flexibility and morkceint geographical

mobility of goods (national integration of market§onsidering the geographic dispersion of
surplus and deficit areas of the country and the rmfrastructure, Addis Ababa is a logical
center for the domestic grain market. Thus, Addimba constitutes the primary reference
market for the country, as the focal point in whimhyers from deficit areas meet sellers from

surplus areas.

Enhance transparency of trade opportunities-ECX minimize transaction cost, decrease long

supply chain of brokers and collectors and squeeaegent seeking intermediaries from supply
chains. A commodity exchange can create marketgroyiding a forum in which multiple
buyers and sellers trade commodity-linked contrde@®X has reduced the costs associated with
finding a buyer or seller with whom to transact.n@oodity exchange helps to reduce factors
including distance, more pronounced informationnasietries, and barriers to trade, divergent
business practices, and cultural and linguistited#inces. The establishment of primary market
at regions is also considered as one indicator afket development that aims to eliminate
unnecessary actors from the value chain so thateiar and legal traders will benefit from the

transaction.

Reduce seasonal price volatility The arrival of goods to market becomes more baldnc

instead of having commodities arrive in large. &é&nt price formation for agricultural
commodities can lead to an increase in the alleeafficiency of the agricultural sector. Prices

typically act as a signal that informs the commggitoduction, purchasing and investment
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decisions of sector participants. Therefore, asimyibecomes more reflective of the underlying
supply/demand fundamentals in the sector, so tbesisions lead to more efficient outcomes

that can increase the net welfare gains to seeiicjpants.

Increase government tax revenueOne of the impacts of the commodity exchange ® th

economy is in reducing tax invasion. The net obiagaissued by ECX states, TOT, withholding
and VAT obligation of the traders which is directigported to the Ethiopian Revenue and

Customs Authority.

Increase Employment The establishment of ECX creates new job oppdstuior more than

600 employees at the Addis Ababa head office agwmal warehouses. Moreover, it has open

new business opportunities for its member tradetegal brokers.

Enhance ICT Infrastructure - ICT has the potential to increase the speed dindeacy of

market performance, and to reduce the costs ohwelexpansion and new product development.
Relevant and timely market information packaged delivered by low-cost technology based
systems can improve the competitiveness of smakidlarmers in the market place for better
prices (Mesay, 2007). Furthermore, ICT can enakthanges to overcome the market-access
barriers faced by small-scale farmers that are ezhiy geographical distance and deficient

physical infrastructure.

Facilitates export promotion-As a result of the establishment of ECX, buyeosnf abroad

have access to standard price index and gradematmn through ECX website, Bloomberg and

Reuters international medias about export commexitiaded in ECX. Therefore, ECX has its
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own impact in developing and upgrading the confidenf foreign buyers. Moreover, ECX

reputation and success can be considered as amannfacilitating export promotion.

Enhance sectorial _integrationSince ECX ecosystem compiles Government Organizstio

(Ministry of Trade, Ethiopian Revenue and Customthdwity and Ethiopian Commodity
Exchange Authority), Exporters, Cooperatives, Whalers, Commercial Farmers and Banks, it
enhances the transparency of export items and @gwttong integration between Agriculture

and Trade sector as a whole.

4.2 Opportunities of ECX for small holder farmers

Totally, 100 household heads were considered is #tudy. The respondents have been
classified under two groups as small holder farmgrsuped under cooperative unions and
dispersed smallholder farmers grouped under noperatives. About 55% of coffee sample
were taken from Southern Region Farmers’ Coopexafigderation Ltd, 14% of the sesame
sample were taken from Tigray Multipurpose Markgtifederation Ltd, 11% of Pea Beans
sample were taken from LumeAdama cooperative uarehthe rest 13%, 4% and 3% of coffee,

sesame and pea bean respectively were taken feparded farmers as it is shown in Table4.1.
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Table 4.1 Summary statistics of sampled small hdlakeners

Southern Region | Tigray Multipurpose LumeAdama Dispersed
Farmers’ cooperative| Marketing cooperative uniorn Frmers (Non-
Federation Ltd Federation Ltd Cooperative)
Coffee 55 14
Sesame 14 3
Pea Beans 11 3

Source: Compiled from primary data by the researche

The total composition of farmers (both grouped undmoperatives and non-cooperatives) in
terms of commodity they cultivate, are 69 for ceff@a7 for sesame and 14 for pea beans. The
farm size of sampled farmers varies from 2 to 16tdre and the average farm size for these

sampled farmers is found to be 4 hectare.

4.2.1Basic Functions of Commodity Exchange in relan with small holder

farmers

As it is discussed in the literature review, ECXisdel is the first of its kind in Africa with its
integrated system of central trading, warehousprgduct grade certification, clearing and
settlement, compliance and market information dmssation. We tried to examine the
opportunities of ECX for small holders’ farmers &don the three basic functions of exchange

comprising price transparency, price discovery i@uiicing transaction costs.

Price transparency enabling everyone to have access to a neuteerede of price all over the

country is one of the primary aims of the excharfgéce information considered as key for
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bargaining power. As stated in the statement ofpitodlem, before the establishment of ECX
because of market information deficiencies the &argg power of small holder farmers was
weak. According to the data in hand, 20% and 75%espondents respectively strongly agree
and agree their bargaining power and income hageeased as result of ECX. On the other

hand, it was conveyed that 5% of the respondeptzrted reversely as indicated in Table 4.2.

Table 4.2: Improvement in income status and banggipower

Frequency Valid Cumulative Percent
Percent
Strongly agree 20 20.0 20.0
Agree 75 75.0 95.0
Disagree 5 5.0 100.0
Total 100 100.0

Source: Compiled from primary data by the researche

The finding of this study implies farmers bargagipower has improved as a result of the
establishment of the exchange. Farmers are mooemetl about market and price information.
The price transparency has empowered participantaegotiating and enforcing contracts.
Consequently, their income has been improved bgivew better price from intermediaries
because of access to neutral & impartial refergmaze. Price transparency has also enhanced
farmers in order to minimize risk. It enables thearhold their commodity until price level is

good.
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Reducing Transaction Cost One of the basic functions of commodity exchaisgeeducing

transaction costs by offering services at lower tCibgn that which participants in the

commodity sectors would incur at the traditionakked.

Transaction costs are related to conducting ordinating market transactions between actors,
such as the costs of searching for and screenitigdang partner, the costs of obtaining
information on prices, qualities and quantitiesgobds, the costs of negotiating a contract, the
costs of monitoring contract performance, and th&scof enforcing contracts. Most of small
holders’ farmers in Ethiopia are found in remoteaarproducing small volume of commodity in
fragmented land.Small holders’ farmers were victohsigh transaction costs of searching and

of holding working capital during search.

Primary Market Centers (PMCs) were establisheddfh0211 to encourage legal trading and
improve the quality of the coffee brought in to tharket. It was designed in order to minimize
long supply chain of brokers and collectors so tudfee growers and legal traders will benefit
more from the transaction. Primary market centees autside ECX boundary considered as
primary market place aiming coffee, sesame andbgaa growers to benefit more from the

transaction. Primary Markets Centers are marketegldound at nearby distance, for those
farmers producing lower volume of commodity (beldlae minimum standard set by the

exchange) and found at remote areas. AccordingeterR2011), the primary markets were

planned to have a quality manager, to test theymtsd a security guard and storage capacity.
The plan was to have 100,000 primary markets, abrtb farmer has to travel more than seven
kilometers to reach one. The centers are playingngortant role in restructuring transaction as

they target removing some unnecessary actors inaloe chain.
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As we can observe from table 4.2, 94% of farmedeuigroup cooperative union agree the cost
of trading through ECX is fair. However, 6% of respents grouped under cooperatives and
35% of non-cooperatives respond disagree indicatiag the cost of trading through ECX is

affordable. In addition, according to the survegule about 65% of the respondents grouped

under non-cooperative strongly disagree the costdfng trough ECX is fair.

Table 4.3 Cost of trading through ECX

Strongly | Agree Disagree Strongly
Agree Disagree
Cooperatives - 75 5 -
(Frequency)
Percentage - 94% 6% -
Non-Cooperatives - - 7 13
(Frequency)
Percentage - - 35% 65%

Source: Compiled from primary data by the researche

The respondent under group non-cooperatives reteatigshey sell their products at the nearby
Primary Market Centers since ECX service is undfibie and inaccessible to trade directly in
the exchange. On the other hand, respondents gtaumier cooperatives states by selling their
products in large volume they can access the sepfifectively by marketing their products for

better prices as well as keeping input costs asapossible.
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Price discovery- the other basic function of commodity exchangePige discovery. Price

discovery implies to the mechanism through whicicgs come to reflect known information
about the market. The price level established @dpen market can therefore represent an
accurate depiction of the prevailing supply/demaitdiation in the underlying commodity
markets. Rewarding quality products allow thosgBvacfarmers in the commodity sector to

commit investment that yield long-term gains anghker-revenue crops (UNCATD, 2009).

Price dissemination, reduced information asymmetaied improved farmer returns can benefit
farmers who are vulnerable to receiving sub-optiprades. Information disseminated by the
exchange can therefore reduce the information agtnies that privilege intermediaries, and
can empower participants in the commodity sectorai@ better decisions in light of a more
accurate understanding of market conditions. Mageat helps the farmers to decide when the

optimal time is to deliver goods to market (UNCATZD09).

Table 4.4 Market price disseminating channels fodld by respondents

Valid Frequency Percent Valid Cumulative Percert
Percent

Radio 1 1.0 1.0 1.0
TV, Radio, SMS &

23 23.0 23.0 24.0
Price
Word of Mouth 3 3.0 3.0 27.0
SMS 23 23.0 23.0 50.0
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Radio and Telephone 27 27.0 27.0 77.0

TV and Radio 12 12.0 12.0 89.0
TV and SMS 11 11.0 11.0 100.0
Total 100 100.0 100.0

Source: Compiled from primary data by the researche

Regarding market disseminating channel, the mgjooit the respondents’ uses Radio &
Telephone disseminating channel followed by TV,c®rsticker, radio & Telephone. The
respondent grouped under non cooperative explairatiet information is considerable service
that they better access. However, due to infraitragroblem such as network, literacy level of
the farmers and financial capacity (since theligieg in extensive poverty, it makes difficult in

affording accessories), it is difficult to accelss tnarket information adequately.

4.2.2 Other opportunities of ECX

Storage Facilities- ECX offers storage facilities for its trade papgants. Warehouse facilities

gualified by the exchange have strong incentivemttoduce effective practices for overseeing
delivery, grading the delivered commodity, and gnéeing ongoing storage in a suitable and
secure environment. This can reduce costs arisiog flengthy or mishandled delivery
procedures, and reduce wastage resulting from téeeridration of produce stored in

unsatisfactory conditions.
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Table 4.5: Warehouse facility found at nearby diséa

Strongly Agree Agree Disagree
Cooperatives 14 64 2
(Frequency)
Percentage 17.5% 80% 2.5%
Non-Cooperatives - 17 3
(Frequency)
Percentage - 85% 15%

Source: Compiled from primary data by the researche

As we can observe from table 4.4, 17.5% of farmerder group cooperative union strongly
agree warehouse facility is found at nearby distar@milarly, 80% of respondents grouped
under cooperatives and 85% of non-cooperativesoregmts agree warehouse facility is found
at nearby distance. In addition, according to thevesy result, about 15% of the respondents
grouped under non-cooperative and 2.5% groupedrwodperative, disagree warehouse facility

found at nearby distance.

As most of the respondents under non cooperatatessthey have limited access to storage
facility as a result of inaccessibility of ECX smm®. They tend to trade at primary markets found
at nearby distance. Were as respondents undeeame union have access to storage facility

and they can keep their commodity at better cooaliti
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Price risk management risks can discourage farmers from making importaméstments in

upgrading their productive activities, and caneast lock them into cycle of low productivity

and low returns. As a result it can create andagustural poverty.

As most respondents under non cooperative remarks they are still in danger for the risk of
low product grading and quality standards of theolbalers and suppliers. Lack of grain
standardization, the oral nature of contractsmitied legal enforcement of contracts at primary
market still exists; although their vulnerabilitgve relatively decreased with price transparency
and price discovery opportunities of ECX. As auteef their better bargaining power they are

better off in minimizing the risk.

On the other hand respondents under group coopenation which have better access of ECX
service, enables them to receive a guaranteed fpoicepurchasers. They avoid risks associated
with price contract enforcement, standard grading quality and market risk. Moreover, they

have better bargaining power.

Warehouse Receipt Financel-ack of access to affordable sources of financa ssgnificant

constraint faced by many farmers in Ethiopia. Watele Receipt Finance is one of the services
that ECX give for commodity suppliers. It is a gystthat the suppliers (sellers) process loan
demands by using warehouse receipt certificateo#lateral in order to borrow from bank.

Currently, the service is active only on non-coft@enmodity. The warehouse receipt provides

the financier with secure collateral that can b&lgdiquidated in the case of default.

The process starts once the coffee grade res@véaled; producers such as coffee cooperatives
will be given the grade certificate mentioning 8pecific grade and the quality of the coffee in

terms of lots. If the supplier is to sell throudietECX, then ECX will generate warehouse
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receipt and the coffee will be stored at the wansko Hence, by storing their goods in a reliable
warehouse, farmers and suppliers can use the waseheceipt that is issued as loan collateral
and thus access finance without selling their goddiswever, according to the improved service
law of ECX suppliers must sell their commoditieshin 30 days without any penalty. The loan

is provided for the time span of 20 days, includiogn processing days a minimum of 5 days

and warning period of 5 days.

Table 4.6: Awareness about Warehouse Receipt Fénanc

Valid Frequency | Percent Valid Cumulative
Percent Percent
Yes 8 8.0 10.0 10.0
No 72 72.0 90.0 100.0]
80 80.0 100.0
Total Missing 20 20.0
Total 100 100.0

Source: Compiled from primary data by the researche

From samples of this study, 72% of the respondenteiped under cooperative have no
information regarding WRF and 8% of the responddatge information about credit facility

provided using warehouse receipt (stored commaditiificate) as collateral.
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Standard and Grading

Transparent and accepted quality standards, plariguhose that offer rewards to higher-
guality produce, put in place a strong incentiveffmmers to upgrade production and better meet
the requirements of evolving commaodity-supply ckaim which quality standards are playing

an increasingly important role.

The survey found out the service of standardiza@oa grading is highly exploited by
respondents grouped under cooperatives accessaingasti and grading directly from ECX
warehouse. On the other hand, respondent groupder uron cooperatives are also indirect

beneficiaries of standard and grading.

Improving product quality - Transparent and accepted quality standards, pkatig those that

offer premiums to higher-quality produce, put iaqe a strong incentive for farmers to upgrade
production and better meet the requirements ofvawplcommodity-supply chains, in which

quality standards are playing an increasingly irtgrdrrole.

Table 4.7: Improvement in commodity grade cultidads result of market price index

Strongly Agree Agree Disagree
Cooperatives 2 62 16
Percentage 2.5% 77.5% 20%
Non- - 15 5
Cooperatives
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Percentage - 75% 25%

Source: Compiled from primary data by the researche

As we can observe from table 4.5, 77.5% of farngeosiped under cooperative union and 75%
grouped under non cooperatives agree they haveiagrthe commodity grade they cultivate as
result of market price index. Similarly, 20% of pesdents grouped under cooperatives and 25%
of respondents grouped under non-cooperatives réisatpere is improvement in commodity
they cultivate. In addition, according to the syrvesult, about 2.5% of the respondents grouped

under cooperative strongly agréhere is improvement in commodity they cultivate.

4.3 Challenges of smallholder farmers

Respondents listed a number of problems assocwtadackles in using the ECX service and
primary market. Among the major problems, langubggier, minimum lot size set by ECX,
pre-requisite procedures to be client, literacyeleaf farmers and infrastructure problem are
mentioned obstacles in using ECX service. Theweal@ascussion is compiled from various

interviews and open ended answers of the respondent

Language Barrier- ECX disseminates market information in four langsgin Amharic,

Oromifa, Tigrigna and English. As the survey resotlicates in the areas where the mother
tongues language is different from the above laggsidhe respondents are facing difficulties in

understanding the market information clearly.
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Minimum lot size set by ECX- The minimum quantity that the clients should trakeugh

ECX is significantly higher than the average quamproduced by the respondents. Therefore,
ECX facility of storage, clearing house servicedit facility and contract enforcement services

are unapproachable for respondents grouped undecouperatives.

Pre-requisite procedures to be client- The membership pre requisite to be a client inesud

Business License, Commercial registration certiicand competency letter. Respondent
grouped under non cooperative union conveyed theeapre-requisite as one hindrance for their
participation in ECX. On the other hand, individdaimers that are found under cooperative

aren’t requested

In order to increase the participation of smalldeot’ farmers and primary cooperatives, the
exchange had sell 35 full membership seats exdlysifior cooperatives in 2006. This will
increase the cooperative share of membership ed#t% which strength direct participation of

farmers in the exchange.

Literacy level of farmers- Survey result indicates most of the respondentstioreed their level

of education hamper them from using the ECX sereifectively. As a result, farmers’ who

neither write nor read has difficulties in accegsmformation through TV, price ticker or SMS.

Financial Barrier- The study indicates there is financial barrier fiord accessories like TV,

Radio and Mobile for the respondents living belawvgrty line.

Infrastructure _problem- _Most respondents’ states poor telecommunicatiorlitigcpower

interruption and poor road networks are also hinckea to use the service of ECX effectively.
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4.4 Challenges faced by ECX

It is argued on UNCAT (2011), the Sub-Saharan Afegommodity exchange is underdeveloped
by identify three primary constraints to the depetent of vibrant commodity exchanges in the
region: (i) market size; (ii) weak infrastructuredaunderdeveloped financial services; and (iii)
lack of supportive legal and regulatory frameworkBhis paper findings support the first two

arguments strongly.

Market Size- Achieving sufficient market size, both in ternfsvolume of trade and number of
participants, is a fundamental precondition for anynmodity exchange to function effectively.
First, sufficient market size is necessary for acimng the competitive conditions that enhance
price discovery. Second, high trade volumes allbg fixed costs of operating the exchange to
be spread over a large number of transactions artitipants. Finally, sufficient market size

helps to reduce the risk of market manipulation emitlsion among market actors

At the initial phases of ECX establishment, Wheatl dMaize were the first commodities
selected in order to be traded through ECX. Néedess, as with most exchanges in the region,
ECX has been unable to achieve the necessary Msideeto function efficiently or sustainably.
This will intern have effect on the exchange’s iptlo overcome the transaction costs related to
contract enforcement which limits the participatioh many potential buyers and sellers
Therefore, in order to tackle this market thinn#ss next step was to focus on the export
commodities which are produced at large volumeratatively have lower local demand. Coffee
the major export earning to the Ethiopia economytstto be traded in ECX on December, 2008.
Following Coffee, Sesame and Pea Beans joined E@bkeh The government of Ethiopia has

an active and large role by forbidding the expdrCoffee, Sesame and Pea Bans unless it is
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traded through ECX. Only cooperatives which argdaenough to export are free from this
sanction. They have privilege to passes their codityjothrough ECX for grading and

standardization only.

ECX was not competitive enough in order to attraembers and client by itself. It isn’'t at their
best interest that most of the member and clienaidet through ECX rather in the interest of
government intervention through proclamation thiida all produced commodities to pass
through the exchange. It is significantly visibhat Wheat and Maize have limited trade volume
and relatively low number of market participantcampared to mandatory traded commodities.
Now a day, these commodities are traded rarellgerExchange. Some experts doubt the success
of ECX as Exchange in attracting considerable ntapesticipants without the government
intervention in the commodity market sanctioningf€e, Sesame and Pea Beans as mandatory
traded commodities through the Exchange. If govemtsn are truly committed to the
development of transparent and efficient agricaltldommodity markets, then there is high
possibility for the success of the Exchange wh&hvidently proved by ECX and which can be

taken as a lesson for other African countries.

Infrastructure Problem- The finding of the study shows that one of thgomehallenges faced

by the ECX appear to be limited capacity in ternfsskills and infrastructures including
telecommunications, power and warehouse facilitiegarticular warehouse infrastructure is a
major challenge for ECX operation and developm&f@X own 17 warehouses all over

Ethiopia, covering full risk of loss associatedwituman and natural cause of shot fall.
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Limitations in the provision of facilities espedialinternet services, problems related with
laboratories like insufficient sewerage systemyugison of power supply that affect service

delivery to customers are also stated.

Short Fall- The natural cause of short fall occurred larghlg to inaccurate risk calculation of
weight loss adjustment. The percentage of 0.1376800a0344% respectively for sellers and
buyers is applicable per a day throughout the warebs, regardless of their differential in
humidity and warmness until recently. This misckdtion cost the Exchange significant amount
of financial loss. Currently, the exchange is oa pinocess of modifying the weight adjustment

percentage.

ECX covers its costs of operations from commisgibtrading through ECX (0.4% of the trade
value), charging a yearly membership restoratiende436 Dollar to its members, warehouse
storage and handling charge and penalty paymergger(FAnnex 2). Since it is non - profit
oriented organization designed to enhance farmeasdavelop market integration, its charges
are limited to cover the organizational costs eglato warehouse rents, salaries and other

operational costs.

Irrational _Market Actors-  The other significant challenges during the earmbars of its

establishment are low level of coordination andisaf of traditional brokers to accept the new
system. Earlier to the establishment of ECX, thegdiaing power on the supply side of the
market was weak and there is high possibility atitr as to the extent of giving blank check (an
empty account check was given to the farmers). Assalt of the government sanction, all

market actors were managed to trade through ECX.
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International Market price- The market price of the export commodity in thealomarket is

determined by International market price i.e. thegrange is settled based on international
market price. Therefore, as the price of coffeeg pean and sesame in International market
decline, the trade value of these commodities @allonarket also declines. Hence, as the value
of these commodity declines, the commission gaine the trade also declines. International
market price of export commodities is consideredrss factor for the incremental or decline of

ECX revenue.

Table 4.8: The Trade Performance of Coffee, VolimEons and Value in Dollar

Volume Value
Trading Year
234,050 910,256,373.13
2011/2012
237,431 680,632,042
2012/2013

Source: ECX (2013)

As it is indicated in the above table, the volurheaffee that had been brought for the market in
2011/2012 year (234, 050 tons) was less than thda0b2/2013 year (237,431 tons) by 3381
tons. Nevertheless, the market value of coffee 001212 production year was higher than
2012/2013 production year by 3,317,693,199 birr thug¢he direct effect of the International
market. Figure 4.1lillustrate this effect, as Intdional market declines the trade value of these

Commodities in local market also declines.
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Figure 4.1 Market Price data for Export Unwashed Export Washed Coff from Jan, 2011

up to Jan, 2014
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Figure 4.2 Market Price data for Coffee from Ja&i Rup to Jan, 2014; Source: ECX (2(

Note- Starting from April 05, 2011, the exchange rate &asen from 8.88 birr/USD to 16.¢

birr/USD.

67| Page




Weather Condition- Since the output of agricultural commodities ipeledent on good weather

condition; it has direct effect on the volume condities traded through ECX. For instance
when there is good weather condition, the volumeoshimodities traded through ECX increase,
as a result the commission ECX collects also irsgeaTherefore, weather condition and the

volume of commodity traded through ECX are direcdiated.

4.5 Perspectives of ECX

Ethiopia Commodity Exchange (ECX) starts the trafla new commodity, Green Mung Bean,
into its trade floor on January 23, 2014. Green gnbean is the sixth product that ECX is
trading. Coffee, sesame, white pea beans, maizevhedt have been traded in ECX so far. It is
the seed of Phaseoluseradiatus L. an annual hehe ééguminosal family. It has green skin and
is also called green bean. It is sweet in flavat eold in nature. It is also a recent introductiion
Ethiopian pulse production and grown in few arefalarth Shoa, hence its consumption is not
widespread like the other pulses. Despite its gngudemand in the international market there is

chronic supply gap in Ethiopia from the productside.

In Ethiopia, Amhara region North Shoa is the latgesoducer of Mung bean. North
Shoaweredas of Kewot, TarmaBer, Ephrata Gidim, itita Ancober, Ataye, Shenkora, Kallo,
Argoba, Mehal Site, Ambasel, Borena and Tenta ag# known producers of Mung Bean.
Kewot and Tarma-Berworedas contributes more th&nofithe production; which implies the
production of mung bean as a country comes frorsettio woredas. Marketing of mung bean
generally starts with the collection of grains frasilage markets moving on to the woredas

towns and then to terminal markets in the cities.
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Fig.4.3Mung bean plant and its seed

Green Mung bean is one of the products that has ltm&al consumption yet has a high
international demand. As the market surplus isiBggmt, it is expected to have a positive
impact on the country’s export earnings and brinegsaderable foreign currency exchange.
Studies show that 150,000 to 200,000 quintals ohd/lbean, known in Amharic as ‘Masho’, is
produced per year in Ethiopia. According to the istity of Trade’s data Ethiopia has exported
174,000 quintals of green mung beans in the coedugkar of 2012/13 and there is high
demand in South Asia, Indonesia, Belgium, India tn@dUAE. Green Mung bean is most used
in the making of Chinese and Indian cuisines, ssvaatl ice cream. It also has protein and high
nutritional value in fighting against cholesterobadiabetes.

According to Product Development Department of E@¥ two other Commaodities which are
planned to be traded through ECX by the next Efhiofriscal year include Red Kidney Bean
and Chick Pea. Furthermore, it is planned to outsbuhe warehouse facility in order to

minimize risks associated with short fall and rérgapenditure. Studies are undertaken by
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Ministry of Trade and it is planned to be effectivg the next Ethiopian Fiscal year after it is

approved by the Parliament.

ECX is on the road of progressive transition froopén outcry” trading, based on the physical
presence of market users on an exchange tradiog fim electronic trading executed by market
users remotely from the exchange premises.Accorthin§trategic Department report, online
trading is planned to begin on August, 2014. Adaptand upgrade of financial and trading
technologies is now a top priority for commoditychanges around the world. The electronic
trading system will helps to access remote areasilple and increase the number of traders. The
remote connections will help clients to handle rtteeders by themselves through approval of
their members. Online trading will also minimizestréction on the location of trading since it is
all through electronic telecommunication. Besidessactions are easier and faster to complete,
monitor, clear and settle trades and errors inrddog and reporting trades are reduced. The
other benefit online trading are it will allow tiparticipants to catch more international market

movements leading to more trading opportunitieslargke volume of transaction.
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CHAPTER FIVE
CONCLUSION AND RECOMMENDATION

5.1 Conclusion

The study found out ECX has wide range of actudl@otential impact for small holder farmers
and to the economy as a whole. The all over imphE&CX to the Ethiopia’s economy includes
reduce seasonal price volatility, market developimiecrease government tax revenue, increase
employment opportunity, develop transparency ofddraopportunities, enhance ICT

infrastructure facilities, export promotion and anbe sectorial integration.

Impact analyses of the study which was made onsh@@l holder farmers under cooperatives
and non-cooperatives (dispersed farmers) categbazeording to eight broad functions of ECX
in which three of these considered as basic funcioice discovery, price transparency and
reduce transaction cost. The other impacts of migle management, storage facilities, credit
facilities, standard and grading facilities and rmpng product quality also analyzed in this

study.

The opportunity of ECX in reducing transaction agssignificantly low for farmers categorized
under non-cooperatives as compare to those catedounder cooperatives. Due to obstacles
which will be explained below, the cost of traditigough ECX for dispersed farmers is
unaffordable and its services are inaccessible.ti@nother hand, farmers under cooperative
union selling their products in large volume thegcess the service effectively keeping

transaction costs as low as possible. Study redethle opportunities of Ethiopia commodity
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exchange as a means of improving small holder fexnmaarket access is relatively more

effective for farmers under cooperative union.

The advantage of ECX in enhancing price transpgranc price discovery is relatively better
accessible service for dispersed farmers in raatos the other services. About 97% of the
sample farmers respond they are direct benefisiaienarket price information. The benefits of
storage facilities and standard and grading are laddter exploited services by farmers under
cooperative union. About 72% of the respondents hav information about the credit facility

provided through ECX.

The study revealed a number of problems assocwitibdtackles in using the ECX service and
primary market by small holder farmers. Among theganproblems, language barrier, minimum
lot size set by ECX, pre-requisite procedures tochent, literacy level of farmers and

infrastructure problem are mentioned obstaclessingiECX service. The study also discovered
existence of problems at primary market place attilme of selling their product. The study
indicated primary markets are insignificant in n@mnbelative to the farmers’ volume. As a
result, the services of ECX are inaccessible fepelised farmers’ in exclusion of price discovery

and price transparency.

The finding of the study indicates the major caaists that hinder the exchange from further
expansion includes, poor infrastructure facilityegsely warehouse, telecommunication and
power facilities and irrational market actors. Weitcondition and international market price

has also direct effect on the performance of tlehange.

The perspectives of the exchange in improving grgise to small holder farmers is improving

physical presence of market users on an exchangadimg floor to electronic trading executed
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by market users remotely from the exchange sitegh&rmore, ECX recently added a new trade
commodity called Green Mang Bean which is beliet@dbenefits farmers who cultivate this

commodity.
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5.2 Recommendation

For the exchange

» Raising awareness, educating and building capamitysmall holder farmers about
commodity exchange functions, operations, servéses benefits; and organize them to

form cooperative so that they could become direceficiaries of the exchange service.
For the government

* Ministry of agriculture and rural development, Mitty of Trade and other eligible
government offices should work attentively with tleechange in addressing and

improving the challenges faced small holder farmers

* In order to advance the exchanges impact and medblr exchanges short comings,
government should work in developing elements ofspgtal infrastructure that support
commodity exchange and market development - inctudinformation and

communications technology, electricity and storage
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Annex 1: Questionnaire
This questionnaire is prepared only for academipgse for the fulfilment of Master of Arts in
rural development (Indira Gandhi National Open @nsity, School of continuing Education) on

the title “Opportunities, Challenges and Perspestiof ECX for smallholder farmers”.
General Direction:

> Please put tick mark/f whenever necessary;
» Give short and clear answer in the space providethé questions that require your
opinion or suggestions

> Please do not leave any questions unanswered.

Thank you in advance for your cooperation!

I. General Information about the respondents

1. Are you or your cooperative are user of the arge service?
1. Yes 2. No

2. If your answer to the question number 1 is “Ye#iat is your membership type in ECX?
1. Member 2.Client

3. How much amount of land do you cultivate in heet.................

4. The type of commaodity you cultivate

1. Coffee 2. Pea Bean 3. Sesame
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[I. Opportunities and service Challenges of ECX fothe respondent

1. How many years did you work with ECX?

1. 1-2 years 3. 3-4 years

2. 2-3 years 4. 4-5 years

2. Do you think the cost of trading through ECXas?

1. Strongly Agree 3. Disagree

2. Agree 4. Strongly Disagree

3. Did your income improved since you start to ¢réfaitough the exchange?

1. Very much improved
2. Moderately improved

3. Not improved

4. Did you get day to day market price informatatout the commodity you cultivate?

1. Strongly Agree 2. Agree 3. Disagre® Strongly Disagree

5. Through which disseminating channel did youdwlthe market data?

1. TV 4. Price sticker
2. Radio 5. Web site
3. Telephone

6. Please state the challenges you face in usesgttisseminating channels;
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7. Are you user of storage facility provided by ETX

1. Yes, | am user 2.No, | am not user

8. If your answer to the question number 7 is “Ye& you think the storage facility provided by

the exchange is satisfactory?

1. Strongly Agree
2. Agree
3. Disagree

4. Strongly Disagree

9. If your answer to the question number 7 is “Na&ase give your reasons in the space

provided below?

10. Do you think the Warehouse facility found aangy distance?

1. Strongly Agree 2.Agree 3. Disagree S#tongly Disagree

11. Do you have information about Warehouse Red@i@nce service provided by the

exchange?

1. Yes | do

2. No, | don’t have
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12. If your answer to question 13 is ‘yes’, are yser of the service?

1. Yes 2. No

13. If your answer to question 13 is ‘No’, do yoamwto use credit facility =~ provided through

ECX?

1. Yes 2. No

14. Have you improve the commodity standard yotivate using market price information of

ECX?
1. Strongly Agree 3. Disagree
2. Agree 4. Strongly Disagree

15. If your answer to question 16 is “No”, pleaseegyour reasons in the space provided below?

16. Do you have any complain regarding the gradtagdard of the exchange?

1. Strongly Agree 2.Agree  3s@yree 4. Strongly Disagree

17. If your answer to question 17 is “No”, plegbee your reasons in the space provided below?
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18. Do you have information about the online trgdimat will begin in the near future?

1. Yes, | have information 2. No, | dolndve information

19. If your answer to question 18 is “Yes”, plegse your reasons in the space provided

below?

20. Please state other challenges that you haed faausing the exchange service?
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Annex 2:Fees & Penalties

or

e

)

N

Fees
Buyer Seller

ECX Trading Fee 0.4% 0.4% of transaction value (non-adjuste
Warehouse Storage Fee-Coffe¢ - 0.16 Birr per bag/quintal per day (friee

sold within 3 or less days)
Warehouse Storage Fee- Non- 0.16 Birr 0.16 per bag/quintal per day {
Coffee the first 30 days and

Birr 0.32 Birr per bag/quintal per

day beyond 30 days
Warehouse Handling and 3.50 3.50 Birr Per bag/quintal
Product Certification fee-
Coffee & Non Coffee
Warehouse Re bagging - 19.00 | Birr per Coffee Jute bag

4.00 Birr per 50Kg PP bag
5.00 Birr per 100Kg PP bag

Clearing Fee Buy-Only 0.0125 - Of trade value (non-adjusted)sT]
Limited Members is added to the standard trading fe
WHR Financing Borrower Fee 0.2% of transaction value (non-adjuste(
Duplicate Net Obligation 3.50 3.50 Birr per page
Report
Duplicate Delivery Notice 30.00 - Birr per page
Penalties
Late Pick-up 1% - Per day of the value of the trade

between T+10 and the new pick-

date.
Withdrawal (Non-Coffee) - Double The normal Warehouse storage

and handling fees
Expiration of Warehouse - 3.5% Per day of the commodity value

Receipt (WHR)

(closing Price) for period each da
past the expiration
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