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The dissertation is organized into five chapters. The first and the last chapters are background and
summary of the dissertation, while chapters two to four are independent empirical studies based on
primary and secondary data from Ethiopia.

1. Background

Since the early 1990s, the Ethiopian government has been implementing different development
programs aimed at eradicating poverty and improving rural livelihood. However, despite the
tremendous progress in agricultural production and poverty reduction over the last decade, nearly
25% (25 million) of the population lives below the nationally defined poverty line. Poverty is a
non-spatial and multifaceted problem in Ethiopia. Among others, the lack of strong institutions is the

primary reason for the persistent poverty in the country.

In the absence of well-functioning and strong institutions: (1) smaltholder farmers are likely to
have poor access to agricultural inputs resulting in lower producﬁvity; (2) smallholders may be
challenged by their comparative disadvantage in the market — i.e., they face proportionally higher
transaction costs, hindering commercialization of their output; (3) seasonality and volatility of food
price will be higher, leading to severe food insecurity of-the poor; and (4) poor farmers will face
liquidity constraint which in turn hinders investment on agricultural production (e.g., technology
adoption) and hence productivity. Altogether, the lack of strong institutions is a root cause for many

problems leading to poverty.

There is no single solution for all the multifaceted problems in Ethiopia. However, stfong
market-enabling institutions will have a substantial contribution in resolving agricultural production
and marketing problems in the country. ¥t is increasingly recognized that institutions have the
potential to improve the wellbeing of rural households. In recognition of this, the Ethiopian
government showed renewed interest in the establishment and strengthening of institutions. As such,
the increasing interest in the cooperative sector development, the establishment of the Ethiopian
commodity exchange (ECX), and efforts to improve access to credit through microfinance
institutions (MFIs) are assumed to have a considerable impact in resolving the problems outlined

above.

2. Objective and Research Questions

Despite the differences in their organizational activities, ultimately, the establishment of the
cooperatives, ECX, and MFIs in Ethiopia aims to eradicate poverty and improve rural livelihood.



(Name: Solomon Bizuayehu Wassie Page NO. 2)

The overall motive of the dissertation is, therefore, to examine members’ participation decision in
agricultural cooperatives, the impact of membership on rural livelihood, and the performance of
institutions. Specifically, the dissertation investigates the following research questions in pursuit of
its overall objective. (1) What are the factors that affect community-level participation rate in
agricultural cooperatives? (2) Which factors drive member’s participation in agricultural
cooperatives? (3) Do agricultural cooperatives improve the agricultural performance, market
orientation, and welfare of their members? (4) What is the characteristics and degree of staple food
price seasonality in Ethiopia? (5) How and to what extent warehouse services affect the seasonality
of food price in Ethiopia? (6) Which factors determine the social and financial performances of
MEFTs in Ethiopia? (7) Is there mission drift or are MFIs in Ethiopia systematically ignoring the poor
in the pursuit of profit? The subsequent sections of the summary explain how these research

questions are addressed in the dissertation.

3. Participation in and Impact of Agricultural Cooperatives

‘The primary objective of agricultural cooperatives is to facilitate smallholders’ input and output
markets. By increasing (reducing) access to (cost of) agricultural inputs, cooperatives help farmers to
improve their productivity and income. Agricultural cooperatives can also enhance the overall
welfare of smallholder producers through commercialization of their output. Recently, the Ethiopian
government has re-emphasized the role of cooperatives in improving rural livelihood. As part of the
cooperative sector development, the government founded the Federal Cooperative Commission (the
current Federal Cooperative Agency), in 2002, to further increase its outreach By establishing one
cooperative per kebele/village. Aécordingly, the number of cooperatives has increased from nearly
seven thousand in 2008 to more than 15 thousand at the end of 2014. Similarly, cooperative unions
‘have risen from 126 to 181 during the same period. The present study was, therefore, motivated to
explore the role of cooperatives in improving the wellbeing of smallholder farmers who are

producing more than 90% of the total grain produced in the country.

The dissertation used a household and community level survey data, collected by International
Food Policy Research Institute (IFPRI), and examined the participation in agricultural cooperatives
and its impact on agricultuial peiforimance, aiket orientation, and welfare. The study evaluates the
effectiveness of membership in agricuitural cooperatives using an endogenous switching regression
(ESR) model, which accounts for observable and unobservable bias. Estimation results revealed that
access to a paved road, average landholding per household, and information access have a positive

and significant effect on the community-level participation rate in agricultural cooperatives. The
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results also showed that agricultural cooperatives are less inclusive of land-poor and illiterate
households. On the other hand, cooperatives effectively improved agricultural performance and
welfare of its members—i.e., members of the cooperatives would have received 1.37 quintal/hectare
(nearly 5%) yield reduction and 1804 Birr (about 13%) less income if they had not joined
cooperatives. Likewise, members of the cooperatives would have cost 22 Birr/quintal (about 1.5%)
more for fertilizer if they had not been members. Moreover, members of marketing cooperatives

would have got 34% less marketed surplus if they were not members.

4. Warehouse Services and Price Seasonality in Ethiopia

Studying the seasonality of staple food price in Ethiopia is essential mainly for two reasons. First,
there is a strong negative association between seasonality of food price and intra-annual
consumption in Ethiopia. Specifically, consumption of the poor is highly price-sensitive, and hence
they suffer from food insecurity during the peak periods of food price. Second, seasonality is one
feature of food price volatility (predictable component) that discourages smallholder farmers#l]
investment in agricultural production. Moreover, the present study examines if there exists an

association between the warehouse services of ECX and food price seasonality in the country.

The ECX was established in 2008 as a response to the longstanding problem of ‘thin markets’ in
Ethiopia — i.e., markets in which there are few purchases and sales. While building upon the existing
informal market, the ECX serve farmers and small traders by adding technology and systems to
bring a transparent, more efficient, and more reliable trading platform to all concerned. In this regard,
the ECX installs price display boards and establish warehouses in different parts of the country to
improve access to market information and storage services. The benefit of using the warehouse
service is twofold. While storing their crop in a reliable warehouse, farmers can also use the issued
warehouse receipt as loan collateral to access finance without actually selling their produce. Hence,
the warehouse service of ECX eases access to credit by providing a legal receipt which can be used
as collateral. This service of the ECX could, in turn, lessen food price seasonality by encouraging

storage immediately after harvest — i.e., when the price is low.

The study used a monthly price panel data, from the Ethiopian grain trade enterprise (EGTE) and
International monitory fund (IMF), and investigated the characteristics and extent of price
seasonality in Ethiopia. More importantly, it evaluates the effect of warehouse service on the food
price seasonality in the country. For this purpose, the study employed a two-parameter trigonometric

seasonality approach and analysis of variance (ANOVA). The results showed no detectable
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difference in price seasonality between wholesale and retail markets. However, there is a statistically

significant seasonal gap variation among crops, the highest seasonal gap being for maize (20%). The
findings also prevailed that 10-14% of monthly price volatility in Ethiopia is attributed to its
seasonal (predictable) component. Most importantly, there is a significant association between the
availability of warehouse service and the food price seasonal gap in Ethiopia. This result suggests
that improving access to warehouse services will contribute to resolving the acute seasonality of

food price in Ethiopia.

5. Performance of Microfinance Institutions in Ethiopia

Limited access to financial services is among the significant problems impeding rural livelihood
development. The problem is particularly severe in developing countries like Ethiopia, mainly for
two reasons. First, most of the conventional banks in the country are concentrated in urban areas,
while more than 80 percent of the population is rural. Second, whenever available, the formal
banking sector systematically excludes the rural poor due to the higher screening, monitoring, and
enforcement costs of providing a small loan. The MFIs. were therefore introduced, notably to

developing countries, in the early 1970s to bridge this gap.

The main distinctive characteristics of MFIs in the financial market include, but are not limited to,
the following: (1) they provide financial services to the poor, who are usually not considered to be
creditworthy by banks; and (2) they solve the problem of information asymmetry and ease collateral
requirement by establishing strong personal relationships, which generates social collateral.
Therefore, MFIs face the dual challenge of providing financial services to the poor (outreach) and

attaining financial sustainability.

Using unbalanced panel data (2000-2017) from the Microfinance Information Exchange (MIX)
market database — the most extensive data source on the finances of MFIs in the world — a chapter of
the dissertation investigates the performance of and mission drift by the MFIs in Ethiopia. The study
used seemingly unrelated reé'ession together with fixed effect and random effect models. The results
indicated that, based on various outreach and financial performance metrics, the MFIs in Ethiopia
have better performance compared to the 10 biggest economies in Sub-Saharan Africa. The
econometric estimation results showed that asset holding and the yield on gross portfolio have a
positive and significant effect on the social and financial performances of MFIs in Ethiopia.
Furthermore, the number of loan officers, loan officer productivity, and personnel productivity have

a positive and significant impact on the financial performance of MFIs. The findings also
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demonstrated that MFIs are not shifting away from the more unfortunate clients, suggesting that

there is no mission drift by MFIs in Ethiopia.
6. Conclusion and Implications
In conclusion, based on the results of the dissertation, the following implications are forwarded.

v While cooperatives have successfully improved the agricultural performance of their
members; their role in improving marketing performance was only limited. To this
end, improving the market orientation of cooperatives (e.g., through capacity
building and improving information access) will help farmers to benefit from
increased marketed surplus and income. Hence, the government in general and the
federal cooperative agency, in particular, should encourage and train cooperatives to
capitalize on outpﬁt aggregation service.

v Cooperatives should devise strategies to improve their effectiveness and
inclusiveness, whenever poss‘ible. In this regard, efforts to increase members with a
larger asset base (e.g., livestock) in (marketing) cooperatives will improve their
effectiveness without compromising inclusiveness. Likewise, expanding marketing
cooperatives to areas where there are competitive input and output markets will
increase their efficiency.

v Warehouse service of ECX has a positive impact on price stabilization. While
market price stabilization is not its primary purpose, the effect of warehouse service
on reducing price seasonal gap will be higher if priority is given for food items with
a higher seasonal gap, maize in this particular case.

v' Estimation results revealed that there is no evidence of mission drift in Ethiopian_
MFIs. Hence, the MFIs in Ethiopia are encouraged to exert more effort towards
improving their social performance. To this end, MFIs can attain their social
obligations by increasing the number of loan officers and improving employees’
productivity — e.g., by adopting innovative approaches that ease the monitoring and
evaluation of borrowers and outstanding loans. Furthermore, efforts to enhance the
asset holding of MFIs will help to realize their social obligations, serving as many
clients as possible.
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