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Returns to Scope?
Smallholders commercialization
through multipurpose cooperatives in Ethiopia
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*Agence Francaise de Développeménardt@afd.fr
** International Food Policy Research Institudeseyoum@-cagiar.org

This paper addresses the extent to which the sobgke smallholder cooperatives’
activities may affect their performance in commalizing their members’ surplus
output. The paper uses a simple analytical framkewor show that under specific
conditions, a cooperative’s engagement in non-comialeation-related services may
disrupt its membership structure and affect its wamcialization performance. The

model’'s predictions are supported by recently-ctdléd data on 176 smallholder grain
marketing cooperatives in Ethiopia.

1. Introduction.

Over the recent years, several studies have enzgltashe importance that smallholder
agriculture can play to reduce poverty in develggountries (Hazell et al., 2007, World Bank,
2008). However, although often more efficient inoguction, smallholders tend to face
comparative disadvantage when it comes to marlgt tutput (Poulton, Dorward and Kydd,
2005). The reason is often that smaller farmere féisproportionally high transaction costs, in
particular when these costs are invariant with dhantities commercialized (De Janvry et al.
1991, Goetz, 1992, Key et al. 2000). In returnklaé commercialization may lead to low
specialization, low productivity and hence lowezrdme (Timmer, 1997).

These constraints are particularly severe in mafnic@n countries were the structural plans
of the 1980’s have led to the rapid withdrawal lué state from its productive functions in rural
areas. It was then expected that the private seataid quickly replace the highly inefficient
parastatal and government controlled cooperativeprovide farmers with the necessary input
and commercialization services. However, with tixeeption of a few cash crop sub-sector
(Jayne and Jones, 1997, Piesse et al. 2005), sygitation of the private sector did not occur
(Dorward et al. 2004, World Bank, 2008). Insteadwmmember-controlled organization have
flourished in many countries with the purpose dfilfing farmers need when both the state and
the markets failed (Uphoff, 1993, Berdegue, 200&rddiret et al, 2006, Mercoiret and Mfou’'ou
2005, Bernard et al., 2007). Eventually, policy erakhave come to re-consider collective action
mechanism to promote rural development, making éasnorganizations key partners for the
design and implementation agricultural policiesl(@o and Rondot, 2001, World Bank, 2003).

These organizations strongly differ from their @eelssors in several ways. They are member
staffed and controlled as opposed to being stateuiments to organize economic policies. They
are service organization as opposed to the coleegtioduction models that proved unsustainable
in most settings (Deininger, 1995). Finally, thesganizations are often multipurpose in the
service they offer, ranging from marketing actagtifor members to public goods for the entire



community they belong tbThis orientation is often driven by forces extémoathe organization,
ranging from the buying of the organization’s lokglitimacy in the face of community pressures
to remain economically equal (Bernard, de Janvrny S8adoulet, 2006), to partners’ pressures
(Chirwa et al., 2005). As highlighted in severaeatudies (e.g. Chirwa et al., 2005, Stringfellow
et al. 1997, Delion, 2000, Coulter et al., 19995 throad scope of activities may sometimes
however come at the expense of economic performdrde may be particularly the case when
the scope of activities extend beyond those thatcamplementary in their provision or their
benefits (Lele, 1981, Collion and Rondot, 2001)agtas commonly cited often have to due with
the burdening of managers induced by such wideyasfaactivities. This paper investigates
another channel linking scope of activities to enoit performance, via its effects on
membership structure. Our discussion relies onettanple of grain marketing cooperatives in
rural Ethiopia.

Over the recent years, cooperative (re)developimenbecome a central thrust in the Federal
Government’s agricultural development strategy. Thain objective is to enhance farmers’
capacities to commercialize their produce, furtleading to increased agricultural productivity
and rural households’ income. However, cooperatases also expected to engage in a broad
range of activities, ranging from input provisianHIV prevention and literacy trainings.

Using recently collected dataset on 176 marketimgperatives, we first derive a series of
regularities linking cooperatives marketing perfarmoe, members motivation, and activity
portfolio. Our results show that while 71% of thewketing cooperatives are also engaged in
providing social services to their members, mo@ntd0% of them had not sold any of their
members product in the 12 months before the survayther, we find that members’ prime
motivation to participate is not necessarily linkiedthe marketing services provided by the
organization. One way to explain these resultsha marketing cooperatives perform poorly
because they are in fact composed of members mtested by the other services provided by
the organization they belong to.

This hypothesis is further illustrated in a simpdmalytical framework linking the
multipurpose character of the organization to pémembers with different sets of interests.
The results indicate that under heterogeneous nmsinipe providing an additional non-
commercialization-related service to members, wolhtribute to increase the coordination costs
within the cooperative without increasing the contiaization performance of the organization.
For members only interested in the commercialinaervices, these additional costs may be
discouraging leading to their departure form thgaaization, thereby decreasing further the
marketing performance of the organization. The riiegeedictions are then tested on the data
and support the above hypothesis across sevecfisatons.

The remainder of the paper is organized as follawsSection 2 we first introduce the
evolution of cooperatives in Ethiopia over the pedetades. We then present a number of
regularities on observed in these cooperativesugecthem to construct an argument explaining
their activity portfolio and their marketing perfoance. We model in Section 3 members
participation to multipurpose cooperatives. Sectopresents the data used to test the model’s
predictions. The empirical equations are specified estimated in section 5. Section 6 concludes
with a discussion of policy implications.

! For instance, Bernard et al. (2007) find that 5%he organization involved in market-orientedviees
for their members were also engaged in the pravisfdocal public goods. Similar estimates reacto68
Burkina Faso.



2. Commercialization performance of Ethiopian cooperatives: towards
a hypothesis.

Cooperatives have a long and tumultuous historithiopia. Under the military regime in
particular (1974-1991) cooperatives were used ¢amize peasants, monitor agricultural prices,
levy taxes, extend government control at the Iéeatl, and promote socialist ideology through
forced participation. Soon, farmers came to viewséh cooperatives as synonymous with
government oppression. The system collapsed inateddiafter the government overthrow in
1991.

Since 1994, the Federal Government of Ethiopia bapressed renewed interest in
cooperative development to support smallholderiiggpation to market (Proclamations 85/1994
and 147/1998). This was later re-affirmed in thet8nable Development and Poverty Reduction
Program (SDPRP, 2002) and the Plan for AccelerateldSustained Development to End Poverty
(PASDEP, 2005), in which cooperatives are given eatral role in the country’s rural
development strategy. The objective by 2010 isctmperatives to provide marketing services to
70% of the rural population.

Up to now, this renewal of cooperatives has geedrabntrasted results. Using nationally
representative data, Bernard et al. (2007) show despite their rapid spread since 1994,
cooperatives tend to be located in areas with dyréatter access to markets and lower exposure
to price and environmental risks. Overall, only 8%he farmers are cooperative members, with
poorer households less likely to participate.

Part of this low incidence seems driven by peopled®r assessment of cooperatives’
capacities in providing marketing services. Fotanse, 42% of non-members with access to a
cooperative in their kebélindicate that they do not participate because thkeyhe organization
is not effective’ Among the members, although 82% are satisfied thighr participation in the
organization, it is not necessarily related torttaketing services they offer: for only 40% of the
members, the main benefits they have derived fréva tooperative are linked to the
commercialization of their output. In addition, 6a%fthe members do not feel obligated to sell
their product through the cooperative, among whi¢ko have sold none of their past season
production to the cooperative and only 14% havd adlof it* A possible conclusion is that the
marketing functions of the cooperatives are nofttimary attraction for the members.

This contrasts with the findings of Bernard et{2007), who show that when they do provide
marketing services, cooperatives perform relatiuebll, obtaining prices for their members’
produce which are on average 7% higher than what #tould have obtained by themselves.
However, only 59% of the cooperatives which declaeing engaged in the marketing of
members’ product had actually performed such digsviover the year 2005. At the same time,
most of them declared being engaged in other tgbestivities, ranging from input provision
(84%), credit (54%), agricultural extension (23%yjce information (71%), processing of
agricultural products (19%), consumption servic&%), literacy trainings (12%), HIV
prevention (23%), and provision of public infrastures (15%§:° Although it is clear that some
of these services may be complementary to the coamatieation activities of the cooperative,

2 In Ethiopia,kebelesor peasant associations (PAs) are the smallestnéstrative unit below thevoreda
(district) level. For purposes of compariskabelesorrespond to villages in other countries.

% Source:Authors’ calculation from the household moduldRPRI (2006) Cooperative survey.

* Source:Authors’ calculation from IFPRI-EDRI-CSA (2005) &itholder Commercialization survey.

® Source:Authors’ calculation from the cooperative modufdRPRI (2006) Cooperative survey.

® The provision of these services (including HIV yeetion and literacy trainings) is in line with tRéve
Year Plan (2005-2010) of the Federal Cooperativen@ssion.



others appear quite remote from it. Such is the das social services such as consumption,
literacy trainings, HIV prevention or public inftascture. Overall, 74% of the marketing
cooperatives have engaged in at least one suclal sseivice. Interestingly, the average
membership size in these organizations is nearlgetvas large as in the more specialized
organizations. The average per-member landholditgivever 25% larger in the latter ones.

Based on these descriptive statistics we proposddifowing explanation for the 41% of
marketing cooperatives that did not provide suchises to their members in 2005. By proposing
a large range of services that do not complemenketiag activities, they may have evicted
members originally interested in the marketing B&s; to the benefit of members more attracted
by the social activities. In the end, the “markgtoooperative” is one composed of individuals
who would rather not sell their output via the cexgtive. In the next section, we develop a
simple analytical framework to further illustratést argument.

3. Understanding the marketing performance of cooperatives: a simple
conceptual framework.

In this section we present a model linking a coafreg’s marketing performances, to the scope
of the activities it offers and the resulting inemte on farmers’ participation to the organization.
Several studies have argued that by broadening plogifolio of activities, cooperatives often
jeopardize their capacities to fulfill their initipurposes, in particular when these activitiesfare
fetched from eachother (Lele (1981), Collion anché&at (2001)). Two main explanations are
generally found. First, for a given size of the amigation, engaging in new activities leads to
more management difficulties which may negativeffiea the quality of the service initially
provided (Stringfellow et al. (1997)). Second, fmoperatives specialized in a given activity, an
increase in membership can lead to increased gwiioin costs between members, offsetting the
benefits linked to economies of scale (Stockbridgal. (2003)). The present model attempts to
link these two lines of arguments using a framewadapted from Choi, E. Kwan, and E.
Feinerman (1993).

Consider a locality with two types of individualgi:=1, 2), poor and non-poor, for instance. In
terms of commercialization, all households are atigrized by a reservation profhz,i) which is
their maximal profit obtained from selling theirreogltural surplus, when not participating to the
cooperative 77 is null if the household is autarkiez, is therefore defined as :

7 =(p, -TC' Jg' (V") - pv"

where p,is the price of inputsy'”is the optimal quantity of inputs bought by the
household, angd, stand for the price af — the amount of output the household sells.

The cooperative provides two types of servicestsomembersFirst, it serves as a
marketing outlet to its members. As such it coiegtoduce from members and delivers it to
buyers downstream in the chain. This service &lyiko reduce transactions costs (through scale)
and higher selling prices (as a consequence ofisufargaining strength). The said benefits are

" Refers to: Choi, E. Kwan, and E. Feinerman (19%joducer Cooperatives, Input Pricing and Lancbédition,”
Journal of Agricultural Economics, 44, 2, 230-244.



assumed to work only through transactions costssifoplicity. The total amount marketed is
denoted by. In line with the literature on smallholders’ comrialization (e.g. de Janvry, et al.
1991; Goetz 1992; Key, et al. 2000), we furtheuassthat the greater the service, the lower the

transaction cost& C® = TC(M), TC'< 0.

Second, the coopertive provides another serécevhich we consider not related to agriculture
marketing (such as craft training, or literacysskes etc.). The introduction of multiple objectives
in the cooperative may be motivated by the desimmake it more attractive to farmers. Not all

households value these extra benefits however.ayeind @, be preference weights that the
household attaches to profits from commercializatiod td . Being Weightsa'li and a"2 are
assumed to sum to 1. For simplicity, we assumedhigttype-2 individuals are interested in the
second services offered by the cooperative, suathath=1 anda; = 0.

Finally, participation in the cooperative is assdnopened to anybody living in the locality, as
long as he/she is able to pay the membershig famstant across members. An individual's

maximum benefit from participating in the cooperefB'" ,can therefore be written as follows:
B" = cri(pq -TC® )ql(v‘*) -pV +ajE-t

His/her decision to join the cooperative is theregiby the comparison of the benefits he/she can
obtain through membership, to his/her reservatiofitp

That only type-2 individuals are interestedErimplies that type-1 member households can be

viewed as profit maximisers, i.eB' = 77*. These individuals will only participate into the
cooperative if the benefits obtained from partitimgexceed their reservation profit’:

7t ((p, —TCE(M)) p,it)- 7 20

The cooperative’s problem can be stated as thataofimising the benefits of type-2 members
subject to the incentive compatibility constrairgrresponding to type-1 househofdghe
cooperative should also satisfy a no loss congtragtording to which the sum of the
membership fee collected should cover the coordinatosts linked to both the size of the
cooperative, and the overall scope of these aietivitltogether.

MakdxiErpizeaf ((pq -TC°(M ))qz(vz) - p,V* —t)+ a’E
st. 7t((p, -TC*(M)). p,:t)- 7 =0
and nt-C(M,E)=0

The corresponding Lagrangian function is given by:

8 Alternatively, the cooperative problem could bertaximize the benefits of type 1, subject to the
incentive compatibility constraint of type 2 memferhe results are however very similar.



t=(alr + aZE)+ Alr - )+ 4, (nt-C(M,E))
After substituting for/r* andzr®, The first order conditions with interior solutioase given by:

14 oTC® JC(M,E
® 2 = {azqr + aq)TIC" -, CMLE)

! ool gM 2 M
/ c(Mm,E
2) —=qag?-)A,—""l=
()gE 2 o
/
A a=—af—/ll—/12n=0

The cooperative starts by deciding on the levehafketing services it wants to provide. Starting
condition (1) forM, and substituting forl, from condition (3) , we obtain:

NaTC® (a2 +)ac(M, E)

) =0
oM n oM

- (a,lzqz +A0
such that the level dfl is implicitly given by:

1)0TC _ aC(M,E)

n 2.2
- a +A
iaf+)|1i( Y oM

PROPOSITION 1: the cooperative expands itekatang services up to the point at which
the reduction in transactions costs is matchechbyrise in coordination
costs.

We are now interested in investigating how an iaseein the scope of the cooperative activities
may influence its commercialization performancee@my to look at this, is therefore to look at
the variations in the choice of M, when E is inadddor not. By comparing the first order

condition on M, in these two situations, we obthia following expression:

(aTC°|ME/6TCC|M}_ (a2 + Aq) (aC(M,E) 6C(M)j

oM | M | | (a2 +A0) oM oM

We note that coordination costs are likely to iaseewith the number of distinct services that the
coop is expected to provide. In additionf is strictly less than 1 by definition (otherwigpée-2

households would not demand any E). It follows ttiet term on the right-hand-side of the
equation is greater than 1. As a consequence:

arce|"" _ arce|"
oM | M |




The marginal transaction cost is higher wikeis provided than notThis means that, compared
to the case whend is the only service the coop providésjs smaller whelk is also offered by
the cooperative.

PROPOSITION 2: By enlarging the scope ofrtlaetivities, cooperatives negatively affect
their marketing performance.

We also note that the larger thﬁ!;Z (the lower therf) the larger the reduction in the

cooperative’s marketing performance. Witkr1121, larger 022 translates into greater
heterogeneity of preferences within the cooperative

PROPOSITION 3: The larger the heterogeneithe cooperative, the more the introduction
of a new set of unrelated activities may affectrerketing performance
of the organization.

These results may be compared to another scenhemetwy the additional benefits offered by the
cooperative are in fact closely related to markgtsuch as for instance the provision of inputs.
The gain, in this regard, may occur as greater access and/or lower prices. The cooperative has to

determine the price ( P, ) at which the input is sold to its members. Note that because there is now

only one type of benefits (profits), the preference weights do not apply. In this case, the problem of
the cooperative can be stated as follows:

o _ c 20,2\ _ 2 _
M%)ﬁl)vr?lze(pq TC (M))q (v)-pv -t
st. né(pq -TC°(M), pv;t)—n;* =0
and nt+ (v +nv')p, -C(M,V) =0

Following the same step as above, and assumingimabapst pricing for the input, we obtain

the following expression:
"= JaTce
oM

The eventual diminishing marketing performancetef tooperative is now only linked to the
increase in the scope of the organization, witlebainges in members composition. Eventually, if
the price offered by the cooperative leads to eodamput used and more produce marketed, the
overall net effect on commercialization may be posi

aTC*
oM

) :(6C(M,E) 6C(M)j

oM oM

PROPOSITION 4: New activities may not necasbower marketing performance in the
case of services closely related to the commerzaiédin purpose of the
organization.

These results are in line with the descriptiveistias proposed in the previous section. In
essence, they indicate that under heterogeneousbenship, providing an additional non-

9 There is no reason to expect the transaction cost function would change because the coop starts to
provide an additional and distinct (social) service.



commercialization-related service to members, @alhtribute to increase the coordination costs
without increasing the commercialization performeamf the organization. For members only
interested in the commercialization services, tredditional costs may be discouraging leading
to their departure form the organization, therelgcreasingM and hence the marketing
performance of the organization.

4. Data and measures

The main data used in this paper come from a suofe305 cooperatives conducted by
IFPRI throughout Ethiopia during the summer 2006e Bample design included four regional
strata (Amhara, Oromia, SNNP and Tigray). In eacdia, 15 woredas were randomly selected,
within which a maximum a four agriculture-relatembperatives were randomly selected from the
lists available at the woreda cooperative officé.tli® 205 cooperatives surveyed, 172 (84%)
declared being engaged in the marketing of thembes’ production. This is the sample used in
the following sections. For each cooperative quoesti about the organization’s history,
membership, activities (including marketing), goaance structure, and external links were
asked. Secondary data on the cooperatives’ finaandsassets were also gathered from the
woreda cooperative office which is meant to perfgearly financial audits of each cooperative
within the woreda.

Table 1 describes some of the information colledi®@dcharacterize cooperatives, their
performance and their activities. We find that carapives are rather large, with an average of
close to 1000 members although with considerabt@atian in the sample (from 21 to 3664
members). Land cultivated per member averages hé&&ares, supporting the idea that
cooperatives support smallholders, although notesearily the smallest ones (the average
landholding in Ethiopia is 0.8 hectares (CSA-EDRRRI, 2006). In the following section, we
use the cooperative level aggregate landhol@ngas a proxy for the potential produce to be

commercialized.

Most of the cooperatives have been created (established) within the past 10 years, in
response to the Ethiopian Government promotiorhe$e¢ organizations, as described in Section
2. This is further supported by the fact that 5%he cooperatives have received significant help
from external partners at the time of their (regbBshment. In 80% of the cases, this help came
from the government.

The second panel of the table describes the relgtpoor commercialization performance of
these marketing cooperatives. As mentioned in ae@i only 59% of the cooperatives which
declare being engaged into marketing their memberstiuce have actually performed such
activity over the course of the past twelve monffm. the ones who did, the average value sold
per member was 1116 Birr, and the median 73 Bass(lthan $10). Often however, this last
measure did not exist within the cooperative regist and was therefore collected from estimates
by the woreda-level cooperative office, resultingotentially large biases. For this reason, in the
following estimations we restrict ourselves to bieary performance indicator: “the cooperative
has provided marketing services to its members theepast twelve months”.

Finally, the last panel reports the activities emaken by the marketing cooperatives. It
appears that most organizations are in fact multppse ones: 74% of the marketing
cooperatives that are also engaged in providingi&goservices to their members.

<< Table 1 about here >>



In the left part of Table 2, we relate the aboveparative characteristics to their activities
(only economic versus multipurpose). We find thafitipurpose cooperatives have significantly
larger number of members but lower average holtlag specialized organizations suggesting
that multipurpose activities tend to attract morenmbers although with less individual potential
for product aggregation. The right part of Tablesorts the results of similar tests of differences
this time between “performing” and “non-performingiboperatives as measured by their
provision of marketing services to their membergrothe past 12 months. We do not find
significant differences in terms of membership, find that average landholding is greater within
performing cooperatives. We also note that mulppse cooperatives are on average older than
their specialized counterparts.

<< Table 2 about here >>

<< Figure 1 about here >>

Finally, the data indicate that 87% of these coafpezs condition membership on the
household living in the samebeleand 65% impose an age criteria. 57% require tianew
member buys a cooperative share and pays for higibmbership fee (averaging 45 Birr and 6
Birr respectively). Interestingly, only 36% selemtembers based on their cultivation of a
particular crop, and 8% on their ownership of maittir assets (land or livestock). As assumed in
the model, these statistics suggest a clear operbership policy from these organizations.

Overall, these results tend to support the basétraptions of the model above, in that
multipurpose cooperatives tend to attract more neemivhich are potentially less interested by
the marketing services of the cooperative, as sgmted in Figure 1. At the same time, we find
that better performing marketing cooperatives témce the ones with higher average land
cultivated. The next section develops a structapalroach to further testing the model developed
above.

5. Empirical analysis

This section proposes a series of tests for thpgsitions in the above model. We begin by
testing the general underlying model as summarigedroposition 1. Accordingly, marketing
performance responds positively to potential volumeed proxied here by total landholding in
the cooperative, but negatively to the number ofimers which lead to increased coordination
costs. As mentioned above, product aggregatiomasigd by its potential given by the overall
land cultivated by the cooperative members.

Table 3 presents the results of probit estimatimygarding whether the cooperative has
effectively engaged in marketing its members’ paidwver the past twelve months. Several
specifications are proposed. Column (1) presemrtsdbults of the basic model . Results are rather
clear, indicating that for a given level of potahtvolume traded, a one percent increase in the
size of the organization typically leads 13 perdess chances that it provides marketing services
to its members. On the opposite, a one percentaser in the level of the overall potential
volume traded aggregation leads to 15 percent wlmaaces that the organization has performed
such activity over the past twelve months. The$ecef are robust to the introduction, in column
(2) of woredalevel characteristics controlling for the markepportunities faced by the
cooperative. Additional controls are added in colui®) to account for the fact that both age and
external partners may well influence membershithatsame time of being decisive in terms of
marketing performance. We use the cooperative’tnpes at the origin of the organization to



avoid two ways relationships with the organizatiopérformance. REWRITE THIS SENTENCE
The results are now slightly lower than the inibaks, but remain with the expected sign and are
statistically different from zero.

<< Table 3 about here >>

Another source of bias however may come from theeni@l reverse causality existing
between M and nor Q. For instance, a well performing organization matjract mode

members than a weakly performing dfe\s a result, the obtained estimates on the efféct
non M are likely to understate the magnitude of the —atieg — relationship. Similar
arguments may apply t@ although the sign would then be undetermined. Siu@bes may be

overcome using an external source of variatiorott In andQ .

We use the above theory to justify the use of $ecitivities as instruments for the size of the
cooperative. Accordingly, the introduction of thesgivities should to an increase in the size of
the membership. However, if poorer households neaynbre interested by such social services,
it follows that the overall product aggregation sldchowever only weakly increase as a result of
the introduction of these activities. Assuming tthet initiation of these activities is mostly dnive
by external partners, and that they do not direictfijuence marketing performance other than
through membership, one can use the presencessf #utivities as a valid instrument for the size
of the organization.

Table 4 reports results correlation results betwearious activities and the size of
cooperatives (columns 1 and 2), and with the p@teaggregated product as measured by the
total land available among cooperative memberscoAtingly, the introduction of these activities
should lead to an increase in the membership Eiaaever, if poorer households may be more
interested in such social services, it follows ttie overall product aggregation should only
slightly increase as a result of the introductibthese activities.

In columns (1) and (3), we test for the effectiigngicant influence of these activities on the
size and product aggregation within the organizatibhe results indicate that consumption-
related services as well as literacy training egedtrong positive influence on the size of the
organization. The effect is somewhat lower on tfapct aggregation. In columns (2) and (4)),
we assess the robustness of these results by aaldierjes of additional explanatory variables. In
particular, we use the initial size of the orgatima as a proxy measure for members mostly
interested in the marketing services of the orgaiun (by this we assume that social activities
came later on in the cooperatives, which is the ¢asthe vast majority of them). The results on
social activities are robust across all estimatiamsvell as the coefficients obtained on the ihitia
membership variable. By contrast, the effect ofaaactivities on product aggregation vanishes
once one controls for initial product aggregatibmall estimations, partial F-tests indicate the
joint significance of the variables to be laterdias instruments.

<< Table 4 about here >>

19 Note however that the majority of the organizai{@6%) have seen their membership increase since
their creation.
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Table 5 reports the results of a two-stage leasargglinear probability model of marketing
performance, using estimates in Table 4 to judtify use of social activities as instruments for
size and product aggregation. The results suglasthe relationships identified in Table 3 hold
once one account for potential sources of endogeneiaddition, the results tend to be higher in
magnitude than those obtained in Table 3, supppttie idea of a reverse causality. Overall, the
results suggest that a 1 percent increase in zkeeo$ithe organization may lead to a 0.5 decrease
in the probability that the cooperative providegketing services to its members. Finally, we use
Sargan's (1958) and Basmann's (1960) overidentditéests to verify that social activities are in
effect not directly correlated with marketing penfance. Accordingly, we cannot reject the
exogeneity of our instruments at any reasonablédmnmce level.

<< Table 5 about here >>

6. Conclusions.

Over the past few years, policy makers have digglag renewed interest in farmers
organizations as a means to connect smallholdermaikets. In Ethiopia, this has led to a
nationwide plan to promote primary cooperatives. ifsis the case elsewhere however,
cooperatives are being asked to perform variousstaet necessarily related to eachother. For
instance, the Federal Cooperative Commission’s ye@&r plan states that farmers cooperatives
shall be involved in the prevention of HIV, as wedl in literacy trainings.

Previous papers have discussed the negative ingp@att enlarged scope of activities can
have on managerial performance. In this paper, ave largued that such policy may eventually
jeopardize the cooperatives’ capacities to perfdtmir marketing services towards their
members, through its effect on membership strucflings may explain why more than 41% of
the organizations explicitly engaged into markesegvices have not performed any such activity
in 2005.

We develop a simple model to illustrate our hypstheThe predictions of which are tested
on a newly collected dataset on 205 cooperativeritinout Ethiopia. The results are consistent
with the model’s prediction and across various #pations, showing that with open
membership, externally imposed social activitiemdl¢éo the entry of new members which may
not necessarily contribute to the marketing sesvigkethe cooperative, although they contribute
to the overall management costs.

Several policy implications can be derived regaydithe functioning of farmers
organizations. First, and as was clearly proverh witoperatives’ experiences until the 1980s,
these organizations need to pursue their own agamdanot the agenda of their partner. Second,
open membership, although important from an ingkrséss point of view needs to be carefully
handled in that it should not jeopardize the capaai the organization to fulfill its primary
objectives. Overall, although strong managemerisskie often needed in the running of day to
day activities, the start of a new activity, espgiunrelated to marketing services, should
require the approval of all actual members.
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TABLES

Table 1: Descriptive Statistics on Cooper atives

Variable Unit / description Mean Median  Std. Dev.
Cooperative characteristics
Membership (1) Number of members in 2005 942.23 783 773.52
Aggregated produc 0].) Total number of hectare cultivated by members “m1. 950 1779.76
Average holding per member In hectare 1.75 1.52 1.01
Age Years 8.18 9.00 4.686
Partner at origin 1= received external help ahtoa 59.30 %

Marketing performance
Sold

1= has sold members’ product over past 12inson 58.72 %

Value sold last year Birr (only for the coops thave sold something) 256,408.00 58,610.00 734,526
Value sold last year, per member Birr (only foe loops that have sold something) 1116.30 72.69 982800
Activities
Activities Total number, including marketing 4.63 .06 1.65
- Non-marketing activities
Non-marketing activities 1=involved in at leasearon-marketing activity 74.41 %
Number non-marketing activities Total number 1.12 1.00 0.95
Consumption services 1=provides this service 62620
Literacy training 1=provides this service 11.62 %
HIV prevention training 1=provides this service 23.25%
Public infrastructure 1=provides this service 15.11 %
Any non-marketing activity 1=provides this service 74.41 %
- Marketing-related activities
Number Marketing-related activities  Total numhbecluding marketing 3.51 4.00 1.05
Input provision 1=provides this service 83.72%
Credit 1=provides this service 54.06 %
Extension 1=provides this service 23.25%
Price information 1=provides this service 70.93 %
Processing 1=provides this service 19.18 %

14



Table 2 : Multipurpose, marketing performances and cooper atives char acteristics
Has provided marketing services to

Activities members over the past 12 months?
Only . Mixed Diff: p-value No Yes Diff: p-value
economic

Aggregated productd, ) 1079.92 1700.10 0.0458 * 872.31 1720.68 0.0142 **
Membership (1) 57456  1069.61 0.0002 *** 812.56 970.64 0.3002
Average land cultivated per member 2.05 1.65 0.0240 1.20 1.90 0.0004  ***
Age 5.77 9.01 0.0001  **=* 7.27 8.25 0.5644
Partner at origin 61.36 58.59  0.7487 27.27 67.60.0000 ***

Source:Authors’ calculation from IFPRI’s 2006 Cooperatsgrvey.
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Table 3. Marketing performance of cooperatives.
Linear probability mod

(1) (2) (3)
log N -0.143 -0.170 -0.132
(0.073) * (0.081) ** (0.070) *
log Q 0.164 0.180 0.137
(0.059) ** (0.064) ** (0.056) **
Age 0.002
(0.009)
Partner at origin 0.219
(0.064) ***
Controls for market access yes yes
Controls for population density yes yes
# obs. 168 162 162
R-squared 0.07 * 0.11 * 0.18 ok

*: signif at 10% level, **: signif. At 5% level, **: signif at 1% level
Robust standard errors are computed with clustexinige woreda level.
Standard errors in parenthesis
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Table 4. Social activities and member ship

log N LogQ
@ @) (©) 4
Consumptiofi 0.908 0.407 0.560 0.046
(0.210)  *** (0.133) ko (0.242) * (0.1274)
Literacy’ 0.759 0.273 0.537 0.118
(0.282)  *** (0.163) * (0.307) * (0.183)
HIV preventiori -0.316 0.055 -0.257 0.211
(0.254) (0.110) (0.309) (0.141)
Public infrastructure -0.100 -0.277 0.210 0.048
(0.275) (0.233) (0.338) (0.277)
Log Initial membership 0.511
(0.085) ok
Log Initial product aggregation 0.535
(0.096) ok
Age 0.040 0.054
(0.017) b (0.022) ki
Partner at origin 0.204 0.446
(0.122) * (0.185) o
Financial help at origin -0.384 -0.226
(0.172) * (0.234)
Controls for market access yes yes
Controls for population density yes yes
Constant 5.821 2.453 6.333 2.759
(0.217)  *** (0.477) % (0.236) **  (0.725) ok
Number of observations 171 158 171 158
R? 0.19 0.71 0.07 0.46
F-test on significance 0.0004 ** 0000  ** 00716 0.0000  ***

of the* variables

Note: Robust standard errors are computed withedling at the woreda level. Standard errors in

parenthesis.

*** = Significant at the 1 percent level; ** = 5 pgent level; * = at the 10 percent level.
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Table 5. Marketing performance of cooper atives, 2SL S

1) @)
log membership -0.589 -0.520
(0.206) ok (0.195) ok
log aggregated product 0.637 0.540
(0.221) ok (0.205) ok
Age -0.001
(0.010)
Partner at origin 0.112
(0.094)
Financial help at origin -0.032
(0.111)
Controls for market access Yes
Controls for population density Yes
# obs. 162 156
R-squared 0.17
Sargan test, p-value 0.8417 0.7868
Basmann test, p-value 0.8481 0.8049

Note: instrumented: log membership and log aggeegptoduct. Instruments:
consumption services, literacy training, HIV pretien, public infrastructure
provision, log initial membership. Neither Sargam Basmann test are significant
such that HO (no instrument is invalid) cannot &jected at usual confidence level.
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