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Background

• Eradication of Marketing Boards (MBs) & Parastatal Agencies

• Lack of formal institution to facilitate trading

• Direct exposure of smallholder  farmers to markets

• Dominance of traders with substantial market power in the agricultural supply 
chains

• Difficult for disorganised and dispersed smallholder farmer to exercise 
countervailing power.

• Fragmentation of processing activities due to vertical and horizontal integrations.3



Transparency issues 
in a post- reformed agricultural 

commodity markets  

Information failure (increases costs & reduces efficiency)
• Information asymmetries within trading relationships
• Opportunity for opportunistic behaviour
• Weak bargaining power for smallholder farmers who are often illiterate 
• Smallholder farmers are forced to make decision that are pareto-efficient
• High transaction costs
• Low smallholder farmers’ incomes
• Lost of value addition in producing countries
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How can a commodity 
exchange improve

transparency in price 
bargaining?

Reduce information failure
• Disseminates price and market 

data to all market actors
• Provides grading standards
• Provides accurate information on 

quality and quantity of products
Reduce transaction costs
• Coordinates the markets
• Reduce the number of 

intermediaries involved in 
trading
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Ethiopian smallholder farmers’ 
views & experiences of the

ECX success

Ordered logit analysis technique applied to 100 questionnaires from 
Ethiopian smallholder farmers.

1. The ECX has reduced transaction costs and increase farmers’ incomes

𝑹𝑹𝒆𝒆𝒅𝒅𝒖𝒖𝒄𝒄𝒆𝒆𝒅𝒅𝑻𝑻𝒓𝒓𝒅𝒅𝒄𝒄𝒕𝒕𝒄𝒄𝒔𝒔𝒕𝒕𝒊𝒊𝒏𝒏𝒄𝒄𝒓𝒓𝒆𝒆𝒂𝒂𝒔𝒔𝒆𝒆𝒊𝒊𝒏𝒏𝒄𝒄𝒐𝒐𝒎𝒎𝒆𝒆𝒊𝒊∗ = 𝜷𝜷𝟎𝟎+𝜷𝜷𝟏𝟏𝒇𝒇𝒂𝒂𝒓𝒓𝒎𝒎𝒆𝒆𝒓𝒓𝒔𝒔𝒐𝒐𝒓𝒓𝒈𝒈𝒂𝒂𝒏𝒏𝒊𝒊+ 𝜷𝜷𝟐𝟐
𝑬𝑬𝒂𝒂𝒔𝒔𝒚𝒚𝒕𝒕𝒐𝒐𝒇𝒇𝒊𝒊𝒏𝒏𝒅𝒅𝒃𝒃𝒖𝒖𝒚𝒚𝒆𝒆𝒓𝒓𝒊𝒊 + 𝜷𝜷𝟑𝟑 𝑬𝑬𝒂𝒂𝒔𝒔𝒚𝒚𝒂𝒂𝒄𝒄𝒄𝒄𝒆𝒆𝒔𝒔𝒔𝒔𝑻𝑻𝑭𝑭𝒊𝒊+ 𝜷𝜷𝟒𝟒
𝑹𝑹𝒆𝒆𝒅𝒅𝒖𝒖𝒄𝒄𝒆𝒆𝒅𝒅𝒎𝒎𝒊𝒊𝒅𝒅𝒅𝒅𝒍𝒍𝒆𝒆𝒎𝒎𝒆𝒆𝒏𝒏𝒊𝒊+𝜺𝜺𝒊𝒊

2.The ECX grading standards have improved farmers incomes

𝑸𝑸𝒖𝒖𝒂𝒂𝒏𝒏𝒕𝒕𝒊𝒊𝒕𝒕𝒚𝒚𝒒𝒒𝒖𝒖𝒂𝒂𝒍𝒍𝒊𝒊𝒕𝒕𝒚𝒚𝒊𝒊𝒏𝒏𝒇𝒇𝒐𝒐𝒊𝒊∗ = 𝜷𝜷𝟎𝟎 + 𝜷𝜷𝟏𝟏 𝑰𝑰𝒎𝒎𝒑𝒑𝒓𝒓𝒐𝒐𝒗𝒗𝒆𝒆𝒅𝒅𝒒𝒒𝒖𝒖𝒂𝒂𝒍𝒍𝒊𝒊𝒕𝒕𝒚𝒚𝒊𝒊 + 𝜷𝜷𝟐𝟐
𝑰𝑰𝒎𝒎𝒑𝒑𝒓𝒓𝒐𝒐𝒗𝒗𝒆𝒆𝒅𝒅𝒑𝒑𝒓𝒓𝒊𝒊𝒄𝒄𝒊𝒊𝒏𝒏𝒈𝒈𝒊𝒊 + 𝜷𝜷𝟑𝟑 𝑭𝑭𝒂𝒂𝒄𝒄𝒊𝒊𝒍𝒍𝒊𝒊𝒕𝒕𝒂𝒂𝒕𝒕𝒊𝒊𝒏𝒏𝒈𝒈𝒕𝒕𝒓𝒓𝒊𝒊 + 𝜷𝜷𝟒𝟒 𝑹𝑹𝒆𝒆𝒅𝒅𝒖𝒖𝒄𝒄𝒆𝒆𝒅𝒅𝒈𝒈𝒓𝒓𝒂𝒂𝒅𝒅𝒊𝒊𝒏𝒏 𝒊𝒊 + 
𝜺𝜺𝒊𝒊

3. Market and price data dissemination has improved transparency in 
the trading system.

𝑴𝑴𝒐𝒐𝒓𝒓𝒆𝒆𝒊𝒊𝒏𝒏𝒇𝒇𝒐𝒐𝒓𝒓𝒎𝒎𝒆𝒆𝒅𝒅𝒊𝒊∗ = 𝜷𝜷𝟎𝟎 + 𝜷𝜷𝟏𝟏 𝑰𝑰𝒎𝒎𝒑𝒑𝒓𝒓𝒐𝒐𝒗𝒗𝒆𝒆𝒅𝒅𝒕𝒕𝒓𝒓𝒂𝒂𝒏𝒏𝒔𝒔𝒑𝒑𝒂𝒂𝒓𝒓𝒊𝒊 + 𝜷𝜷𝟐𝟐
𝑰𝑰𝒎𝒎𝒑𝒑𝒓𝒓𝒐𝒐𝒗𝒗𝒆𝒆𝒅𝒅𝒑𝒑𝒓𝒓𝒊𝒊𝒄𝒄𝒊𝒊𝒏𝒏𝒈𝒈𝒊𝒊 + 𝜷𝜷𝟑𝟑 𝑭𝑭𝒂𝒂𝒄𝒄𝒊𝒊𝒍𝒍𝒊𝒊𝒕𝒕𝒂𝒂𝒕𝒕𝒊𝒊𝒏𝒏𝒈𝒈𝒕𝒕𝒓𝒓𝒊𝒊 + 𝜷𝜷𝟒𝟒 𝑴𝑴𝒐𝒐𝒓𝒓𝒆𝒆𝒄𝒄𝒐𝒐𝒏𝒏𝒇𝒇𝒊𝒊𝒅𝒅𝒆𝒆𝒏𝒏𝒕𝒕 𝒊𝒊 + 
𝜷𝜷𝟓𝟓 𝑷𝑷𝒐𝒐𝒘𝒘𝒆𝒆𝒓𝒓𝒕𝒕𝒐𝒐𝒔𝒔𝒆𝒆𝒕𝒕𝒑𝒑𝒓𝒓𝒊𝒊𝒄𝒄𝒆𝒆𝒊𝒊 + 𝜺𝜺𝒊𝒊
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Benefits associated with
v                                           a commodity exchange
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A well organised commodity exchange can:
• Yield significant benefits to all market actors and enhance trade.
• Can prevent the exercise of market power
• Can help mitigate the impact of commodity price volatility through the use of 

forward contracting and futures trading.
• Can manage risks involve in trading (default risk).
• A commodity exchange can be an efficient solution to the problem of coordination 

and transparency in agriculture commodity market.
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Recommendations 
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• Commodity exchanges can yield significant benefits to low-income agrarian 
economies.

• Commodity dependent countries should therefore, consider commodity 
exchanges to enhance trade and increase smallholder farmers incomes. 

• There is “no one size fits all” commodity exchange. Thus, research before 
establishing a commodity exchange is essential. This will help countries to 
establish one that meets the needs of smallholder farmers and other service users.

• Best practice can be shared across countries. For example, zero default policy in 
Ethiopia can be replicated in other countries.
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