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Editor’s note 
 
Agriculture is an important part of the Ethiopian economy. It is frequently argued that 
agricultural growth is a fundamental pre-requisite for widespread poverty reduction in 
Ethiopia as the livelihood of the majority of the people depends on it and the majority 
of peasants have an egalitarian access to the key productive resource, land. 
However, a sustainable agricultural development demands smallholders’ to raise 
agricultural productivity and integrate into the exchange economy which illustrates the 
positive role of agricultural commercialization for economic growth. 
 
The growth strategy adopted by Ethiopia also seeks to achieve growth through the 
commercialization of smallholder agriculture. The Plan for Accelerated and Sustained 
Development to End Poverty (PASDEP), Ethiopia’s guiding strategic framework for 
2005/06 – 2009/10 asserts that the plan relies on a massive push to accelerate 
growth, which rests on two main thrusts: commercialization of agriculture and 
promoting much more rapid non-farm private sector growth (MoFED, 2005). 
 
However, Ethiopia has still no comprehensive and well-formulated policy on how to 
commercialize its agriculture. Much remains to be learned, both conceptually and 
empirically, about the commercialization process, its determinants and the role of 
transaction costs, especially at the household level. For instance, the question 'what 
should be the government strategy in different parts of the country where the 
potentials and constraints for agricultural commercialization vary in response to the 
variation in agro-ecologies, irrigation potential, population settlement and other socio-
economic factors' needs research and informed policy debates both at national and 
regional levels.   
 
The supply response of Ethiopian farmers and the merits of ‘pricism versus 
structuralism’ were not sufficiently debated and clearly emerged in policy documents. 
However,   , Ethiopian policy makers put a higher priority to the former as evidenced 
by the establishment of the Ethiopian Commodity Exchange and improved 
agricultural marketing extension services. It has been clear that Ethiopia needs to 
move beyond improving the operation of its agricultural output marketing system.  In 
addition to output markets; factors market, labor mobility, farm sizes, the type of crop 
(export and/or domestic crop), the role and extent of participation of the private sector 
in the commercialization scheme and other technical factors that affect farmers’ 
productivity etc could affect the success and pace of implementing the new policy on 
agricultural commercialization. 
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1 The research findings and views contained in this journal were conducted by the 
Future Agriculture Consortium (FAC) and discussed at the forum co-organized 
by the consortium and the EEA at the Fifth International Conference on the 
Ethiopian Economy. The papers focused both on conceptual and empirical 
issues, though the empirical works limited to selected tef and coffee growing 
areas. Based on a review of past policy and development programs, one of the 
papers also tried to provide a brief narrative context for the Ethiopian debate and 
policy-making process on agricultural commercialisation. 

 
The Ethiopian Economic Association believes that the papers will provide some 
insights and queries to Ethiopian policy makers who have been working to develop 
policies and strategies on the commercialization of Ethiopian smallholder agriculture. 
The EEA would also like to thank the Future Agricultures Consortium () for conducting 
operational researches on this topical issue and allowing academics, researchers and 
policy makers to discuss and debate them in a joint forum.  The Association 
encourages such collaborations in the future too.  
 

 

 

Future Agricultures Consortium (FAC) is a partnership between research-based 
organisations in Africa and the UK, with work currently focusing on Ethiopia, Kenya and 
Malawi.  The Consortium aims to encourage critical debate and policy dialogue on the 
future of agriculture in Africa. Through stakeholder-led policy dialogues on scenarios for 
agriculture, informed by field research, the Consortium aims to elaborate the practical 
and policy challenges of establishing and sustaining pro-poor agricultural growth in 
Africa. Current work focuses on three core themes:  
 Policy processes: what political, organisational and budgetary processes promote 

or hinder pathways to pro-poor, agriculture-led growth? What role should different 
actors, including Ministries of Agriculture, have in this?  

 Growth and social protection: what are the trade-offs and complementarities 
between growth and social protection objectives? 

 Agricultural commercialisations: what types of commercialisation of agriculture 
both promote growth and reduce poverty? What institutional and market 
arrangements are required?  

 
For further information and news, see www.future-agricultures.org  
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COMMERCIALISATIONS IN AGRICULTURE 
 
 

Jennifer Leavy1 and Colin Poulton2 
 
 

1. Introduction 
 
Accelerated growth in agriculture is seen by many as being critical if the MDGs are to 
be met in Africa. Although there are debates about the future viability of small farms 
(Hazell et.al. 2007), the official policies of many national governments and 
international development agencies accord a central role to the intensification and 
commercialisation of smallholder agriculture as a means of achieving poverty 
reduction. According to this thinking, smallholder agriculture is uniquely positioned to 
deliver broad-based growth in rural areas (where the vast majority of the world’s poor 
is still live). However, others fear that strategies for commercialising agriculture will 
not bring benefits to the majority of rural households, either directly or (in the view of 
some) at all. Instead, they fear that efforts to promote a more commercial agriculture 
will benefit primarily large-scale farms. At best, the top minority of smallholders will be 
able to benefit.  
 
In this paper, therefore, we discuss what is meant by the commercialisation of 
agriculture, emphasising the different pathways that commercialisation can take. We 
also examine what needs to be done if agricultural commercialisation is to be 
inclusive, bringing benefits to a large proportion of rural households. 
 
The potential benefits of commercialisation and engaging in trade are well- 
documented. These include stimulating rural growth, which poor people can gain from 
directly, for example through: improving employment opportunities (depending on the 
labour intensity of crops grown); increasing agricultural labour productivity; direct 
income benefits for employees and employers; expanding food supply and potentially 
improving nutritional status. So-called multiplier effects encompass increased 
demand for food and services in the local area (von Braun and Kennedy, 1994).3 
 

                                                 
1 Institute of Development Studies, Brighton 
2 School of Oriental and African Studies (SOAS), University of London 
3 For work on multipliers and growth linkages see Delgado et al (1998) 
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But what does commercialisation mean?  What does it mean to be commercialised? 
What kinds of commercialisation are good for the poor? Conversely, under what 
circumstances are poor people likely to be bypassed in favour of larger farmers and 
unable to take advantage of new opportunities? Governments have clear ideas of 
what they would like to achieve in creating and supporting a thriving agricultural 
sector, not least in the name of enabling agriculture-based economic growth. But do 
these programmes have the right focus in terms of poverty reduction? What informs 
them and what are the implications? Are appropriate mechanisms in place for 
effective implementation, including the right enabling environment and adequate and 
timely service delivery? What are the policy processes behind a successful pro-
smallholder commercialisation policy? 
 
This paper aims to engage in alternative perspectives of agricultural 
commercialisation to shift thinking and ways of framing the debates, arguing for a 
diverse range of commercialisations, locally specific trajectories, and differentiated 
engagement with domestic and export markets. The overarching question here is 
how to translate pro-smallholder commercialisations policy into practice. Growth-
poverty reduction linkages for smallholder farmers through commercialised 
agriculture do not lie along just one or two channels, and indirect (or multiplier) effects 
are also key, especially those through labour markets.4 Focusing on crops, the paper 
attempts to get away from the idea that there is one, ideal commercial agriculture, 
following a linear path to some clearly defined end point.5 Hence the plural: 
commercialisations. This also allows for concepts of commercial agriculture that go 
beyond simple distinctions often made, such as those between ‘food’ and ‘cash’ 
crops.  
 
Drawing on existing literature, the paper sets out a framework for describing the 
different kinds of commercialisation that co-exist. It attempts also to give a sense of 
what might be emerging in relation to this framework, in terms of diverse forms of 
commercialisation that respond to distinct livelihood needs and local contexts. This 
allows a time dimension, in terms of dynamics and future scenarios, and moves away 
from any presumption of a singular type of transition to a particular type of 

                                                 
4 See also: Pretty et al (1996) on sustainable agriculture’s links to food security and strengthening rural 
economies; Swaminathan (1995); IDS work on labour exchange in Northern Province, Zambia (White et. 
al., 2005). The Commission for Africa report (2005) also cites family farms as the primary source of jobs in 
Africa, commercialisation of family-farms has important multiplier and employment creation effects going 
beyond the farm itself. For example, increasing employment in formal and informal trade can have far-
reaching poverty reduction effects, giving the example of Benin where poor rural women make up 90 
percent of informal traders. 
5 Livestock, aquaculture and other forms of agriculture are not within the scope of this paper, although the 
arguments presented here is equally valid for these and other sub-sectors. 
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‘commercial’ agriculture. This framework can be used to pose questions for empirical 
studies and to examine potential implications of different policy options, in terms of 
implementation as well as outcomes. 
 

2. What are commercialisations? 
 
Policy discourses around agricultural commercialisations tend to separate producers 
into different types of farm (small farms, large farms) growing different types of crops 
(food crops, cash crops) with simple distinctions made between ‘subsistence’ and 
‘commercial’ or ‘export’ agriculture. Lack of clarity about what commercialisation 
actually means may give rise to misconceptions, evoking certain fears that can 
obstruct the passage of policy into practice. Work by the Future Agricultures 
Consortium in Ethiopia has identified fears that commercialisation means, amongst 
other things6: 
 
o A focus on non-food crops 
o Squeezing out the smallholder farmer 
o Expropriation of land, displacement 
o Dispossession of peasants 
o Increased food insecurity 
o Capitalism 
o Mechanisation, modernisation 
o Capital intensity, rather than labour intensity 
 
In other words, there is a fear that commercialisation essentially means promoting 
change that is in the interests of larger, more powerful players to the detriment of 
smallholder farmers. 
 
1.1 Defining commercialisation  
1.1.1 Production for market 
 
Writing on commercialisation highlights a number of aspects to what it means to be 
commercialised. However, the lynchpin of most, if not all, definitions of agricultural 
commercialisation is the degree of participation in the (output) market, with the focus 
very much on cash incomes7. One dictionary definition gives a spatial dimension, 
describing commercial agriculture as “the growing of crops for sale outside the 

                                                 
6 See Sharp K, E Ludi and S. Gabreselassie (2007). 
7 For example, Pingali (1997), von Braun (1995), among others.  
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community” (Encyclopaedia, Colombia University Press). The first question is 
whether a farm or household sells any of its crop output. After this, some studies 
consider the degree of commercialisation in terms of amount of crops sales (volume, 
income). Thus, for example, Integrated Rural Development Program (IDRP) studies 
in Northern Province, Zambia define commercialised farmers as those who sell more 
than 30 bags of maize per annum (Sugiyama, 1987; Kakeya and Sugiyama, 1987). 
However, a better approach is to consider the percentage of crop production 
marketed by a farm or household. Thus, Strasberg et al (1999) suggest the following 
simple household crop commercialisation index (CCI): 
 
CCI = (gross value of all crop sales/gross value of all crop production)x100. 
 
Whilst there are computational difficulties, we note that there is no reason in principle 
why this should not be extended to include livestock (on both the numerator and 
denominator). However, we do not pursue this idea further here. 
 
A value of zero for the CCI signifies total subsistence, whilst a CCI value approaching 
100 indicates higher degrees of commercialisation i.e. a greater percentage of crop 
production marketed. A big advantage of this approach is that commercialisation is 
treated as a continuum, thereby avoiding crude distinctions between 
"commercialised" and "non-commercialised" farms. 
 
This simple index is open to criticism. One possible criticism is that it makes no 
meaningful distinction between a farmer who produces just one bag of maize and 
sells that one bag, and one growing fifty bags of maize who sells thirty of them. 
Based on the CCI, the first farmer, with a CCI of 100, would appear to be more 
commercialised than the second, who has a CCI of 60. There is some validity to this 
criticism, as this caricatured example shows. However, for reasons that will become 
clearer below, in practice there are few tiny farms that sell all of their output (at least, 
at lower levels of economic development) and similarly few large farms that do not 
sell most of theirs.  
 
A related criticism concerns “distress” sales, i.e. crop sales by poor households 
straight after harvest because they are desperate for cash. Where it is food that is 
being sold, the household may then be forced to buy back the same (or indeed a 
greater) quantity of food later in the year when the price is much higher. In this case, 
the crop sale raises the CCI, but is in no way indicative of increasing household 
welfare. Survey evidence suggests that 10-15% of southern and eastern African rural 
households are both net food deficit (over the course of a typical year) and 
nevertheless sell a proportion of their food output soon after harvest (Jayne et.al. 
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2006, Poulton et.al. 2006). This shows that there is some substance to this criticism 
and that interpretation of any empirical results based on the CCI needs to take the 
phenomenon of “distress” sales into account. 
 
What the CCI does very effectively is to bring subsistence food production to the 
centre of discussions about commercialisation. CCI falls below 100 to the extent that 
households devote their land, labour and capital resources to the production of food 
for own consumption, rather than to the production of crops (food or otherwise) for 
sale to the market. We discuss the reasons for the persistence of subsistence food 
production in more detail later in the paper. Even at this early stage, however, it is 
worth making the point that strategies for agricultural commercialisation should start 
by seeking to understand why households produce food for own consumption and 
then to create the conditions that will help them over time to devote less of their 
resources to this activity. 
 
1.1.2 Additional dimensions to agricultural commercialisation 
 
Whilst the degree of participation in the output market lies at the heart of most 
definitions of agricultural commercialisation, some literature does address other 
dimensions of commercialisation (see, for example, the discussion in von Braun and 
Kennedy 1994). Here we briefly note three additional dimensions. 
 
First, there is the degree of participation in input markets. As farms become more 
commercial, they tend to rely less on own-produced inputs (e.g. manure, retained 
seed) and services from mixed farming systems (e.g. animal traction) and instead 
depend more on markets to supply their inputs (improved seed, inorganic fertiliser, 
crop protection chemicals) and services (mechanised equipment for ploughing, 
planting, weeding, harvesting etc – either hired/rented or purchased). Thus, on the 
input side we might define commercialisation as:  
 
ICI = value of inputs acquired from market/ agricultural production value 
 
As is well illustrated by Pingali (1997), commercialisation on the input side is likely to 
proceed in tandem with the degree of participation in output markets. We, therefore, 
do not consider this dimension further in this paper. 
 
Second, it is observed that, as farms become more commercialised, they rely 
increasingly on hired labour, with family labour focusing more on supervisory and 
managerial tasks. This may be linked to the opening up of other opportunities for the 
family’s labour elsewhere in the economy. As farm, production becomes increasingly 
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business-oriented, rather than a matter of survival, some family members may 
choose to work in other occupations, with the remaining members hiring in workers to 
accomplish the necessary tasks. Alternatively, where commercialisation is associated 
with farm consolidation (see below), additional hired labour may be required to cope 
with an expanding cultivated area. Note, however, that where farm consolidation is 
driven by rising real wages elsewhere in the economy, this will also encourage 
mechanisation (Pingali 1997), such that the increase in total labour input into the farm 
is limited. 
 
An interesting case of reliance on hired labour at an early stage of agricultural 
development is provided by the top smallholder producers of cotton in Tanzania and 
Zimbabwe. These devote half to two-thirds of their land to cotton production and 
typically rely heavily on hired labour for most tasks related to cotton cultivation. 
Family labour thus has primarily a managerial role in cotton. However, family labour 
represents the dominant labour input into the household food production activities, 
which occupies most of the remaining land on the farm. In this case, the total area of 
land cultivated is too great for the household alone to supply labour. At the same 
time, attractive off-farm opportunities for family labour are limited, so family labour is 
still supplied on the farm. The distribution of this labour between crops reflects intra-
household decision-making and division of labour arrangements, but also again 
highlights the significance of subsistence food production within agricultural 
commercialisation processes. 
 
So far, we have considered labour hire as an indicator of commercialisation. 
However, another strand in the literature sees the form of labour used (family vs 
hired) as an important determinant of comparative advantage in crop production. We 
return to this in section 4. 
 
Third, some writing on commercialisation highlights the importance attached to the 
profit motive within the farm business as an indicator of commercialisation. Thus, 
Pingali and Rosegrant (1995: 171) state that:  
 
“Agricultural commercialization means more than the marketing of agricultural output; 
it means the product choice and input use decisions are based on the principles of 
profit maximisation. Commercial reorientation of agriculture occurs for the primary 
staple cereals as well as for the so-called high value cash crops. On the input side, 
commercialization implies that both traded and non-traded inputs are valued in terms 
of their market value” 
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This is a useful nuance within discussions on commercialisation. As will be discussed 
below, risk minimisation, rather than profit maximisation, is an important driver of 
subsistence production. The phenomenon of “distress” sales, discussed above, 
provides a good example of sale of crops that is not driven by a profit motive, but 
rather a short-term survival need. Decisions to supply labour off-farm can also have 
both “push” and “pull” motivations (see below).  
 
1.1.3 Broader (household-level) concepts of commercialisation 
 
Looking beyond purely the agricultural activities of a household, von Braun and 
Kennedy (1994) propose a measure of integration into the cash economy, which they 
define as: 
 
ICE = value of goods and services acquired through cash transactions/ total income 
 
Alternatively, we might consider a household commercialisation index, where: 
 
HCI = gross income from all market sources / total income 
 
A livelihoods perspective reminds us that, even in rural Africa, many households 
obtain half or more of their income from non-farm sources (Reardon 1997, Ellis 
2000)8. For policy makers, an important note of caution is that seeking to increase the 
market orientation of the agricultural production of households whose comparative 
advantage lies in non-farm employment may be a fruitless task. 
 
Broadly speaking, the non-farm income of rural households may be derived from 
casual labour hire, wage employment, private business activity (self-employment) or 
remittances. There may be complementarities between such activities and 
agricultural production, for example, where non-farm activities are conducted mainly 
in the dry season or where small land holdings are insufficient to absorb the entire 
household’s labour, but they may also compete (Reardon 1997). Can pursuit of these 
activities be considered as commercialisation? This question takes us beyond the 
scope of the current paper. However, we offer the following brief observations before 
returning to our main theme of agricultural commercialisation. 
 

                                                 
8 We are interested here in all activities other than agricultural production undertaken by the household on 
its own account. These include both casual labour hire on the farms of others (“off-farm”, but not “non-
farm”) and small business activity such as processing or handicraft making (“non-farm”) that is conducted 
on the household’s own property.    
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First, there are important ongoing debates as to whether rising off-farm income 
shares in rural Africa reflect pull (opportunity) or push (survival) factors (see, for 
example, Bryceson 1999, Ellis 2000, and Dorward 2003). Whilst, for some 
households, dependence on non-farm employment may be as much about survival 
as about comparative advantage, there are other households (e.g. those with above-
average educational attainment, but limited land holding) for whom non-farm 
employment makes more sense as an income maximising strategy than producing 
agricultural products for market.  
 
Second, we note that hiring out labour onto other farms rarely accounts more than a 
small fraction of total off-farm income in a community or area (Reardon 1997, Otsuka 
and Yamano 2006). This is generally low return work. However, there can be 
exceptions. Maertens and Swinnen (2007) show that employment on large-scale 
export horticulture enterprises represents a “pull” opportunity for many rural 
households in the relevant part of Senegal. In the 1990s, smallholder export 
horticulture developed in Senegal. However, in the latter part of that decade, the 
inclusion of smallholders within the supply chain was increasingly challenged by the 
private grades and standards introduced by importers in the major European markets. 
The industry reoriented itself towards estate production, while retaining a minority of 
its original smallholder outgrowers (the top producers). It has subsequently grown to 
the point where the total number of people employed by the industry (estate workers 
plus remaining outgrowers) far exceeds the total number of outgrowers contracted 
prior to the reorganisation. Maertens and Swinnen (2007)’s analysis of household 
survey data divides the population of the export horticulture production zone into 
three categories: those who have remained as outgrowers, households with one or 
more member employed on the new export horticulture estates9 and households with 
no direct connection to the industry. It shows that those who have remained as 
outgrowers are the best off. However, households with one or more member 
employed on the horticulture estates are significantly better off than households with 
no direct connection to the industry. Moreover, many of the households with one or 
more member employed on the horticulture estates would not qualify as outgrowers. 
Whilst they have similar education levels to outgrowers, they have less land and 
fewer non-land assets. Because of the relatively inclusive nature of estate 
employment10, Maertens and Swinnen (2007)’s simulations indicate that poverty 

                                                 
9 In the light of discussions elsewhere in this paper, it is, however, worth noting that, whilst estate farm 
workers derive more than one third of their income from agricultural wages, own-farm agriculture is the 
main source of income in the area. On average across the sample, two thirds of household income is 
derived from own farming.  
10 Migrant families are, however, under-represented as estate employees. 
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levels in the area are lower under current arrangements that they would have been 
even had the contract farming form of organisation been able to continue. 
 
When we consider the competitive strengths and weaknesses of different modes of 
agricultural organisation in Section 4, we might note the following lesson from the 
Senegal horticulture example. The direct poverty reduction potential from a particular 
example of “commercial” agriculture is a function of the rate at which the enterprise 
can grow, its labour intensity (and the type of labour employed) and the returns to 
labour achieved. In general, although labour intensity varies considerably by crop 
(with horticulture amongst the most intensive labour users), smallholder agriculture 
uses labour more intensively than large-scale estates. However, in the Senegal 
example, the competitive advantages of the estate mode of organisation outweighed 
the labour intensity advantage of smallholder production, enabling more poor 
households to obtain higher returns through wage employment on estates than they 
could through own production. 
 
Even this, though, may only be part of the story – an essentially static comparison. 
Work on ethical trade and working conditions on commercial farms (see Smith et al, 
2004; Tallontire et al, 2005; among others) emphasises quality of employment. It calls 
for a more sophisticated approach to poverty that recognises that enabling 
smallholders to stay and work in their communities could be more poverty reducing 
than supporting large scale commercial farms in a fiercely competitive global market 
place (characterised by downward pressures on prices and increased concentration 
in markets over time) that offers only low paid, insecure work. Returning to the central 
theme of this paper, a key issue, of course, is whether smallholder households are 
forced off their land to make way for expanding estate production or whether 
sufficient land is available for them to co-exist with estate producers, hiring out some 
of their labour at the same time as pursuing their own (food and other) production 
activities. 
 
Third, available evidence suggests that, in Africa, access to non-farm income is 
unequally distributed, with better-off households acquiring a higher share of their 
income from non-farm sources than poorer households (Reardon 1997). In absolute 
terms, the differences are even greater. The diversity of returns from different non-
farm activities indicates the presence of barriers to entry into some activities; with 
education and access to capital, the two most commonly cited ones. 
 
Our discussion about employment on commercial farms notwithstanding, the 
evidence from reviews such as Reardon (1997) and Otsuka and Yamano (2006) is 
that it is ultimately growth in non-farm activities within an economy that drives major 
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falls in poverty. At first sight, this appears to call into question the importance of 
agricultural intensification and commercialisation to growth processes in Africa. 
However, this is a premature conclusion. There is some debate as to whether, in a 
predominantly rural economy, agricultural commercialisation is required to create the 
initial conditions for growth in manufacturing and service sectors. Haggblade et.al. 
(2007) argue that the causality can vary by specific case and context. However, even 
where growth in manufacturing and service sectors responds primarily to external 
(non-agricultural) demand, Otsuka and Yamano 2006 argue that agricultural 
intensification may be necessary to permit households to invest in the education 
necessary to obtain the available employment opportunities. Consistent with the 
emphasis in this report on food access as a constraint to commercialisation, they note 
that food insecurity may also discourage investment in non-farm activities: “… 
according to the long-term panel studies in Asia, increased agricultural income, 
mostly generated from the Green Revolution, was a major source of funds to invest in 
children’s schooling in the early years, which later led to the choice of lucrative non-
farm occupations by children.  The last finding raises questions about the sources of 
investment in children’s schooling in Sub-Saharan Africa.  In practice, many African 
farm households lack the financial resources to send their children beyond primary 
school.  The Asian experience strongly suggests that it is the Green Revolution that 
must be realized to initiate the structural changes towards increasing investment in 
human capital and greater participation in non-farm activities in Sub-Saharan Africa.  
Indeed, without increasing crop income and improving food security in Sub-Saharan 
Africa, farmers will not be able to afford to send their children to schools and allocate 
more time to non-farm activities.” (2006, p30, emphasis added) 
 
1.2 Processes of commercialisation 
 
For food production systems, Pingali and Rosegrant (1995) describe farmers’ level of 
market orientation using three classifications: “subsistence systems”, “semi-
commercial systems” and “commercial systems” (Table 1). Each classification has 
different farmer objectives, sources of inputs, product mix and household income 
sources, echoing our discussion above of the multiple dimensions of 
commercialisation. 
 
At first sight, this typology presents a rather linear trajectory that sees farmers, indeed 
agriculture sectors, progressing, over time, from subsistence through a state of semi-
commercialisation to a commercial system with clearly defined characteristics along 
the four criteria – each one captured on a scale or hierarchy. The transition is 
described thus: “as economies grow, households shift away from traditional self-
sufficiency goals and towards income and profit-oriented decision making, so farm 
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output is accordingly more responsive to market trends. The returns to intensive 
subsistence production systems that require high levels of family labor generally 
decline relative to production for the market with predominant use of hired labor. The 
proportion of farm income in total household income declines as family members find 
more lucrative non-agricultural employment opportunities” (Pingali and Rosegrant, 
1995: 172-173). 
 
Table 1: Characteristics of food production systems with increasing 

commercialisation 
Level of 
Market 

Orientation 
Farmer’s 
Objective 

Sources of 
inputs Product mix 

Household 
income 
sources 

Subsistence 
systems 

Food self-
sufficiency 

Household 
generated (non-
traded) 

Wide range 
Predominantly 
agricultural 

Semi-
commercial 
systems 

Surplus 
generation 

Mix of traded and 
non-traded inputs 

Moderately 
specialised 

Agricultural and 
non-agricultural 

Commercial 
systems 

Profit 
maximisation 

Predominantly 
traded inputs 

Highly 
specialised 

Predominantly 
non-agricultural 

Reproduced from Pingali and Rosegrant (1995) 
 
Table 1 is a simplification, but it neatly captures some important dynamics. One 
critique is that it focuses only on those who remain in agriculture; even if there is 
recognition that even these households will have other income sources beyond 
agriculture. Those who exit agriculture altogether - either because they specialise in 
non-farm activities or migrate out of rural areas altogether or end up largely as 
providers of wage labour to remaining farms – may be a minority at early stages of 
rural development, but grow to become the majority as both agricultural 
commercialisation and broader economic development proceed. Moreover, as shown 
by Otsuka and Yamano (2006), once growth in non-farm employment takes off, this 
can have a more dramatic impact on poverty reduction than even agricultural growth. 
 
We might also observe that the path sketched out around Table 1 - developed 
principally in relation to Asia - applies largely to systems that start out as smallholder 
dominated. Bimodal systems (like those in Latin America and much of Southern and 
Eastern Africa) may have a quite different trajectory. 
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1.3 Specialisation and diversification 
 
Table 1 above associates the agricultural commercialisation process with a move 
from production of a very diverse product mix to a more specialised production 
enterprise. Production decisions are increasingly shaped by market forces in 
conformity with comparative advantage, rather than by a desire to spread risks in the 
context of highly imperfect markets.  
 
However, once again, progress is unlikely to be linear. In particular, at the earliest 
stages of agricultural development, commercialisation may well be associated with 
diversification. There may be two reasons for this. The first is that diversification in 
market-oriented crop (and livestock) enterprises may be an important way to spread 
market-related risks, given both market imperfections and volatility and the lack of 
other mechanisms for either ensuring against such risks or smoothing consumption 
when they occur. Leavy (2007) on Zambia and Gabreselassie et al (2007) on Ethiopia 
provide examples of households deliberately diversifying their market-oriented crop 
and livestock enterprises, rather than expanding a single enterprise, when they 
accumulate the resources to do so. 
 
The second reason is that initial production of crops for market – especially non-food 
crops – represents diversification away from production of basic foods for home 
consumption. Heltberg (2001:3) observes that, “[s]mallholders produce market-
destined crops in addition to the subsistence food crops they are growing anyway” 11. 
In this case, the inconclusive nature of measuring commercialisation in terms of 
degree of specialisation can be illustrated using a Herfindahl index. If a farmer starts 
by allocating 90 per cent of land to maize and the remaining 10 per cent equally to 10 
minor  crops, the Herfindahl index is 0.811. If the farmer then switches to allocating 
45 per cent each to maize (cultivated more intensively) and cotton, and only grows 
five other minor crops on the remaining 10 per cent, the Herfindahl index drops to 
0.41. According to Heltberg, the degree of diversification has increased. According to 
Pingali (Table 1), the farmer has moved from a "wide range" of crops (eleven) to 
being "moderately specialised" (seven), with almost half of cropped area now planted 
with the clear intention to produce for market. Both views of the same shift are 
defensible.  
 
According to Heltberg (2001:3), the tendency to add cash crops to existing food 
production activities can be attributed to the “urge for food self-sufficiency in 
environments of large transaction costs and high risks found in many sub-Saharan 

                                                 
11 See also Omamo 1998(a) and (b) 
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African (SSA) countries”. This contrasts with the belief of economic historians that 
“gains from specialisation are a key driving force in economic growth” (see North 
1991; cited in Heltberg 2001). Heltberg concludes: 
 
“Commercialization and diversification are therefore associated, at least at initially low 
levels of commercialization. This implies that smallholder agricultural 
commercialization may not yield the expected gains from specialisation and 
economies of scale and that it will not, in itself, be a prime engine of agricultural 
productivity growth. Nevertheless, commercialization is important as a livelihood 
strategy, source of cash income to farmers, and export revenue to the country, and 
worth promoting on those grounds.” (Heltberg 2001: 3). 
 
We agree strongly with the emphasis placed here on “food self-sufficiency in 
environments of large transaction costs and high risks” and that one should not 
expect specialisation to occur until food markets function much better than they do in 
most of Africa today. However, we caution against the conclusions drawn on the 
grounds of economies of scale. Firstly, in Section 4 we discuss the evidence on the 
competitive strengths and weaknesses of smallholder vs commercial farms. There is 
very little evidence for economies of scale in agricultural production in low wage 
economies, although there may well be economies of scale in marketing and quality 
assurance (these are both information-related). Secondly, the expected gains from 
smallholder agricultural commercialization may not come primarily from the 
realisation of economies of scale. Instead, they arise when households are freed from 
producing food for own consumption, often in agro-ecological conditions that are far 
from ideal, and feel able instead to produce crops in which they have a clearer 
comparative advantage. Thus, von Braun and Kennedy (1994:3-4) write that: 
 
“Subsistence production for home consumption is chosen by farmers because it is 
subjectively the best option, given all constraints. In a global sense, however, it is one 
of the largest enduring misallocations of human and natural resources, and, due to 
population pressure and natural resource constraints, it is becoming less and less 
viable.” 
 

2 Making agricultural commercialisation as inclusive 
as possible 

 
Several studies indicate factors that the authors consider important in distinguishing 
commercialised from non-commercialised growers and/or factors that affect “farmers’ 
decisions to become more integrated in the market” (vonBraun, 1995:189). So-called 
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“exogenous” determinants of commercialisation identified by these studies include: 
population change, availability of new technology, infrastructure, market creation, 
macro and trade policies.  
 
We do not have time to discuss all of these in detail. However, in this section we 
discuss certain critical conditions that need to be in place if efforts to promote 
agricultural commercialisation are to benefit a large proportion of smallholder 
agricultural producers. 
 
2.1 Market access 
 
Given the centrality of participation in output markets in our definitions of 
commercialisation, market access is obviously crucial to commercialisation.12  
Market links bring broader benefits to poor people in rural areas, and there is plenty 
of evidence for this (see Dercon and Hoddinott, 2005, among others). However, 
households have different relations to markets because of costs associated with 
market transactions. The key is enabling farmers to access markets for their produce 
– as evidenced by the various ‘making markets work for the poor’ initiatives that 
emphasise market access as a major pathway out of poverty and the need to link 
farmers better up to new markets (DFID, Asian Development Bank, Commission for 
Africa report 2005; SIDA, 2003; World Bank World Development Report 2000/2001 
chapter 10 making markets work better for poor people; Almond and Hainsworth, 
2005, USAID). These stress the importance of agricultural growth, but also highlight 
infrastructure development as necessary to improve access to new markets as well 
as bringing other benefits to improve welfare overall. 
 
Other aspects of the current orthodoxy include better market information, 
strengthening farmer organisations and promoting contract farming. However, while 
many measures implemented in support of increasing market access have value in 
their own right, there are still questions around who participates. Will it still only be the 
top few percent of farmers who respond, especially if on the whole smallholders 
cannot either buy their food reliably and cheaply from a market or intensify their own 
production? 
 
Successes in various initiatives that fall under the banners of ‘making markets work’ 
for poor people and ‘linking farmers to markets’ have been mixed. Case studies from 

                                                 
12 For example, Heltberg’s study of smallholder farmers in Mozambique finds “to stimulate 
commercialisation the most important factors appear to be improved access to markets and information, 
risk reduction, capital accumulation” (Heltberg, 2001). 
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the DFID/ADB joint initiative focusing on financial, labour, and agricultural markets, 
and public private partnerships encompass contract farming schemes and other 
measures to encourage value chain participation by smallholder farmers, mainly in 
East and South-East Asia.13 Contract farming schemes implemented in Cambodia 
encompass production of oranges, vegetables, rubber, tobacco and rice, with the aim 
to provide to/ achieve for smallholder farmers: price information; new technologies; 
lower costs of entering market; and access to credit. Of three schemes, two failed 
(CEDAC, an NGO supported scheme, and AADA, under a local farmer association) 
because of weak market linkages – even though AADA managed to increase 
productivity 5-fold. The third scheme - Angkor Kasekam Roungroeung (AKR) – is a 
rice contract farming scheme of more than 1,000 households. Benefits of the scheme 
have been to increase specialisation and the adoption of new production methods, as 
well as access to a stable market and secure income. Participating farmers received 
higher prices than in the market and on the whole felt that they were better off as a 
result. However, the scheme has excluded poorer farmers with smaller farm sizes. 
 
A study by Minten, Randrianarison and Swinnen (2005) of smallholder farmers 
contracted to supply local supermarkets describes how smallholder farmers under 
micro-production contracts, have received extensive farm assistance and supervision 
to help them meet the high quality standards and food safety requirements demanded 
by European supermarkets. Under the scheme, almost 10,000 vegetable farmers in 
Madagascar are now producing for this market. Benefits of the scheme include higher 
welfare, greater income stability and shorter lean periods. However, local 
supermarkets do not demand the same high quality and are reticent about contracts 
that emphasise higher quality standards.  
 
The contracting farm households tend to be considerably higher educated than the 
average Malagasy household: “The households that have contracts with the firm are: 
64% of them had finished primary schools, and only 1% of them did not do any 
studies at all. This compares to almost half of the national population that is 
analphabet” (Minten et al, 2005:9). An area under contract is restricted to 0.01 
hectare, but given relatively short production cycles there can be many different 
contracts on the same plot over the course of the year. Usually there is only one 
contractor per household, and contractors can have only one contract at a time, but 
multiple household members can have contracts concurrently. Households also 
subcontract land to people outside the household.  
 

                                                 
13 For more information see: Cambodia: http://www.dfid.gov.uk/pubs/files/mmw4p/agcambodia.pdf.; 
Vietnam: http://www.dfid.gov.uk/pubs/files/mmw4p/agvietnam.pdf . 
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On a much smaller scale, smallholder farmers in South Africa have been supplying a 
local SPAR supermarket, while SPAR supports and maintains market access. The 
initiative is underpinned by South Africa’s Agricultural Black Empowerment (AgriBEE) 
Policy, introduced in 2004. These smallholder farmers are classified as emerging 
farmers, and meet 30% of the store’s demand for fresh produce, supplying cabbages, 
spinach, and other vegetables. However, its reach is limited in that this amounts to 
only 27 farmers in total (Louw et al, 2006), especially given that there are about 3 
million small-scale farmers in South Africa, mainly settled in communal areas and 
farming only 14 per cent of agricultural land, compared with 46,000 commercial farms 
who produce 95 per cent of marketed surplus on 86 per cent of agricultural land 
(Sautier et al, 2006: 9). Participation of small-scale farmers in contract farming is still 
very limited. 
 
These cases illustrate that while market access initiatives are valuable with many 
benefits to participating farmers, in practice relatively few are able to participate in 
what, on the whole, tends to be niche markets. That only the top few percent of 
smallholder farmers can actually benefit highlights the limitations of conventional 
thinking if it is decoupled from support for staples development. This is always going 
to hold back their ability to diversify out. 
 
2.2 Access to staple foods: food markets and/or food 

production 
 
It is now a well-attested fact that the majority of smallholder households in Sub-
Saharan Africa are net deficit in food production terms and that only a minority sell 
any food staples at all in an average year14. Illustrating this for the case of Kenya, 
Nyoro et.al. (1999) found that around 70% of households in the high potential maize 
zone were net sellers of maize, but in none of the other six major agro-ecological 
zones in their survey did the proportion of net seller households exceed 30%. Yet, 
almost all households grow staple foods and, in most cases, they devote the majority 
of their land area to them. It is thus not uncommon for studies of food crop marketing 
to find that the top 10% of producers account for 50% or more of marketed surplus. 
Similarly, studies of cash crop systems tend to find that, within a given area of 
smallholder producers, it is the larger farms that engage more heavily in cash crop 
production (especially where larger farms also equate to higher land:labor ratios), 
leading to similar distributions of cash crop sales. 
 

                                                 
14 One of the first articles in the literature establishing this was Weber et.al. (1988). 
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This subsistence orientation persists because rural food markets in Africa are risky 
and subject to wide seasonal price variations. In this context, small farm households 
are rational to prioritise the growing of subsistence food crops, even when growing 
other crops for market would yield a higher mean return in a normal year. In this 
section, we develop this argument further. The corollary of this argument is that the 
expansion of commercial agriculture will generally have to go hand in hand with 
investments that increase the productivity of food staples.  
 
There are two main strands of literature that investigate the relationship between 
subsistence and commercial agricultural production amongst smallholders. The first 
concerns the impacts of cash crop production on food security and nutrition. NGO 
and other critics of the promotion of cash crops have argued that cash crop 
production absorbs women’s labour and may also justify men taking over land 
previously controlled by women. It thereby diverts these resources from food 
production for household consumption. Meanwhile, the resulting income is controlled 
by men, who prioritise personal consumption (e.g. of alcohol), marrying other wives or 
investment in fixed assets, rather than providing for the household’s immediate food 
and nutritional needs.  
 
A seminal work in this literature is von Braun and Kennedy (1994). Summarising 
across their case studies, they found that households that invest in cash crops rarely 
sacrifice food security to do so. Specifically: 
• Farms adopting new “commercial” crops or technologies often devote a 

considerably smaller share of their land to food crops for own consumption than 
do non-adopters. In absolute terms, the area that they devote to food crops for 
own consumption may also be smaller. However, they generally achieve higher 
yields in their food crop production. As a result, per capita production of food for 
own consumption was as often higher for adopters than for non-adopters as vice 
versa. 

• Higher incomes as a result of adoption of new “commercial” crops or 
technologies generally lead to higher calorie intake, although the increase is less 
than proportional due to increased non-food expenditure shares and a 
preference for more expensive calories (good for other aspects of nutrition). “Any 
negative tendencies to spend less for food because of loss of income control by 
women or because of increased involvement in market (cash) transactions are 
generally small and are more than compensated for by increased incomes due 
to commercialization” (p78). 

• There is “no evidence for an adverse effect on child nutrition from increased 
commercialisation, even when income is held constant” (p46). Equally, though, 
child health indicators rarely improved, despite higher incomes, as (aside from 
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food) additional incomes were rarely spent on items with short-run health 
benefits. The authors argued that increased incomes should be combined with 
public action to deliver improved health outcomes. 

 
Whilst this first strand of literature examines the impact of commercial agricultural 
production on the food security of those who have already engaged in it, the second 
considers whether household concerns about food security act as a constraint to 
adoption of commercial agriculture. Specifically, if food markets are unreliable, 
inefficient or highly volatile, it is argued that farm households will prioritise feeding 
themselves and hence will only cultivate very small quantities of crops intended for 
sale if they expect to experience a food deficit (Fafchamps, 1992; Jayne, 1994). 
Thus, under production conditions better suited to oil crops than to grains, Jayne 
(1994) found that, “Controlling for differences in household assets and location, grain-
surplus households in five semi-arid regions of Zimbabwe were found to cultivate 
48% more oilseed crops for the market than their grain-deficit neighbours" (p388). 
 
Some evidence for this food-security-as-constraint-to-commercialisation view is also 
found in the studies reported by von Braun and Kennedy (1994). Thus, whilst several 
of the authors in that volume calculated that returns to land and/or labour were 
significantly higher under cash cropping than under food production for own 
consumption, adopting households generally devoted only 40% or less of their land to 
the new “commercial” crops or technologies, which was less than they continued to 
devote to subsistence food crops. Meanwhile, the smallest farms in the study areas 
were under-represented in cash crop schemes for various reasons, including both 
administrative selections (where this occurred) and their own choice. 
 
The case study by Peters and Herrera (1994) neatly summarises why smallholders in 
Malawi plant on average around 80% of their land to maize. Prices of purchased 
maize are both high and unpredictable in the annual “deficit period” (December-
January). However, in addition to this there are strong taste preferences for local 
maize varieties pounded in a traditional way and there are cultural reasons as to why 
cash resources within the household tend to get exhausted more readily than 
retained food stocks, hence making the latter more reliable as a food security 
reserve. 
 
The Mozambique study by Heltberg and Tarp (2002) also highlights the importance of 
staple food production to agricultural commercialisation. Thus, in their regressions to 
explain the extent of participation in agricultural output markets, the single most 
important variable was the mean level of maize yield achieved in the district 
concerned. This could indicate that maize was readily available for purchase in the 
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districts concerned or that individual households in such districts were able to devote 
land and labour to crops other than staple foods because they were also able to 
ensure a reasonable supply of food through own production. 
 
Of course, the two aspects of the relationship between cash crop production and 
subsistence food production are not mutually inconsistent. Indeed, if adoption of a 
cash crop only occurs when concerns related to food security can be allayed, then 
non-negative outcomes of cash crop production on food security are likely to be 
observed. 
 
More recently, Pandey et.al. (2006) have carefully investigated the role of upland rice 
in the farming systems of the northern uplands of Vietnam. Yields of upland rice are 
lower than for lowland rice, so households that have both upland and lowland plots 
tend to plant less upland rice in their upland plots15, which are better suited to higher 
value cash crops (tree or horticultural crops) or even maize (a cash crop in this 
context). In more accessible areas, households can also readily obtain rice through 
the market from nearby lowland areas, so also produce less upland rice. However, in 
more remote areas, households cannot rely on obtaining reasonably priced rice 
through the market and hence plant a much higher proportion of their plots to upland 
rice. Within the subset (210 households) of their household survey dataset that did 
not have lowland rice plots, Pandey et.al. (2006) show that higher upland rice yields 
are associated with a lower proportion of total area planted to upland rice and a 
higher proportion planted to cash crops. In a similar vein, Poulton and Ndufa (2005) 
found that, within three subdivisions of Siaya and Vihiga districts in western Kenya, 
households that achieved higher maize yields in the long rains season had more 
diversified cropping patterns (away from maize) in the short rains season, controlling 
for farm size.  
 
Pandey et.al. (2006) argue that, “Rice productivity improvement can thus be an 
important strategy for escaping from poverty while assuring food security. 
Improvements in household food security can thus facilitate and reinforce the process 
of commercialization rather than negating this process, as is believed in some policy 
circles. [Contrary to these same beliefs] ... a more gradual approach that is based on 
enhancing food security first before launching a major commercialization progam for 
uplands is likely to be more successful in bringing about the desired change (von 
Braun and Kennedy 1994). Examples abound where commercialization programs 

                                                 
15 Some upland rice is, however, still typically planted, as it is harvested before lowland rice and is available 
in time for consumption during the main lean period, September-November. 
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that did not give due consideration to food security have performed poorly in the 
uplands of Vietnam and elsewhere.” (p77). 
 
In the context of Vietnam, intensification of staple food production for home 
consumption may be a prerequisite for diversification into commercial agriculture 
principally in less accessible areas that cannot rely on food purchase from the 
market.  However, basic infrastructure and transport is better in much of Vietnam than 
in most of Sub-Saharan Africa, whilst local food markets are also generally better 
developed (assisted by greater population density and the fact that the nation as a 
whole is rice surplus). In Sub-Saharan Africa, intensification of staple food production 
for home consumption may be a prerequisite for widespread diversification into 
commercial agriculture in many areas - not just the more "remote" ones. 
 
We note, however, that policies to promote staple intensification amongst food deficit 
households with small-medium land holdings, as a means to eventual diversification 
into production of other crops for market, are likely to be different from policies to 
(further) expand staples production amongst existing surplus producers. Thus, 
policies that raise the price of food staples should provide incentives for the latter to 
further expand their production, but will only worsen the trap that the former find 
themselves in, reducing the already scarce cash that they have to buy improved 
seeds or fertiliser. In areas of average or higher agro-ecological potential, but poor 
market development, a system of input vouchers for staples production might assist 
diversification into higher value crops, if accompanied by other interventions to 
simultaneously promote such alternative crops16. However, in semi-arid areas 
significant staples intensification may always be too risky for producers to 
contemplate. In such cases, widespread commercialisation of agriculture might only 
come with improved market access, allowing both purchases of staples and 
opportunities to sell crops more suited to local growing conditions. The Machakos 
area in Kenya may be illustrative here (Tiffen et.al. 1994). 
 
2.3 Asset accumulation 
 
Intuitively, differences in asset holdings are likely to be a big determinant of who 
responds to incentives to commercialise. This is confirmed by empirical evidence, 
such as Heltberg’s 2001 study of smallholder farmers in Mozambique, which 
identifies capital accumulation as an important stimulus to commercialisation. In this 
section, we discuss the key assets for rural households: land, plus livestock and 
equipment.  

                                                 
16 The challenge of providing a coordinated package of support measures to both promote staples 
intensification and simultaneously assist diversification should not be underestimated, however.  
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2.3.1 Land 
 
Jayne et.al. (2003) present evidence from five countries of southern and eastern 
Africa (Ethiopia, Kenya, Mozambique, Rwanda and Zambia) of land holding patterns 
amongst smallholder households in the 1990s, based on nationally representative 
rural household surveys. Average land holding sizes per household have fallen by 
one third to one-half since the 1960s, as populations have risen (see also Ellis 2005). 
Contrary to some stylised facts about the relatively egalitarian nature of land 
distribution within communal tenure systems, Jayne et.al. (2003) also demonstrate 
that there is considerable inequality within land holdings – at least as great as in Asia 
at the onset of the Green Revolution. Only about a third of this inequality can be 
explained by inter-village effects (for example, differences in agro-ecological potential 
and local population densities); the remainder is within-village inequality. Observable 
household variables, such as demographic structure and livestock holding (see 
below) explain a further 12-20% of total observed variation. Jayne et.al. (2003, p267) 
suggest that “institutional and governance factors operating within local systems for 
allocating land” may account for some of the remaining inequality. Thus, for example, 
the first clans and families to settle an area commonly receive larger land allocations 
than later arrivals, whilst other studies indicate that those related to the chief 
responsible for land allocation receive larger allocations than those without such links. 
 
Jayne et.al. (2003) show that around 25% of households in all five surveyed countries 
have access to less than 0.1 ha of land per capita – near landless. They also show 
that income per capita rises sharply as land holding rises from this level to 0.25 ha 
per capita (and more gradually thereafter). In other words, whilst households with 
lower land per capita obtain a higher share of their income from non-farm sources 
than households with a greater land endowment17, this is insufficient to compensate 
for lower land holdings in a predominantly agricultural economy. 
 
Jayne et.al. (2003, p254) comment that “the poor generally lack the land, capital and 
education to respond quickly to agricultural market opportunities and technical 
innovation”. Thinking specifically about land, we argue that small land holdings 
interact unhelpfully with poorly developed food markets to keep poor households 
focused on the production of (often-low value) staple food crops. Thus, at any given 
yield level, a household with lower land per capita has to devote a higher proportion 

                                                 
17 Jayne et.al. (2003) also examine the relationship between share of non-farm income and total income 
per capita and find that this is positive in all countries except Ethiopia – a finding that is broadly consistent 
with that of Reardon (1997). 
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of its land to food production if it is to achieve a given level of self-sufficiency. There is 
then less land available, if any at all, for production of higher value crops for market. 
 
We note at least two effects of small land sizes on agricultural commercialisation. 
Firstly, in the absence of efficient food markets, households with smaller land sizes 
have to be assisted to achieve higher staple yields before they will begin to devote 
land to production of higher value crops for market18. Secondly, lower land per capita 
means that they will able to benefit less (in absolute terms) from their 
commercialisation efforts. 
 
These points are illustrated by Table 2, which is derived from action research carried 
out in Siaya and Vihiga districts of western Kenya in 2001-2005. Land holding sizes in 
these districts are tiny, such that in a 2005 survey the 75th percentile household only 
had access to around 0.6ha, albeit land that could be farmed in two seasons per 
year. (This works out at 0.18ha per capita – below the threshold of 0.25ha per capita 
highlighted by Jayne et.al. 2003). Table 2 considers possible outcomes from 
agricultural intensification efforts that permitted an intensification of maize production 
in the long rains season, so as to permit diversification into other crops in the short 
rains. In the project in question, intensification of maize production was being 
promoted through provision of technical advice plus a credit scheme that assisted 
households to acquire improved maize seed and inorganic fertiliser. Production of 
soybean was being promoted for cash, food and soil fertility benefits, whilst planting 
fast growing “improved fallow” tree species on small parcels of land helps restore soil 
fertility as well as producing firewood, poles or fodder. Kales provide additional cash 
income. In the “best case” scenarios shown in Table 2, maize and bean yields for the 
75th percentile farm are double those recorded by the actual 2005 project survey. 
 
According to Table 2, the 75th percentile farm household could satisfy all its maize 
requirements at these enhanced yields (per capita consumption requirement is about 
140kg per person p.a.) and devote 80% of its land area to crops other than maize 
during the short rains season. However, its income per capita from farming activities 
alone would still only be around half of the international poverty line of US$1 (PPP 
terms), meaning that it would require non-farm activities to take it out of poverty. 
Meanwhile, with lower expected yields, as very poor households are rarely early 
adopters of new technological packages, the 25th percentile farm household would 
not satisfy its maize requirements, so would be likely to continue devoting most or all 
of its land to maize and beans for home consumption. 

                                                 
18 Note that higher yields for staples also raise the returns to their production, which may discourage 
diversification into other crops. 
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Table 2: “Best Case” Agricultural Incomes for Representative Farm Households 
in Western Kenya 

 75th percentile Farm 25th percentile Farm 

Cropping Pattern (ha) Long 
Rains 

Short 
Rains 

Long 
Rains 

Short 
Rains 

Maize/Beans (intercrop) 0.42 0.12 0.2 0.2 
Soybean  0.06 0.24   
Kales 0.12 0.12   
Improved Fallow  0.12   
Total (ha) 0.6 0.6 0.2 0.2 
     
Assumed Yields (t/ha)     
Maize (intercrop) 3.0 1.5 1.37 0.7 
Beans (intercrop) 0.6 0.4 0.29 0.2 
Soybean  1.5 1.5   
Kales 5.0 5.0   
  
Family Size 6.5 4.0 
Maize Production per person p.a. 222kg 104kg 
Net Income per person / day:    
KShs 16.63 3.78 
US$ PPP (current)  0.47 0.10 

Source: adapted from Poulton and Ndufa (2005) 
 
Jayne et.al. (2003) acknowledge that there are few easy solutions to the problem of 
limited land access for many African smallholder households. In both Malawi and 
Ethiopia land redistribution programmes to enforce a floor level of land holding per 
farm household are periodically floated in policy dialogues. Less radical would be 
efforts to stimulate land rental markets within customary tenure systems (see 
Crookes and Lyne 2003 for an example from KwaZulu-Natal) or investment in 
irrigation. What is clear is that efforts to stimulate intensification and 
commercialisation amongst farm households with small landholdings will require 
significant coordination across several services and markets: provision of technical 
advice; supply of both improved maize seed and alternative high value crops; supply 
of fertiliser and a mechanism for making it affordable to poor households (either credit 
or subsidy), and some form of linkage to a market for higher value produce. This may 
be achieved in a project setting, but is a formidable challenge for regular development 
administrations (see Section 5). Moreover, the continued absence of a replicable 
seasonal credit model for small-scale, semi-subsistence farm households in Africa 
suggests that intensification and commercialisation amongst farm households with 
small landholdings might only be feasible where the state is willing to invest in a 
fertiliser subsidy as a way of overcoming the affordability constraint. 
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Even then, Table 2 suggests that efforts to promote commercialisation should focus 
on reaching households with middling land holdings19, on the assumption that better 
endowed households are likely to adopt promising technological packages fairly 
readily. According to Jayne et.al. (2003), the long-term hope for poorer households 
with tiny land holdings is that eventually agricultural growth will stimulate growth in 
non-farm employment opportunities. Until then, such households may best be 
assisted through some form of social protection intervention (e.g. public works 
programmes, cash transfers, possibly also including fertiliser subsidies as social 
protection). 
 
2.3.2 Animal traction 
 
Another asset that greatly assists smallholder households to respond to market 
opportunities is animal traction (livestock plus the relevant equipment). Animal 
traction allows farmers to respond quickly to rains, thereby increasing yields, and to 
cultivate more land (assuming that they have access to it20). In addition, livestock 
ownership can provide manure for soil fertility, to the benefit either of staples 
intensification or of cash crop productivity. West African cotton sectors provide an 
excellent example of a virtuous circle of cash crop production and animal traction 
investment, with profits from cotton being reinvested in animal traction to the benefit 
of both food production and cash crop productivity (Savadogo et.al. 1998). 
Historically, cotton sector policy in West Africa has promoted animal traction 
adoption, with the result that 30-40% of farm households are considered fully 
equipped for animal traction use (weeding as well as planting). By contrast, in 
southern and eastern African cotton sectors, fewer households are equipped even to 
plough with their own equipment. “Top end” producers in the different regions achieve 
similar yields, but the much greater proportion of fully equipped producers in West 
African cotton sectors goes a long way towards explaining the much higher average 
yields achieved by these sectors as compared with southern and eastern Africa. 
 

3. Which crops and markets? 
 
It is clear that - contrary to the fears described in Section 2 that commercialisation 
means large scale, export-oriented farming, and essentially changes that favour 
larger, more powerful players to the detriment of smallholder farmers - 

                                                 
19 The figures cited by Jayne et.al. (2003) show mean land holdings amongst smallholder households 
ranging from 0.16ha per capita in Rwanda to around 0.6ha per capita in Zambia. 
20 Jayne et.al. (2003) found that landholdings both per household and per capita were strongly associated 
with livestock ownership. The causality could work both ways here. 
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commercialisation as measured by something like the CCI could be relevant for any 
size of farm and any market. What is important is that farmers’ benefit from 
participating wherever the opportunities are and will respond to any market 
opportunities that are available. This does not mean exclusively export markets. 
Indeed, staples markets in SSA are estimated to be worth US$50 billion per annum 
and growing at 4 per cent per annum (Diao et.al. 2003) 21. Further, in reality large-
scale and smallholder have different strengths, which give each of them advantages 
in producing certain crops.  
 
a. Competitive strengths and weaknesses of different farm types 
 
Often, different modes of commercialised agriculture exist side-by-side and interact 
with each other.22 These include: 
 
o Small-scale farmers: 
o Small-scale ‘non-commercial’ farmers – might sell some produce but do not or 

can not make their entire living from farming (Type A); 
o Small-scale commercial farmers – tend always to have been market-oriented 

and make a living from selling their output (Type B); 
o Emerging commercial farmers – small-scale investors, often farming as a 

secondary activity;23 
o Large-scale ‘business’ farming. 
 
A long-standing literature (see, for example, Binswanger and Rosenzweig 1986) 
observes that different farm types have different advantages and disadvantages 
when it comes to production and marketing. Some of these are summarised in Table 
3. Crudely speaking, the competitive advantages of smallholder farms are centred on 
their low-cost supply of (generally) highly motivated family labour, whereas large-
scale farms face lower costs in most other input and output market transactions. 

                                                 
21 In a study of maize pricing and policy in Kenya, Jayne et al (2001) also state the case for diversified crop 
production: “productivity growth in agriculture is likely to be a precondition for injecting purchasing power 
into rural areas and hence stimulating demand and employment growth in the broader economy. But this 
will require viewing agricultural income growth as deriving from many crops. Important regional differences 
suggest that tailoring policies with their regionally dis-aggregated impacts in mind can lead to improved 
outcomes” (2001: 25). 
22 See for example, White et al (2006) on Zambia, Cromwell et al (2005) on Malawi; Sharp et al (2007)’s 
Future Agricultures work on Ethiopia. 
23 See work on “New actors in rural land markets” Ouedraogo (2006); Toure and Seck (2005). Work under 
he Future Agricultures Consortium by Amdissa Teshome, exploring young peoples’ aspirations in relation 
to the agriculture sector suggest that this is the type of farming that many young rural people, the sons and 
daughters of farmers themselves, would hope to be farming in the future. 
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Table 3:  Competitive strengths and weaknesses of different farm types 
 Smallholder farmers Small Investor-

farmers 
Large-scale 

farming Type ‘A’ Type ‘B’ 

Land * ** ** ** 

Finance / Credit  * ** *** 

Inputs: access/ purchase * * ** *** 

Skilled labour: access  * ** *** 

Unskilled labour: motivation, 
supervision 

*** *** ** * 

Contacts/networks * ** ** *** 

Market knowledge * ** *** *** 

Technical knowledge * ** *** *** 

Product traceability and quality 
assurance 

  * *** 

Risk management * * ** *** 

* = poorly positioned (no star is worse!); *** = well-positioned 
 
Table 4 takes the analysis in Table 3 one stage further and assesses the likely 
competitiveness of different farm types in different crops and markets, given the 
technical and economic requirements of different crops and the demands made by 
different markets. This is an area where the predictions of theory and actual 
experience of commercial competitiveness tally quite closely. 
 
One implication of this sort of analysis is that the dominant type of farm that is 
observed during agricultural commercialisation will depend at least in part on the 
types of crops being promoted (in turn, a function of agro-ecological conditions and 
market opportunities) as well as the markets being targeted. Large-scale farms might 
flourish because they are the most appropriate mode of commercialised agriculture 
for particular crops and markets in which the country or region has comparative 
advantage – not necessarily, because there is a large farm bias in policy. Equally, a 
country or region may do well in two product groups (say, coffee and export 
horticulture in Ethiopia), with smallholder production systems dominating in one and 
large farms dominating in the other. 
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Table 4: Predicting Competitiveness of Farm Types in Different Crops and 
Markets 

 Smallholder farmers Small 
Investor-
farmers 

Large-scale 
farming Type ‘A’ Type ‘B’ 

food staples 
(local/national/regional markets) 

   ? 

high value crops, e.g. 
horticulture  
(local/national/regional markets) 

    

low value export commodities, 
e.g. cassava, soya, grains 

   ? 

horticulture exports  ? ?  

traditional export commodities   
coffee, 

cotton, tea, 
groundnuts 

 sugar, tea, 
tobacco 

 

4. Documentation versus implementation 
 
However, there may also be other reasons why large farms are seen to do better than 
smallholder farmers. 
 
Given the diversity of policies at the national level care should be taken when making 
generalisations. It is necessary, however, to consider how policy narratives, given 
their in-built assumptions about the way things work, translate in implementation. 
 
At the national level, Poverty Reduction Strategy Papers (PRSPs) are one component 
of an array of policy instruments and strategies for poverty alleviation and economic 
development. It is not clear from various PRSP documents (Ethiopia, Kenya, Malawi, 
among others) that they do in fact focus – either explicitly or implicitly – on large-scale/ 
estate export-led agriculture to the exclusion of small-scale farmers. Most PRSPs see 
the commercialisation of peasant agriculture as a key pillar of rural development. It is 
fair to say, however, that most current government policy, backed by donors, appears 
to promote an essentially dualistic agricultural system, through supporting large 
commercial farms on one side and the ‘small farm sector’ on the other. 
 
How policy objectives translate into policy actions is important – a point also made in 
recent reviews of the rural focus of PRSPs and PRSCs (Poverty Reduction Support 
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Credits).24 These found the seeming neglect of rural issues in PRSPs to be “not so 
much the lack of policies targeting the rural productive sectors but rather the nature 
and reach of those policies” (Cromwell et al, 2005:3)25. 
 
a. Commercialisations in policy discourse 
 
More often than not large farm bias may develop in practice even though policy 
appears to be pro-smallholder on paper. Why does even the best-intentioned policy 
not lead to smallholder development in practice?  Interventions that actually arise can 
differ from the stated policies that are supposed to shape them for various reasons, 
including: i) Individual officials or politicians do not believe pro-smallholder rhetoric of 
policies (but it is difficult to find evidence for this); and ii) Large-scale farms can 
prosper when a basic enabling environment (Macroeconomic stability, banking 
sector, trunk infrastructure, political support for private enterprise, R&D) is in place, as 
they are able to source critical services themselves. By contrast, smallholders require 
pro-active service provision, and this is an implementation issue. Smallholders need 
to be provided with a range of pre- and post-harvest services (market intervention 
and linkages, extension advice, finance schemes, input markets, capacity building for 
farmer organisations). None of these will be entirely private sector driven under 
current conditions in SSA, there nearly always has to be some state role if not in 
service provision then in its regulation. Thus, where state capacity is lacking, large-
scale farms may still perform whilst smallholder systems languish. This is different 
from a pro-large scale bias, but the outcomes may not look that different. Large-scale 
farms are also able to prosper even with a non-performing Ministry of Agriculture, 
while smallholders need the services that the Ministry of Agriculture is supposed to be 
responsible for.  
 
In some instances, implementation can reflect the priorities of elites, so national 
governments, and resources allocated to pro-poor activities, do not reflect MPRS 
priorities (see Chirwa et al, 2006 on Malawi). Taking Malawi as an example, there is a 
tendency towards seeing the agricultural sector as principally dualistic in nature with 
the estate sector on the one hand, and small farms on the other. Small farms are 
further subdivided by type into: commercial small farms (about 10 per cent of small 
farms); small farmers with commercial development potential (about 50 per cent), and 
severely resource constrained small farmers (about 40 per cent).  For this bottom 

                                                 
24 See for example, World Bank (2005). A Review of Rural Development Aspects of PRSPs and PRSCs, 
2000-2004. 
25 The study, which examines three PRSPs: Malawi, Nicaragua and Vietnam, also notes the seeming lack 
of hard evidence of what actually has been or is being implemented (page?). See also Shepherd and Fritz 
(2005). 
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cadre of small farms the policy focus is on social safety nets, with little indication of 
how this links to broader economic growth efforts (Cromwell et al, 2005).  
 
b. Pro-smallholder policies on the ground 
 
What are the components of pro-smallholder policies on the ground? In the class of 
smallholder farmers, there is usually a ‘top’ group that tends to make a profit. For 
example, in West African cotton systems this is, unusually, 40 per cent of smallholder 
farmers, but fewer than 10 per cent in Southern and East Africa. What is required for 
such smallholder participation? There needs to be considerable action on the ground, 
otherwise only the large-scale farmers and the top 10 per cent or so are going to 
participate and benefit from opportunities. If people are not proactively enabled to get 
involved then there will always be a bias towards the top end. This leads us to 
question severely the equality of the focus of policy. Actions to encourage smallholder 
commercialisations could include:  
 
Attention to food crops. Precarious rural food markets mean that farm households, 
rationally, will prioritise feeding themselves over selling their crops, even if growing 
other crops for market would yield a higher mean return in a normal year.  
Empirically, once a household’s food security needs have been met only then does it 
make sense to invest in producing for the market. The upshot here is the expansion 
of commercial agriculture would need to be complemented by investments to 
increase the productivity of food staples, rather than focusing solely on policies that 
incentivise those already growing a surplus (such as increasing the price of food 
staples) but only serve to penalise those households who will experience this as a 
further drain on scarce cash resources.  
 
Pro-actively encouraging asset accumulation processes, for example through 
promoting investment in animal traction, to create a virtuous circle between cash 
cropping and assets (see, for example, Savadogo et al., 1998); 
 
Making markets work for poor farmers in poor areas, making the most of and creating 
market opportunities that are relevant to local producers without resorting to 
ideological or preconceived ideas about export versus domestic production, or high 
potential compared with less favourable areas. Localised opportunities have real 
potential to improve household incomes and food security.   
 
Which markets do present the best opportunities to smallholder farmers? There is an 
ongoing debate about the relative importance of export and domestic markets for 
African agriculture. The arguments for paying adequate attention to domestic market 
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opportunities are: 1) size of domestic markets, boosted by both population growth 
and urbanisation (estimated at $50 billion compared with a combined total of just over 
$8 billion for agricultural trade over the period 1996-2000; Diao and Hazell, 2004); 2) 
much less restrictive quality standards and requirements within domestic markets 
(relatively more smallholder-friendly) compared with export markets; and 3) from a 
growth perspective, the additional multipliers that come from lowering food prices. 
 
Smallholder vs large-scale farming: These have their relative strengths, for 
smallholders these lie in labour motivation and supervision; for large-scale, 
commercial farms their advantages are associated with access to market information, 
extension advice, finance, inputs, fixed costs, and output market linkages. There are 
also questions around the extent to which one can provide quality assurance and 
traceability in a cost-efficient way within smallholder systems compared with larger 
scale operations. Supermarkets and other players in export markets tend to favour 
the latter. 
 
The relative strengths of different farm types/systems mean that one system tends to 
perform better in some crops (e.g. smallholders in labour intensive crops where 
quality assurance and traceability are not yet important) and the other in others. We 
should not assume that all crops are the same any more than we assume that all 
farms are. This is an area where the predictions of theory are well borne out by actual 
experience. It may be difficult to fight the thrust of large farms in some cases. In 
others, smallholders will do just as well as large farms or better. Therefore, in terms of 
what a government is to encourage and support, there needs to be in the mix crops 
that are not all “large farm crops”. 
 
We must also remember the degree of heterogeneity within smallholder systems. 
Realistically not all smallholder farmers are going to be participating. There will be 
some people for whom it is just far too risky to grow cash crops and buying food. 
 
c. How do we ensure that pro-smallholder policy documents lead to pro-

smallholder policy on the ground? 
 
If there is a disparity between pro-smallholder agriculture policy on paper and what is 
happening in practice, then we need to identify the channels for policy to reach 
smallholders on the ground. What do smallholder farmers need to support them in 
stepping up production for the market that works with and enhances what they are 
already doing, given that most farmers do sell at least some proportion of their output 
and the different routes open to farmers to sell into markets. 
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i. Enabling environment 
 
Creating a good enabling environment is rarely enough for a strong smallholder 
sector to spontaneously take off. An enabling environment for the agriculture sector, 
most of it centrally provided, includes: 
o Macro-economic stability, favourable real exchange rates; 
o Reasonably strong banking sector, not just city-focused; 
o National investment promotion policy; 
o Core infrastructure; 
o Research & Development; 
o Political support of private enterprise; 
 
Getting all of these rights might be enough for large-scale agriculture and/or 
agribusiness development, which might in turn facilitate some smallholder 
involvement. However, smallholder commercialisation also requires much more 
active service provision, most of which has to be organised at decentralised (e.g. 
regional) level. 
 
ii. Service delivery 
 
Service delivery includes provision of: 
o Finance schemes;  
o Extension advice; 
o Input markets/systems; 
o Market information and linkages; 
o Capacity building for farmers’ organisations; 
o Asset accumulation of farmers. 
 
Service delivery is crucial. Large commercial farms have the infrastructure (internet, 
transport, clout) to sell output successfully as long as the enabling environment is 
there. By contrast, someone has to bring it to smallholder farmers; otherwise, only 
large-scale farmers are able to take advantage of this enabling environment. Within 
contract farming schemes some of these services may be provided by agribusiness, 
but not usually capacity building for independent farmers’ organisations and not the 
support for asset accumulation or staples intensification highlighted above26 – these 
still have to be provided somehow, and can be critical to the impact of contract 
farming on livelihoods and poverty. Moreover, contract farming is not appropriate for 

                                                 
26 Historically, WCA cotton systems were again an exception to this rule, as the whole rural development 
effort in the cotton zones was mandated to the cotton company. (This is ceasing with liberalisation/reform). 



Leavy and Poulton: Commercialisations in agriculture 

 
34 

all crops – for example those for which independent local markets exist -  and in 
these other cases all the services listed above have to provided independently if they 
are to exist at all. 
 
Decentralised/ regional service provision is essential, and is especially important in 
the domestic sector. But even national export markets still need some implementation 
at regional (within-country) level. These points to coordination at the local level to give 
smallholder farmers the package of services they need. Co-operatives and farmers 
groups have potential roles both as service providers and as participants in local 
policy processes (such as in advocacy and coordination), but who promotes these 
groups? In many cases, too much external pressure for the formation of farmer 
organisations can lead to weak groups forming in response to initial incentives – not 
strong, independent groups (Stringfellow et.al. 1997). 
 
iii. Policy processes 
 
Creating a good enabling environment and ensuring sufficient, timely and efficient 
service delivery is crucially dependent on policy processes. How are governments/ 
ministries of agriculture working to provide and support these, given the distinctions 
between enabling environment and service delivery? 
 
The enabling environment is not only central, but is handled almost exclusively 
(perhaps with the exception of R&D) by ministries other than Agriculture – the now 
common observation is that Ministry of Finance handles more policy relevant to 
agriculture than the Ministry of Agriculture (see also Cabral and Scoones, 2006). 
However, if Ministry of Agriculture is not actively committed to ensuring that services 
are provided to smallholders, then the likelihood is they will not be (with the partial 
exception of contract farming schemes noted above), and large-scale farms can 
develop where the Ministry of Agriculture is ineffective. Historically, Ministries of 
Agriculture have seen their role to be that of providing services – which have rarely 
reached more than a tiny minority of largely privileged, well-connected farmers. 
Instead, their role should be to support decentralised service provision and local level 
coordination mechanisms (effectively, providing a technical input into processes that 
are actually focused on local government). 
 
This points to reorienting Ministries of Agriculture – specifically, to maintain strong 
state capacity but as a recent Future Agricultures paper on policy narratives in African 
agriculture suggests: “refocus attention on key roles – including investment in state-
led reforms to help create the structural conditions for kick-starting the agricultural 
economy” (Cabral and Scoones, 2006, p32). This means on-going investment in 
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coordination and intermediation functions. Of course, such a shift to substantial state 
function for ministries is not trivial. A change in agricultural governance setting, 
against many vested interests, is certain to be challenging in terms of organisation 
and capacity, not to mention politically. However, if we want to see agricultural 
commercialisation policy that reflects and promotes pathways that are truly pro-poor, 
pro-smallholder and pro-‘development’, governments and donors need to move 
beyond rhetoric to actually recognising and supporting channels and environments 
through which smallholder farmers can and do participate. 
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COMMERCIALISATION OF FARMING IN 
ETHIOPIA: WHICH PATHWAYS?1 

 
 

Kay Sharp2, Eva Ludi2 and Samuel Gebreselassie3 
 
 

Abstract 
 

The paper considers the various and potential meanings of commercialisation (or 
market-oriented agriculture) for Ethiopia. Much attention has been paid recently to 
high-tech, large-scale, export-oriented enterprises such as floriculture: but 
international evidence and Ethiopian realities demonstrate that this is only one of 
many complementary pathways to commercialisation. Most of Ethiopia’s small farm 
households are already engaged with markets to varying degrees: improving the 
terms of that engagement is likely to have a greater and more widespread impact on 
poverty than a few large ventures, and should be given equal policy attention.  
 
Policy debates on commercialisation of agriculture are not new in Ethiopia: various 
approaches and strategies have been dominant in different periods of history. While 
improving productivity, increasing foreign currency earnings through export and 
developing a strong agro-industrial sector were the focus of policy attention in the 
1950s and 1960s; accelerating growth and poverty reduction have been much more 
the focus of recent attempts to increase the commercial orientation of farm 
households.  
 
We suggest that four types of commercial farms can currently be discerned in 
Ethiopia:  
 Farming households in marginal or remote areas who have had relatively little 

interaction with markets until now, but who have the potential and interest to 
benefit from greater commercialisation or more advantageous interactions; 

 Farming households living in more productive and market-linked areas, and/ or 
growing highly commercialised crops (such as coffee and tea), who have a long 
experience of production for the market; 

                                                 
1 Paper presented at the Fifth International Conference on the Ethiopian Economy, held by the Ethiopian 
Economic Association (EEA) at the United Nations Conference Center (UNCC), Addis Ababa, June 7-9, 
2007 
2 Research Fellows, Rural Policy and Governance Group, Overseas Development Institute, London 
(k.sharp@odi.org.uk; e.ludi@odi.org.uk).   
3 Research Fellow, Agriculture and Rural Development Division, Ethiopian Economic Policy Research 
Institute (EEPRI), Addis Ababa (sgebreselassie@eeaecon.org)  
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 Small investor-farmers, mostly educated and town-based, some of them 
agricultural professionals, who have begun to establish farming businesses in the 
last few years in response to the freeing up of land regulations; and 

 Large capital-intensive business ventures.  
 
Different policy support is likely to be needed for different agro-ecological and socio-
economic environments and for different groups of farming households, but all can benefit 
from (and contribute to) enhanced market oriented agricultural growth. Whichever 
pathways are followed, the destination should be increased income and improved quality 
of life for rural Ethiopians.   

 

 
 

1. Introduction 
 
Agricultural commercialisation has been in the policy spotlight in Ethiopia for the last 
two years, since it was given a central place in the country’s second Poverty 
Reduction Strategy Paper (MoFED 2006; see also Amdissa 2006). The overall 
development strategy as set out in the ‘Plan for Accelerated and Sustained 
Development to End Poverty’ (PASDEP) for the next five years is built on eight pillars. 
The second pillar foresees a massive push to accelerate growth aiming at improving 
people’s livelihoods and significantly reducing poverty. The two main thrusts to 
achieve this are (a) the commercialisation of agriculture, and (b) accelerating the 
development of the private sector, both within and outside agriculture. A major 

Future Agricultures Consortium (FAC) is a partnership between research-based 
organisations in Africa and the UK, with work currently focusing on Ethiopia, Kenya 
and Malawi.  The Consortium aims to encourage critical debate and policy dialogue 
on the future of agriculture in Africa. Through stakeholder-led policy dialogues on 
scenarios for agriculture, informed by field research, the Consortium aims to 
elaborate the practical and policy challenges of establishing and sustaining pro-poor 
agricultural growth in Africa. Current work focuses on three core themes:  

 Policy processes: what political, organisational and budgetary processes 
promote or hinder pathways to pro-poor, agriculture-led growth? What role 
should different actors, including Ministries of Agriculture, have in this?  

 Growth and social protection: what are the trade-offs and 
complementarities between growth and social protection objectives? 

 Agricultural commercialisations: what types of commercialisation of 
agriculture both promote growth and reduce poverty? What institutional and 
market arrangements are required?  

For further information and news, see www.future-agricultures.org  
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transformation of the agricultural sector is envisaged and farmers, both small and 
large, should be linked more strongly to markets by producing marketable farm 
products, both for export and domestic markets. The Government is well aware that 
such an agricultural transformation can only be pro-poor if initiatives to enhance 
market integration are accompanied by substantial measures to support more 
subsistence-oriented farm households (such as social protection and the 
development of non-farm income sources).  
 
Although mentioned in the PASDEP, the meaning(s) of commercialisation, and the 
question of what type of commercialisation should be pursued, has been relatively 
little discussed by policy makers and development experts. The issue of small versus 
large farms, or how small a farm could be for sustainable commercialisation, is one 
that needs policy debate in Ethiopia. In addition, whether commercialisation focuses 
largely on non-food or food crops, and on export or domestic markets, has different 
implications for the economy.  
 
Recent high-profile agri-business investments (notably in large-scale export 
floriculture) have led some observers to worry that the new emphasis on 
commercialisation will mean the neglect of the country’s approximately 11.5 million 
smallholders (MoFED, 2006), or the creation of a dualistic agricultural sector. Yet, on 
paper at least, the government remains committed to “market-oriented” agriculture for 
smallholders alongside the promotion of large-scale export-oriented ventures where 
opportunities exist.  
 
Future Agricultures’ thematic work on agricultural commercialisation(s) provides a 
conceptual and international context for the Ethiopian debate. Among the relevant issues 
Leavy and Poulton (2007) raise in view of current policy discourse around agricultural 
commercialisation, which are specifically relevant for Ethiopia, are the following. 
 There is a tendency to simplification and separation of producers into different 

types of farms (small versus large farms) growing different types of crops (food 
versus cash crops) with a distinction made between “subsistence” and 
“commercial” or “export-oriented” agriculture. In reality, typical farms in Ethiopia, 
although they tend to be small, combine production both for own consumption 
and for the market. Even in areas highly favourable for growing export crops 
such as coffee, farm households usually have a diversified farm, including food 
crops for consumption and for sale on local markets and cash crops such as 
coffee, which is destined – depending on the quality – either for the domestic or 
for the export market.  

 Whilst the degree of market participation in the output market lies at the heart of 
most definitions of agricultural commercialisation, other dimensions are also of 
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relevance. These include the degree of participation in input markets, the degree 
of relying on hired labour, and the profit motive.  

 Although farm size can have an important influence whether or not a household 
adopts a commercialised farming strategy, size alone is not the decisive factor. It 
is, however, a strong limiting factor in the absence of efficient food markets – in 
this case, households with smallholdings have to be assisted to achieve higher 
staple yield before they will begin to devote land to production of higher value 
market products. Once households can be reasonably sure that they can meet 
their food needs in a normal year over a longer period of time, investments in 
producing for the market starts making sense. Attention will thus have to be paid 
to increase the productivity of food staples alongside support provided to the 
expansion of commercial agriculture.  

 Large farm bias may develop in practice, even when policy appears to be pro-
smallholder on paper. Explanations for this are that large farms can prosper 
when the basic enabling environment (macroeconomic stability, banking sector, 
trunk infrastructure, political support for private enterprises, research and 
development) is in place, as they can secure critical services for themselves. 
Smallholders, by contrast, need a much more pro-active service and support 
system (e.g. pre-and post harvest services related to extension, finance, inputs, 
knowledge and capacity). If these support services are not available – and this is 
an implementation, not a policy issue - then there is little prospect for the 
development of a viable commercially oriented smallholder sector.  

 Lastly – a point that has been at least partly taken into account in PASDEP4 – 
geography matters for any agricultural policy. Ethiopia is a vast country with a 
highly differentiated geography and diverse bio-physical and socio-economic 
endowments. From an agricultural development perspective, absolute and 
comparative advantages of different communities are fundamentally important 
frames for designing development strategies. The original differentiation, mainly 
based on moisture availability, has recently been expanded by including access to 
markets and infrastructure and population density resulting in 25 sub-categories 
based on combinations of four criteria: (i) moisture / rainfall (moisture reliable / 
drought prone / pastoralist) (ii) altitude (highland / lowland), (iii) access (high / low), 
and (iv) population density (high / medium / low) (Chamberlin et al., 2006).  

                                                 
4 PASDEP (MoFED, 2006) defines four main four main zones: (i) areas with significant potential for 

commercialisation and diversification (i.e. areas with significant access to markets and infrastructure, high 
agro-ecological potential); (ii) drought-prone regions (emphasis on food security, reducing volatility of 
production, diversification away from food crops, increasing off-farm income, voluntary resettlement); (iii) 
regions with adequate rainfall (emphasis on improving infrastructure and basic input and market systems to 
facilitate increases in agricultural production), and (iv) pastoral areas (emphasis on providing appropriate 
infrastructure and social services and tailoring research and extension programmes more towards the 
needs of dryland agriculture and livestock). 
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This paper sets out to provide a brief narrative context to Future Agricultures’ 
empirical and consultative work on commercialisation in Ethiopia. For specific 
analyses of two important but very different crops, tef and coffee, see Samuel 
Gebreselassie and Sharp (2007) and Samuel Gebreselassie and Ludi (2007), 
respectively. The issue of commercialisation has also been addressed in the series of 
regional consultations organised to develop and test an inclusive model of policy 
dialogue, and to generate indicative policy ideas and trends on the future of 
agriculture in Ethiopia.5   
 

2. Historical background 
 
Debates on commercialisation are not new in Ethiopia. Especially since 1957, when 
various development strategies, economic policies and development plans were 
introduced in the formal economic planning process, there have been a number of 
attempts to improve the performance of the agricultural sector and to lower the 
dependency of the Ethiopian economy on smallholder agriculture. The first Five-Year 
Plan (1957-61) sought to develop infrastructure and human resources, and aimed to 
accelerate agricultural development by promoting commercial agricultural enterprises. 
The second Five-Year Plan (1962-67) signalled the start of a twenty-year programme to 
change Ethiopia’s predominantly agricultural economy to an agro-industrial one. Based 
on the World Bank’s agricultural modernization strategy, large-scale commercial farms 
were recommended. Increasing agricultural export was also one of the major objectives 
of the agricultural sector at that time (Dessalegn, 2005; EEA, 2005). 
 
A study by Dessalegn (2005) found that during the Imperial Regime, Ethiopia’s 
agricultural policies became increasingly outward oriented. In the late 1960s, large-
scale mechanised farms began to emerge in the southern and eastern part of the 
country, producing mainly export crops and contributing to the already complicated 
structure of land tenure regimes.6 Investors were supported by government policy 
which emphasised agricultural mechanisation to improve productivity, by offering tax 
and financial incentives to investors. The government itself was also involved in such 
mechanised enterprises and was the largest commercial operator at the end of the 
1960s.  

                                                 
5  Six regional consultations were held in 2006 and 2007, culminating in a national workshop in June 2007 
(see http://www.future-agricultures.org/ethiopia_national_consultation.html).  The consultations were 
thematically structured around the scenarios proposed in Devereux et al. (2005), and each included a 
break-out group and plenary discussion on commercialisation. 
6 Alongside small-scale owner-cultivators, there were landholders who had often obtained their estates 
through political means. Such landholders were members of the nobility and local gentry. The church and 
the state itself were also large landowners who had their land worked by sharecroppers. 
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Many of the major donor agencies were, at least initially, quite enthusiastic about the 
prospects of commercial enterprises, both as a source of foreign earnings and as a 
catalyst for the modernisation of agriculture. There were a number of 
recommendations towards expanding commercial agriculture and greater 
investments in agro-industries. A favourable policy environment and a strong 
international demand for specific products provided positive incentives for 
investments into export-oriented agriculture. In the early 1970s, mechanised large 
farms were increasingly criticised. The World Bank, which had been a strong 
advocate of commercial agriculture in the 1960s, became concerned about the 
inefficiencies of many of the enterprises and saw instead considerable potential in 
smallholder agriculture by the end of the decade. Insisting that land reform was 
essential for a rapid increase in agricultural productivity, the World Bank 
recommended that policy makers provide strong support to the smallholder sector 
(Dessalegn, 2005).  
 
Not only investors were engaged in export-oriented agriculture, but also owner-
operators who had access to sufficient land. The spread of commercial agriculture in 
favourable areas (e.g. the Awash Valley, Rift Valley, Humera) in the 1960s opened up 
opportunities for farmers to engage in export-oriented production. In some areas, 
farmers were organised into cooperatives to access credit from the Agricultural and 
Industrial Bank. Commercially oriented farms were also important as they offered 
seasonal employment. Additionally, contract farming and outgrowing schemes 
emerged rapidly in some areas such as the Awash Valley (Dessalegn, 2005).  
 
The revolution in 1974 led to significant institutional and policy reforms, including the 
nationalisation of all land and subsequent distributions among farmers, who lost 
whatever ownership rights they had, but were granted use rights. Large commercial 
farms were brought under state control, and most were transformed into state farms. 
Also small agricultural investors were affected by the land reform as they too lost their 
land. Furthermore, renting land as well as employing labourers was prohibited which 
meant an end to the emerging out grower schemes and contract farming 
arrangements.  
 
The stylized summary in the table below highlights some elements of 
commercialisation policy that have dominated, and recurred, in different historical 
periods.  
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  Strategic concerns Policy foci 

1950s 
Improving productivity 
Reduce economic dependency on 
agriculture 

Infrastructure & human resources 
Accelerating agricultural development 
by promoting commercial enterprises 

1960s 
Transform predominantly agricultural to 
agro-industrial economy  
Increase foreign earnings 

Large-scale commercial farms 
Investments in agro-industries 
Agricultural mechanisation  
Increasing export-orientation 

1970s 
Concerns about inefficiency of many large, 
mechanised farms, renewed focus on 
smallholder potential 

Proposals for land reform for 
increased agricultural productivity 

1980s (Derg) 
Socialist agricultural development 
Central planning 
Collectivisation 

State farms 
Suppression of land, labour & 
commodity markets 
Land distribution & fragmentation 
Control of input & output markets 

1990s 
(Transitional 
Period) 

ADLI  
(Agricultural Development-Led 
Industrialisation) 

Liberalisation of output markets 
Gradual liberalisation of input, labour, 
land rental markets 
Privatisation / distribution of state 
farms 
Land policy debate 

 

3. Recent policy on commercialisation 
 
With the change of government in 1991, large parts of the agricultural sector were 
liberalised, most notably price controls over outputs were abolished, and state control 
over input and financial markets was gradually reduced. The system of state 
ownership of land, however, was retained, and only long-term usufruct rights were 
transferred to farmers. Restrictions on renting and inheriting land were abolished, but 
it is still illegal to mortgage or sell land. Some of the previous state farms were 
dismantled and distributed to farmers, while others were kept under state control with 
a view to selling them to private investors under the privatisation programme. The 
new government maintained a strong focus on smallholder farming and poverty 
reduction, and supporting agricultural intensification (e.g. stepping up the agricultural 
extension systems, providing fertilisers and improved seeds for major grain crops). 
Where options for agricultural intensification reached their limits, social protection 
programmes were scaled up, mainly supported through donor funding, including cash 
and food transfers to vulnerable and resource-poor farm households in rainfall 
insecure areas.  
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This agricultural-based poverty reduction strategy was the guiding principle in the first 
PRS and also shaped the second PRS, the Plan for Accelerated and Sustained 
Development to End Poverty (PASDEP). Alongside a strong growth focus, PASDEP, 
covering the period from 2005/06 to 2009/10, aims to “capture the private initiative of 
farmers and support the shifts to diversification and commercialisation of agriculture” 
(MoFED, 2006).  
 
The Agricultural Development Led Industrialization (ADLI) policy framework, pursued 
since 1994, still guides current policy. ADLI reflects the importance of the agricultural 
sector for overall economic development, viewing agricultural development as the key 
driver for industrialisation by providing a market base. ADLI combines various 
components supporting agricultural growth, including technology, finance, rural 
infrastructure, internal and external markets and the private sector focusing on (1) 
improvements in food security, (2) the commercialisation of agriculture, (3) the 
extension of credit to small farmers and (4) industrialisation.  
 
Although ADLI is widely regarded as generally going in the right direction, a number 
of problems and constraints have been raised regarding its different components and 
its implementation. The most important is that ADLI appears linear, beginning with 
agricultural development, which will contribute to industrialisation further down the 
line. However, Ethiopia could move on agro-industrial development now, concurrent 
with agricultural development and commercialisation alongside more subsistence-
oriented agriculture, providing basically a safety net for the poor (Guinand, 
forthcoming).  
 
The Rural Development Strategy (FDRE, 2001) defines in more detail how 
agricultural-centred rural development should work for Ethiopia and emphasises that 
rural development needs to be labour- rather than capital-intensive. It also addresses 
issues of (i) diversification and specialisation of crop and livestock production 
according to agro-ecological zones and market access, (ii) agricultural marketing (i.e. 
labelling, creating grades and standards, providing market information, establishing 
and strengthening cooperatives, and strengthening the private sector’s role in 
marketing), (iii) improving the rural financial system, (iv) encouraging the private 
sector - both national and foreign - in agricultural development, (v) investing in 
necessary rural infrastructure, and (vi) strengthening links between rural and urban 
areas, and the farm and non-farm sectors. Overall, the rural development strategy 
intends to contribute to the transformation of the productive rural sector from a 
primarily subsistence-oriented to a more market-oriented sector, contributing to 
overall economic growth and poverty reduction.  
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The overall development strategy for the five years to 2010, as set out in the 
PASDEP, builds on these earlier strategies. As noted in the introduction, the second 
of its eight pillars is accelerated growth aiming at improving people’s livelihoods and 
significantly reducing poverty. This is to be achieved firstly through commercialisation 
of agriculture, and secondly through accelerated private sector development. 
 
The strategy depends heavily on transforming the agricultural sector via major efforts 
to support the intensification of marketable farm products - both for domestic and 
export markets, and by both small and large farmers. Elements of the strategy include 
a shift to higher-valued crops, promoting niche high-value export crops, focusing on 
selected high-potential areas, facilitating the commercialisation of agriculture, 
supporting the development of large-scale commercial agriculture where it is feasible, 
and better integrating farmers with markets (both local and global). The strategy is 
clear about who should drive these efforts - the private sector, which includes the 
millions of small farmers. However, given current weaknesses of the market, the state 
sees a clear role at the beginning of this transformation period, by providing public 
investments and services needed to help jump-start the process.  
 
The Government is well aware that such an agricultural transformation can only take 
place in parallel with measures to support more subsistence-oriented farm households 
who lack the resources for substantial investments in alternative enterprises. In these 
cases, the main goal will remain higher yields of basic food grains. This will be pursued 
through a combination of intensified extension support at the kebele (sub-district) level, 
establishment of a network of demonstration centres, increased low-level veterinary 
services, support for small-scale irrigation and better use of ground water, 
complemented by Productive Safety Net schemes and off-farm income generating 
initiatives supported under the Food Security Programme. The PASDEP notes that 
agricultural development – whether by investors or family farms - can only be achieved 
by sustainably managing the natural resource base and protecting the environment.  
 
Institutions and incentive systems must also be improved in order to transform the 
agricultural sector and the economy as a whole, according to a study for the Ministry 
of Finance and Economic Development (Weeks et al., 2004). For example, 
agricultural marketing remains constrained and inefficient. It is not backed by a strong 
transport sector, there are too few intermediaries and traders lack adequate capital 
and storage facilities; there are few links to agro-processing, and input markets have 
remained stifling rather than enabling. Diversification into alternative crops and 
expanding production of higher value goods, often for export, are seen as crucially 
important. Weeks et al. also observe that Ethiopia, thanks to its favourable agro-
ecological conditions and rich pool of genetic diversity, has a large opportunity for 



Sharp, Ludi and Samuel: Commercialisation of farming in Ethiopia 

 
50 

diversification which is so far mainly untapped. Currently, successful expansion of 
horticulture and floriculture and well as dairy and poultry enterprises can be observed 
in the vicinities of major towns such as Addis Abeba, but there are other products, 
which show considerable potential such as bamboo, spices, and non-timber forest 
products. 
 

4. Which pathways? 
a. Perceptions of “commercialisation” 
 
There are various definitions and measurements of commercialisation in the 
analytical literature: but what does it mean to farmers and agricultural practitioners? 
The series of regional consultations held by Future Agricultures in Ethiopia 
encountered some common (mis) perceptions or fears about the nature and effects of 
commercialisation. Participants in the regional discussions variously understood 
commercialisation to mean: 
 Large-scale farming – raising fears of expropriation of land and displacement of 

small farmers, and even a return to feudalism; 
 Capitalist farming – that is, extractive, owned by people from outside the 

farming community or even by foreigners; 
 Focusing on non-food “cash crops”, which may exacerbate food insecurity by 

making poor farmers more vulnerable to markets, particularly to volatile or 
adverse terms of trade between food and cash-crop prices; 

 Export-oriented – contributing little to the needs of Ethiopians; 
 Mechanised and “modern” – displacing labour and relying on environmentally 

un-sustainable imported technologies; or 
 Capital-intense, rather than labour-intense - again, squeezing out the poor both 

as workers and investors, and reducing the number of people able to make a 
living from agriculture. 

 
As Leavy and Poulton (2007:3) point out, all these perceptions amount to a fear, that 
commercialisation will promote the interests of the rich and powerful, at the expense 
of small farmers. None of these fears is entirely unfounded, and clearly, they are 
partly shaped by experience of the various historical periods of commercialisation 
outlined above. Equally, none of them is necessarily a feature of more 
commercialised or market-oriented agriculture. Policy-makers need to guard against 
the risks that commercialisation may indeed disadvantage small farmers, and to 
promote participatory and inclusive policy-making processes in which such fears can 
be aired and understood.  
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A further perception recurring in the regional discussions of commercialisation is that 
farmers first need to change their attitude to markets and become more business-
minded. We would take issue with this. Our experience suggests that farmers, even 
poor farmers in “subsistence-oriented” areas, are as entrepreneurial as any other 
group of people when they find opportunities (although, as with any population group, 
some will naturally be more business-minded and successful than others). Business 
acumen, like any skill, comes with practice and experience. While there is certainly a 
role for skills transfer and basic education in strengthening farmers’ market position, 
the policy priority is therefore to change farmers’ opportunity environment rather than 
their mentality.  
 
b. Types of commercial (market-oriented) farmer 
 
From preliminary research and consultations, we suggest that there are four different 
categories of farmer in Ethiopia who could benefit from, and contribute to, market-
oriented agricultural growth. Different policy support may be needed for each group, 
representing four potential “pathways” for commercialisation.  
 
1. Smallholder family farms  
 (Type A) Farmers in remote, drought-prone or low-potential areas, generally 

regarded as “subsistence-oriented” but in fact interacting with markets as both 
buyers and sellers.  The policy challenge posed by these farmers is to improve 
their terms of engagement with markets, as well as raising productivity and 
diversifying livelihoods. Where opportunities exist, farmers in these areas can be 
as entrepreneurial as anywhere else.    

 (Type B) “Traditionally” market-oriented small farmers producing crops partly or 
wholly for sale, alongside crops for their own consumption.  Such farmers tend to 
be in locations with favourable growing and marketing conditions, and to focus 
on specific high-value commodities (such as coffee and tef: see Samuel and 
Ludi (2007), Samuel and Sharp (2007)).   

 
2. Small investor-farmers  
 Individuals or small groups of partners, often educated and urban-based; 

sometimes agricultural professionals with a background in government or 
development agencies or former state farms; often investing in farming as a 
secondary activity.  These farmers are referred to in World Bank terminology as 
“emerging commercial farmers”, suggesting an expected trajectory from less-
profitable smallholder farming towards larger-scale agri-business. However, we 
suggest that these investors are in fact a separate group. In Ethiopia they have 
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only started to re-emerge in the last few years, when access to land for such 
investments has been made possible.  

 
3  Large-scale “agri-business” 
 Generally capital-intensive enterprises (though they can also generate 

employment); private or state-owned. Examples are export-oriented horticulture 
and floriculture.  

  

5. Conclusion  
 
Attempts to integrate farmers into the market have a long tradition in Ethiopia. 
Different strategies to increase the commercial orientation of farm households have 
been pursued, although with different motivations at different times. Whereas in the 
1950s and 1960s productivity increases, agro-industrial development, and foreign 
export earnings were in the foreground of the debate, recent attempts towards a 
commercially oriented agricultural sector are more strongly oriented towards 
accelerated growth and poverty reduction. 
 
We have proposed a typology of commercial farmers in Ethiopia ranging from 
smallholder family farms selling part of their production on the market to large-scale, 
generally capital-intensive farm enterprises. This typology is not meant to imply a 
temporal succession, but our preliminary findings rather show that these four types of 
farms can exist simultaneously, also based on their different advantages and 
disadvantages in relation to production and marketing (e.g. while smallholders are 
assumed to perform better in labour intensive crops where quality assurance and 
traceability are not yet that important, large-scale commercial enterprises are better 
able to engage in risky or capital-intensive enterprises). There is also the potential 
that these groups complement each other. All four groups can benefit from policies 
aiming at higher market integration or commercialisation, although the policy focus 
needs to be different for the different groups. 
 
Policy interventions aiming at pro-actively supporting smallholder family farms to 
improve their engagement with markets are expected to have the greatest impact on 
poverty reduction. Great care, however, needs to be taken to avoid unintended large-
farm bias during implementation. Measures to avoid this are proposed by Leavy and 
Poulton (2007) to be: 
 Paying attention to food crops 
 Pro-actively encouraging asset accumulation (e.g. in animal traction) 
 Making markets work for poor farmers in poor (remote) areas. 
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Leavy and Poulton further conclude, based on international experience, that to 
support smallholder commercialisation, just focusing on creating an enabling 
environment is rarely enough, but that there needs to be a much more active 
provision of relevant pre- and post-harvesting services. This is certainly also the case 
in Ethiopia. Given the highly diverse landscape in terms of agro-ecology, 
infrastructure availability, market access, population density and farm types, policy 
orientation and implementation must take into account these differences.  
 
While debating possible ways forward in agricultural commercialisation and devising 
the most promising policy options, we should not lose sight of the destination of 
proposed pathways to commercialisation: poverty reduction, improved income and 
quality of life for the millions of Ethiopia’s farmers. There is nothing to be gained by 
policies aiming at increased commercialisation if commercialisation itself does not 
contribute to these ultimate goals.  
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COMMERCIALISATION OF SMALLHOLDER 
AGRICULTURE IN SELECTED TEF-GROWING 

AREAS OF ETHIOPIA 
 
 

Samuel Gebreselassie1  and Kay Sharp2 
 
 

1. Introduction 
1.1 Commercialisation(s) in Ethiopia 
 
The poverty-reduction strategy adopted by Ethiopia seeks to achieve growth through 
the commercialisation of smallholder agriculture. The Plan for Accelerated and 
Sustainable Development to End Poverty (PASDEP), Ethiopia’s strategic framework 
for 2005/06 – 2009/10, relies on a massive push to accelerate growth. This is to be 
achieved by efforts in two directions: commercialisation of agriculture, based on 
supporting the intensification of marketable farm products (both for domestic and 
export markets, and by both small and large farmers); and promoting much more 
rapid non-farm private sector growth (MoFED, 2005).  This study aims to contribute to 
this plan by identifying factors that can deepen and expand the scope of market 
participation of smallholders.  
 
Commercialisation of agriculture is also a core research theme of the Future 
Agricultures Consortium. Future Agricultures’ thematic work on agricultural 
commercialisation has observed that, in various countries, different modes of 
commercialisation co-exist and interact with each other (Leavy and Poulton 2007:17): 
hence, the plural term, commercialisations.  In Ethiopia, we suggest that the following 
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existing categories of farmer could benefit from enhanced commercialisation (or 
“market-oriented agricultural growth”). These four categories represent four 
potentially complementary “pathways” for commercialisation policy. 
 
1. Smallholder family farms  
 (Type A) Farmers in remote, drought-prone or low-potential areas, generally 

regarded as “subsistence-oriented” but in fact interacting with markets both as 
buyers and as sellers. The policy challenge posed by these farmers is to improve 
their terms of engagement with markets, as well as raising productivity and 
diversifying livelihoods.   

 (Type B) Small farmers who are already market-oriented, producing crops partly 
or wholly for sale alongside crops for their own consumption.  Such farmers tend 
to be in locations with favourable growing and marketing conditions, and tend to 
focus on specific high-value commodities.   
 

2. Small investor-farmers  
 Individuals or small groups of partners, often educated and urban-based; 

sometimes agricultural professionals with a background in government or 
development agencies or former state farms; often investing in farming as a 
secondary activity.  These farmers are referred to in World Bank terminology as 
“emerging commercial farmers”, suggesting an expected linear trajectory 
towards larger-scale agri-business. However, we suggest that they are in fact a 
separate category. In Ethiopia they have started to re-emerge only in the last few 
years, when access to land for such investments has been made possible.  
 

3. Large-scale “agri-business”  
 These are generally capital-intensive enterprises (though they also generate 

employment), and may be either private or state-owned.  Examples are the large 
export-oriented horticulture and floriculture ventures that have multiplied in 
Ethiopia in recent years.  

 
The empirical research reported in this paper focuses on the “Type B” smallholders 
that are farming households who are established growers of highly marketable crops, 
in areas already well linked to markets. Two commodities were selected for the study: 
coffee and tef. Both are important to the national economy, and both are grown and 
marketed by millions of smallholders. As summarised in Table 1, the two commodities 
have both similar and contrasting characteristics.  Both are labour-intensive crops 
with seasonal labour-demand peaks, met partly by migrant workers. Both are 
produced primarily by smallholders (although there are also a few large enterprises 
growing coffee). Both commodities command export as well as domestic markets, 
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although tef has been primarily a domestic product in the past while coffee is a major 
national export. Most obviously, tef is both a food and a cash crop, and is therefore 
fungible either for farm consumption or sale. Coffee, by contrast, is a non-food crop 
grown primarily for the market.  
 
Table 1:  Commodity choice - characteristics of coffee and tef 

Coffee Tef 

Non-food Food (high value) 

Primarily export market Primarily domestic market 

High policy attention & intervention * 
Limited policy attention & intervention*  
(until recent years)  

Large and small scale production Small-scale production 

Productivity strategy: niche markets 
(speciality and organic), low chemical inputs 

Productivity strategy: intensification through 
purchased inputs (fertiliser and seeds) 

Labour intensive with seasonal labour bottlenecks 

New institutions: Co-operatives and Unions 
* i.e. research and development, market support and control, etc. 
 
This paper reports the findings from tef-producing areas. 
 
1.2 Tef in the Ethiopian economy 
 
Tef (eragrostis tef) is a nutritious small-grained cereal, related to millet, which 
originates in Ethiopia and is thought to have been domesticated by Ethiopian farmers 
between 3 and 6 millennia ago. It fetches the highest market price of any food grain in 
Ethiopia and is the preferred staple cereal for the majority of consumers, both urban 
and rural. Enjera (a thin, pancake-like bread), the traditional national food and still the 
daily staple for most of the population, requires tef flour.3  
 
Tef is particularly interesting in the context of smallholder commercialisation and food 
security, since it has high value as both a cash and a food crop. Many poorer farmers 
with suitable land grow it almost entirely for sale, using the proceeds to buy cheaper 
staples; although, as they become more prosperous, they may retain more for their 

                                                 
3 In lean times and in poorer households, tef is often eked out by mixing it with cheaper grains. However, 
some proportion of tef is essential for the proper fermentation of the enjera batter.  
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own consumption. It is grown entirely by smallholders, and has been actively 
marketed for many generations. Until recently, its market was almost wholly 
domestic, within Ethiopia (and formerly Eritrea): however, a promising niche export 
market is now developing in Europe and America, based on tef’s increasing 
reputation as a “super-grain”, being gluten-free and high in protein and calcium as 
well as micronutrients such as iron and B vitamins. A Dutch website is currently 
marketing it (under a profit-sharing contract with the Ethiopian authorities) as “the 
grain that makes you stronger”.  It thus has potential to contribute to the PASDEP 
goal of export diversification, as well as raising food production and farmers’ incomes.  
 
Farmers' preference for growing tef is due to production characteristics as well as 
consumer demand. The crop has a wide altitude range, and its resistance to diverse 
biotic and abiotic stresses makes it "low-risk" for cultivation (Hailu et al., 2000). It also 
stores well, since the very small size of the grain makes it resistant to post-harvest 
damage by insects. Among Ethiopia’s 11.3 million small grain farmers, about 46% 
(5.2 million) grew tef in 2005/06 (CSA, 2006). This makes tef the second most widely-
grown annual crop after maize, which was cultivated by 6.8 million farmers. During 
the same year, tef was grown on over 2.24 million hectares which is a little over one 
fifth (21%) of the total land planted to grains. The average farmer cultivated tef on 
0.43 hectare, on which he or she produced 4.2 quintals4, implying an average yield of 
9.8 quintals per hectare.  
 
The national production of tef has increased tremendously over the last twenty years, 
from 11.8 to 21.8 million quintals (a rise of nearly 85%). However, this encouraging 
performance must be interpreted in the context of high population growth and poor 
conditions in the base year. Per capita production grew by only 23% (1.9% per year) 
over the same period, and has never exceeded 30 kg. 5 It is also a matter of concern 
that most (64%) of the growth in production is attributable to area expansion, while 
improved yields contributed only 12%.6 This indicates the enormous difficulty of 
achieving broad-based agricultural productivity growth, which is critical to lift the 
majority out of poverty. Moreover, yield-induced growth in production is essential to 
allow agriculture to release land for increasingly important but competing activities 
such as urban and industrial development, and to prevent agriculture from expanding 

                                                 
4  1 quintal (Qt) = 100 kg. 
5  Per capita national production of all grains was 183 kilogram in the same year (2005/06). 
6 This is despite the availability of tested tef technologies (seed varieties) that could double the existing 
yield level. The Ethiopian Agricultural Research Institute reported the existence of high yielding varieties 
even in 2000. There are tef varieties (like DZ-01-974, DZ-01-354 and DZ-Cr-37) which can yield up to 28 
quintals under farm conditions and 32 to 46 quintals under experimental conditions. This exceeds the 
recent best performance (9.7 quintals) by over 3 times (Hailu et al., 2000). 
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into forest and other unsuitable land (a threat to the long-term sustainability of the 
farming system).   
 
In the current policy push for smallholder commercialisation, tef is one of the selected 
priority crops under the Ministry of Agriculture and Rural Development’s 2004 master 
plan for enhanced market-oriented production.7 Government support to producers, in 
terms of agricultural extension services, has grown substantially in recent years: in 
2005/06 a little over one million tef growers (21% of the total) participated in the 
extension programme and received free technical advice as well as guaranteed 
access to modern farm inputs such as fertilizers, herbicides and improved seeds. In 
terms of area, 560,000 hectares (25% of the total area planted with tef) was under the 
extension programme (CSA, 2006).   
 

1.3 Scope of the paper 
 
An earlier version of this paper was presented at a parallel session on 
Commercialisation of Smallholder Agriculture, co-organised by Future Agricultures, at 
the EEA’s 2007 Conference on the Ethiopian Economy. It is one of four linked outputs 
from that session, the other three being:  
 a thematic framework paper discussing the meanings and definitions of 

commercialisation from conceptual and international perspectives (Leavy and 
Poulton); 

 a brief overview of the policy context and the different (alternative or 
complementary) pathways of agricultural commercialisation in Ethiopia (Sharp, 
Ludi and Samuel); and  

 an empirical paper on smallholder commercialisation in Ethiopia’s coffee-growing 
areas, which parallels the present paper (Samuel and Ludi). 

 
The paper is structured as follows: Section 2 outlines the methodology and objectives 
of the study. Section 3 discusses the survey analysis, focusing on household-level 
commercialisation within the selected study areas. Section 4 concludes with a 
summary of the key findings and a discussion of their potential policy implications.  
 
 
 

                                                 
7   The other priority crops in the master plan are wheat, barley, lentil, chickpea, fava and haricot beans, 
cotton, sesame, coffee and spices. Source: MoARD (FAC key informant interview). 
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2. Objectives and methodology 
2.1 Objectives of the study 
 
Within the overall purpose of contributing to the understanding of smallholder 
commercialisation as a means to poverty reduction, the specific objectives of this 
paper are: 
(i) to assess the current scale of commercialisation in tef-growing areas, and to 

detect household and farm characteristics which might explain variation in the 
level of commercialisation among households; 

(ii) to investigate the welfare situation of farmers operating at different levels of 
commercialisation; and 

(iii) to identify and analyse the factors that determine the extent of smallholders’ 
participation in output markets. 
 

2.2. Sampling and methods 
 
Four major tef-producing weredas (districts) were purposively selected as the study 
areas, based on statistical evidence of the dominance of tef in the local farming 
system.  Two of the weredas (Ada’a Lome and Bacho) were in Oromia Region, and 
two (Dejen and Enemay) in Amhara Region. Primary data were collected through a 
household survey and qualitative fieldwork. 
 
For the household survey, a stratified two-stage sampling design was employed 
within each wereda. First, all kebeles (sub-districts) in the selected weredas were 
listed, and two were randomly selected. Twenty households were then randomly 
selected from each kebele (giving a target sample size of 160 households in eight 
communities). Since the study aimed to investigate gender-related disparities in 
agricultural commercialisation, the sample was stratified by gender of the household 
head. The actual sample size achieved was 155 households: the distribution by 
wereda and gender is shown in Table 2 below.  
 
Table 2:  Survey respondents by gender of household head 

Wereda Female Male Total % FHH 
Ada’a Lome 10 28 38 26% 
Bacho  4 35 39 10% 
Dejen  1 40 41 2% 
Enemay 5 32 37 14% 
Total 20 135 N=155 13% 
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A structured household questionnaire was used to collect quantitative data on 
production, consumption, and marketing of farm produce, as well as demographics, 
resource ownership, and off-farm activities. The survey was carried out in 2006, and 
collected data on the preceding agricultural year (the 1997/98 E.C.8 production cycle, 
i.e. March 2005 to February 2006). 
 
Both descriptive and econometric methods were used to analyse these household 
data. Descriptive methods including measures of average and a one-way ANOVA 
(analysis of variance) were employed to disclose the scale of commercialisation of 
agriculture and to test the existence of any statistically verifiable difference among 
farmers operating at different levels of commercialisation. Results from the discrete 
one-way analysis were further examined through multivariate regression models, 
which helped to predict the determinants and outcomes of commercialisation. 
 
Following preliminary analysis of the survey data, an exploratory qualitative study was 
conducted in one of the surveyed tef weredas, Ada’a Lome, in February 2007 
(towards the end of the marketing season for tef). This wereda was chosen from 
among the study areas on grounds of logistics and accessibility, in order to maximise 
the time spent in field research. The methods used were key informant interviews, 
semi-structured focus group discussions and individual case interviews.  Interviewees 
and focus group members were identified through local contacts, based on purposive 
criteria including age, gender, farming experience, and engagement in livelihood 
activities such as trade and wage labour. The overall purpose of the qualitative work 
was to investigate some questions raised by the survey, and to identify any important 
issues, which had not been captured by the questionnaire (with a view to possible 
further research).  
 

3. Findings 
3.1 The scale of agricultural commercialisation  
 
The survey data indicate that the average farm household in the four weredas sold a 
little over 49% of their total crop output (in value terms). A slight majority (about 58%) 
consumed more than they marketed, while 38% sold more than they consumed and 
the remaining 4% consumed and marketed an equal proportion of their output. 
Farmers operating at full commercial level (i.e. those who sold 100% of their 
production) constitute 5% of the sample, while another 7% operated at full 
subsistence level (i.e. consumed 100% of their production). About half of the 

                                                 
8 Ethiopian Calendar 
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surveyed farmers marketed less than 42% of what they produced. If we consider a 
farmer who marketed at least 50% of his or her output as commercially oriented, then 
40% of the sample could be so classified. Figure 1 shows the degree of 
commercialisation by centile of households.  
 
Figure 1:  Proportion of output sold 
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In general, these data indicate that the level of commercialisation in the study areas is 
considerably higher than the national average.9 This is as expected, given the 
purposive selection of areas renowned for the production of tef (a highly marketed 
commodity) and with good access to major markets. 
 
Despite this relatively high degree of market participation, the market size (in terms of 
the volume of transaction per seller) is thin. Fifty-seven percent of sampled 
households sold farm produce worth 2,000 Birr (about US$ 222)10 or less, while the 
average farmer sold only 933 Birr’s worth of produce. Less than a quarter (23%) of 
farmers sold produce worth 3,500 Birr or above. The marketed commodities were 
mainly tef, chickpeas and wheat.  
 

                                                 
9  According to Gebremeskel et al. (1998) only 28 percent of the total national grain production 
(cereals, pulses and oilseeds) was marketed in 1996.  A more recent study by the Ethiopian Economic 
Association in 2004, however, found that grain farmers who participated in the recent extension 
programme marketed on average about 33% of their output (5.7 quintals), while non-participants marketed 
36%  (4.7 quintals). These figures indicate the gross amount sold, without adjusting for any quantities of 
grain that farmers might have purchased towards the end of the cropping season. 
10  US$1 = approx. 9 Birr. 
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As the grain market is characterised by many small sellers, competition among 
farmers is likely to be fierce. This problem arises mainly due to low per capita 
production, as confirmed by a single-equation regression model specifying trade as a 
function of production (see Box 1). The model indicates a significant and positive 
association between production and trade (both measured in value terms). The 
regression coefficient of 0.81 shows that for a unit increase in the value of production, 
earnings from trade rise by 0.81. The high coefficient of determination (r2=0.63) also 
shows that about 63% of the variation in trade was explained by the volume of 
production, keeping other factors constant.  
 
Box 1: Trade-production relationship among sampled households 
Yi = -79   +   0.81Xi P =  (0.93)  (0.00) 
t = (0.12)        (16.23)* R2 =0.63 

 
In general, econometric evidence suggests that the higher the level of production the 
higher will be the probability of farmers engaging in commercially oriented agriculture. 
However, a simple correlation analysis suggests that the more a farmer sold, the 
lower the proportion of output marketed (r=0.12 or r2=0.1). In other words, as the 
volume of marketed output increases the volume of output consumed on the farm 
also increases, but by a higher proportion. This finding, from cross-sectional analysis 
of households in a given period, is paralleled by observations from the qualitative 
fieldwork about the pattern of change over time. Farmers in Ada’a Lome observed 
that both production and marketing of grain crops have risen over the last decade or 
so, but that the volume marketed has risen less than the volume produced. For tef in 
particular, they considered this increase in home consumption of farm produce to be 
a sign of rising prosperity:  
 
“Before, we used to mix chickpeas, wheat, or sorghum for enjera, but now this has 
almost stopped – people here eat tef.  Because of the increased production and 
better standard of living, people don’t have to eat these inferior mixtures.”  
[Interview with Kebele Chairman] 
 
This type of relationship between marketed and consumed production is not unusual 
in a farming system dominated by poor smallholders. The potential tensions and 
synergies between commercialisation and food security for small farmers are 
particularly important, and deserve further investigation.  
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Figure 2: The relationship between crop value produced and sold 
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3.2  Outcomes of commercialisation  
 
Commercialisation of agriculture is not an end for farmers, but an intermediate 
outcome on the way to welfare goals. In the study, smallholders’ welfare is 
represented in terms of consumption of basic food (grains), high-value foods 
(livestock products) and expenditure on clothes and shoes, durable goods, education 
and healthcare. Agricultural productivity is also considered as an intermediate 
outcome, which farmers aim to improve through greater engagement in output 
markets.  
 
Table 3: Welfare outcomes among farmers at different levels of 

commercialisation 

 

Degree of commercialisation 

F-test Low (<30% 
of output 

sold) 

Medium 
(30% -65% 
of output 

sold) 

High 
(≥65% of 
output 
sold) 

Consumption of basic food (Br/person/week) 15.08 18.33 22.67 3.84** 
Consumption of high-value food (Br/person/week) 1.18 1.38 3.03 2.15 
Share of purchased food  16.49% 10.54% 16.05% 2.03 
Annual expenditure on clothes and shoes (Br) 455.20 724.22 845.60 0.60 
Annual expenditure on durable goods (Br) 863.20 1242.31 1795.24 1.42 
Expenditure on education (Br/person/annum) 32.26 55.38 83.79 2.18* 
Expenditure on healthcare (Br/person/annum) 0.93 6.78 4.58 1.51 
Land productivity (Br/hectare) 3376.70 3244.13 4465.98 0.28 
Labour productivity (Br/person-day) 31.73 53.80 46.57 0.15 
N 22 76 26  

* and ** denote significance at 10% and 5% respectively.  
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Table 3 shows distinct differences in the welfare of farm households at different levels 
of commercialisation.11 The most commercialised households (here defined as those 
who sold 65% or more of their production) consumed one and a half times as much 
basic food per person as the least commercialised (i.e. those who sold 30% or less). 
This difference is statistically significant, implying that (keeping other factors constant) 
the observed difference in consumption of staple grains or root crops is associated 
with the variation in market participation. For high-value foods, consumption varies 
even more markedly between the most and least commercialised farmers, although 
this difference is not statistically significant. Similar differences are observed in 
expenditure on clothing and durable goods. 
 
The most commercialised households also spent more on education and healthcare.  
On average, the least commercialised farmers spent only 32 Birr per person per year 
on education, while their more commercialised neighbours spent more than twice this 
(about 84 Birr/person/year). This difference is significant at 10%.  
 
The agricultural productivity of sampled households also varies with their level of 
participation in output markets. Land productivity increases with the index of 
commercialisation. Labour productivity is also lowest among the least commercialised 
farmers, but there is no consistent pattern as the index of commercialisation 
increases.  
 
Because productivity and other outcomes are determined by multiple factors, 
multivariate regression analysis is needed to verify these results. Further analysis 
should also consider the risk of high dependence on markets for food that comes with 
rising agricultural commercialisation. Keeping these caveats in mind, these initial 
results suggest that commercialisation of smallholder agriculture should not only be 
encouraged as a means to boost exports or stimulate local economies,  but also as a 
way to help smallholders achieve welfare goals that can improve their living 
conditions. 
                                                 
11   For the purposes of this analysis, the degree of household commercialisation is measured by a simple 
index defined as the ratio of the gross value of all crop sales to the gross value of all crop production:   
Household Commercialisation Index (HCI) = (gross value of all crop sales / gross value of all crop 
production)*100 
A value of zero would signify a totally subsistence-oriented household: the closer the index is to 100, the 
higher the degree of commercialisation. However, it is recognised that this measure has its shortcomings. 
The index value itself could be misleading, since a farmer who grows only one bag of maize and sells that 
bag (HCI = 100) would appear more commercialised than one who grows 50 bags and sells 30 (HCI = 60). 
It also neglects other components of farm output (such as livestock), the degree of market reliance for 
inputs, and broader dimensions of commercialisation such as profit motivation and engagement with labour 
markets. A detailed discussion of these conceptual and measurement issues can be found in Leavy and 
Poulton (2007).   
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3.3 Determinants of market participation  
 
A smallholder’s decision to enter and make use of markets is influenced by many 
household and macro-level factors. Macro-economic and trade policies, market 
reform, rural infrastructure improvement and the development of legal and contractual 
environments in which smallholders and processors may operate are among the 
major driving forces of increased agricultural commercialisation. However, not all 
smallholders operating in the same macro environment take part in output markets. 
Among those who do take part, the degree of participation also varies.  This section 
investigates the microeconomic relationships between market participation (or non-
participation) and household-level factors, using the household survey data and 
assuming the macroeconomic conditions are constant. Two separate questions were 
posed: why some sampled households did not take part in output markets at all, and 
why some marketed more of their production than others.  
 
3.3.1  Why do some farmers not participate in output markets? 
 
Small farmers take part in output markets either to capture the gains from 
specialization or out of necessity (to obtain cash for the purchase of essential 
consumption goods and agricultural inputs); or both. As it is rare to find a farmer who 
is not influenced by either of these factors, it is unusual to observe farmers who do 
not market any of their output.  However, this could happen in rare circumstances 
where a farmer has nothing to sell (e.g. if they produce less than their consumption 
requirements) or where the household’s cash needs are met from non-farming 
income including remittances or aid.   
 
From a policy perspective, it is important to study smallholders who do not participate 
in output markets as sellers. The primary occupation of such households might be 
non-agricultural, or their agricultural livelihood might be precarious. These two 
possibilities have different policy implications. Understanding the factors that lead 
some farmers to stay in agriculture but not take part in output markets should enable 
policy makers to design programmes either to strengthen precarious farming 
livelihoods or to facilitate the smooth withdrawal of marginal farmers from the 
agricultural sector, thus allowing more productive farmers to cultivate larger farms.  
 
The survey data indicate that about 7% of sampled farmers were not participating in 
the output markets as sellers. It is hypothesised that the level of farm production, the 
degree of household dependence on non-farm income, the cropping pattern (the 
proportion of subsistence food versus cash crops), and the age and health of farmers, 
could affect their ability or willingness to participate in output markets.  As the sample 



Ethiopian Journal of Economics, Volume XV, No 1,  April  2006 

 

 
67 

size for non-participant farmers is small (only 12 households or 7% of the sample), it 
would be difficult to formulate a meaningful regression model (such as a logit model) 
which would help to identify factors affecting willingness or ability to participate in output 
markets. 12 However, a two-way group mean comparison test was made between market 
participants and non-participants. The results are presented in Table 4. 
 
Table 4:  Characteristics of market participants and non-participants 
 Non-

participants 
Participants    T-test 

Age of household head (years) 59 48 2.39** 
Sex (% female headed) 12% 12% 0.04 
Literacy (% literate) 38% 60% 1.26 
Value of total farm outputs (crops) produced 641 6,602 2.52** 
Total cultivated land (ha) 1.3 3.1 2.84*** 
Household labour size (man-equivalent) 13 2.9 3.4 1.02 
Farm size owned per labour unit (ha/ME) 0.4 0.8 1.65* 
Labour spent on farming (man-days per ha) 58 82 1.92* 
Value of total livestock owned (Br) 2,100.0 1,138.8 1.19 
Specialization in cash crop (% of land planted to tef) 36% 75% 4.24*** 
Cash expenses for farming (Br) 75.0 639.6 1.86* 
Participation in land markets (% participated) 62% 65% 0.16 
Size of land rented-in 0.0 0.7 1.93* 
Size of land rented-out 1.1 0.1 4.98*** 
Participation in non-farming activities,1=yes,0=no  38% 41% 0.20 
Share of non-agricultural income in total income 39% 11% 2.96*** 
Per capita non-farm income (Br) 102.3 130.7 0.61 
Cash income from own non-farming activities (Br) 350.0 295.0 0.31 
Cash income from employment (Br) 0.0 359.6 0.93 
Days worked for pay in the last 12 months 153.3 129.7 0.29 
Value of any remittances, gifts or other transfers received  125.0 59.1 0.54 
N 141 12  

*,** and *** denote significance at 10%, 5% and 1% respectively.  
 
Farm household heads participating in output markets were found to be younger. The 
average age of participants is 11 years younger than non-participants, and the 
difference is statistically significant. This result is not unexpected, as risk-taking 
behaviour tends gradually to decline as people get older.  Moreover, as farmers get 
older they may be unable to spend the time and energy needed for the production 
and marketing of cash crops.  
 
The likelihood of market participation is high among smallholders specializing in tef 
(the major cash crop produced in the study areas). On average, market participant 

                                                 
12 This is mainly because of potential lack of variability among such a small number of cases. 
13 See Annex 1 for the conversion factors used in calculating man-equivalent (ME) labour units.  
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farmers allocated three quarters of their cultivated land to tef, whereas non-
participants allocated only one third of theirs. Non-participant households also 
cultivated only a small proportion of their land: 62% of them rented out a significant 
part (about 85%, on average) of their 1.1 hectare. By contrast, participant households 
not only owned more land but also rented in additional plots. On average, they 
cultivated about 3.8 hectare of land, 22% of which was rented in from someone else. 
All of these differences between the two groups are statistically significant.  
 
Figure 3:  Scatter plot of value sold against value produced 14 
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Source: survey data 
 
Another important issue for any study on commercialisation is its effect on 
employment. Keeping other factors constant, farmers participating in output markets 
follow more labour-intensive farming. They employ 44% more labour on a hectare of 
land (82 man-days, compared to 58 man-days/ha for non-participant farmers).  
 
Similarly, farmers who did not participate in the output market (i.e. those who 
consumed all their output) spent much less money on farming than those who sold 
part of their production: 75 Birr on average, compared to 640 Birr for market 
participants.  The difference is statistically significant.  
 
                                                 
14 Those outliers in the top left of the graph who appear to be selling more than they are producing are due 
to data errors. 
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Households’ participation in non-farm activities, and especially the share of non-farm 
income in total household income, also seems to have an impact on their market 
entry decision. Keeping other factors constant, farmers who do not participate in crop 
output markets gain a significantly higher proportion of their income from non-
agricultural sources. As the agricultural production of these households is low, non-
farm activities might enable them to consume whatever they produce by supplying 
the cash required for other purposes.  
 
The size of land owned and cultivated is very important in determining farmers’ 
participation in output markets. As reported above, those who did not sell crops 
owned small farms; rented out most of their land; grew a small proportion of the high-
value primarily cash crop (tef); and invested relatively little labour or cash in farming.   
 
3.3.2 Why do some farmers sell more than others? 
 
Although the amount that farmers supply to the market increases as farm production 
rises, the relationship is far from one-to-one (see Figure 2 above, and Figure 4). This 
implies that, for the same size of farm production, some farmers consume more on 
farm while others consume less and sell more. This section focuses on factors 
causing this variation in the degree of market participation among households who 
participate in output markets as sellers.   
 
The degree of farmers’ participation in output markets could be measured either in 
terms of the proportion of output sold (the commercialisation index used above), or 
the total value of output sold. In Figure 4, there is no clear correlation between the 
total value of output produced and the proportion sold, and in such circumstances the 
index could distort the extent of market participation. For instance, a farmer who 
produces 100 Qt of grain and sells 50 Qt would have a lower commercialisation index 
than one who produces only 5 Qt but sells most or all of it. As Figure 4 illustrates, this 
is common in our sample. Therefore, the following analysis uses the value of output 
sold.  
 
The level of participation in output markets varies considerably among sampled 
farmers (Table 5). The top 20% of farmers, for instance, sold crops worth over 4,400 
Birr, while the bottom 20% sold only about a sixth of this (760 Birr or less). The 
median gross income from crop marketing was Birr 1,788. The following section 
focuses on identifying the factors behind this wide variation in market participation.  
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Figure 4:  Plot of commercialisation index against total value of crop production 
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Source: survey data 
 
Table 5:  The degree of market participation of sampled households 

Percentile (N=141) 
Income from 

marketing 
(Br) 

10%  (i.e. up to 10% of sample earned less than, i.e. over 90% earned more than  Br) 290 

20%  (i.e. up to 20% of sample earned less than, i.e. over 80% earned more than  Br) 760 

25%  (i.e. up to 25% of sample earned less than, i.e. over 75% earned more than  Br) 836 

50%  (i.e. up to 50% of sample earned less than, i.e. over 50% earned more than  Br) 1,788 

75%  (i.e. up to 75% of sample earned less than, i.e. over 25% earned more than  Br) 3,725 

80%  (i.e. up to 80% of sample earned less than, i.e. over 20% earned more than  Br) 4,403 

90%  (i.e. up to 90% of sample earned less than , i.e. over 10% earned more than  Br) 9,100 

95%  (i.e. up to 95% of sample earned less than, i.e. over 5% earned more than.  Br) 17,500 

 
Modelling the degree of market participation 
 
We assumed that the quantity supplied to the market (measured in terms of cash 
earned from crop sales) is a linear function of a set of household characteristics, after 
inspecting the distribution of sampled households on a scatter plot of total value of 
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output sold. As indicated in Figure 3, with the exception of some outliers and allowing 
for some level of difference among farmers, the general distribution follows a linear 
pattern. Hence, a linear functional form could reflect the relationship between the 
dependent and independent variables. 
 
Mathematically, the model or functional relationship is expressed as follows: 
 

Yi = ai + β i X i  + ui        (1) 
 
Where  Yi is the total value of output sold, 
X i are factors that affect quantity supplied to the market (i.e. the degree of farmers’ 
participation in the output market) 

ai and βi are estimable parameters, and 
ui is the error term. 

 
The explanatory variables hypothesized to affect the total value of sales include: 
 quantity of on-farm production,  
 price of the commodity in time period t-1,  
 household food self-sufficiency, measured as the proportion of own-produced 

food in total household food consumption, 
 the degree of specialization in the major cash crop (tef), and 
 farmers’ participation in, and income from, non-farm activities.  

 
Market transaction costs could also be an explanatory variable, but they are not 
directly considered for lack of data. However, the price received by farmers for their 
produce is expected to capture some of the effect of variation in market transaction 
costs, including access to market centres. The farm gate price of the major 
marketable commodity (tef) was therefore entered into the model as a lagged 
variable, since farmers’ market-oriented production decisions are likely to be affected 
more by the price in the previous crop year than by the current price.   
 
Farmers engage in non-farm activities to complement their farm income. Their 
participation and the level of income from non-farm activities could indirectly indicate 
their level of satisfaction with their farm cash income. Conversely, the level of cash 
income from non-farm activities could be used as a proxy for farmers’ cash need from 
their farming operations, especially if access to non-farm activities is similar for 
sampled farm households.  
 
Data on farmers’ access to non-farm activities and their willingness to engage in such 
activities is not available. However, we do have data on whether farmers participated 
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in non-farm activities and their income from such activities. These are incorporated 
into the model as independent variables. There are two competing hypotheses on the 
influence of non-farm earnings on marketed output. One says that if a farmer has 
sufficient non-farm income, he or she does not need to sell farm output and so will 
market less. The alternative hypothesis is that non-farm income enables farmers to 
sell food crops, knowing that they have cash to buy food when needed.  
 
The propensity to sell could, however, vary according to the type of crop produced.  
Farmers’ supply decisions for non-food cash crops (such as coffee) might be different 
from those for a food cash crop (such as tef), which can be either sold or consumed on 
the farm.  Although the level of on-farm production and the farm gate price have a direct 
effect on supply to the market, in semi-subsistence farming, the degree of household food 
self-sufficiency is also a key factor in the degree of their participation in output markets. 
The assumption is that households that have already met their food requirement will be 
more willing to sell their output. However, this does not apply in farming systems 
dominated by a non-food cash crop. The level of household food self-sufficiency was 
incorporated into the model as an explanatory variable and hypothesized to affect the 
degree of smallholders’ market participation positively or negatively.  
 
We can estimate equation 1 by OLS under the condition that the error term and the 
regressors are not correlated. In our model, however, the value of output produced 
could be correlated with the error term, and, if so, it is potentially endogenous15. The 
literature indicates that the probability of correlation between the error term and a 
regressor (in our case, total value of output produced) is high when some factors 
explaining the variation in the dependent variable (in this case, total value of output 
sold) could also affect the regressor. Applying standard least squares (OLS) to 
equation (1) under these circumstances results in inconsistent estimates, that is, as 
the sample size approaches infinity the estimates of the parameters on average will 
not equal the population estimates. To remedy this problem we applied a two stage 
least squares, 2SLS (also called the instrumental variables (IV) procedure), where 
instead of the value of output produced another variable that can correlate with it but 
not with the disturbance term was substituted.  
 
Because one of the possible causes of correlation between regressors and 
disturbance term is a simultaneous equation bias, it is also important to check for 
simultaneity between output sold and produced. In other words, output sold is 

                                                 
15 On the other hand, the set of the regressors (explanatory variables) should not be perfectly collinear as 
the classical linear regression model assumes. A collinearity test indicates the existence of weak 
collinearity among the regressors, especially between household food self-sufficiency and per capita food 
production, and non-farm income and its share in total household income.  
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determined by, among others things, the level of output produced; but is there any 
possibility for the level of output produced to be affected or determined by the amount 
of output sold? As the decision on the amount to produce precedes that on the 
amount to sell, the amount sold is unlikely to determine the amount produced in the 
same time. However, the amount sold in the previous year (t-1) could be a strong 
determinant of the level of production in time ‘t’. In other words, there is no need to 
use a simultaneous equation.  In time ‘t’ the cause-and-effect, relationship runs from 
output produced to output sold, and not the other way; but in time t-1, the likelihood 
for a reverse relationship is high. 
 
Before proceeding with the 2SLS model, we tested empirically whether the value of 
output produced is indeed correlated (asymptotically) with the disturbance term or 
not. We followed a three-step procedure. In the first step, we replaced X1 (value of 
output produced) by instruments selected in the original regression (Equation 1); 
estimated the model (‘instrumenting regression’) by OLS; and saved the residual. In 
step two the original model was estimated, and in step three we estimated the original 
model but using the residual from step one as an explanatory variable. The coefficient 
of the residual was found to be significantly different from zero, i.e. there is evidence 
in favour of the hypothesis that the value of output produced is correlated with the 
error term. Therefore, the 2SLS estimator is preferred.  
 
In selecting instruments for the value of output sold, two equations were considered 
as simultaneous equations (i.e. the equation we are going to estimate and another 
equation for the value of output produced), Any ‘exogenous’ variables in the full 
system of equations were selected as instrumental variables for the total value of 
output produced. All variables hypothesized to explain the size of farm production (i.e. 
land, labour, ox power, cash expenditure on inputs, age, sex and literacy of 
household head) were considered as instruments to replace the value of output 
produced (which was found to be correlated with the error term). The validity and 
relevance of these instrumental variables was tested using an F-test and a Sargan or 
J-test. While the F-test validates whether these instruments are themselves 
endogenous or not, the Sargan or J-test checks whether they are highly correlated 
with the variable they are instrumenting for (amount of farm production). The null 
hypothesis for the F-test was that the parameters associated with the selected 
instruments are jointly zero. The F-value with   6 and 97 df is 11.95 (F(  6,    97) =  
11.95, Prob > F = 0.0000), implying that all instruments are exogenous. But the 
Sargan or J-test with a computed chi-square (12.33) exceeding the critical chi-square 
indicates that at least one instrument is correlated with the error term. A systematic 
procedure identified household labour size as the variable which had a high degree of 
correlation with the error term. The chi-square was 1.478, which is lower than the 
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critical chi-square either at 1%, 5% or 10%. The model estimation procedure 
continued with the remaining variables.  
 
As the name suggests, in the 2SLS two OLS regressions were run to obtain the 
parameter estimates. The first stage estimates what is called a ‘reduced form’ 
relationship to obtain the predicted values and the second stage estimates the 
‘structural’ relationship where the endogenous variable was replaced by the predicted 
values. By forming predictions for output produced (x) in the second stage through 
the instruments z we corrected for the correlation between the error term and output 
produced (x). The actual estimation, however, was not performed in two steps. 
Modern econometric software (in this case Stata version 9) allows the whole 
procedure to be estimated in one step.  
 

 Yi = ai + γ 1Z 1,t  + ….. + β 1X 1,t +….. +   ui      (2) 
T = 1,…..,T 

 
where Z indicates the six instrumental variables  and X the explanatory variables 
which are as defined in equation 1. Table 6 presents estimates from this (2SLS) 
regression model. The model was run for all weredas together and then separately 
for each wereda after testing whether these four weredas actually represent four 
distinct samples16. 
 
In Table 6, the explanatory variables affect the degree of market participation of 
sampled households differently. The regression for all weredas indicates that the size 
of farm production and farmers’ specialization in tef (the major cash crop) had a 
positive and significant impact on the degree of market participation, measured in 
terms of the amount of income from marketing. On the other hand, the effect of 
household food self-sufficiency was negative. This implies that households with a 
high dependence on markets for their food access also participate more in output 
markets. In other words, their participation in commodity markets is high both as 
sellers and buyers. 
 
 
 
 
 

                                                 
16 A chow test was carried out to see whether or not we do indeed have four different samples, as the 
significant variables on the location dummies would suggest. An insignificant F-statistic on the hypothesis 
testing the equality of these coefficients shows that the four areas do indeed represent four different 
samples.  
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Table 6: Determinants of the degree of participation in output market  
 All 

weredas 
Sample Weredas 

Ada’a Bacho Dejen Enemai 

Size of output 
produced17 

0.67 
(13.3)*** 

0.81 
(13.61)*** 

0.57 
(7.60)*** 

0.44 
(3.16)*

** 

0.36 
(2.2)8** 

Farm gate price (lagged 
variable) 

0.01 
(0.04) 

1.72 
(0.97) 

0.01 
(0.09) 

0.14 
(0.07) 

0.32 
(0.12) 

Household market 
dependence for food 

-16.11 
(2.21)** 

-48.71 
(3.93)*** 

-8.47 
(0.59) 

-2.55 
(0.18) 

-16.39 
(0.71) 

Participation in non-
farm activities 

-277.39 
(0.72) 

 
-70.99 
(0.07) 

119.73 
(0.15) 

-1291.42 
(1.50) 

Income from non-farm 
sources (per capita 
income) 

-0.93 
(1.87)* 

-1.85 
(3.12)*** 

37.14 
(1.62) 

0.39 
(0.13) 

0.11 
(0.06) 

Specialization in major 
cash crop (tef)  

10.25 
(1.74)* 

26.43 
(2.38)** 

23.91 
(0.179)* 

2.55 
(0.18) 

17.04 
(0.95) 

Ada’a dummy 
486.00 
(1.11) 

    

Bacho dummy 
874.31 

(2.21)** 
    

Dejen dummy 
177.72 
(0.54)    

    

Constant 
1176.09    

(1.40) 
 3478.01 
(2.13)** 

512.27 
(0.22) 

457.20 
(0.23) 

1343.21 
0.51 

N 
R-square 
 Adj R-squared  

112 
0.81 
0.79 

29 
0.93 
0.91 

27 
0.85 
0.81 

33 
0.56 
0.43 

25 
0.62 
0.48 

 
Model results 
 
The quantity of farm production has a positive effect on the quantity supplied to 
market, conforming to prior expectation. The impact of non-farm activities is mixed. 
While the coefficient for farmers’ participation in non-farm activities was statistically 
insignificant, the coefficient for income from these activities was negative and 
significant. These results imply that participation in non-farm activities alone is not 
sufficient to have any impact on a farmer’s market participation (as a seller). 
However, as farmers earn more from non-farm sources, they are likely to sell less of 
their farm output. In other words, the likelihood of on-farm consumption of own 

                                                 
17 This variable was instrumented by land, ox power, farm expenditure on inputs such as fertilizer, age, sex 
and literacy of farm household head as discussed above. Labour was a relevant instrumental variable but 
was not considered as it was found to be correlated with the structural error term.  
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products increases as farmers obtain more cash from non-farm sources. This finding 
supports the first of the competing hypotheses outlined above. The invalidity, in this 
case, of the alternative hypothesis (that non-farm incomes enable farmers to sell 
more of their crops because they can buy food on the market) may indicate problems 
or risks in food markets: farmers may not be confident of buying food easily when 
they need it.  
 
Except for Ada’a wereda, regression estimates indicate only weak explanatory power 
of most of the aforementioned variables. The exceptions are the size of farm 
production (which was consistently significant and positive in each regression model 
run for all sample weredas), and farmers’ specialization in tef (which was positive and 
significant in Bacho Wereda). The exceptionality of Ada’a is likely to be associated 
with its easy access to major markets and non-farm employment (due to its closeness 
to major industrial locations).  
 
3.4 Determinants of output in tef areas 
 
As the quantity or value of output produced was found to be very important in 
determining both market entry and the degree of market participation across all 
sampled weredas, it is important to investigate separately the factors affecting the 
volume of farm output.   
 
To estimate the determinants of farm output, the Cobb-Douglas (C-D) production 
function was employed. The C-D function is a multivariate nonlinear relationship 
between outputs (production) and inputs used in the production process. The C-D 
model enables us to transform the original non-linear relationship between output and 
inputs into a linear form that can be estimated within the framework of the classical 
linear regression model.   
 
The C-D production function, in its stochastic form, may be expressed as 
 

Yi = β1Xi
 βiZi

αieµi         (1) 
 
Where Y is farm output expressed in terms of the value; Xi   is a vector of physical 
inputs including land, labour and ox (draught) power; Zi is a vector of other factors 
that affect a farmer’s work (such as age, sex, engagement in the land rental market, 
and off-farm activities); and u, e and βi are the stochastic disturbance term, the base 
of natural logarithm and the parameters to be estimated, respectively.   
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Equation 1 is non-linear, but if we log-transform this model, we obtain18 
 

lnYi = ln β1 + βi lnXi 
 + αi lnZi + µi        (2) 

            =  β0 +  βi lnXi
  + αi lnZi + µi                                                            

 
where β0 =  β1 

 
Thus, equation 1 is non-linear in the variables Y, X and Z, but linear in the log of 
these variables. Thus, the model is linear in the parameters βi and αi, and is, 
therefore, a linear regression model.  The properties of the C-D function are quite well 
known: βi and αi are partial elasticity of output with respect to physical and non-
physical inputs such as age and sex. The sum of the parameters βi and αi gives 
information about the response of output to a proportionate change in the inputs.  
 
The independent or exogenous variables that are expected to affect the level of 
production are broadly classified into four groups: 
1. Conventional or physical inputs, including land, labour and draught (ox) power for 

ploughing.  
 
Non-conventional inputs, classified into: 
2. Factors affecting the quality or effectiveness of the physical inputs, mainly farm 

labour. These include literacy, age and sex of the household head who is 
assumed to act as manager of the farm 19. While sex and farmers’ literacy were 
measured as dummy variables, the age of the farm manager (household head) is 
a continuous variable. 

3. The use of modern farm inputs such as fertilizers, improved seeds and pesticides 
(measured by cash expenditure on the purchase and transport of these inputs).  

4. Area dummies – included to capture the effects of living in a given wereda when 
compared to the other three weredas.  

 
The results of the regression model are reported in Table 7. The first column presents 
the estimate of the simple CD production function in which only physical inputs are 
included. Land and oxen, which could be used as proxies for capital stock, are found 
to be important in explaining the variation in the level of production among sampled 
households. The coefficient for land is statistically significant at 1%, while the 
coefficient for oxen ownership is relatively high but significant only at the 5% level.  

                                                 
18 This model building is adopted from Gujarati (2003). 
19 These are not the only factors to affect the quality or efficiency of labour. Others important but not 
considered for lack of data are farmers’ access to information, health centres or electric power etc. 
Similarly, differences in the quality of farm land were not considered.  
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Cash expenditure on inputs such as fertilizer, pesticides, and peak-season hired 
labour also significantly affects the total value of farm output.  
 
All three-location dummies were significant, albeit with some differences in the level 
of significance. This implies a marginal difference in the effect of living in a specific 
wereda compared to the other three weredas. Farmers living in Ada’a district, which 
is nationally famous for the quality of its tef and has the best access to major urban 
markets including Addis Abeba, gained the most significant location-related benefit.   
 
Table 7:  Determinants of output in selected tef growing areas  

 

Physical inputs and 
location dummies 

(column 1) 

Column 1 plus the nature 
of farm manager, and 
participation in credit 

market (column 2) 
Coefficient t-statistics  Coefficient t-statistics   

Constant 4.182    3.42***    3.526    1.91 
ln (land) 0.525        1.89* 0.526    1.86* 
ln (labour) 0.356    1.65* 0.294    1.35* 
ln (oxen) 0.004    0.05 0.011    0.12 
logcvpfi20 0.202    1.70* 0.164    1.35 
Ada’a dummy 0.976    3.08*** 1.105    3.33*** 
Dejen dummy 0.722    2.22** 0.709    2.17** 
Enemay dummy 0.654    2.23** 0.635    2.15** 
logage   0.204    0.50 
Sex  (dummy)     0.221    0.67 
Head education (dummy)   0.374    1.63* 
Participation in credit  market 
(dummy)  

  0.479    2.08** 

 
 
 
 

F(  7,   124)    =    4.72 
Prob > F         =   0.0001 
R-squared       =   0.5203 
Adj R-squared  = 0.4725 

F( 10,   120)    =    3.66 
Prob > F          =  0.0003 
R-squared        =  0.5514 
Adj R-squared =  0.4962 

*, **, *** indicate significance level at 10%, 5% and 1% respectively. 
 
Among the personal characteristics of the farm manager (usually the head of the 
household), age and sex were insignificant in explaining the observed variation in the 
level of farm output. However, the coefficient for literacy of the household head is 
positive and significant, which implies a high probability of better production among 
farm households with an educated head (compared to households with illiterate 
heads). Participation in the credit market (defined as having received a loan of 100 

                                                 
20 Cvpfi represents cash expenditure for the purchase modern farm inputs (fertilizers, improved seeds and 
pesticides).  
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Birr or more) also appears to play a significant role in enhancing the level of farm 
production.  
 
As indicated earlier, our intention in modelling the production function is principally 
not to identify the factors affecting farm production, but to uncover additional factors 
having an indirect effect on farmers’ marketing decisions. The assumption is that any 
variable affecting farm output will also affect farmers’ participation in output markets, 
as our analysis shows that the former significantly explains the latter.  
 
There is strong evidence for the positive effect of improved access to factors of 
production (agricultural land, peak season labour and draught power) as well as 
working capital for the purchase of inputs on farmers’ marketing decisions. Similarly, 
the positive effect of participation in financial markets suggests the importance of 
credit in helping to boost production, and, consequently, smallholders’ participation in 
output markets.  
 

4. Conclusions 
4.1 Summary of survey findings 
 
The degree of agricultural commercialisation  
 The level of commercialisation in the study areas is far higher than the national 

average. The average farmer sold almost half (49.7%) of his or her crop 
production in value terms, compared to a national average in 2004 of about 33% 
(EEA 2006). 

 The degree of commercialisation, however, differs widely across sampled 
households, which implies a correspondingly wide variation in the potential and 
constraints for further commercialisation. Therefore, any agricultural 
commercialisation strategy should be customized for different groups of farmers. 

 
Production, consumption and trade 
 Despite the relatively high degree of market orientation in the study areas, the 

size of market (per seller) is very thin.   
 The volume of trade is constrained by low per capita production. Over 63% of 

the variation in trade among sampled households is explained by variation in 
production, keeping other factors constant.   

 Although the amount that farmers supply to the market increases as the volume 
of production increases, the relationship is far from one-to-one.  A simple 
correlation analysis suggests that the more a farmer sells, the lower the 
proportion of output marketed (r=0.12 or r2=0.1). In other words, as the volume 
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of marketed output increases the volume of output consumed on the farm also 
increases but by a higher proportion, so that the degree of commercialisation 
(measured in terms of the proportion of output sold) actually falls. 

 
Commercialisation and farmers’ welfare 
Commercialisation of agriculture is not an end in itself for farmers, but an intermediate 
outcome on the way to welfare goals. A two-way analysis was carried out to shed 
some light on the welfare effects of commercialisation. Some of the findings are:  
 The most commercialised farmers (here defined as those who sold 65% or more 

of their production) consumed one and a half times as much staple food per 
capita as the least commercialised (those who sold less than 30%). This 
difference is statistically significant. 

 Households in the higher commercialisation category also spent more on 
education and healthcare.  Households in the least commercialised category 
spent on average only 32 Birr per annum on education, while the most 
commercialised spent more than twice this (about 84 Birr/person/year). This 
difference is statistically significant at 10%.  

 Agricultural productivity also varies with the level of participation in output 
markets (although this is not statistically significant). Land productivity increases 
with the index of commercialisation. Labour productivity is also lowest among the 
least commercialised category of farmers, but the trend lacks consistency as the 
index of commercialisation rises. 

 
These initial results suggest that commercialisation of smallholder agriculture should 
be encouraged not only as a means to boost exports and to stimulate or monetize 
local economies, but also as a way to help smallholders achieve welfare goals. 
 
Determinants of market participation 
About 7% of sampled farmers were not participating in the output markets as sellers. 
Although it is difficult to run a regression model on such a small sample size, results 
from a two-way analysis reveal significant differences between market participant and 
non-participant farmers: 
 Household heads who participated in output markets were found to be younger - 

11 years younger, on average – than their non-participant counterparts.  This 
difference is statistically significant. 

 The likelihood of market participation is high among smallholders specializing in 
the major cash crop, tef.  

 The size of farmland owned and cultivated is very important to farmers’ 
participation in output markets. In general, those who did not sell owned small 
farms (1.1 ha on average, about one-third the size of market participants’ 
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landholdings). Moreover, non-participant households cultivated only a small 
proportion of their land: 62% of them rented out a significant part of it (about 85% 
on average). By contrast, market-participant households not only owned more 
land but also rented in about 22% of their average cultivated area of about 3.8 
hectares. All these differences between the two groups are statistically 
significant.  

 
Determinants of the degree of household market participation 
Regression estimates show that:  
 Both the total value of farm production and the proportion of land allocated to tef 

(the major cash crop) had a positive and significant impact on a household’s 
degree of market participation, measured in terms of gross income from crop 
sales. 

 The effect of household self-sufficiency in food (measured as the percentage of 
consumption that is self-produced) was negative. This implies that households 
who depend more on the market for their food access also participate more in 
output markets. In other words, their participation in food markets is high both as 
sellers and buyers. 

 The impact of non-farm activities on market participation is mixed. While the 
coefficient for farmers’ participation in non-farm activities was statistically 
insignificant, the coefficient for income from these activities was negative and 
significant. These results imply that participation in non-farm activities alone is 
not sufficient to impact on a farmer’s market participation (as a seller). However, 
the level of income from non-farm sources does impact on market participation. 

 The likelihood of lower crop sales and higher on-farm consumption increases as 
farmers obtain more cash from non-farm sources. This finding disproves (in this 
case) the alternative hypothesis that non-farm income encourages farmers to 
sell more of their crops and rely on market purchases for their food access. 

 
4.2. Policy issues and further research needs 
 
The findings of this study broadly support the PASDEP’s dual strategy of increasing 
agricultural commercialisation while promoting non-farm economic growth.  Higher 
levels of household commercialisation appear to be associated with better standards 
of welfare (including food consumption), confirming that smallholders can benefit 
directly from greater engagement with markets. At the same time, a minority of 
farmers even in these relatively commercialised areas are leading marginal and 
largely subsistence-oriented farming livelihoods, supplementing their production 
income through renting out land. Combined with the finding that higher non-farm 
incomes are associated with lower agricultural commercialisation, this underlines the 
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importance of developing sources of non-farm employment alongside intensification 
of agriculture, in order to provide favourable conditions of exit from farming for some 
less productive farmers and landless youth. The suggested direction of change is 
towards a more diversified rural economy, aiming for higher returns from agriculture 
alongside a wider range of local income and livelihood options.  
 
Land size and means of accessing land emerge, not surprisingly, as critical factors in 
household-level commercialisation. The survey findings show that there is a very 
active land rental market in the tef-producing areas, and the qualitative discussions in 
Ada’a highlighted both an absolute shortage of land and a rapid rise in rental prices. 
An open and well-regulated rental market is essential to ensure both adequate land 
access for commercialising farmers and a secure income for those (mostly poorer) 
landowners who are renting out their fields.  
 
Further research into the factors that lead some farmers to stay in agriculture while 
not engaging with output markets would be useful. For example, given the finding that 
non-market participants are older, is this a lifecycle effect (meaning that the current 
generation of young farmers may also withdraw from marketing when they are older), 
or a generational shift? Would these farmers want to move out of agriculture if better 
options were available? Investigating such questions could assist policy makers in 
designing strategies to improve currently precarious farming livelihoods, while 
facilitating a smooth exit from farming for those who wish to take it.  
 
It should of course be borne in mind that the study areas are not, and were not 
intended to be, “typical” or representative of the very varied Ethiopian smallholder 
sector.  The findings presented here will not necessarily hold true in other areas or 
other farming systems, where conditions and opportunities may be very different. 
Continuing research into commercialisation(s) in Ethiopia should take careful account 
of relevant geographical factors, and of the various potential commercialisation 
pathways for different categories of farmer.   
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Annex 1: Conversion factors for household size and 
labour-force 

 
1. Adult equivalents (household size) 
To compute household size in Adult-Equivalent (AE) based on consumption needs 
the following standard conversion factors were used. A male adult is assumed to 
require 3,000 kcal/day. 
 
Age group (years)  Male  Female 
< 10     0.6  0.6 
10 – 13    0.9  0.8 
14 – 16    1  0.75 
17 – 50    1  0.75 
> 50    1  0.75 
 
Source: Institut pan-Africain pour le Developpement (1981) as quoted in Storck et al. (1991).  
 
 
2. Man equivalents (labour-force) 
To compute household labour force in Man-Equivalent (ME) the following standard 
conversion factors were used. 
 
Age group (years)  Male  Female 
< 10     0.0  0.0 
10 – 13    0.2  0.2 
14 – 16    0.5  0.4 
17 – 50    1  0.8 
>50    0.7  0.5 
 
Source: These conversion factors were developed comparing between Here (1986), Johnson 
(1982), Ruthenberg (1983) and Nair (1985) as quoted in Storck et al. (1991).  
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AGRICULTURAL COMMERCIALISATION IN COFFEE 
GROWING AREAS OF ETHIOPIA1∗ 

 
 

Samuel Gebreselassie2 and Eva Ludi3 
 
 

Abstract 
 

The coffee sub-sector is very important to the Ethiopian economy – in 2005, coffee 
export generated 41% of foreign exchange earnings – and provides income for 
approximately 8 million smallholder households. Policy attention to the sector was 
always considerable, and its importance has been renewed in the latest Poverty 
Reduction Strategy, the Plan for Accelerated and Sustained Development to End 
Poverty (PASDEP). PASDEP puts forward a development strategy based on 
accelerated economic growth, part of which is hoped to be achieved via increased 
smallholder commercialisation and market integration.  
 
This paper addresses commercialisation in selected coffee growing areas in Ethiopia. 
The objectives of the study were (i) to assess the scale of commercialisation in coffee 
growing areas and to detect household and farm characteristics which might explain 
variation in the levels of coffee commercialisation among households; and (ii) to 
answer two separate questions: why some sampled households didn’t take part in 
output markets (i.e. identify determinants of market entry) and why some households 

                                                 
1 Paper presented at the Fifth International Conference on the Ethiopian Economy held at the United 
Nations Conference Centre, Addis Abeba, 7 – 9 June 2007. 
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sold more products than others (i.e. determinants of market supply). Answering these 
questions will help to identify policy options promoting market participation and 
commercialisation of smallholder agriculture.  
 
Agricultural commercialisation was found to be comparatively high in the studied 
Weredas (Districts). On the average, farmers marketed 84% of their farm production. 
Overall, coffee contributed 70% to the total value of output sold. There is, however, a 
high inter-household differentiation: the 25% highly commercialised smallholders 
generated over 95% of their cash income from coffee sales, while the bottom 25% 
earned 63% of their cash income from selling food crops. Keeping other factors 
constant, the total volume of farm production explained about 72% of the variation in 
the degree of commercialisation among sampled farm households. Demographic and 
household factors, wealth and total farm size had no effect on the observed variation 
in the degree of coffee commercialisation among sampled households. A negative 
and significant association between the level of household coffee commercialisation 
and land productivity in non-coffee crops was found, indicating potential trade-offs 
between the production of coffee, the major cash crop, and other, mainly food crops. 
No evidence was found of increasing labour intensity as a result of increased coffee 
production. Similarly, the degree of coffee commercialisation was found to have a 
statistically insignificant effect on household-level food consumption.  
 
Overall, the findings demonstrate the integrated nature of the farming system in 
coffee growing areas. Despite an overall high level of coffee commercialisation, 
diversified farming is a strategy pursued by the majority of the surveyed households. 
The study findings, however, suggest that further specialisation in coffee could 
enhance overall agricultural commercialisation in the study areas.  
 
As the propensity to supply more coffee is significantly higher among households 
depending more heavily on purchased food, minimising the trade-offs in the 
production of coffee and non-coffee staple food crops, especially in the short-term, is 
very important, which signifies the importance of addressing risks associated with 
food supply and price. In general, increasing smallholder coffee commercialisation is 
expected to be a viable pathway for agricultural development in coffee growing areas 
of Ethiopia, if the problem of low productivity, barriers for production expansion (e.g. 
shortage of farm land or constrained access to farm land) and addressing market 
risks in both the food and coffee market are addressed by increased research and 
policy attention.  
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1. Introduction –Coffee in the Ethiopian economy  
 
Ethiopia produces and exports one of the best highland coffees in the world. The 
coffee sub-sector is very important to the Ethiopian economy, and generated about 
335 million USD or 41% of the foreign exchange earnings in 2005 (NBE, 2006). The 
coffee sub-sector is also important in terms of providing income for a large number of 
households: it is estimated that between 7.5 and 8 million households depend on 
coffee for a considerable share of their income, and provides jobs for many more 
people in coffee-related activities (e.g. coffee processing, transporting or marketing). 
It is estimated that the sub-sector impacts on approximately 15% of the population, 
and around 20% of the land area (McMillan et al, 2003).  
 
In Ethiopia, coffee is primarily cultivated by smallholders, either cultivating coffee on 
their own farms or picking semi-wild/wild coffee. Of the estimated 600,000 hectares of 
land cropped with coffee, over half is semi-forest/forest, or semi-wild/wild land. 
Approximately 235,600 hectares are under smallholder cultivation, (‘garden’ or 
‘cottage’ coffee), which is generally inter-cropped with food staples. Smallholder 
coffee accounts for approximately 95% of total coffee production. There are about 
20,000 hectares of plantation coffee, consisting mainly of state farms, but increasingly 
also of plantations under private ownership (McMillan et al, 2003).   
 
Coffee growers in Ethiopia have been exposed to price fluctuations and impacts of 
unpredictable and uncontrollable shocks. Despite some improvement of producer 
prices in the past two years, domestic and world coffee prices have declined and 
remained very low for much of the late 1990s and early 2000s. The effect of this price 
decline was manifested in increasing poverty among coffee growers, who previously 
were able to reap good benefits from their coffee sales. At household level the impact 
of depressed prices has been considerable, leading to distress sales of assets such 
as cattle, or to uprooting coffee plants and replacing them with annual food crops 
(Oxfam, 2002) or cash crops such as Chat4. Other strategies included giving up 
traditional shade coffee production to create space for intercropping and income 
diversification (McMillan et al, 2003).  
 
 
 
 

                                                 
4 Chat is a plant with stimulant properties. 



Samuel and Ludi: Agricultural commercialisation in coffee growing areas… 

 
90 

2. Government policy on agricultural 
commercialisation  

 
Smallholders cultivate over 96% of the total agricultural land. The average 
smallholder cultivates less than one hectare of arable land, and consumes more than 
65% of total production within the household (EEA, 2006). In many parts of the 
country, market participation of smallholder family farms (measured either in terms of 
per capita market share, the volume of farm output supplied to markets or their profit 
motive) is limited. Agricultural markets are fragmented and not well integrated into a 
wider market system, which increases transaction costs and reduces farmers’ 
incentives to produce for the market. Government policy - or the lack of it - has 
contributed to this general characteristic of the smallholder agricultural sector in 
Ethiopia. Agricultural commercialisation was not high on the policy agenda until 
recently, as Government rather prioritised ensuring food security and poverty 
reduction at household level. 5  
 
The second PRS, the Plan for Accelerated and Sustained Development to End 
Poverty (PASDEP), formulates a more pronounced strategy towards smallholder 
commercialisation. Commercialisation of agriculture and the growth of the non-farm 
private sector are two main thrusts of the initiative to accelerate growth for the next 
five years (2005/06-2009/10). PASDEP also recommends specialisation both at farm 
and community level, a shift to high-value crops, promotion of niche high-value export 
crops, a stronger focus on selected high-potential areas, supporting the development 
of large-scale commercial agriculture where it is feasible, and facilitating the 
commercialisation of agriculture, among others, through improved integration of 
farmers with markets - both local and global (MoFED, 2006). 
 
Current Government policy on commercialisation focuses both on small and large 
farms. An earlier policy document published by the government in 2003 making 
reference to commercialisation (see Demese Chanyalew, 2006) has substantiated 
this strategy which revealed two broad paths for the commercialisation of Ethiopian 
agriculture: commercialisation of smallholder agriculture through market-led 
production, and commercialisation via the emergence, growth and expansion of 
modern agricultural enterprises. Despite the various challenges that could hinder 
further development (e.g. those related to the land policy, shortage of farmland, high 
                                                 
5 Some criticism has been directed towards the exclusive government focus on poverty reduction and food 
security at household level at the expense of a more balanced and broad economic growth strategy 
including urban development, increased agricultural commercialisation and labour productivity (Cour, 2003; 
Dessalegn Rahmato, 2005; Samuel Gebreselassie 2006). 
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population growth and lack of non-farm employment), some progress is being made 
in both cases. The second type of commercial farm is indeed emerging and 
expanding especially with investments in horticulture and floriculture.  
 
Beyond marketing support, which is elaborated in more detail in PASDEP, 
government policy is not very clear on how the potential benefits of increased 
smallholder commercialisation could be maximised and the potential damage 
minimised. What is called for is a stronger focus on creating an enabling economic 
environment in which smallholders can take advantage of commercialisation 
opportunities and progressively move away from the widespread subsistence 
orientation towards a more viable and market-oriented smallholder sector.   
 
The challenge for government policy is to identify and facilitate strategic pathways 
and driving forces of commercialisation. These include macro and trade policies, 
market reform, rural infrastructure improvement, and the development of a legal and 
contractual environment in which farmers and other actors along the value chain may 
cooperate. Moreover, policies and institutions are required to deal with the risks of 
policy and market failures, deficiencies in the knowledge and information of actors in 
production, processing and marketing at all levels, and household- and community-
level complexities including shortage of farm land, high population growth, lack of 
alternative employment, and the challenges related to state ownership of rural land 
(i.e. inability to mortgage land and generate capital for its development, unfair and 
non-transparent land confiscation for large investments or public use, etc.). Policies 
and institutions related to these driving forces will strongly influence the nature and 
speed of the agricultural commercialisation process and the transformation of the 
current agricultural system. 
 
This study does not focus on the broad policy debates with regard to smallholder 
commercialisation (for further details see Leavy & Poulton, 2007), but concentrates 
on the commercialisation of smallholder agriculture in Ethiopia’s coffee growing 
areas. Smallholder coffee farming, which has been an important pillar of the Ethiopian 
economy for centuries, has been confronted with various problems both internal (e.g. 
weak markets, insufficient infrastructure, insufficient research and extension, 
shortage of farmland) and external (e.g. global coffee price decline, increasing food 
and oil prices), which threaten the further expansion of a dynamic and commercially 
oriented smallholder coffee sub-sector.   
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3. Context, objectives of the study, conceptual 
framework and methodology 

3.1 Context: Future Agricultures and Commercialisation(s)  
 
Research on coffee commercialisation in selected Weredas was carried out in the 
framework of the Future Agricultures Consortium (FAC). FAC is a partnership 
between research-based organisations in Africa and the UK, with work currently 
focusing on Ethiopia, Kenya and Malawi.6 The Consortium aims to encourage critical 
debate and policy dialogue on the future of agriculture in Africa. Through stakeholder-
led policy dialogues on scenarios for agriculture, informed by field research, the 
Consortium aims to elaborate the practical and policy challenges of establishing and 
sustaining pro-poor agricultural growth in Africa. Current work focuses on three core 
themes:  
 Policy processes: what political, organisational and budgetary processes 

promote or hinder pathways to pro-poor, agriculture-led growth? What role should 
different actors, including Ministries of Agriculture, have in this?  

 Growth and social protection: what are the trade-offs and complementarities 
between growth and social protection objectives? 

 Agricultural commercialisations: what types of commercialisation of agriculture 
both promote growth and reduce poverty? What institutional and market 
arrangements are required?  

 
The third theme is entitled commercialisations (plural) to reflect the view that there 
are several possible types or pathways of commercialisation. Similarly, the plural in 
the Consortium’s name (Future Agricultures) expresses a conviction that pro-poor 
agricultural development is complex and takes varied locally specific forms.   
 
As part of this overall programme of work, Future Agricultures (Ethiopia) co-organised 
a parallel session on Commercialisation of Smallholder Agriculture at the 2007 EEA 
Conference. This paper is one of four linked outputs from that session, the other three 
being:  
 a thematic framework paper discussing the meanings and definitions of 

commercialisation from conceptual and international perspectives (Leavy and 
Poulton, 2007); 

 a brief overview of the policy context and the available (alternative or 
complementary) pathways of agricultural commercialisation in Ethiopia (Sharp, 
Ludi and Samuel Gebreselassie, 2007); and  

                                                 
6  For further information and news, see www.future-agricultures.org  
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 an empirical paper on smallholder commercialisation in Ethiopia’s tef-growing 
areas (Samuel Gebreselassie and Sharp, 2007), which closely parallels the 
present paper and draws on the same methodology and framework outlined 
below.  

 
3.2 Objectives  
 
The objectives of the study are 
(i) to assess the scale of commercialisation in coffee growing areas and to detect 

household and farm characteristics which might explain variation in the levels of 
coffee commercialisation among households; 

(ii) to answer two separate questions: why some sampled households did not take 
part in output markets (i.e. identify determinants of market entry) and why some 
others sold more products than others (i.e. determinants of market supply).  

 
Answering these questions will help to identify policy options promoting market 
participation and commercialisation of smallholders’ agriculture.  
 
3.3 Conceptual framework: smallholder commercialisation 

in Ethiopia’s coffee and tef areas 
 
The study focuses on smallholder farmers producing coffee or tef, both important to 
the national economy, and both grown and marketed by smallholders for generations. 
Some contrasting and overlapping characteristics of these commodities are 
summarised in Table 1.  
 
Table 1: Commodity choice - characteristics of coffee and tef 

Coffee Tef 
Non-food Food (high value) 
High policy attention & intervention* Limited policy attention & intervention* 
Mainly small scale production, some large estates Small-scale production 
Productivity strategy:  
niche markets (speciality, organic), low chemical 
input 

Productivity strategy:  
purchased fertilisers (and seeds) 

Labour intensive with seasonal labour bottlenecks 
New institutions: Cooperatives and Unions 
*Research & Development, market support and control, etc. 

 
Commercialisation of smallholder agriculture involves a transition from subsistence-
oriented to increasingly market-oriented patterns of production and input use. 
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Agricultural commercialisation is defined in terms of the degree of participation in the 
market. This can be measured either in terms of the total volume or proportion of 
output sold in markets, or the total volume or proportion of purchased inputs in total 
inputs utilised on the farm, or both. The vast majority of studies on smallholder 
commercialisation measure the level of commercialisation in terms of the proportion 
of output sold in markets. A value of zero would imply a totally subsistence-oriented 
household; the closer the index is to 100, the higher the degree of commercialisation7 
(for details see Leavy and Poulton, 2007). 
 

Box 1: Household commercialisation and household coffee commercialisation indices 
 
Household Commercialisation Index  
 

HCI = 100∗
productioncroptotalofvaluegross

salescropallofvaluegross
 

 
Household Coffee Commercialisation Index  
 

HCCI = 100∗
productioncroptotalofvaluegross
salescoffeeofvaluegross

 

 
3.4 Methodology  
 
This paper is based on data collected in 2006 and early 2007. Quantitative data on 
production, consumption and marketing activities and resource ownership were 
collected from 160 farm households in four major coffee growing Weredas (Districts) 
in Oromia (Gomma and Gimbi Weredas) and Southern (Yirgachefe and Aleta Wondo 
Weredas) Regions. For the qualitative scoping study in early 2007, one Wereda was 
chosen purposively (primarily on grounds of logistics and accessibility, given severe 
limitations of time).  
 
For the household survey, a stratified two-stage sampling design was employed 
within each Wereda. First, Kebele Associations (communities) found in the selected 
Weredas were listed and two associations were randomly selected. Then, in the 

                                                 
7 However, this index could be misleading: a farmer who grows only 1 bag of maize and sells that bag 
could be considered as more commercialised than the one who grows 50 bags of maize and sells 30 of 
them. Under ideal conditions, the two measures (the total volume of crop sold and the proportion of crop 
sold) should be used together through development of a composite index. 
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second stage, twenty households were randomly selected from each Kebele for the 
interview. As the study aimed to look also at gender-related disparities on agricultural 
commercialisation, it was decided to include at least 25% female-headed households 
in the survey. The survey applied both a purposive and random sampling method. 
Using structured questionnaires, households were also interviewed about 
demographics, non-farm activities, asset holdings, and attitudes and perceptions 
about different issues related to the subject of the study. Interviewees and focus 
group members in the scoping study were identified through local contacts, based on 
purposive criteria provided by the researchers. 
 
After preliminary analysis of the survey data, a qualitative scoping study was 
conducted in one surveyed coffee Wereda (Gomma), in February 2007. The purpose 
was to follow up some questions raised by the survey, and to identify important 
policy-relevant issues which had not yet been explored. The methods used were 
open-ended, semi-structured focus groups and individual interviews around the 
following themes: 
 
• Opinions and perceptions – e.g., what do people consider the advantages and 

disadvantages of producing for the market, compared to producing for their own 
consumption?  

• Reasons for selecting specific strategies – e.g., why do some farmers sell 
more of their produce than others? What factors encourage or discourage 
increased market engagement (selling of outputs, buying of inputs)?  What kind 
of people are succeeding in making a profit from farming? What kind of support 
do farmers need from the government and other organisations, in order to 
increase their access to markets or to improve their terms of engagement with the 
market so that farming becomes more profitable for them? Do people want to sell 
more of their produce in the future? Why, or why not? 

• Employment effects of different commercial crops – e.g. what kinds of people 
are employed on marketed crops? What type of work is done by local people, or 
by migrants? By men, women, or children? How much do they earn? What are 
the conditions of work? Are these considered good jobs, do people want to do 
them?  

• Changes over time – e.g. what changes in farming and marketing conditions 
have people seen in their lifetimes? Has the market become more or less 
important for farmers than it was in the past? What hopes and expectations do 
they have for the future? Do they think farming in this area will become more 
market-oriented, and if so, what will the effects be? 
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Both descriptive and econometric methods were employed for the quantitative data 
analysis. Descriptive methods including measures of average and a one-way ANOVA 
were employed to estimate the scale of commercialisation of agriculture and to test 
the existence of any statistically verifiable difference among farmers operating at 
different levels of commercialisation. Results from the discrete one-way analysis were 
further examined through multivariate regression models which helped to predict the 
determinants of commercialisation and its impacts on the consumption and 
productivity of smallholders. 
 

4. Survey findings 
4.1 Cropping pattern and crop mix  
 
The average farm size in the study areas was about 1.2 hectare, of which on average 
0.63 ha was under coffee. Survey data indicate that about three-quarters of the 
smallholders in the study areas planted coffee. Coffee is the dominant crop in the 
surveyed areas - no other crop occupies a similarly large area of the farm. About 38% 
of coffee plots were intercropped with annual crops like maize, tef, wheat, peas, and 
vetch, and perennial food and cash crops such as Chat and Enset. When 
intercropped, coffee occupied only about one third of the plot. This result confirms 
earlier findings on the small sizes of coffee plots in Ethiopia. For instance, McMillan et 
al. (2003) found that 36% of coffee is grown on coffee plots less than 0.10 hectares, 
and another 59% is grown on plots between 0.10 and 1.00 hectares.  
 
Next to coffee, Enset (false banana) and maize were grown by the majority of 
surveyed farmers. Other crops in the cropping pattern include spices, Chat, root 
crops, fruits and vegetables. Most of these non-coffee crops provide coffee growers 
with products that can be either consumed directly or marketed occasionally on local 
markets. Enset, which is planted by about half of the surveyed households, plays an 
important role in the livelihood strategies of coffee growers as it serves as an 
insurance crop, especially in times of coffee price declines or shortage of food grains 
in local markets, mainly because of its high productivity, resistance to drought and 
availability almost all year round. 
 
Despite a high degree of coffee commercialisation, crop diversification is an important 
livelihood strategy of farmers8. The average farmer cultivated four to six crops. 

                                                 
8 The high degree of household coffee commercialisation could obscure the widespread crop diversification 
that coexists in the farming system of the study areas. This is mainly due to our definition of agricultural 
commercialisation which, for the purpose of this study, is measured in terms of the value of output sold (but 
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Coffee, maize, Enset and different kinds of fruits were the most common crops in the 
cropping pattern. Diversified production reduces smallholders’ vulnerability to market 
and production risks and provides them with the opportunity to select a particular crop 
or crops in order to increase farm-generated income while improving household food 
security. Smallholders’ simultaneous adoption of coffee commercialisation and crop 
diversification as a household livelihood strategy could be a response to unreliable 
food markets, high transaction costs and risks associated with increased 
specialisation in coffee.  
 
Table 2: Cropping pattern among sampled coffee growing households (N=160) 

Crop 
Number of plots Number 

of 
growers 

% of growers 
Average plot size 

under specific crop 
per grower (ha) Overall 

Per 
farmer 

Coffee 346 2.8 123 77% 0.63 
Enset 159 1.9 83 52% 0.40 
Maize 275 3.5 78 49% 0.58 
Fruits 171 3.2 54 34% 0.20 
Chat 110 2.6 43 27% 0.34 
Eucalyptus 57 2.8 20 13% 0.26 
Vegetables 59 4.9 12 8% 0.40 
N 160  160   

Source: Own survey, 2006 
 
Despite apparently higher returns to land and labour from coffee production (see 
Table 4), farmers do not necessarily aim at higher degrees of coffee specialisation at 
the cost of a diversified cropping system. Results from a number of discussions held 
with farmers revealed that risks related to specialisation are considered to be too 
high. Coffee producers try to achieve as diversified an income portfolio as possible. It 
was pointed out that being highly specialised in coffee production (understood mainly 
in area terms, i.e. having all of the farmland under coffee) is mainly a result of 
insufficient land resources. Young farmers inheriting only a plot suitable for coffee 
cultivation are in a specifically vulnerable position and their high degree of 
specialisation is rarely by choice.  
 
 
 
 

                                                                                                                                
not in terms of the volume of marketed output or size of farm land planted by different cash and food 
crops).  
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4.2 Household income and income diversification 
 
Household income is relatively high in coffee growing areas compared to the national 
average9. The average household generated Birr 5,408 (approx. US$ 600)10 from 
farming and non-farming activities. Crop farming contributes 90% to the household 
income in the study areas, while the remaining income comes from livestock, 
remittances or aid, and agricultural and non-agricultural employment (see Table 3). 
Household income from non-agricultural employment was on average 7.4%, which is 
very low even compared to the national average. A recent publication from the World 
Bank (2007) indicates that about 24% of rural income in Ethiopia is generated from 
non-farm income sources11. Despite this low level of income diversification, the 
structure of household income is very similar among different households and was 
neutral to the level of coffee commercialisation.  
 
Table 3: Household income and income sources 

 Household coffee commercialisation 12 
Average low 

<20% 
medium 
21-60% 

high 
61-80% 

Very high 
≥80% 

Total household income (Birr) 4,048 6,429 6,829 5,228 5,408 
Per capita income (per adult 
equivalent) (Birr) 

704 1,204 1,196 1,021 1,003 

Diversification of income sources (% derived from …) 
Crop farming (coffee and non-
coffee crops) 

94.8 93.0 91.8 91.8 90.4 

Coffee     70.0 
Livestock*  -3.7 2.9 0.9 0.5 0.5 
Remittances and aid 0.1 0.0 0.1 2.0 0.7 
Agricultural employment -  3.0 0.6 0.0 1.6 1.0 
Non-agricultural employment  5.8 3.5 7.2 4.1 7.4 

* Income from livestock includes income from sale of livestock products, livestock and livestock renting 
minus any expense for purchase of livestock.  
Source: Own survey, 2006 

                                                 
9 According to a recent study by the EEA the average household and per capita income for rural Ethiopia 
was Birr 3,303 (US$ 367) and 540 (US$ 60), respectively (EEA, 2006). 
10 US$ 1 = approx. 9 Ethiopian Birr (June 2007) 
11 According to the World Bank, this level of non-agricultural income is very low when compared to 
countries like Bangladesh (52%) or Ghana (43%), though close to Uganda (26%). The report recommends 
policy makers to increase this low rate through the creation of opportunities for non-farm activities. 
12 Cut-offs were chosen on the grounds of observing marked differences among interviewed households 
with regard to commercialisation levels and a skewed distribution with a high number of farmers producing 
at the higher end of the commercialisation spectrum. A division in three groups (low, medium, high), which 
is fairly common in the literature, would thus not have made sense.  
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The average household income seems insufficient to satisfy the minimum 
consumption expenditure for food and basic non-food items. The average per capita 
income of about Birr 1,000 is close to the Birr 995 the Government of Ethiopia fixed a 
decade ago (in 1995/96) as the point of reference for rural poverty. Once again, the 
lowest per capita income was observed among the least commercially-oriented 
households, implying the importance of coffee in household income, at least in years 
when coffee prices remain stable or are high. However, despite their low level of 
income, the least commercially-oriented households could be better off in terms of 
coping with shocks, as they have a substantial income from (low-value) food crops 
and are thus able to minimise long-term vulnerability associated with the risks of 
fluctuating coffee prices and unreliable food markets. 
 
4.3 Coffee and agricultural commercialisation  
 
Many factors have contributed to the commercialisation of smallholder agriculture. It 
started as farmers and village communities were incorporated into wider economic 
networks and political units, often in close relation with the development of 
infrastructure, expansion of long-distance trade and state formation and government 
intervention. Other factors that have contributed to the commercialisation of 
agriculture include variation in ecological conditions which stimulated some degree of 
specialisation and favoured exchange, the external demand for foodstuff in urban and 
food deficit areas, migration of people, government policies and technological 
innovations which facilitated surplus production13 (Hinderink and Sterkenburg, 1987). 
 
Households in the study areas are heavily dependent on coffee, both as a source of 
cash income and livelihood. Compared to the national average, they operate at a 
relatively high level of agricultural commercialisation. In value terms, the average 
farmer in the surveyed Weredas marketed about 84% of what he or she produced.14  
Ten percent of the sampled farmers operated at full commercial level, i.e. they 
marketed 100% of their production. At the other end of the spectrum, about 4% of the 
surveyed farmers consumed all that they produced on the farm. Despite a high 
degree of commercialisation or market orientation, the value of marketed produce 
(per household) is small. Fifty-three percent of sampled households sold farm 
products worth 2,000 Birr (approx. US$ 22515) or less, and the average household 

                                                 
13 The Italian occupation of the country from 1936 to 1941 may also have played some role.  
14 Because the value of coffee is high compared to food crops produced by sampled households, the 
commercialisation index (measured in value terms) might be overestimated. In other words, if the 
commercialisation was measured in terms of the output volume farmers supplied to markets, the figure 
could be closer to the national average. 
15 US$ 1 = approx. 9 Ethiopian Birr (June 2007) 
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sold products worth only 586 Birr (approx. US$ 65). Only 32% of farmers sold 
products worth 3,500 Birr (approx. US$ 393) or more.  
 
Household coffee commercialisation was found to be high. The index of household 
coffee commercialisation, which is defined as the ratio of the value of coffee sold to 
the value of overall crop produced on the farm, ranged from zero (for 16 households 
or 10%) up to 100% (for 17 households or 10.6%) across the sampled households, 
with the mean value being 59%. There is a small variation in the degree of coffee 
commercialisation among surveyed Weredas (districts). In Gimbi and Gomma 
Weredas (both Oromia Region), the value of coffee sold comprised 66% and 63%, 
respectively, of the total value of output produced; whereas in Aleta Wondo and 
Yirgachefe (both Southern Region), the coffee commercialisation index is 53% and 
56%, respectively.  
 
Figure 1:  Proportion of output sold and coffee contribution to total sale 
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Overall, coffee contributed 70% to the total value of output sold in the market by the 
average farmer. There is, however, a high inter-household difference in coffee’s role 
as a cash-earning crop. The top 25% of highly commercialised smallholders, for 
instance, generated over 95% of their cash income from coffee sales, while the 25% 
least commercialised households earned only 37% of their cash income from coffee 
and the remaining 63% from sales of non-coffee food crops like maize. The data 
suggest that some of the farmers are producing food crops to sell to their fellow 
farmers who are highly commercialised in coffee production. 
 
A single-equation simple regression model specifying sales as a function of 
production (see Box 2) indicates a significant and positive association between 
production and amounts sold, both measured in value terms. The regression 
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coefficient of 0.75 indicates that for a unit increase in the value of production, 
earnings from sales go up by 0.75. The high coefficient of determination (r2=0.72) 
demonstrates that about 72% of the variation in sales can be explained by the volume 
of production. Section 5 presents further analyses of factors that play a role in 
farmer’s decision whether or not to participate in markets and on the extent of market 
participation.  
 

Box 2: Sales - production relationship among sampled households 
 
Yi

 = 1,710   +   0.75Xi
    

t = (2.20)        (19.23)* 
P = (0.03)       (0.00) 
R2 = 72.1 

 
Despite a high degree of commercialisation, farmers pointed out that diversification 
(of both crops grown and income sources) is an important livelihood strategy in view 
of reducing risks. This strategy is feasible because of a diverse agro-ecological 
environment, and necessary because of high risks resulting from unpredictable 
climatic, economic and socio-political events. Because coffee is a high-value crop 
compared to other food and non-food cash crops, it can generate a cash income that 
otherwise can not be achieved. This could be one explanation why, despite declining 
and highly fluctuating prices for coffee for the past decade, farmers in the survey 
areas did not uproot coffee trees. Nonetheless, coffee growers allocated a substantial 
portion of their land to low risk, but also low value food crops as a hedge against price 
risks related to coffee, despite some short-term financial loss. 
 
4.4 Characteristics and comparison of highly and less 

commercially-oriented farmers  
 
One issue for this study was to investigate the effect of farm-size on the level of 
commercialisation, or whether farm households with smaller farms commercialise 
disproportionately less than those with larger farms. Results from the bivariate 
statistical analysis indicate that the total farm size owned and cultivated by the 
surveyed farmers was not important in explaining observed variation in household 
coffee commercialisation. More important was the proportion of land planted with 
coffee. This result highlights two points: (i) the homogeneity of farm sizes among 
surveyed households, which makes the probability of commercialisation among 
different farmers comparable, and (ii) the difficulty smallholders face to expand their 
coffee and non-coffee (notably food crop) production simultaneously.  
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Table 4 highlights the importance of demographic and household factors for the level 
of coffee commercialisation. The degree of coffee commercialisation was higher 
among households with smaller families, households headed by women and 
households headed by older persons. Households with a higher commercialisation 
level were smaller (average 5.1 members) than those with a lower commercialisation 
level (average 5.8 members). About 12% of highly commercialised households were 
headed by female household heads compared to 4% among the least 
commercialised. Similarly, the mean age of heads of households with a high coffee 
commercialisation level was 51, compared to 46 years for the head of a household 
with a low commercialisation level. However, none of these observed differences was 
statistically significant. That is, neither the demographic and household factors 
considered (gender, age, and family size) nor farm size had any significant effect on 
the observed variation in the degree of coffee commercialisation among sampled 
households.  
 
Table 4: Household characteristics by degree of Coffee commercialisation  

 Household coffee commercialisation 

<2
0%

 
(L

ow
) 

21
-6

0%
 

(M
ed

iu
m

) 

61
-8

0%
 

(H
ig

h)
 

≥8
0%

 
(V

er
y 

hi
gh

) 

F-
te

st
 

Total cultivated land (ha) 1.12 1.23 1.41 1.09 0.83 
Proportion of land allocated to coffee (%) 34 50 54 57 2.77** 
HH size (adult equivalent) 5.75 5.34 5.71 5.12 0.86 
Age of household head 46 47 52 51 1.16 
Sex of household head (% male) 96 92 87 88 0.62 
HHs with radio/tape recorder (%) 4 8 20 19 1.61 
Number of rooms in house 2.8 2.7 3.3 2.9 0.68 
HHs with corrugated iron roof on house (%) 60 73 53 72 0.97 
Non-land farm asset ownership (Birr)    688 766 761 1,745 1.38 
Labour intensity (person-days/ha) 115 153 147 134 1.02 
Share of hired labour (%) 14 16 12 11 0.13 
HH commercialisation index (see Box 1) 74 70 91 98 11.58*** 

N 
26 

(20%) 
26 

(20%) 
15 

(11%) 
64 

(49%) 
 

*, ** and *** denotes statistical significance at 1, 5 and 10%, respectively. 
Source: Own survey, 2006 
 
Focus group discussions with young and older male farmers and female farmers 
revealed that young farmers often only receive one plot with coffee trees from their 
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fathers when they set up their own household. Female headed households obtained 
their land either during the land distribution during the Derg regime or after the death 
of their husbands. Women in the focus group discussion mentioned that they leased 
out crop land because of labour restrictions (women are not allowed to use oxen for 
ploughing), but kept land under coffee as they could more easily employ labourers 
during coffee harvest than for other field-work related tasks. The higher level of 
commercialisation among female-headed households and households with younger 
heads could thus be explained by their specific land ownership and labour availability 
situation.  
 
Another key issue is whether household coffee commercialisation had any 
association with wealth-related variables. The bivariate statistics in Table 3 indicate 
that highly commercialised households are generally better off in terms of ownership 
of various non-farm assets (e.g. radio, type of house, non-farm assets), though these 
differences were not statistically significant. Similarly, household coffee 
commercialisation was not associated with gross per capita crop and non-farm 
income, though descriptive statistics indicate that per capita income among 
households operating at a higher level of commercialisation was high. Despite the 
high probability of reverse causality between smallholder’s wealth and their 
engagement in potentially risky farming activities such as coffee production, the lack 
of statistically significant associations in the study areas appears to contradict 
evidence from elsewhere that commercialisation in non-food crops increases 
agricultural income. A multivariate regression model was carried out to verify some of 
these results from bivariate analysis, and this is discussed later in the paper.   
 
Although the difference in ownership of non-land farm assets (mainly livestock and 
farm tools) among the four groups of farmers operating at different levels of coffee 
commercialisation is not statistically significant (see Table 4), the least 
commercialised coffee growers owned only 40% of what the highly commercialised 
coffee growers owned. This positive relationship between household coffee 
commercialisation and asset ownership could indicate a positive effect on 
smallholders’ capacity to invest or own more assets. However, the cause-effect 
relationship could be either way. A high degree of commercialisation in coffee might 
generate sufficient cash income to allow coffee growers to invest some of this income 
in assets. An alternative explanation could be that because a high level of 
commercialisation bears significant market and price risks, coffee growers are forced 
to acquire assets which can be easily liquidated to finance subsistence needs in 
times of low coffee prices.  
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Based on our analysis, we could find no clear indications that would point in the 
direction of enhanced farm employment as a result of higher levels of 
commercialisation. Compared to farm households operating at the highest or lowest 
level of coffee commercialisation, labour intensity was highest among households 
with a medium commercialisation level (see Table 4). The bivariate statistics indicate 
that farmers operating at a high level of coffee commercialisation employ more labour 
(about 20% more) per hectare of farm land than those operating at the lowest level of 
coffee commercialisation, though the share of hired labour was high among the latter 
group (Table 4). These differences, however, are statistically insignificant. 
Explanations for this could be that farm sizes in general and area under coffee in 
particular are so small that only limited extra-household labour is required even if the 
area under coffee is increased. Results from the qualitative scoping study, however, 
raise some different aspects of the employment issue. Extra-household labour 
demand during peak seasons (e.g. harvesting, processing and selling red coffee 
cherry, and land preparation and harvesting of grain crops) was mentioned as a 
constraint to the further expansion of coffee production. A vibrant rural labour market 
exists in coffee growing areas, with seasonal workers from neighbouring areas 
migrating to coffee growing areas during peak labour times. Female household 
heads, however, mentioned that they face increasing difficulties in recruiting sufficient 
(migrant) labourers during peak times. One reason could also be that young local 
farmers prefer to work in coffee processing facilities (e.g. washing stations) or to 
migrate themselves to other areas in search of employment. Further research is 
needed to establish employment effects – positive and negative – of increased levels 
of commercialisation of coffee growing households.  
 
Table 5: Productivity and loans among coffee growers operating at different 

levels of coffee commercialisation  
 Household coffee commercialisation 

<20%
(Low) 

21-60%
(Medium) 

61-80%
(High) 

≥80%
(Very high) F-test 

Land productivity in coffee (kg/ha) 225 546 602 450 2.8** 
Gross margin in the production of non-
coffee crops (Birr/ha)  

1,813 1,504 1,479 911 
4.35**

* 
Share of purchased food (%) A)  73 78 78 72 0.23 

HHs taken loan (% yes) 60 54 47 31 2.71** 
Average amount of money borrowed 
(Birr) 

376 514 486 561 0.16 

N 26 (20%) 26 (20%) 15 (11%) 64 (49%)  
*, ** and *** denotes statistical significance at 1, 5 and 10%, respectively. 
Source: Own survey, 2007 
A) As the survey was conducted towards the end of the cropping season, the reported expenditures on 
basic food (here expressed as a percentage of total consumption) for one week prior to the survey may 
overestimate the annual average. 
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Survey data indicate that participation in the credit market is high among the least 
commercialised households, but that they received, on average, only small loans. 
About 60% of the least commercialised farmers had taken loans averaging Birr 376 
(approx. US$ 40), while only 30% of the highly commercialised households took 
loans averaging Birr 561 (approx. US$ 60) (see Table 5). This difference suggests 
the positive role of a high degree of coffee commercialisation in reducing the need for 
borrowing (as shown in the lower percentage of households borrowing money), while 
enhancing the capacity to borrow larger sums. 
 

5. Determinants of participation and extent of 
participation in output markets: Econometric 
analysis 

 
Smallholders participate in output markets either to capture the gains that arise from 
specialisation or because of necessity (i.e. to get cash for the purchase of essential 
consumption goods and services and agricultural inputs not produced on the farm). In 
making the decision to participate in markets, they are believed to make a rational 
choice that can maximise their utility or benefit. The decision to enter markets is 
influenced by many household (micro) and macro level factors. As discussed earlier, 
macro- and trade policies, market reform, rural infrastructure and a conducive legal 
environment are all required for beneficial interaction among the different market 
players and therefore for advancing the degree of agricultural commercialisation of 
smallholders. 
 
However, even in situations where farmers operate under the same policy and market 
environment, not all smallholders participate in output markets. And those 
participating in output markets do so to a different degree. This study investigates 
which household-level factors are important for defining market participation and the 
degree of market participation based on household survey data.   
 
5.1 Modelling market participation  
 
We investigate the factors that influence smallholder’s decisions whether or not to 
participate in output markets. For this we constructed a logit model. Logit models are 
widely used for predicting the probability of an occurrence of an event. It uses several 
predictor variables that may be either numerical or categorical. The logistic regression 
model is used extensively in medical and social science as well as marketing (e.g. 
predicting a customer's propensity to purchase a product (Gujarati, 2003). 
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In this study, the model is, however, used to examine factors playing an important 
role in the observed decision of surveyed farmers to participate or not to participate in 
output markets. For each household i, i=1, 2….N, yi = 1 if the household participates 
in output markets and yi=0 otherwise. This is conditioned by a K-vector of household-
specific covariates, xi. The decision rule is to participate when the utility of doing so, 
Ui(xi), exceeds utility Vi(xi), which is the utility reaped in return for not participating.  
 
Logistic regression analyses binomially distributed data where the numbers of 
Bernoulli trials ni or observations are known and the probabilities of success pi or 
occurrence (pi) are unknown. An example of this distribution is the probability of a 
farmer to sell or not to sell his/her output from a group of farmers (ni) surveyed. We 
assume that this probability can be expressed by the logistic function: 
 
 Pi = 1 \ 1+e-(β0 + βi Xi)

  
 
We do not actually observe the latent variable Pi. What we observe is a dummy 
variable Yi defined by 
 

yi   
1 if Pi >0 
0 otherwise 

 
Since each Yi is a Bernoulli random variable, we can write 
 
Prob (Yi =1) = Pi  
Prob (Yi =0) = (1-P i) 
 
The logits of the unknown binomial probabilities (i.e., the logarithms of the odds) are 
then modelled as 
 
Logit (Pi) =ln (Pi\1-Pi) = β0 + βi Xi + ui 

 
The left-hand side of this equation (ln(Pi\1-Pi)) is called the log-odds ratio. The log-
odds ratio is a linear function of the explanatory variables. For the linear probability 
model it is Pi that is assumed to be a linear function of the explanatory variables. The 
logistic model was estimated using maximum likelihood estimation technique.  
 
Another commonly used transformation is the probit transformation. In many practical 
situations, probit and logit give very similar results. The logistic model is used in this 
study because it is computationally simpler to estimate and interpret. Moreover, the 
problem of disproportionate sampling is better handled by logit models which don’t 
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demand to weight observation of groups sampled at different rates as the coefficients 
are not affected by the unequal sampling rates for the two sample groups (it is only 
the constant term that is affected) (Maddala, 2001).  
 
5.2 Modelling the degree of market participation  
 
Once households have made the decision to participate in markets as sellers, they 
have to make another decision on how much to sell and at what time (i.e. supply 
decision). Survey data indicate a wide disparity of the quantity supplied to the market 
by respondents. Average sales quantities of the top 25% farmers, for instance, 
exceed by three times what was sold on average by 50% of sampled households. It is 
important to investigate the factors behind these wide variations. This helps to identify 
alternative market promotion policy options for different segments of the rural 
population.   
 
We assumed that the quantity of output sold on the market (measured in terms of 
cash earned from marketing) is a linear function of a set of household characteristics. 
Mathematically, the econometric model or functional economic relationship is 
expressed as the reduced form equation: 
 

Yi = αi + βi X i + ui    (Equation 1) 
 
Where   Yi is total value of output (or the proportion of output) sold, 
Xi are factors that are hypothesised to affect quantity supplied on the market  
αi and βi are estimable parameters, and 
ui is the error term. 
 
The explanatory variables assumed to affect the total value of sales (or the degree of 
farmers participation in the output market) include quantity of on-farm production, 
price of the commodity in time period t-1, household food security measured in terms 
of the proportion of own food in total household food consumption, the degree of 
specialisation in major cash crop (coffee), per capita income from non-farm activities 
and share of non-farm income in total household income. Market transaction costs 
could be one of the explanatory variables but it is not considered for lack of data, 
though the price farmers received (farm gate price) for their major output is supposed 
to capture the effect of variation in market transaction costs including the effect of 
farmers’ access to market centres.  
 
Farmers engage in non-farm activities to complement their farm income. The level of 
income from non-farm activities could indirectly indicate farmers’ satisfaction with 
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their cash income from their farming activities, especially if sampled farm households 
have comparable opportunity or access to available non-farm jobs. Conversely, the 
level of cash income from non-farm activities could be used as a proxy for farmers’ 
dissatisfaction with their cash income from their farming operations.  
 
Data on farmers’ access to non-farm activities and their willingness to engage in such 
activities is not available. But we have data on income from non-farm activities and 
we use this as one of the explanatory variable in the regression model. The 
assumption is that those with non-farm incomes will be selling more of their output 
when compared with those who have no additional income. This is measured in terms 
of the level of household income from non-farm sources and its share in total 
household income. These two variables, therefore, are assumed to affect positively 
the total value of output sold as the propensity to supply more could increase with 
higher income from non-farm activities.  
 
On the other hand, the propensity to sell could vary according to the type of major 
crop produced. Supply decision of farmers who produce non-food cash crop and 
those who produce food crops which can be sold or consumed on the farm could 
vary. To reveal any effect associated with this, the degree of farmers’ specialisation in 
coffee was considered as an explanatory variable.   
 
While the level of farm production and farm gate price have a direct effect on the 
amount of crop sold, in semi-subsistence farming the degree of household food self-
sufficiency (here expressed as the proportion of own food in total household food 
consumption) plays a key role in the degree of their participation in output markets. 
The assumption is that households that have met their food requirement will be more 
ready to sell their output. But, this would only be the case in systems where both food 
crops and cash crops are cultivated. The level of household food security was 
incorporated into the model as explanatory variable and is assumed to affect the 
extent of smallholders’ market participation positively or negatively.  
 
We estimate Equation 1 by ordinary least square estimator (OLS) after testing 
whether the error term and the regressors are uncorrelated, which is important for 
OLS to yield consistent estimates. But in the model specified above (Equation 1), one 
of the regressors (total value of output) could be endogenous to the specified model 
which could cause the error term to be correlated with this regressor and thus make 
OLS an inconsistent estimator.  
 
The Hausman specification test was used to test for the exogeneity of this variable 
and to determine the suitability of OLS in estimating the above equation or the need 
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to employ another estimator like the instrumental variables (IV) procedure (also called 
two stage least square (2SLS)). In order to implement the test, the reduced form 
equation where the potentially problematic variable (total value of output) is specified 
as a function of all exogenous variables in the structural equation (Equation 1) and 
the two proxy or instrumental variables (the size of cultivated land and the number of 
working adults in the household) was run using the OLS and we retrieve the residual 
from this regression. Then, the following expanded equation is formulated where the 
original structural equation (Equation 1) is augmented by the inclusion of the reduced 
form residual (vi)  
 

Yi = αi + βi Xi + γvi + ui     (Equation 2) 
 

The Hausman specification test was implemented by testing the coefficient of the 
residual (γ) (i.e. to test whether the coefficient is significantly different from zero or 
not). A simple t-test was used and the coefficient was found very close to zero and t-
test indicates that the coefficient is statistically significant (model results from these 
regressions are not reported here) so we fail to reject the null hypothesis of 
exogeneity. Therefore, we used the standard OLS as it could yield consistent estimates. 
 

Table 6: Characteristics of market participants and non-participants 

 
Market position

Participant Non-
participant T-value 

Household characteristics    
Household head    
 age  49 55 1.1505 
 sex (% male) 91% 82% 1.0446 
 basic education (% literate) 65% 64% 0.0614 

Household size (adult equivalent) 5.4 4.5 1.513 
Farm resource and expenditure    
 total cultivated land (ha) 1.15 0.69 2.058** 
 labour spent on farming (person days) 149 77 2.635*** 
 cash expenditure for farming (Birr) 163 49 1.148 

Farm production    
 Value of output produced (Birr) 6,194 1,818 2.164** 

Specialisation in coffee    
 Proportion of land allocated to coffee (%) 63% 49% 0.685 

Household food security    
 Share of purchased food (%) 78% 47% 2.686*** 

Importance of non-farm income (NFI)    
 Share of NFI in household income (%) 12% 0% 1.528 
 Per-capita income from non-farm activities (Birr.) 86 0.99 1.047 

N 128 11  
***, ** and * indicate statistical significance at 1%, 5% and 10%, respectively. 
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The estimates of the two regression models are presented in Table 8 and discussed in 
Section 5.3.  
 
5.3 Results  
 
Despite a high degree of specialisation in coffee production in the selected Weredas, 
survey data indicate that about 9% of sampled households did not participate in output 
markets as sellers. These farmers were unable to take advantage from participating in 
output markets because of either insufficient production and high market transaction 
costs, or alternative cash income (e.g. non-farm wage labour, remittances), which may 
weaken their incentive to participate in output markets as sellers. The degree of 
household food security measured in terms of the proportion of purchased food which 
also indirectly indicates the cropping mix (staple versus cash crops) is also important in 
influencing the decision of smallholders’ market participation.   
 
Descriptive statistics indicate that heads of households not participating in output 
markets are relatively older (on average 6 years). We also find a higher percentage of 
female headed households and smaller households with fewer members among 
those households not participating in output markets (Table 6). These differences in 
household-level characteristics, however, were statistically not significant. 
Conventional farm inputs, like land and labour, were found positive and statistically 
significant. The likelihood for non-participation in output market is high among farm 
households cultivating small farms and spending less time for farming activities. 
Similarly, the total value of farm output produced is significantly higher among 
households participating in output markets. Households selling a larger share of their 
production also buy a larger share of their food from markets: 78% in comparison to 
only 47% of food bough the week before the survey by households not participating in 
output markets.  
 
Table 7: The degree of market participation among farmers participating as 

sellers in output markets (N=128) 

Percentile 
(% of household) 

Income from marketing (Birr) 
Average Minimum Maximum 

10% 6 -- 53 
20% 159 22 435 
25% 364 120 600 
50% 1,860 1,049 2,552 
75% 5,600 3,539 10,208 
80% 7,963 5,191 13,494 
90% 18,531 11,510 47,044 
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Not surprisingly, econometric analysis reveals that farmers’ decision on market entry 
is significantly related to the amount of farm production and the degree of household 
food security. While the amount of farm production affects the decision to participate 
positively and significantly, household food security which is measured in terms of the 
households dependence on purchased food was found negative and significant (at 
10%). The result is consistent with results obtained from the descriptive analysis and 
indicates that the probability for market participation as seller is high among 
households depending more on purchased food (i.e. those with limited own food 
production). This is not surprising as the major crop in the study area is coffee, a non-
food cash crop. On the other hand, the farm gate price for coffee was found to be 
positive but insignificant in explaining differences in the amount farmers supplied. The 
three dummy variables incorporated in the model to test the relative effect of living in 
a given Wereda compared to the other three Weredas were found to be statistically 
insignificant. This indicates that area-based differences among the sampled farmers 
are not important.  
 
Table 8: Determinants of participation and extent of participation in output 

market  

Explanatory variables 
Market 

entry/participation 
Extent of market 

participation 
(Value of output sold) 

Coefficient z-statistics Coefficient t-statistics 
Value of output produced16 0.016 2.59** 0.843 2.81*** 
Farm gate price (lagged)   0.637 0.18 
Household food security  
(Proportion of purchased food) 

-0.013 1.61* -60.161 1.97** 

Per capita non-farm income 0.007 0.14 0.234 0.96 
Proportion of non-farm income 45.693 0.27 391.81 0.06 
Specialisation in coffee production 0.014 0.92 5.38 0.18* 
Aleta Wondo Wereda dummy -32.79 16.85 -383.74 0.91 
Ghimbi Wereda dummy -33.98 22.42 662.84 2.12** 
Gomma Wereda dummy -33.93 23.33 291.24 0.09 
Constant 0.16 0.18 0.43 0.14 
No. of observations  120  105 
Log likelihood  -28.0231   
Pseudo R-square  0.2859   
R-square    0.67 

                                                 
16 We estimated determinants of output using a Cobb-Douglas production function as total value of farm 
output is found significant in influencing farmers’ decision on market participation. Model estimates (results 
not reported here) indicate the positive impact of farm size and total labour input per hectare of land. Other 
factors like age and sex of household head and use of purchased inputs were not found significant to 
explain household-level differences in total value of farm outputs. 
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On the other hand, regression result on supply decision among farmers participating 
in markets indicate that supply increases with the value of output produced and the 
degree of households specialisation in coffee production. Similar to the case of 
market entry (decision to participate), household food security is found negative and 
significant in affecting supply decision. The propensity to supply more is significantly 
higher among households depending more on purchased food. Except for the degree 
of specialisation, the determinants of market participation and the degree of 
commercialisation (as indicated by differences in the amount of supply) do not appear 
to differ substantially.   
 

6. Conclusions and implications  
 
In this paper, we have applied logit and OLS regression models to assess what 
determines the likelihood and the extent of market participation among smallholders 
in major coffee growing areas of Ethiopia. The value of total farm output appears 
crucial both for agricultural market expansion (in terms of increasing the number of 
sellers) and the extent of participation, i.e. amount sold per household. Substantial 
supply response could be attained if barriers for production expansion (both 
technological and resource-related constraints) can be overcome. On the other hand, 
households depending only to a limited degree on purchased food (which implies a 
small amount of coffee in the cropping mix) have a low degree of market participation.  
 
Descriptive statistics show that coffee is the major source of cash income and 
employment for smallholders in the study areas. Coffee production also has a 
multiplier effect that could lead to increased demand for food and services in the local 
economy leading to higher levels of monetisation of the local economy and its better 
integration into the wider economy. 
 
However, the process of commercialisation involving non-food cash crops carries 
substantial risks for smallholder farmers, in relation to the market and prices of both 
cash crops and staple food crops. As witnessed recently in Ethiopia, the capacity of 
small coffee growers to withstand the adverse effect of a drastic decline in 
international coffee price is limited. Coffee price declines have an immediate effect on 
their livelihood through the shortage of cash income or savings to buy fertilisers 
(mainly used for food crops), clothes, medicines or food. Because of a lack of 
institutional arrangements to insure against risks associated with coffee price 
fluctuations or unreliable food marketing system, small-scale coffee growers in the 
study areas usually follow a diversified production pattern. Even in the studied 
Weredas, where agro-ecological factors are highly favourable for the production of 
the best quality coffee, growers usually do not allocate more than 60% of their total 
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land to coffee. The strategy of diversification might have supported and insured 
smallholder coffee growers against unexpected falls in world coffee price. However, 
this benefit is not without its cost. Coffee growers forego income that might accrue to 
them if they shifted their crop mix more towards coffee, a comparatively high value 
crop.  
 
The emerging picture indicates the benefits of attempting to address the risks and 
market failure aspects necessary to make increased coffee-led agricultural 
commercialisation a viable pathway for agricultural development in coffee growing 
areas of Ethiopia. The following policy implications are derived from the findings 
discussed above. 
 
Policy implications 
 
(i) As the propensity to supply more is significantly higher among households having 
a higher dependency on purchased food, minimising the trade-offs in the production 
of coffee and staple food crops, especially in the short-term, is very important. To 
improve the complementarity of coffee and other crops, the productivity of food crops 
needs to be increased first; secondly, risks associated with specialisation in coffee 
and unreliable food markets need to be minimised. It may also need interventions in 
the coffee market towards managing high price fluctuations and developing 
institutional mechanisms (like insurance) that can help coffee growers to better deal 
with market risks. 
 
(ii) In the longer run and once food markets are better developed, stronger policy 
attention is needed towards supporting farmers to achieve a higher degree of 
specialisation in coffee. It is also important to improve the current coffee yield, which 
is very low in comparison to international levels. Improved productivity is expected to 
lead to higher levels of specialisation in suitable coffee growing areas. 
 
(iii) Support towards developing the non-farm sector should be strengthened, as there 
is structural under-employment in coffee growing areas and substantial employment 
generation via increased coffee commercialisation cannot be expected.  
 
Implications for further research 
 
In general, the case study presented in this paper indicates the benefits of further 
smallholder commercialisation in coffee growing areas and thus provide support for 
the current government policy aiming at increased smallholder commercialisation and 
support of the agricultural export sector. However, it also shows the existence of 
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major limits to further commercialisation at household level associated with 
expanding production and increasing specialisation in coffee production. One 
hypothesis emerging from the quantitative analysis is that limitations to further 
commercialisation are linked to the structure of the food crop market. Findings from 
the qualitative field work support this hypothesis, as farmers repeatedly pointed out 
that risks related to high levels of commercialisation and specialisation are too high to 
abandon a diversified farming system. Not enough, however, is known about the 
relationship between markets for food and cash crops and how they influence the 
investment decisions of smallholder farmers in coffee growing areas. 
 
Increasing open and disguised unemployment rates are a characteristic of many rural 
areas. More research into effects of commercialisation on employment and potential 
production-related barriers to further commercialisation seems appropriate.  
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