
ADDIS ABABA UNIVERSITY 

SCHOOL OF GRADUATE STUDIES 

DEPARTMENT OF RURAL LIVELIHOOD AND DEVELOPMENT 

COOPERATIVE GOVERNANCE IN ETHIOPIA: A CASE OF TWO 

COOPERATIVES IN AMHARA NATIONAL REGIONAL STATE (ANRS) 

A THESIS SUMITED TO THE COLLEGE OF DEVELOPMENT STUDIES 

(CDSs) IN PARTIAL FULFILLMENT OF THE REQUIREMENTS FOR THE 

DEGREE OF MASTERS OF ARTS IN THE DEPARTMENTS OF RURAL 

LIVELIHOODS AND DEVELOPMENT 

BY: SHIMELS YIMAM GSR/0378/00 

ADVISOR: BELAY SIMANE (PhD) 

March,2010 

Addis Ababa 



ADDIS ABABA UNIVERSITY 
SCHOOL OF GRADUATE STUDIES 

COLLEGE OF DEVELOPMENT STUDIES 
(CDS) 

Title 

Cooperative Governance in Ethiopia: A Case of Two 
Cooperatives in Amhara National Regional State (ANRS) 

By 
Shimels Yimam 

DEVELOPMENT STUDIES 

APPROVED BY THE BOARD OF EXAMINERS: SIGNATURE 

Dr. Terefe Degefa @ /1 ;,,jw.,, 
FACULTY CHAIRMAN -

Dr. Belay Simane 
ADVISOR 

Dr. Tesfaye Tafesse 
INTERNAL EXAMINER 

-



> 

Table of Content 
Acknowledgements ................... ................... .. ....................... ........ .. .... ...... .. i 

Table of Content ......... .. .......... .... .......... .. .... .. .. .. .... ......... .. . .. .... .. ................ . ii 

List of Tables .... .......... ...... .. .. ... ............. .................................................... iv 

List of Figures ...... ....... .... .. .. .............. .... .. .. ...... ....... ....... ..... ... .. ........... ........ v 

List of Acronyms . ...... ........ .. ............................... .. ...... .. ............................. vi 

INTRODUCTION ......................... ...... .. .. .. .. .. ..... .... .......... .. ... .... ............... .... 1 

1.1 Backgroun d .... .. .... .. .. ..... ..... ...... ..... ...... ...... .. .......... .... .. .... .... ..... ... 1 

1.2 Statement of the Problem ........... .... .. .. .. ....... ...... .... .. .... .. .. .... .. .... .. 4 

1.3. Objective of the Study ............ ......... .... ... .......... .. .. .. .. ...... .... .. .. .. ... 6 

1.4. Research Question ..... ..... .... ... .... .. .... .. ..... ............ .... .... ..... .. ........ 6 

1.5. Significance of the Research .............................. .... .. .. .. .. ... .. ........ 6 

1.6 . Scope of th e Study ...................................................................... 7 

1.8. Profile of the cooperatives ...... .. .. .............. .... .. .. .. .............. .......... . 7 

1.8.1. Ankerka Vegetable Producers' Primary Cooperative Society 
(AVPPCS) ............... ............. ....... ................. ... ............. ........ ...... .... ....... ............. 7 

1.8.2 . Tigle Ferie Multipurpose Farmers ' Service Primary Cooperative 
Society (TFMFSPCS) ....... ....... ....................................................................... 8 

1. 9. Orga nization of the Research ...... .. .......... .. ............ ... .. .. .... .. .... .... 8 

2.1 Theoretical Framework .................. ............ ...... . ..... ..... ...... .. ...... ... 9 

2.1.1. Definition of cooperatives ............................................................................ 9 

2 .1. 2. Va lues of cooperatives .... .. .... ...... .................... .. .. .. .... .. .... ....... 10 

2 .1. 3. Principles of cooperatives .. .......... ........................ .. .. .... .......... . 10 

3.1. Research Approach .. ................................................................. 23 

3.2. Sources, m ethods and Instruments of d ata collection .... .. ...... ... 24 

3.2.1. Sources of data collection ...................................................................... 24 

3.2.2. Methods and ins trument of data collection ..... .. ............. .... .............. 25 

3 .2.3 . Method of sampling ................... .. . .................. ... ..... .... .... ............ .. 25 

3.2.4. Methods of data analysis ............... . . ................... ......... ................ ... 26 

4.1. Assessment of the Facilitators of Cooperative Governa n ce in 
AVPPCS and in TFMFSPCS .. .. .......... ...... .. .. ...... .... .... .. .. .. .. .... .. ... 27 

4.1.1. Supportive Cooperative Legal Framework ........ .. ................. .... 27 

4.1.2. Bylaws of the Cooperatives ...................................... . .. .................. 30 

4.2. Constraints of Governance in AVPPCS and TFMFSPCS ........... 31 

11 -



4 .2. 1. Government Intervention........................................................... .. ..... 31 

4.2.2. Weak Organizational Capacity of CPBs............................ .. .. .. . .. .. 38 

4.2.3. Lack of Locally-Embedded Business Activities .. .. ............ 44 

4.2.4. Passive Member Participation in Decision Making .......................... 46 

4.2 .5. Poor Member Participation in Financing ............................. .. .. .... 52 

4.2.6. Membership-Unaccountable Management Committee (MC) and 
Employees .... ................. ................. ............. ................. .. .... 62 

4.2 .7. Lack of Education and Training ................ .. 

4 .2.8 . Weak Market Power ........................... .. .... . 

.. 69 

.. ...... 74 

4.2.9. Lack of Member-Benefited Governance .. ............................................. 81 

5.1. Conclusion .. .... ................................... ............. ............. . .. .. . ...... 85 

5.2. Recommen dations .... . .......... . .. .. . . . . .. ... .... ........... . .... . .. .. .. .. .... ...... 87 

Reference 

Annex 

.,1.· 

11l 

'.' 
" , 



\ 

> 

Acknowledgements 

There a re several individuals and organizations I would like to acknowledge 

for their invalua ble support in completin g this research work. First and for 

most, I would like to express m y sincere gratitude to my advisor Dr. Belay 

Simane for his comments, suggestions, guidance, a nd understanding. Also I 

would like to provide my special thanks to Yigremew Ada l for his 

en couragem ent a nd for hi s support in ma terial provision. Similarly, I would 

like to express my specia l a nd lovely gratitude to a ll of the Instructors and 

staffs of Institu te of Rural livelihood and Development, and Institute of 

Water a nd Environment Development. 

I would a lso like to present my thanks to University of Wallo for its financial 

support , a nd AVPPCS a nd TFMFSPCS, a nd the individua ls for pa rticipating 

in the s tudy and for your time and sincerity. A special thanks to a ll 

individuals and organizations specially 110, ICA a nd USDA for disclosing the 

re'lu ired refere nce materia ls through interne t. 



List of Tables 

Table: 4. I. Purpose and number of cooperatives established Pre-

EPDRF a nd during EPDRF (as of February, 2009) .................. 36 

Table: 4.2. Number of posts a nd unfilled posts in the two woreda 
CPBs, by work process (exclu ding the kebele cooperative 
promoters) .. . . .. . .... ..... ............. ... ............. .. .. . . ..... ...... ........... 48 

Table: 4.3. Cooperative education ofCPB staffs including kebee 
leve l cooperative promoters .......... . .... .. .. ................ .... .. .. .. .. .. . 49 

Table: 4.4. Ch emical fertilizer (UREA+DAP) Supplied a nd 

d istribu ted by AW OARD to farmers ... . .. .. ........... . .. . . ....... ...... 53 

Table: 4.5. Per unit value of sh a re capital (PUYSC) , registration fee 

(CRF) a nd borrowings of th e coop eratives (in Eth. Birr) . .......... 65 

Table: 4.6. Salary of Employee ofTFMFSPCS ...... ...... . ..... .. .......... .. ........ 72 

Table : 4.7. Participation of MC Officers of both cooperatives, and 

employees of TFMFSPCS in kebele adminis tration 
a ctivities .. ........ . ............. ......... .... ...... .. . . ... . ............ . .. ..... . . .. .. 82 

Table: 4.8. Formal education level of officers of the coop era tives .............. 87 

Table: 4.9._Coop erative training given to the members of the MCs of 

both cooperatives and to the employees of TFMFSPCS 
(Source: Own formation) ... .......... . . .. ...................... . ... .. ... ...... 89 

Table: 4. 10._Formal education level of employees of TFMFSPCS .............. 90 

IV 

j 
I 



List of Figures 

Figure: 1 Credit Repayment performance of TFMFSPCS. (1998-
2008) ......................................... .. ........ ..... ..... ....... ....... .. .... 79 

Figure: 2 Amount of Misappropriated money in 15 MPCSs by 
woreda and Misappropriates .. ....... .................................. ..... 80 

Figure: 3 Ideal, potential a nd actual m a rketing channels of 
vegetable producer fa rmers before a nd after formation 
of AVPPCS .. ........... . ............ ...... . .... ......... .. .... ............. ... ... ... 96 

Figure: 4 Actua l a nd Ideal m a rke ting ch ann el ofTFMFSPCS .. .............. 101 

Figure : 5 Tre nd of m a rketing performance of AVPPCS .... . ........ . ...... . .... 105 

v 



) 

> 

AAU 

ACDI 

AD LI 

ANRS 

ANTHC 

AVPPCS 

AW 

AWCPB 

AWOARD 

BOD(s) 

CAADP 

CFV 

EPDRF 

FAO 

FCA 

FCC 

FlJI"(]<; 

GA 

GAM 

GSA 

ICA 

lDR 

IGE 

ILO 

MC(s) 

MPCSs 

NEPAD 

NSCC 

OCDC 

OCDC 

O I~DA 

PMGs 

List of Acronyms 

Addis Ababa University 

Agricu ltural Cooperative Development International 

Agricultural Development Led Industrialization 

Amhara National Regional State 

Alaska Native Tribal Health Consortium 

Ankerka Vegetable Producers Primary Cooperative Society 

Ambassel Woreda 

Ambassel Woreda Cooperative Promotion Bureau 

Ambassel Woreda office of Agriculture and Rural Development 

Board of Director (s) 

Comprehensive Africa Agriculture Development 

Cooperative Federation Victoria 

Ethiopian People Democratic Republic Front 

Food and Agri culture Organization 

Federal Cooperative Agency 

Federal Cooperative Commission 

Federal Democratic Republic of Ethiopia 

General Assembly 

General Assembly Meeting 

Government of South Africa 

International Cooperative Agency 

In stitute of Development Research 

Imperial Government of Ethiopia 

International Labour Organization 

Management Committee(s) 

MUltipurpose Cooperative Societies. 

New Partnership for Africa's Development. 

Nova Scotia cooperative Council. 

Overseas Cooperative Development Council 

Overseas Cooperative Development Council 

Organization for the Development and Rehabilitation in Amhara. 

Producer Marketing Groups. 
VI 

I 
• EYHIOI'!J 
..... ,,-----



o 

t> 

POs 

RLDSs 

SACCO 

Produ cer Organizations 

Region a l and local Development Studies 

Saving a nd Credit Cooperative Organization 

TFMPFSPCS Tingle Ferine Mu lti-Purpose Farmer 's Service Primary 

TGE 

TMGE 

TW 

TWCPB 

UN 

USAID 

USDA 

USDA 

VOCA 

WB 

Cooperative Society. 

Transitiona l Governm en t of Ethiopia 

Transitional Military Government of Ethiopia 

Tehuledere Woreda 

Tehuledere Woreda Cooperative Promotion Bureau 

United Nations 

United States Agency for Interna tional Development 

United States Development of Agriculture. 

United States Development of Agriculture 

Volunteers in Overseas Cooperative Assistance 

World Ban k 

Vll 

I 
I 
) 



\ 

Abstract 

DenlOcrafic 111enlber contro/lIlld lIlIt0l10fllOliS alltl indep endent cooperative principles lire 
tile t lVO ICA designed principles, specifically developed to address tile governance 
cooperative. According 10 'hese principles, Cooperatives are me/tiber-governed economic 
and . .,'ocia/ organizations. Cooperatives as denwcrafic and autonomous organizations (Ire 
expecl(!(/Io ensure Inefllher-goveJ'I1(1l1ce in their association anti operatiol1 decision. 

De,"pile their principles, nonetheless, ill Ethiopia, ill the previolls l'egiJnes, the association 
lind husine.'I.\' operation (~f cooperatives were not decided by thei,. 11Ienlbers. Today, ill 
COlltrtlJ)1 to 'he previolls goVeJ'lU1Iellts, ill principle, cooperatives are recognized (IS 11Ielllber­
goverlled denlOcratic and lIutonomous organizations. 

//0 wever, sillce mell1bers and tlIe populatioll at large was acc llst()fl1ed to government­
goverlled cooperatives in th e past, lind the nwve towards nlelllber-goverlled cooperatives 
that are capable to cOll1plete IIIld survive in the Iibel'{lted market is a recent phenomenon, it 
"eems that no considel'{lble effort has been directed to analyze the governance of 
cooperative,l' in tile face of the ji-ee market economy in Ethiopia. Ha ving this in mind, this 
ClIse .l'tU((1' i" conducted mainly with the objective of analyzing the go vema lice (!f 
cooperative.l' in Etlliopia lVitll a specific reference to Ankerka Vegetable Producers' 
Prim III)' Cooperative Society (A VPPCS) and Tigle Ferie MuflipulJ)(Jse Farmers' Service 
Prim III)' Cooperative Society (TFMFSPCS) in Soutll Wollo Administrative Zone (SWAZ), 
Amha .. a National Regional State (ANRS) , Ethiopia. To this end, two specific research 
questiol1s lire jJosed. First, what are tlIe f acilitators of coop erative governance ill the 
.,-tlldietl couperatives? Secolld, what are the cOllstraillts faced ill tlIe governallce of the 
cooperative.,-covered in the stul(J'? 

Selecting purposely A VPPCS and TFMFSPCS, the study adopted a case study method. Key 
in/ill"lllant illterview, focus group discussion and observation method (J[ data collection are 
employed to gatller both prillllll)' and secondary data. 

The findings of tile case study revealed that, lIlI10ng others, to realize member-govem ed 
cooperative,'; besides issuing supportive national legislation, still strong effort is expected 
ji'om the go venunent to prevellt local government illtervention lind to strength ell th e 
organizational capacity of CPBs; the businesses (!f coopel'{ltives should be localized; 
lIIembers ,I'luJl/ld participate actively in the economic amI decision affairs; and 
representatives and etnployees of cooperatives must be Il1etnbel'ship-accolilltable. 
Rendering denullu/-oriented education alld training, setting 1I1enlher-sllllred and locally­
.\pec~fic busine.H- tlcflvtftes, IIl1d Cooperation ltIllong coop eratives are the main 
l'ecolJlJllendationslorwtlrded by the researcher to enSllre 111elnher-govel'l1ed cooperatives. 
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CHAPTER ONE 

INTRODUCTION 

1. 1 Background 

G roups of individuals around the world and throughout time have worked 

together in pursuit of common goals. Examples of cooperation can be traced 

back to our prehistoric predecessors who recognized the advantages of 

huntin g, gathering and living in groups rath er than on their own (Zeuli and 

Cropp, 2004) because the natural reaction of people is to work together for 

their mutual benefit (Ruiz- Mier and Ginneken , 2006). Although there is no 

organ ized information and study that shows the time when cooperatives 

sta rted , like other people in the world, the community in Ethiopia has been 

and is using traditional cooperatives like Debo, Iquib , Idir to solve its socio­

econom ic problems (FCC, 2005). 

The inception of modern cooperatives started in England in 1884 by 

Rochdale Equitable Pioneers Society (Ruiz-Mier and Ginn eken, 2006), and 

trace the essential roots of their structures and the underlying rationale for 

those structure s back to the Roachdale principles and, viewed from a 

hi sto rica l perspective, the demands we see today greater cooperative and 

director accountability are simply a continuation of th e dynamic set in 

motion by the shift away from shareholder liability and director immunity 

(Bruun a nd Oleson , 2003). Governed by their members on th e basis of 

democracy, in industrialized countries, produ cer organizations have been 

fundamental to the success of the family farm (smallho lder farm), and still 

the dominant form of organization today (WB, 2008). Whereas in contrary to 

the developed countries' cooperatives, introdu ced to developing countries by 

the colonizers as part of the consolidation of colon ial rules (OCDC, 2007) 

fa rmer cooperatives were introduced in sub-Saharan Africa (SSA) for the 

purpose of promoting production of cash crops by peasant farmers (Hussi et 

ai , 1993 ; Bekele et ai , 2006). In the same fashion , after independence, many 

governments as well as donors promoted cooperatives and other rural 

organizations as potential source of decentralized grass roots participation 

1 
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in agricultural credit, input and commodity markets (Lele and Christia n sen , 

1989; Hu ssi et a i, 1993; Bekele et ai, 2006), a nd typically ignored existing 

social and economic structures and the cooperative movement in developing 

coun tries has been amply described as a system of cooperatives without 

cooperators (Sh aw, 2006). 

Modern cooperative movement m Ethiopia s tarted when the feudal 

government declared Farm Workers' Cooperative Decree No. 44 of 1960, 

with the o bjective of acceleratin g the agricultural economy (IGE, 1960). The 

Imperial government a lso passed another cooperative proclamation (24 1/66) 

in 1966, to give legal basis for the establishment of a ll types of cooperative 

societies. Bu t cooperatives were facing various governance problem s. 

Against the voluntary and open member ship principle, cooperatives were 

restricted only to farm worker s (Subramani, 2005), a nd were organized to 

serve the needs of t h e land lords and the well off class (FCC , 2005). 

After th e replacement o f th e feudal regime by the milita ry Derg government 

in 1974 , as it is in the proclamation 138/78, cooperatives were organized to 

put means of production under the control of cooperatives and to transform 

th em gradu a lly to collective property as may b e necessary, m crease 

produ ction , expand industries, conduct political agitation, e liminate 

reactiona ry c ultures a nd customs, participate in th e building up of a social 

economy , accumulate capital a nd to mobilize resources to susta in economic 

development (TMGE, 1978). As it is cited in Derese (2003), Hanson (1995) 

a lso argued that the state used to favor th e cooperatives and discriminate 

against independent peasants in th e a llocation of inputs a nd in th e type 

(fertility) of land the latter received and the prices the agricultural marketing 

corporation used to offer to their produces. The intervention of the 

governmen t in the m a n agem ent a nd controlling of the cooperative a ffirms 

influenced the governance of cooperatives and resulted m passive 

par ticipation of members since they lacked sense of ownership and 

belongingness to their cooperatives (FCC, 2005). Also cooperatives lacked 

the necessary autonomy and were dominated by government rules a nd 

orders (Yigremew, 1998) and cooperatives were used by the regime as 
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instrum ents o f regimentation a nd politica l control over the peasant mass 

(Oercse , 200 3 ). 

Beginning from its control of the power of government in 1991 , the EPORF 

gove rnmen t has been taking various economic and social policy reform 

measures. Decentra lization, privatization a nd market libera lization policy 

measures were taken (Gebrehiwot a nd Wolday, 20011, a nd following the 

reform s , in principle , cooperatives are given an importa nt a ttention by the 

governmen t. Th e cooperative movem ent under FORE is h eartening that it 

has com e out with a n a ll n ew member-cente red cooperative proclamation 

(147/98) which paves a condu ctive environment for the d evelopment of 

cooperatives (Subrama ni , 200 5). The procla m a tion enshrines, a mong other s, 

the basic I CA principles of coop eratives a nd it stipula tes that the 

establis hme n t of coop eratives shall be on the basis of th ese fundamental 

cooperatives principles (Mesfin, 2007 ). 

The supportive legal measure that has been taken by th e government, of 

course , fac ilita ted th e re- registration of old a nd the registration of new 

coopera ti ves in the coun try, including th e cooperatives assessed 111 this 

study: Tigle Ferie Multipurpose Farmer s' Service Primary Cooperative 

Society (TFMFSPCS) , which is found in Ambassel Woreda (AW) , a nd Ankerka 

Vegetable Producers' Primary Cooperative Society (AVPPCS) in Tehulederie 

Woreda (TW).The need of organizing cooperatives with a n ew, relatively 

democratic and compreh ensive , cooperative proclamation is to improve the 

lives of the community a nd to reduce poverty by organizing dependable 

social a nd economic cooperative institution s (FCA, 2007). 

Having the above m entioned background information; therefore, the 

objective of this research is to assess th e governance of cooperatives in 

Amhara National Regional State (ANRSI, South Wollo Administrative Zon e 

(SWAZI, a t Tigle Ferie Multi -Purpose Farmers ' Primary Coop erative Society 

in Ambasse l Woreda (AW) , a nd at Ankerka Irrigation Prima ry Cooperative 

Society in Teh u lederie Woreda (TW). 
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1.2 Statement of the Problem 

Democratic va lu es are p ut in to practice th rough seven commonly accepted 

cooperative principles (OCDC, 2007). Defining aspects that relate to 

ownership and governa n ce the first four principles, of which the democratic 

member control, and the autonomou s a nd independent are the specific 

defining principles of cooperative governan ce, have a structural 

orie n ta tion(Ruiz- Mier and Ginneken , 2006). Cooperatives as d em ocratic a nd 

autonomous organizations a re expected to ensure m ember-governan ce in 

their associations and operation s. 

Despite their principles, noneth eless , in th e past, particularly during the 

Derg regime cooperatives were government-governed . For instan ce, during 

the Derg regime cooperatives were not organized voluntary to meet the 

interest of their m embers (Derese, 2003) rather the form ation of cooperatives 

was inspi red from ou tside (socialist countries) and did not emanate from 

in side and the participation of local people in the design and implementation 

of legislation was null (Alemayehu, 1993). Alemayehu (1993) added that 

nearly a ll leaders were political activists and the m anagers of cooperatives 

a re seconded by government. 

As a consequence of these governance constraints , cooperatives failed to 

en sure me mber-owned and s u staina ble governa n ce in their decision 

making a n d operation a ffair s. Teigist (2008) pointed out that that is why 

most of the cooperatives were unable to run their activities a nd failed to 

ach ieve the ir objectives. After reform and liberalization in 1989 many were 

not able to withstan d market com petition. As a result they either collapsed, 

become non- functional or continu ed to operate in a very inefficient way. In 

turn this led to a seriou s misconception as to their poten tial for 

employment and poverty reduction (Teigist, 2008). Despite these governan ce 

constra ints experienced in the past regimes by Ethiopian cooperatives, 

however, if cooperatives are govern ed democratically and autonomously by 

their members, they have th e potential to en sure su staina ble local 

4 



development, and make their members pa rticipant in and beneficiary from 

national a nd international development processes. 

In view of realizing these benefits, the EPDRF government enacted a 

cooperative proclamation (147/98) in 1998 in line with the cooperatives 

principles. Providing the legal framework for the relationship between the 

nation and cooperatives, formulating the rights and obligation of members 

a nd representa tives in th e governance of cooperatives, the proclamation 

assert s the government 's commi tment to adh ere to the univer sal principles 

of coopera tion as defined by the ICA, a nd the government's intention to 

respect the a utonomy of cooperatives (FCA, 2006). 

Going beyond principle, in practice, the procla mation paved the way for the 

re-registration of the old cooperatives a nd for establishing m a n y new 

coopera tives, including the ones covered in this research . While TFMSPCS is 

from the re-registered old MPCSs found in AW, AVPPCS belongs to the 

category of the newly established cooperatives in TW. TFMFSPCS was 

organized and re -registered according to the proclamation (147/98) to 

supply agricu ltural inputs and consumer goods a t minimum price , to sell 

the agricu ltural produce of m'embers at maximum price , to provide credit 

se rvices \.0 its members and to provide grain milling services to its members 

a nd the community. On the other hand, AVPPCS was organized and 

registered according to the proclamation (147 / 98), primarily to sell the 

carrot produ ces of members at maximum price, and, then, to supply 

agricultural inputs, including c redit service at the lowest cost possible. 

However , smce members a nd the popula tion were accustomed to 

governmen t-governed cooperatives in the past, and the move towards 

member-governed and market driven cooperatives is a recent phenomenon , 

it seems th at no considerable effort h as been directed to assess the 

facilitators a nd constraints of cooperative governance in Ethiopia in the face 

of the libe ra lized market. 
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Therefore, the m a in objective of this s tudy is to assess the governa n ce of 

coopera ti ve in Ethiopia , with a specific reference to AVPPCS a nd TFMFSPCS 

in SWAZ, ANRS. 

1.3. Objective of the Study 

The main objective of the research project is to assess the governance of 

cooperatives in Ethiopia , with a specific refe ren ce to AVPPCS a nd 

TFMFSPCS in SWAZ, ANRS. 

The s pecific objectives of the study are: 

1. To assess the fac ili tators of cooperative governance in the s tudied 

coope ra tives; and 

2. To assess the con straints faced in the governance of the studied 

cooperatives. 

1.4. Research Question 

In view of thc above m entioned mam and specific objectives, the research 

proj ect a nswered the following m a in research que stion? 

I . What are the facilitators of cooperative governance in the studied 

cooperatives? a nd 

2. What are the con straints faced In the governance of the cooperatives 

covered in th e study? 

1.5. Significance of the Research 

Though en su ring dem ocratic a nd auton om ous governance in cooperatives is 

recogn ized In principle s , yet ins ignificant a ttention is given to the 

governance n eed s of coopera tives. Despite their considerable presen ce in 

Ethiopia, a lso the governance of the cooperative sectors as a whole rem a ins 

poorly understood, and its specific governance facilitators and con strains 

rema in as yet la rgely u n exploited . Given this context, th e findings o f the 

case study h e lp to fill a n important knowledge gap in understanding the 

cooperatives sector In Ethiopia. The study a lso contributes to a greate r 

understanding of how th e studied cooperatives can facilitate member 
6 



governance within their own decision making process, and can rectify non­

members cooperative governance. It a lso empowers those who typically s it 

on the promotion and on the margins of policy making. 

1.6. Scope of the Study 

As people-based organization, the governan ce of a cooperative deals about 

the decision ma king and economic righ ts of th e cooperators, involves 

different actors in its decision making process, and serves th e various 

interests of many beneficiaries. Keeping this in m ind, the study covered the 

legis lation of the government a n d the coop eratives, m em ber participation in 

decision making and in economic activities, accountability of the MCs and 

employees of the cooperatives, governance knowledge and skills of actors, 

and the competence of the cooperatives, in order to assess the facilitators 

and constraints of governance in AVPPCS and TFMFSPCS. 

1.7. Description of the Study Area 

The cooperatives covered in th is study are found in the amhara National 

r~cgional State (ANRS), South Wallo Administrative Zone (SWAZ) at 

Tehulederie and Ambassel woredas. Located in the Eastern of th e ANRS, 

SWAZ comprises 22 woredas. 

1.8. Profile of the cooperatives 

1. 8 . 1. Ankerka Vege table Producers' Primary Cooperative Society 

(AVPPCS) 

Ankerka Vegetable Produce rs ' Prima ry Cooperative Society was founded in 

2004 by 181 carrot producers who a re residing in Gobeya (012) kebele of 

Tehulederie Woreda (TW). According to th e FORE cooperative societies 

proclamation (147/98) primarily, to sell th e carrot produce of m embers at 

better price, a nd then, to supply mem bers with agricu ltural inputs at lowest 

price. As of April 2009 th e total n umber of member of AVPPCS raised to 267, 

whi le its capital increased to 490,820 Eth. Birr. 
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1.8 .2 . TigZe Ferie Multipurpose Farmers' Service Primary 

Cooperative Society (TFMFSPCS) 

Drawing peasant. members from the th e n Limo (01) Muhejigie (02) a nd 

Melakie (03) (i.e . from three) kebeles, or from th e current walkit (01) and 

8 egido (02) (i. e. from two) Kebeles of Ambassel woreda (AW), Tigle Fene 

multipurpose farmers ' service primary cooperative society (TFMFSPCS) was 

established by 988 peasant members with 4940 Eth . Birr capital in March, 

1977 (1969 E.C). Of the total members 863 were male , while the rest 125 

were fema le. The cooperative was established to provide peasant farmers 

with agri cultural inputs and consumer goods at minimum price as well as to 

sell the agricultural produce of peasant members at better price in view of 

improving th e living standards of th e peasant m embers. Following the 

promulgation of th e cooperative societies proclamation (147 / 198), having 

133 ,877 .34 Eth. Birr capital TFMFSPCS was re-registered in Nov 1999 in 

pursuance with th e provisions of the new procla mation (147/98) to provide 

its mem bers with the above me ntioned services in the context of the free 

markel econ om y. Currently th e cooperative has 24 15 total member s and 

2 17,78 5.9 Eth . Birr capitals. 

1.9. Organization of the Research 

This research is organized in to five chapters. Chapter one is the 

introductory one, wh ich presents the background, statement of th e problem , 

objective , research questions, s ignificance, and scope of the study, deception 

of the study area and profile of the studied cooperatives. In ch apter two, 

re lated theoretical and empirical li teratures a re reviewed. While the 

methodological framework of the research is dealt in chapter three , the 

a na lysis a nd find ings of the study are presented in chapter four of the 

resea rc h . Finally, Chapter five reveals the conclusion and recommenda tions 

of the s tudy. 
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CHAPTER TWO 

LITERATURE REVIEW 

2 . 1 Theoretical Framework 

2 .1. 1. Definition of cooperatives 

Manv peoplc con fu se cooperati ves with other forms of econ omic en terpri se 

likc com panies, trusts and closed corporations(GSA, 2004) a nd, much of the 

nega tive legacy carried by cooperative developm ent is a result of labeling a 

pa r-asta tal, o r even a non-profit ch ari table organization , as a cooperative 

(ClCDC , 2007). Therefore, in a ny discu ssion of the theoretical fra m ework of 

the governance of cooperative business model, it is important at the ou tset 

to cla rify what a coopcrative is a nd wh at a coope ra tive is n ot, in the light of 

the com m on internationally recognized and accepted ICA coop era tivc values 

and principles. 

Accord ing to (GSA, 2001f) cooperatives do n ot share the same instit.utional 

c haractc ris ti c s , valu es and principles as oth er forms of economic and social 

organiz:ations. In the main , coopera tives have evolved as a movement at a 

global continenta l, na tiona l a nd local leve l (GSA, 2004). Cooperatives arc 

a lso univcrsal in nature s incc they foste r values that recognize no n a Lionai 

bou ndaries , cons titutc th e free willingn ess of persons wh o try to solve thclr 

needs th rough their own effort a nd mutual assistance , i. e., organizing 

actions in cooperation with other performs with whom they share common 

n eeds and aim s (Cracogna, 2002). 

The univer sal nature of coope ratives is written down on the ICA statement 

on the cooperativc identity , w hich a fter defining cooperatives formul a tes th e 

basic values on which after defining coope ratives, formulates the basic 

va lues o n wh ich thesc organiz:a tions rest u pon , and the n the principles 

throu gh whic h coopera tives put s uch values in prac tice. 

Accordingly , th e rCA define s a cooperative as: "an au tonomou s association 

of pe rsons united vo lunta rily to m ee t th cir common econ omic, socia l a nd 
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cultural needs and aspirations through jointly owned and democratically 

controlled enterprise (ICA, 1995). 

The definition emphasizes that cooperatives are independent of government 

and not owned by anyone oth er than the members (Brich a ll , 2004), rather it 

points out that ownership and control by m em bers, who usually have one 

vo te per person is a key aspect of cooperatives. A cooperative is a voluntary 

group-based and member owned and controlled business that can be 

formed for the economic a n d social deve lopment of its own members. Also 

initiated by the potentia l mem bers on the bas is of their voluntary wi ll and 

raising equity from the ir members in order to create a business that would 

benefit them through th eir patronage, not from appreciation in the value of, 

or return on , or their equity (OCDC, 2007). 

2.1.2. Values of cooperatives 

The governance and operation of cooperatives is grounded on a set of values 

that form the basis and essence of cooperative movement. The 1995 ICA 

s tatement on cooperatives identity IS widely acknowledged as the 

a uthoritative pronouncement of cooperative values a nd principles (Shaw, 

2006). In the statement the va lu es are categorized in to two groups as basic 

valu es and ethical values. The basic values on which cooperatives based are 

se lf-help , self responsibility, dem ocracy, equality, equity and solida rity. The 

basic values are not just theoretical but are an essen tial philosophical 

understanding of th e seven principles that serve as the guidance 's by which 

cooperatives put their va lues in to practice. Unless they are exercised in 

practice , these valu es are not unique to cooperatives (Pezzini, 2007). In the 

tradition of the ir founders cooperative members a lso believe in the ethical 

va lues of hon esty, openness socia l respon sibility and caring for others (ICA, 

1995). 

2.1.3. Principles of cooperatives 

Every organ ization has its own principles, which are to be observed for its 

s mooth working. As organiza tion, cooperatives h ave their own se t of 

principles, which are universal 111 n atu re , recognition a nd acceptance. 
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Hi storica lly, cooperative princ iples have th ei r origin in the working practices 

and rules , which the Rochdale pioneers h ad evolved, a dopted for their 

workin g (Veeraku m a ra n , 2003). These, the Rochdale principles, were 

scrutinized and modified by the In ternational Co-operative Alliance (ICA) in 

1966 a nd 1995. Six cooperative principles were drafted by the ICA in 1966, 

based on the guidelines writte n by the founders of the modern cooperative 

movement in En gland in1884 . In 1995, the ICA restated , expa nded a nd 

adopted the 1966 principles to guide cooperative organizations in to the 2 ph 

century (OCDC, 2007). They are n ow refe rred to as the "Statem ent on the 

Co-operative Identity" and are internation a lly accepted as the one and only 

gu ide for wha t co-operatives a re and h ow they should operate (ILO, 2002). 

The current statement on cooperative iden ti ty includes th e following Co­

operative princ iples -

Voluntary and open membership: Co-opera tives a re voluntary 

organizations; open to a ll pe rson s a ble to use their servIces a nd willing to 

accept the responsibility of m embership , without gender , soc ial, rac ial, 

po li tical , or re ligious discrimination . 

Democratic Member Control: Co-operatives are democratic 

organizations controlled by their members, who actively participate 111 

setting the ir polic ies a nd m aking decisions. Men and women servin g as 

elected representatives are accountable to the m e mbership. In prima ry co­

operatives m embers have equal voting rights (one m ember , on e vote), a nd 

co-opera tives a t other levels a re a lso organized in a democratic m ann er. 

Member Economic Participation: Members contribute equitably to, 

a n d de mocratically contro l, the capital of their co-operatives. They usually 

receive limi ted compensation, if a ny, on capital subscribed as a condition of 

membership. Members a llocate surplu ses for any or all of the following 

pu r poses: developing their co-operative; benefiting members in proportion to 

the ir transaction s with the co-operative; a nd supporting other activities 

approved by th e membership. 
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Autonomy and Independence: Co-operatives are autonomou s self­

help organization s controlled by their members. If they enter into agreem ent 

with other organizations , including governments, or raise capital from 

extern a l sou rces, they do so on terms that ensure democratic control by 

the ir m embe rs a nd main ta in the ir co-operative autonomy. 

Education, Training and Information: Co-operatives provide 

edu cation and training for th e ir members, elected represen tatives, 

m anage rs , and employees so they can contribute effectively to the 

deve lopmen t of their co-o pe ra tives. They inform th e general public -

particularly you ng people and opinion leaders - about the n ature a nd 

bene fit s of co-operation. 

Co-operation among Co-operatives: Co-operatives serve their 

members most e ffectively a nd strengthen the co-operative movem ent by 

working together through local, nation a l, region a l, and interregional 

stru ctures. 

Concern for Community: While focusing on member n eed s a nd 

wishes , co-operatives work for the sustainable development of the ir 

commun ities. 

Today, as it is stated a bove, the cooperative movement embraces, and is 

guided by, these commonly accepted principles. These basic cooperative 

principles define cooperative organization, give them stren gth, a nd provide 

the cau se and rationale for th e ir public support, in terms of taxation, 

education a nd promotion (Frederick et a i, 2002) . Woven into the bu siness 

fa bric of cooperative operation s a nd s tructure to further the economic a nd 

socia l goals of m ember s , th e prin ciples are operational and beha vioral rules 

developed to govern cooperative s (Wadsworth , 2003). 

2 . 1.4. What is Cooperative Governance? 

Before defining what coopera tive govern ance is , it is important h e re to clarify 

wh a t governance is. "Governa n ce" is a word de rived from the Fren ch 
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"gouvernance" re fe rs to the exercise of authority a nd control (Agumba, 2008). 

Saying this about governance, then I proceed to defi ni ng cooperative governance . 

The Co-operative Governa nce Manua l defin es co-ope rative governa n ce as: 

The se t of re la tionships between the cooperative's m embers , the board as 

representatives of m embers th at advise management for the m ember s and 

the manage ment that has care a nd control of th e co-operatives for members 

and how a busin ess can be best governed in th e interests of its owners (CFV, 

2005). In other word s, cooperative governance can be defined as a syste m by 

wh ich a coopera t ive is direc ted , controlled a nd h eld to account for the 

ma nner in wh ich powe r is exercised in the decision m a king and business 

operation process of the coopera tives. 

[n m a ny ways cooperatives are like other bu s inesses (Zeuli and Cropp, 2004) 

and basica lly corporate governa n ce is the sam e in cooperatives as in 

pu blicly co ted compa nies (Pellervo, 2000) . However , in setting a governa n ce 

structure fo r a co-opera tive, the unique characteristics of a co-opera tive, its 

va lues and principles (a s ad opted by the Interna tional Co-operative Allian ce, 

1995), a nd ethical nature mu st be taken into account (CFV, 2005). The first 

four prinriples h ave a structura l orientation, defining aspects that relate to 

ownership a nd governa n cc (Ruiz- Mier a nd Ginneken, 2006) . Co-operative 

governance d iffers from other enterprises in th at a co-operative exists for its 

members a nd , therefo re , good co-operative governa nce must provide 

d irec tion for its board and member s to work in the inte res ts of the co-

opera ti ve and its members (CFV, 200 5). The key differe n ces in cooperative 

governa nce as compa red to corporate governa n ce a re tha t each m ember of a 

cooperative generally has on e vote, its directors be selected from among the 

m embership a nd cooperatives are design ed to reduce the costs of goods and 

services (Bruun a nd Oleson , 200 3). Co-ope rative governance provides the 

structure through which th e objectives of the co-ope rative are se t , the 

m eans of a tta ining th ose objec tives , a nd the m onitoring of performance. 

Governance is about structure , it's a bout relationships (and the roles and 

res ponsibilities o f those re la tionships), a nd it's about monitoring 

performance (of the co-op erative). For an y enterprise to su cceed , whether it 

is a for -profit, governm e nt-owned or co-opera ti ve o rganization , a sound 
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governan ce mod el mu s t be in place. This model must provide a framework 

thal enables thc o rganization to function in keeping with its a ims a nd 

objectives (CF'V , 2005). 
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2.2. Review of Related Empirical Literatures 

Reviewed empirical evidences revea l that governed democratically and 

aULonomously by th e ir members , cooperatives can ensure local-based a nd 

susLainablc eco nomIc and social deve lopment. In many countries 

coopera lives are a mon g the largest major enterprises in diverse field s of 

agricu ltural m a rketing, saving a n d credit, rural e lectricity, insurance, 

information /commun ication tech nologies (l CTs) a nd housing cooperatives 

have been a nd continue to be, a s ignificance econ omic force (OCDC , 2007). 

In indu stria lized countries farmer organizations h ave been fundamental to 

t.he s u ccess of the fam ily farm (smallholder farm) ; still the dominant form of 

o rgan iza tion of production today. In the United States dairy production and 

mosL of Lhe specia lty crop producers in California are organized in 

coopera Lives. Also in France 9 of 10 producers be long to at least one 

coopera ti ve, wiLh m arket s hare of 60 percent for inputs, 57 percent for 

produ ct, and 3 5 percenL for processing (WB, 2008). On e third of the world 

food production IS governed by cooperative, and in dairy sector in th e 

Netherlands nearly 85 % of all processed m ilk is the domain of a s mall 

number of cooperatives (Hendrikse and Veerman , 2004) . 

Despi te th ese success histories, which a re experienced m d eveloped 

counLries , in d eveloping countries, resu lts have been m ixed, p a rticularly 

where cooperatives have operated in extremely ch a llenging environments 

have been in strumenLs of the state, or unable to rapidly gain scale throu gh 

in terlocking cooperative networks (OCDC, 2007 ). The experience of the 

majority of cooperative s in developing cou ntries h as been difficlt, a nd 

Lherefo re, as Sh aw (2006) argu ed a starting poin t for reviewing corporate 

gove rnance issues has to begin with th e legacy of government control a nd 

interve ntion into the coope ra tive sector in one of th e d eveloping cou ntries, 

Africa. 

The first formal cooperatives in Africa were usually created during the period 

o f co loniza tion a nd they h ave found many roots in Africa n socie ties a nd 

economies (p.32 ), h owever , design ed for colonia l purposes they were u sed as 
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tools serving the colonizing countries' interests (Couture et a I, 2002). The 

positioning of cooperatives in the economy as well as their organizational set 

up depended on certain colonial traditions (Develtere, 2008). Surprisingly 

perhaps, colonizing countries did not usually use their domestic cooperative 

legislation a nd policies as a b lueprint to foster cooperative development in 

th e ir co lonies (Cou ture e t a I, 2002), rather , often served as a means to 

organize formers to provide products to the h omeland (OCDC, 2007). 

Colonial domination followed by a period of state control often inspired by 

the socia list system, has greatly influenced cooperative legislation (p. 74), 

and did not con tribute to genuine democratic and autonomous cooperative 

developme nt (Counter e t aI , 2002). For example, in Kenya , government 

offi cers were in charge of managing cooperatives , with the primary objective 

of ensuring the stability of cocoa production, rather than promoting genuine 

cooperatives tha t benefited their m embers (Kayenwee, 2002). While in a ll 

colonial models cooperators were dependent agents, in post-colonial time 

they beca m e c lien ts of semi -pu blic cooperatives up to the mid 1990s in 

many countries. As a result we have witnessed cooperatives, which have 

been forced rather than transformed (Develte re , 2008). Cooperatives were 

thus treated as an extension of state control (Couture et a I, 2002). 

The first cooperative organizations were created in Ethiopia at the beginning 

of the 1960s, during the regime of Haile Sellassie I. But cooperatives were 

facing various governance problems. In the 1960s, two cooperative acts were 

passed, but mainly because of government control they were not such a 

useful tool for the de mocratic and autonomous development of cooperatives 

(Lelissa, 2002), because it h as been constrained and challen ged adopted by 

the govern me nt (Teigist, 2008). Against the voluntary a nd open membership 

princ iple, cooperatives were restricted only to farm workers (Subramani, 

2005), a nd they were organized to serve the needs of the la ndlords and the 

well off elass (FCC, 2005) . 

After the re place ment of the feuda l regime, by the military Derg government 

in 1974, cooperatives were more expanded as a tool for expanding and 

imparting the socialism ideology in the country. As it is cited in Derese 
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(2003), Han son (1995) a rgued that the state used to favor the cooperatives 

and d iscriminate aga inst independent peasants in the a llocation of inputs 

and in the type (fertility) of land th e latter received a nd the prices th e 

agri cultu ra l marketing corpora tion u sed to offer to their produces. The 

intervention of th e government in th e management a nd controlling of the 

cooperative a ffi rms influenced th e governance of cooperatives a nd resulted 

in passive participation of m embers s ince they lacked sense of ownership 

and belongingness to their cooperatives (FCC, 200 5). Also noted that the 

cooperatives lacked th e necessary autonom y a nd were d ominated by 

government ru les a n d orders (Yigremew, 1998) and coopera tives were u sed 

by the regime as instrum ents of regimentation and political con trol over the 

peasant mass (Derese, 2003). Under the policy of state partnership with 

cooperatives, greater financial support, restrictive proVISIOns were 

introduced in cooperative proclamation and there is overdependence of 

cooperatives on government, contemptuou s indifference a nd frustration 

among employees as well as supportive hiera rchical structures have (at the 

same time) c reated insularity (Karathikeyan, 2006) and all the cooperative 

principles were violated (Le lissa, 2002). An oth er study conducted by 

Desalegn also contended that producer cooperatives (PCs), at the time of 

Derg, were resented because they were set up withou t the consent of the 

participants, and service cooperatives(SCs) were inefficient and una ble to 

provide the services needed by their m embers ,and r iddled with corruption 

(Desalegn , 1992). 

Following the change of government in th e early 1990s, drastic measures 

intended to transform the command economy to a market-led economy were 

ta ken in Eth iopia. The governmen t of Ethiopia cooperative promotion efforts 

h ave proceeded since 1994 even in spite of the long and tumultuous history 

of cooperatives in Ethiopia that started during th e Imperial era prior to 1973 

and continu ed through th e Derg regime (1974- 1991), at th e fall of which 

they were d ismantled ( Spielman and Bernard , undated). In 1994, in 

accorda n ce with article 9(d) of the Transitional period char ter, where as it 

h as become imperative to issue legislation by which agricultura l cooperative 

societies organized and administered the transitional government of 
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EthiopIa (TG E) enacted agri cul tural cooperative socie ties proclamation 

(85/94). Accord in g to the proclamation (85/94) cooperatives a re organized 

by the free we ll of the peasants living scatte red in the rural a reas to solve 

jointly the economic a n d socia l problems facing them. In a ddition to this the 

proclama tion attempts to m ake cooperatives play their roles properly in a 

free market system by getting rid -off th e government intervention in the 

internal affa irs of the cooperatives . Bringing the issue of cooperatives into 

focus once again, the legislation can facilitate the development of m ember­

organized and run, and market-oriented cooperatives. In spite of comprising 

th ese positive qualities , h owever, it was both area and sector specific since it 

gave legal recognition on ly to agricultura l cooperatives that are organized by 

peasants living in the rura l areas. 

Seven yea rs late r after the EPDRF government took the government power, 

a nother a re la tively comprehe n s ive and democratic cooperative societies 

proclamation No. 147/98 was procla imed by the government on 29 th day of 

Decem ber, 1998. In principle, a ddressing the subjects of cooperatives 

membership, controlling a nd benefits, in pursuance with the principles of 

coopera tion , the proclamation provides opportunities to develop member­

governed and independent cooperative organizations in Ethiopia . In practice, 

however , the variou s reviewed literatures indicated that all cooperatives 

have fai led to e nsure unifo rmly democratic a nd auton omous governance in 

th eir decision making and business opera tions in pursua n ce to the 

coope rative principles: while th e governance of some cooperatives IS 

democratic and a uton omou s , th e governance of the rest cooperatives IS 

again st the pri n c iples of cooperation. 

As it gives cooperators the chance to become the real owners of their 

cooperatives and turna round the governance of their enterprise, the 

Issuance of favorable proclamation was a well-com e move m the 

deve lopment of an a u to nomous, self-ma naged a nd sustainable cooperative 

movem ent. The role o f legislation in realizing democratic a nd autonomous 

cooperative govern ance is proven on gr ound. For example a study conducted 

by Tesfaye (2005) illustrated that Ethiopia provides an example of 
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cooperatives moving successfully from government control to member 

ownership . Government proclamation revised outdated provisions and 

supported farmer-owned and controlled cooperative democratically electing 

their leaders without government intervention , and cooperative were no 

longer state instruments. Market oriented mUlti -purpose agricultural 

cooperatives have restricted with indepe ndent SCOs and managers. 

Governan ce has improved a nd book of account are regularly a udited. The 

recent growth a nd profitability of cooperatives in Ethiopia has removed there 

negative s tigma overall, cooperatives have become increasingly important to 

individual members, the community the business sector and the national 

economy (Tesfaye , 2005). Moreover, a n a ppraisal carried, out in 16 African 

countries including Ethiopia revealed that cooperatives are practicing 

democratic and autonomous corporate governance mechanisms in their 

management processes. Tn some countries that do not have a strong 

tradition in cooperative development, such as Ethiopia and Rwanda, 

governmenl and donor support is speeding up the organization of 

coopera tive (Develtere and Pollet, 2008 ). 

Beside the externa l opportunities provided by the government, the 

management to cooperatives has a lso improved due to professionalization of 

cooperatives. Professional competence and capacity of CPS staffs and 

leaders made cooperatives to leverage existing institutional resource to 

compete and survIve 111 globalized market economy and boundary-less 

markets. C PS lead ership is enthusiastic a nd staffs trained by ACE are 

capable of providing basic skills to e ffici ently manage the cooperatives. 

Training has allowed board members to better understand their 

responsibilities a nd how to carry them out. Increasing the loyalty and 

commitment of leader s , the training has led to greater efficiency and 

accoun tabi lity. Not a si n gle case of embezzlement or misa ppropriation of 

funds on ACE- assisted cooperatives was reported (Dorsey and Tesfaye, 

2005 ). 

Another study undertaken by Tiegist (2008) to example the contribution of 

cooperatives in poverty reduction illustrated the presence of member and 
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communi ty ben e fited cooperatives, a nd the improvement of the governan ce 

of cooperatives in Ethiopia. Cooperatives offe r self employm ent to m embers 

wh ose participa tion in the econ omic activities that they m a k e possible 

s u bstantially guara ntees a decent income. Grain producer's cooperatives, for 

example , p lay a n important role in securing better prices for fa rmers 

throughout the year. Thi s e ffort reduces the season a l fluctuatution a nd 

stabilizes the local gr a in markets in favor of cooperators and this is why 

grain farmers h ave not been severing affected by price flu ctuations in recent 

years. In a ddi t ion to the ir m embers, concerning for the community in 

con sis tent to the ir princ iples, cooperatives a lso work to improve the socio~ 

economiC con d ition of the community. Yirga ch efie coffee fa rmers' 

cooperative union (YCCFU) for example, supports 21 students in institution 

of high er learning in the country every as well as if provides to 250 orphans 

ann u a lly. In the sam e fusion Diba n Diba primary cooperative society made a 

con tribution of 7.500 Eth iopia birr towards the construc tion of a wa tering 

point a nd the purchasing of chairs at local primary school in 2005 (Tiegist, 

2008). 

Alth ough th e proclamatiun (147/98) was a well com e move in the 

developm ent of member~governed, an auton omous a nd susta ina ble 

cooperative movem ent, sti ll there a re cooperatives that fa iled to en sure 

democratic m a nagement processes in their corporate governa nce process 

because of various constra ints. Interfe rence of local government officials in 

th e internal ma n agem ent affa ires of cooperatives is one of the constraints of 

governance in cooperatives . For example, Woldu (2007) contended that 

coopera tives are n ot free of government officials. The loca l political leaders 

persu a de farmers to join cooperatives in order to achieve the ir own political 

objec tive, wh ich was h ighly prac tical in Ethiopia during the Derg regime 

(Woldu , 2007). 

Passive m ember partic ipation is a lso constraining the governance of 

cooperatives. Woldu (2007) pointed out that one of the problem s m 

cooperatives is vio la tion of cooperative principles, which is visu a lized both 

by m embers a n d lead ers. In which is visu alized both by m embers and 
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leaders. In principle, designed to ensure or serve membe rs benefits, and 

controlled by their members, cooperatives should be democratic in 

membership. Bu t in rea li ty members don 't h ave any say in the profit a nd 

lo ss of the cooperatives (Woldu , 2007). Also Develtere and Pollet (2008) 

illustrated that cooperatives were not viable organizations as they were not 

securi n g m ember commitment. In many African's countries the m embers 

havc a more loose relation s hip with th eir industria l cooperatives this is the 

case for 1,500 handcraft cooperatives in Ethiopia (Develte re and Pollet, 

2008) 

Cooperatives a lso showed weakness with resp ect to their management. 

Alth ough professionalization of cooperatives is a major elem ent for leading 

coopera tives to greater e ffi c iency a nd accountability, however, a s tudy 

conducted by Mesfin in 2007 to assess the opportunities, performa n ce a nd 

con strain ts o f coffee producing farmers' cooperatives union in southern 

nation nationalities regiona l state (SNNRS), in 2007 pointed out that CPBs 

a re sufferin g from lack of professiona l staffs. CPBs are stilled with people 

wh o were transferred from oth er offices due to, a mong others, inefficien cy 

and lack of vacant position s resulted from stru ctural ch a nge, and the 

comm itment a nd loyalty of th es e people to provide the necessary support to 

th e cooperative ac tivities is very law (Mestin, 2007). Moreover, a research 

carried out by Hailu (2007) con tended that the governance of the 

mUltipurpose coo pe ratives covered in his study is not m a rke t-oriented a nd 

member-benefited. The mUlti -purpose cooperatives could not provide 

s u stainable and de pendable marke t opportunities for their members with 

regard (Hailu, 2007). 

Records are essential for m a n y colla borative enterprises (Ma tthews, 2004) 

but lack of comprehen s ive and accurate records is constraining the 

governance of cooperatives in Ethiopia. Ganesan, (2006), [or in stan ce, 

illustrated that cooperatives have not properly guided to keep certain books 

and records uniformly to the grass root level primary the cooperatives. The 

coopera tives a re n ot adopting th e periodicals or reports to be sent to the 
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higher level cooperatives bureaus to review performance of the societies now 

and thcn (Ganesan, 2006). 

Besides the constraints that a re directly related to the weakness of the 

corporate governance of individual cooperatives, problems that are resulted 

from the weak cooperation of cooperatives have been constraining the 

governance of cooperatives. A cooperative research conducted by Develtere 

and pollet (2008), for example, indicated that lack of cooperation among 

cooperatives is one of the constra ints of governance in cooperatives. 

Secondary and tertiary cooperatives thus bring th e benefits of economies of 

scale and leverage, though they are not achieved suffic ien tly in Ethiopia due 

to absence of such in tegration among most of the cooperatives. Ethiopian is 

yet to establis h secondary structures, which means that still there a re 

cooperatives societies dependent on the government and donors for any 

attempts at represen tation and integration (Develtere and Pollet, 2008). 

Despite the mixed illustrations reviewed above, but what is certainly 

apparent is that most countries have moved from a situation where 

government and state apparatus were heavily involved in cooperatives 

towards a s ituation where this is less so. Studies conducted in developing 

countries showed that there is resurgence of cooperatives in changing global 

economy. A major resurgence of private cooperatives is occurring in 

countries such as Ethiopian and Honduras, wh ere agricultural cooperatives 

participate in direct marketing a nd in form erly closed auction s for exporting 

(OCDC , 2007). However the degrees of distance of the government and 

cooperation now have from the cooperative sector differs from country to 

country (Develtere and pollet, 2008). 
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CHAPTER THREE 

METHODOLOGY 

3.1. Research Approach 

Taking into conside ra tion variou s factors, a given research m ay a dopt 

experimenta l su rvey or a case study a pproach . According to Yen (2 003), (cited 

in Brown 2007), a case s tu dy research a pproach is gen eral ly used in a study 

when the research requires the researcher to look at th e ind ividua l or the 

organ iza tion un der s tudy from mult iple pe rs pectives to build a detailed 

unde rstandi ng of phe nomena. The dis tinctive n eed for case studies a rise ou t 

of the desire to unders ta nd complex socia l phenomena in brief the case 

s tu dy meth od a llows investiga tors to retain the holi s tic and m eaningful 

characteristics of real life even ts a nd are desira ble wh en contextua l 

condition s a re importa nt and per tinen t to studying a pa rticula r phenomen a. 

Also th e a bili ty to trace ch a n ges overtim e is a major stren gth of case s tudies 

whic h a re not limi ted to cross sectiona l or s ta ti c assessm en ts o f a pa rticula r 

situation as we ll the case stu dy is preferred in exa mining contemporary 

even ts when the relevant beh avior s canno t be manipulated (Yen , 2003). 

Following th is, thi s study a d opted th e case study m ethod as this m ethod 

a llows the resea rch er to re ta in the holi s ti c a nd meaningful ch a racte ristics o f 

democratic and a u tonomous cooperative governan ce from th e pe rs pective of 

va rious cooperative governan ce actor s a nd th e complex econ omic a nd socia l 

phenomenon . As commun ity con cerned m em ber governed legal economic 

a nd s oc ia l o rga nization the issu e of cooperative governance is complex since it 

is like ly influe nced by m a ny contextua l condition such as government 

legis lations, n atu re of m a rkets, interna l cooperative gove rnan ce principles, 

member partic ipa tio n , and accountability of representa tives and employee s. 

Besides the con textual conditions that affect the governance of coopera tives in 

gen era l the expla n a tory a n d explora tory n atu re of th e research questions of 

the study dem a nds th e researcher to draw upon mUltiple sources of 

in form a tion and make linkages be tween certa in events th at h a ppe ned over 

time for in stance information concermng ch a n ges 111 : in s titutions of 

23 



cooperative governance legislation of governments and cooperatives; member 

participaLion; and accountability of representatives may provide insight into 

Lhe relationship maintained between cooperatives and the government, the 

degree of control members put in the decision making and operation of 

cooperatives, and the adaptability of the governance of cooperatives into the 

changing market siLuations. 

Furthermore , In this study analyzing historical and contemporary 

faciliLators and consLraints of cooperative governance such as past and 

present gen eral market and specific cooperative legislations of government 

and their practice on ground, and members, representatives, employees and 

promoters behavior cannot be manipulated as in experimental laboratory 

research. Instead multiple data sources are drawn upon to assess the 

objectives of the research. Under such a circumstances, where the 

researcher has little or no control over the variables being studied the 

adoption of the case study method in this research is appropriate and 

justifiable. To this end in this study multiple sources of data were drawn 

upon to assess the various facilitators and constraints of governance in the 

sLudied cooperatives from multiple perspectives. 

3.2. Sources, methods and Instruments of data collection 

3.2.1. Sources of data collection 

Both primary and secondary data source were included in the study. Taking 

into consideration the knowledge and experience they have on the subject under 

study, primary data was gathered from: five past and current officers of the 

MCs; three employees of TFMFSPCS; eight staffs of CPBs; two staffs of the 

Agriculture and Rural DevelopmenL offices; and one member of woreda cabinet 

by holding interview with them. In addition to the above mentioned key 

informants, primary data was collected from the discussion of the members 

participated 1I1 the focus group discussions (FODs). Consisting of seven 

participants [or each , two rODs were conducted in the cooperatives. Likewise, 

the researcher observed the business activities of the cooperatives in person. 

Moreover, secondary data was collected through reVleWIng related 

government legislations and cooperatives bylaws, reports , minutes and other 
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documents. As interview data can be subj ec t to poor recall response bias and 

Oexibility therefore as Brown (2007) claimed seconda ry sources of informa tion 

such as organiza tiona l documents and archival data complements and 

strengthen data that was acquired through the interview and discu ssion 

method s. 

3.2.2. Methods and instrument of data collection 

To a n swer adequate ly and successful the research questions of the stu dy, 

key informant inte rview, focus group discussion and observation method of 

da ta collec tion we re employed in this s tudy. The k ey informant interview was 

held with th e above mentioned individua ls that have de tailed personal 

experiences and better expertise knowledge on the subject studied. The focus 

group di scussion was made by m embers to discuss, share, compare their 

expe rien ces and finally to forwa rd their conclusion rega rding the facilitators 

and constra ints of cooperative governance. At lastly, in order to assess m ember 

and marke t responsiveness of the governance of the cooperatives the 

researcher observed in person the marketing activities of the enterprises. 

Usting the key them es and sub-themes, intel'view sch edule was used as an 

in strument of data co llection in the key informant interview, a nd discu ssion 

schedule was used to m oderate the focus group discussions. 

3.2.3. Method of sampling 

From the tota l 7 1 primary cooperatives found in Thuldere (43) and Ambassel 

(28) woredas, Ankerka Vege ta ble Producers', and Tigle Ferie Multi-Purpose 

Farmers ' Service, prima ry cooperatives were purposively selec ted from TW 

and A W respectively for the research. The main criteria used for the 

selection was the performance of the cooperatives. Besides its performance 

its proxim ity and easy access of information were a lso considered in 

se lec ting TFNFSPCS. Si nce the researcher is familiar to th e study a rea, 

particula rly to the area where TFMPFSPCS is located, TFMPFSPCS is 

selected depending on the knowledge of the researcher. Whereas, accepting 

the reco mme ndation given during the defense of the proposal of this 

research , AVPPCS is selected purposely depending on the informa tion given 

by Ato Tesfaye W / hana, process owner of cooperative promotion of SWAZ 
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CPB. Throu gh telephone interview, Tesfaye reported that AVPPCS is one of 

the well performing cooperatives in the region, even in the country. 

3.2.4. Methods of data analysis 

Once th e data a re co llected, edited and categorized into different groups 

both qualitative and quantitative data analysis techniques were used in the 

a nalysis. Although the resea rch u sed both data analysis techniques, due to lack of 

organized quantitative data/or, due to the reluctance of the ePBs the cooperatives 

to give such data , the research depended more on qualitative data analysis method. 

The qualitative data was analyzed using narrative texts , while the 

quantitative data was a nalyzed using s imple desc riptive statistics su ch as 

percentage. Inference was made for the qualitative and quantitative data. 

Finally, the resu lt of the a nalyzed data is presented in the form of tables and 

figu res such as pic-charts and line graphs. 
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CHAPTER FOUR 

DISCUSSIONS AND FINDINGS OF THE STUDY 

4.1. Assessment of the Facilitators of Cooperative 

Governance in A VPPCS and in TFMFSPCS 

4.1.1. Supportive Cooperative Legal Framework 

Rura l orga nizations can fully develop their potential as self-managed if the 

coun try's policy a nd legisla tive framework is favorable to private business 

initiatives and group activities (Hussi et a i, 1993; Shaw, 2006). The 

establishment of a n appropriate legal framework to recognize cooperatives 

as a lega l a nd d is tin ct economic a nd social organization in the light of the 

inte rna tional cooperative identity statem ent of ICA is the first most 

responsibility o f governments, and centra l to th e deve lopment of self­

regulated a nd se lf-controlled cooperatives s ector. Governments m ay affect 

the gove rn ance of coopera tives positively or negative ly by issuing supportive 

or non -supportive legal fra m ework respectively. Therefore, it can be argued 

th at it is relevant and logical enough to assess the legislation of a country in 

a n a lyzing the governa n ce of coopera tives. 

The issu e of cooperative legislation in Ethiopia was first brought up by the 

first cooperatives law issu ed in 1960. Since then, Ethiopia has issued five 

cooperative legislations. Re placing th e fourth cooperative legis lation called 

agricultu ra l cooperative socie ties proclamation No. 85/94, the current 

coope ra tive proclamation No.147 /98 was promulgated in 1998 . As it is 

stated in its preamble, the proclamation is en acted in accordance with 

a rtic le 55( 1) of the FDRE constitution. Being in line with the cooperative 

prin c iples an d the constitution of Ethiopia, a mong others, the procla ma tion 

is expected to enforce cooperative au tonomy a nd may s tipula te the creation 

of cooperatives whose governa n ce is not subject to authorization a nd state 

inte rfe ren ce. 

In corporating the universally accepted ICA cooperative principles under 

a rti c le 5 o f the proclamation, and guided by them, the E PDRF government 
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has provided a supportive legal framework that accepts the autonomy of the 

management, member-orientation of cooperatives, and integration of 

cooperative into the market economy. Acknowledging the universally 

accepted definition, for in stance, in article 2 of the legislation, a cooperative 

is legally defined as fo llows. 

A cooperative society means a society established by individuals on voluntary 
basis to collectively solve their economic and societal problems and to 
democratically manage same. 

Legally, a cooperative is a voluntary member-based economic and social 

organization established to meet the economic and social needs of members 

who participate democratically in the management of cooperative society. 

Though the definition doesn't adopt word by word, the definition of 

cooperatives provided by ICA, giving cooperatives a legal treatment that 

takes in to consideration their universal traits according to the ICA 

statement of cooperatives identity, the legal definition of cooperatives shows 

th e respect the government gives to cooperative autonomy. Stating the way 

the government considers cooperatives as regard to their membership, 

ownership, control and purpose , as Cracogna (2002) illustrated, the 

definition cited 111 the legal framework can facilitate the practice of 

democratic and autonomous decision making in cooperatives. The legal 

definition of cooperatives is of paramount significance s ince it is the chore 

up on which any legislation rests. Thus the correct definition of cooperative 

is a mile stone for any cooperative law and it should lead to draw a 

distinction from other forms of legal organization such as corporation, 

associations (Cracogna, 2002). Accordingly, providing legitimacy to 

cooperatives as bona fide social and economic organization, the government 

provides an opportunity for individuals to work together to address 

problems they are facing. In addition to this, emphasizing and formally 

acknowledging the special characteri stics of cooperatives such as objectives, 

membership, control, etc., the legislation enables cooperatives to ensure 

cooperative-based corporate governance 111 their associations and 

operations. 
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Besides the definition , including the 1995 statement of cooperatives 

principles, one of which is au tonomy and independence, not as a legal 

norms, bu t as a san ction aga inst a ny abuse of the name of cooperative, in 

principle, the legis lation prevents the n egative interventionist action of the 

governm ent with in th e organization structu re, management and other 

activit ies that should be left e ntirely to cooperatives. Thus, the legislation 

asser ts th e government's commitment to a dhere to the principles of 

cooperation as stated by leA and the government's intention to respect the 

a u tonomy of the corporate governa nce of cooperatives. 

Recognizing cooperatives as unique legal organizations, the procla mation 

provides some opportunities a nd to benefit from the advantages drawn from 

these opportunities. A recent study entitled "Empowering Smallholder 

Farmers in Markets" conducted by Bijman et al (2007) on producer 

organizations (POs) illu strated that form a lization of POs has important 

advan tages in e nsuring legal, democratic, autonomous and sustainable 

corporate governance 111 cooperatives. According to the s tudy, POs a re 

categorized into e ight typologies , one of which is the "coopera tives a nd 

assoc ia tion s " ca tegory, w h e re a cooperative is a finn, u sually lhe members 

as owners. The arguments put forward for formalization are the following. 

First, a formal legal statu s provides POs, ju st like other legal persons, with 

the abi lity to enter in to con tracts a nd to borrow money. Second , without a 

legal framewo rk, each group of associated individuals must determine the 

nature of their relationships to each other and their governing structures. 

Third , a formal PO and its can more easily b e protected from abuse such as 

fraudulent u se of funds or misuse of name of or identity of the PO. Fourth, a 

special legal status a lso fac ilitates the internation a l collaboration of POs, for 

instan ce, in dedicated federative organizations. Fifth, having a legal s tatus 

cla rifies th e rule on lia bility of POs and its m ember s (Bijman et a I, 2007). 

The presen ce o f s u ch an enabling coopera tive legal framework is the fir s t 

most important condition. However , it would be a n illus ion to think that 

modern market econ om y needs only a simple political a nd legal s tructure 

(ILO, 200 2). A su pportive cooperative legisla tion can only maintain non-
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intervention, and a policy of laissez-faire. The law alone cannot bring about 

a coopera tive movement but it can provide a sound foundation for 

cooperative organization (ILO , 1996). Although the strongest external 

influence in developing countries are usually from the government as a 

political institution, it will depend on the internal condition of the 

cooperatives itself whether it is capable to lessen, to beaten or to make a 

synthesis of the external influences (Soedjono, 2002). 

4 . 1.2. Bylaws of the Cooperatives 

Bylaws are a set of written rules that the cooperative uses to govern itself. 

They define the rights and responsibilities of members, directors and 

management (S priggs, 2003) .Defining the internal governance structure, 

therefore, a bylaw is an important institutional aspect to practice democratic 

and autonomous governance in cooperatives. In this respect, in content, the 

cooperatives covered in this study have bylaws that have the potential to 

rea lize member- governance. Constituting the ICA cooperative principles, the 

particulars provided in article 11 of the proclamation (147/98) and adapted 

to their specific natures , the bylaws of the cooperatives state the rights and 

duties of members, duties of the GA, and the procedures followed in the 

e lection of the member of representatives. Furthermore, fixing terms of office 

for th e various committees and officers , setting quorum requirement, 

de fining extraordinary circumstances, and requirement for legibility of 

mem bership, with others, the bylaws of the cooperatives have the strength 

to facilitate and ensure democratic and autonomous governance in the 

cooperatives. 

As the above analysis shows, fulfilling all legal requirements and setting 

forth the main issues relating to cooperatives governance, in principle, the 

bylaws of the sampled cooperatives showed the strength of the governance of 

the organizations . However , since cooperatives are democratic member 

controlled economic and social organizations that must be governed by their 

members (ILO, 1996), the strength of the bylaw of cooperatives in facilitating 

democratic and independent cooperative governance cannot be judged only 

on the basis of its contents. Equally, even more, to the contents, member 
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participation in makin g dec isions over the contents of the bylaws is vital to 

determine whether the governa n ce of the cooperatives is democratic or not. 

In this regard, (i.e. m ember participation in making decisions over the 

con tents · of the bylaws) th is study revealed that the governance of the 

cooperatives is d ifferent. As it is d iscu ssed in detail in section 4.2.4 of this 

research , while the governance of AVPPCS is democratic, member inclu sive, 

contro lled and oriented , the vice versa is the case in TFMSPCS. Since the 

members have participated actively in the approval of their bylaws, the 

governance of AVPPCS has adapted a bottom-up approach in designing its 

internal governing prin c iple. Although members govern their organization 

through approving and amending the cooperative governing principles-the 

artic les of incorporations and bylaws (Zeu li and Radel, 2005,), th e members 

of TFMFSPCS haven 't approved the a m ended bylaw of the cooperative, and it 

ca n be argucd that, in country to the bottom -up, th e cooperative utilized a 

top-down gove rnance approach in fra ming its bylaw. 

4 .2. Constraints of Governance in AVPPCS and TFMFSPCS 

4 .2 . 1. Government Intervention 

For cooperatives, to b e recognized by the government a nd oth er con cerned 

bodies, as a utonomous group-based private organizations, and to govern 

their relationsh ips with these governance actors, ICA developed th e fourth 

coopera tive principle. Part of the principle states that cooperatives are 

a utonomou s self h e lp organizations controlled by their m embers (lCA, 

1995).This used to be assumed, but spelling it out as a principle means that 

cooperatives have to be independent, genuine ly m ember-owned business, 

avo iding the dangers of servility and dependence on poli tical powers 

(Brichall , 2004 ; Pezzini, 2007). 

To this end, the current government of Ethiopia promulgated the cooperative 

societies proclamation No.147/98 in 1998. Indorsed in its preamble, the 

proclamation is enacted in accordance wi th article 55(1) of the FORE 

constit ution . Being in line with th e cooperative principles and the 

constitution of Ethiopia, in principle, oth ers, the proclamation can enforce 

cooperative autonomy and m ay stipulate th e creation of cooperatives wh ose 
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governan ce is not subject to authorization a nd state interference . Although 

the legis lation m ay not b e the sole factor , as Table 4.1 shows that 

cooperalives have increased in number and h ave diversified in type in the 

study area. 

Table : 4.1. Purpose and number of cooperatives established Pre-EPDRF 

and during EPDRF (as of February, 2009) 

- --,---
Cooperatives by # of cooperatives # of cooperatives Total # 

purpose established pre - established during cooperative 

EPDRF EPDRF currently 

-
Multipurpose 18 0 18 

cooperatives 

(MPCSs) 

Single purpose 0 53 53 

coopera tive (Spes) 

-- --
Tota l 18 53 71 

---- _ ... - - -------_._---------
Prepared hy {he Researcher 

of 

Besides the re -registration of the old MPCSs, m a n y new types of 

cooperatives such as housing, saving and credit, construction, stationery, 

bee cooperatives are registered to run their operation on the basis of 

cooperative principles. Recognizing them as self-help , m ember-controlled 

and member-based organizations, potentially, the proclamation can protect 

cooperatives from being instrument for extracting resource from the farmers, 

and has protected. They are not supplying agricultural products to meet 

industry's raw m ateria ls and urban populations' food demands as well as 

lhey are nol used for imparting political ideology among the people. 

However , despite the essence of the democratic and autonomous principles 

of cooperatives, still local governments interfere in the governance of 

cooperatives. All of the key informants a nd the participants of FGD argued 

that local . government officials interfere in the controlling of the MPCSs. 

Although governmental financial support to cooperatives, if requested, may 

be important for cooperatives to successfully overcome the transition period 

32 



(Couture e t a I, 2002), a ll of the respondents responded that the financial 

support given to th e cooperatives is not demanded -driven , the criteria for 

being beneficiary from , and th e activities to be financed by, the c redit are 

decided by th e government, and the profit gained from the inte rest rate of 

the credit is a llocated according to the decision of the government. 

Accord in g to article 16 of the FDRE cooperative proclamation (147/98), 

making dec ision over th e a m ount of the initia l and a dditional financia l 

capital is the authori ty o f m embers . Article 16 (2) states; 

717e sociely IIIUY sell addilional shares, if il is JOllnd necessary la pronwle Ihe 
/inancial capacily oJlhe sociely subjeci 10 Ihe decision oilhe general assembly. 

Of course , a cooperative as open membership organization, in principle, it is 

o pen to a ll volun tee r persons who need and are able to use the services the 

cooperati ve provides, and willing to accept the responsibilities of 

m embership . Yet, as owner , members have the full a uthority to determine 

th e specific attributes required for membership. Hence, among others, 

without., spoiling th e democratic n a ture , members decide the number of 

m em ber s th a t join the cooperative within a given period of time. Accordingly 

individuals wh o n eed a nd a re a ble to use the services a nd willing to accept 

the respo n sibi li ties of membership will join th e coopera tive through 

purchasing the minimum share capital and paying regis tration fee as it is 

determ ined by th e genera l assembly. In spite of this fact, however , in 

TFMFSPCS intervening in the authority and disrespecting the d ecision 

making right of members, local governments determine the number and 

attributes of e ligib le individuals, a nd the reby in the association process of 

the coo peratives. 

Article 35 of the proclama tion (147/98), states; 

A sociely shallnol exlend loans olher Ihan 10 ils members or a society eSlablished 
under Ihis proclamation. 

The financial support given in th e form of credit is not only unrequested but 

a lso it is n ot member -oriented. In Ethiopia, in principle, any member shall 

have, among others, th e right to obtain services and ben efits according to 
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his parlicipation in the socie ty. Whereas disrespecting the provision of the 

proclamation , the value of equality and the open membership principle, 

m embers are not equally beneficiary from the credit service. In contrary 

membership, the credit is granted to farmers who may be a member or non­

member and who are qualified for the specific program or project, which the 

loan is allocated for. Sut for the non-members who are beneficiary, in order 

to take credit they must purchase the minimum number of share capital 

and pay registration fee. Although it do not change the discriminatory 

characteri stic of the MPCs, but one of the key informant from the cps of AW 

sta ted that even through it is not yet practiced, such members (members 

who are not ben eficiary from the specific loan) have the right to get the loan 

if they can pay 30% of the credit. they borrow as a prepayment. 

Member economic participation is the third principle. Srichall (2004) 

illustrated that members contribute equally to the capital in order to become 

members, and then members receive limited compensation on capital 

subscribed as a condition of membership on capital subscribed as a 

condition of membership. They also allocate surpluses for the usually 

purposes if developing the business and building up reserves. Once they 

have done this unlike philanthropic organizations they can-and should be 

allowed to distribute surpluses back to members (Srichall, 2004). 

Reaffirming the principle, article 21(D, of the proclamation (147/98) states; 

The general Assembly a/a sociely shal/ decide on how the annual net profil of the 
soc;ely is dislribllied 

More specifica lly article 4( 1-2) of the cooperative societies (Amendment) 

proclamation No 402/ 04 states: 

Any cooperalive sociely shall deducl30% o/Ihe nel profll allocalefor the reserve 
fill1d (Arlicie 4(1)). Unlil il shall nol exceed 30% oflhe copilot of the sociely, and 
anic/e ,/(2) is red Ihe dislribulion o/Ihe remaining nel profil shall be delermined 
b)' Ihe General Assembly (CA) 

Despite these provisions, however, the key informants reported that because 

of the decision of the government the profit earned from the interest of the 

credit is not allocated to be used for a dividend to members. This implies 
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that due to lhe interfe ren ce of the govern m ent in the internal govern a n ce of 

the MPCSs, members are not exercis ing their powers in the d ecis ion maki ng 

of the ir own enterpri se, and are not a lso rewarded from the benefit of their 

organization on the bas is of their partic ipa tion on the business of the ir 

e n terprise . 

Coo pe ratives a re voluntary organiza tions (lCA, 1995) formed by the free will 

of the members, with out forcing of their decision from outside 

(Veerakuma ra n , 2003). Also cou n tless s tudies of subsidized agricu ltura l 

credit sch em es in least developing countries (LDCs) h ave s h own that 

concessiona l c redits generally do more harm than good (Adams et aI, 1983; 

Rouse, 2006). Although concessiona l c redits s hould not be u sed as 

incentives for group formation (Rouse, 2006), nonetheless, the financial 

assistance given to the poor wh o were non -m embers and are beneficiary of 

the given program , th e government is u s ing the MPCSs as instrument for 

implementing th e poverty a lleviation , food security, extension pack age a nd 

oth er p rogram s, a nd s till there is bureaucratic control of cooperatives in 

Ethiopia, but with a decreased extent. Also through its intervention , the 

government is making the m embers hip in the MPCSs conditional. 

Alth ou gh governmental financial support to cooperatives, if requested, may 

be impor tant for cooperatives to successfully overcome the tra n s ition period 

(Couture e t aI, 2002), however , the eviden ce from this research revealed that 

the c redit dispersed to th e poor through TFMFSPCS is unrequested ; rath er, 

a llocated by the government , the loan is provided to farmers res iding in the 

Icebeles, w here TFMFSPCS operates. 

Fin a ll y, it was a rgu ed by a ll of the interviewees that the unreques ted credit 

given to the ben e ficiarie s residing in a specified administrative unit by th e 

government through TFMFSPCS h as created problem in the finan cial 

management of the cooperatives. The loa n is given to individua l on the basis 

o f program and without considering their repaym ent capacity, m embers a nd 

the population at la rge do h ave a misconception a bout the credit. 

Con sequently they d o n ot manage the fin a nce for productive pu rpose; 

instead most of th em spent the money on such activities like drinking 
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alcohol and purchasing electronics. Particularly, the development agents, 

and the promoters strongly argued that the beneficiaries of the credit, 

believe that the c redit is unrepayable, and they do neither utilize it 

effectively and e ffi c ienUy nor they do worry about its re payment. Particularly 

since thc year 200 5 large amount money has been transferred through the 

MPCS and only insignificant amount of money was repaid. For instance, out 

of 91445. 18 Eth.Birr loan distributed by TFMFSPCS in the year 2005, only 

22924.00 Eth. Birr is repaid till the year 2008. The main reason for the low 

credit repayment performance of the cooperative is the misconception 

beneficiaries developed. One of the key informants, from TFMFSPCS strongly 

claimed that borrowers believe that the credit is not given to them to 

improve their socio-economic situation; rather they consider it as an action 

taken by the government for its own sake. This indicates that the 

unrequested government financial support is contributing its own share for 

their poor regulation. This coupled with the negative governance experience 

membcrs had in the past may create additional image problems on 

cooperatives. 

In addition lo the above presenled intervention local government officials 

interfere m the management of the cooperatives. Cooperatives are 

autonomous self help-organizations controlled by their members (ICA, 

1995), which have to be independent, genuinely member-owned business, 

avoiding the dangers of servili ty and dependence on political power (Brichall, 

2004; Pezzini, 2007). Nonetheless, the findings of this research indicated 

lhat the governance of cooperatives is influenced by the interference of 

government officials. For example, the key informants reported that 

government officials interfere in the human resource and asset management 

activities of the cooperatives. 

The governance structure of cooperatives specifies that while hiring a 

manager is the responsibility of the BODs, hiring other employees is the 

duty of the manager of the cooperative (ILO, 1996). In spite of this reality, 

misusing their political authority, the political officials of local government 

interfere in the employment, firing and job assignment of staffs of both 
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cooperatives and CPBs. Aga inst the independen ce principle of cooperatives, 

for instant, kebele level government officials hire and/or dismiss officers of 

MC and employees of cooperatives on the basis of their personal 

relationsh ips, without the knowledge of the CPBs and members. 

Furthermore, as it is evidenced in 2004 and in 2008, wereda level officials 

constrain ed the governance of cooperatives by interfering in the assignment 

of s taff of CPBs . They influ enced adversely the governance of cooperatives by 

assigning trained and expe rien ced CPB staffs in other departments, and on 

the contrary , by staffing the CPBs with unskilled and inexperienced 

employees . There by, they created problems on the controlling and decision 

affairs of cooperatives through influencing adversely the promotion and 

supervision activities of ePBs. 

Besides the above mentioned government related governance constraints, 

negative interfe rence of government officials in the asset, i.e. in the land, 

management of th e coop eratives is also identified as a nother govern ance 

constraint in the study. As it is stated in the preamble section of the Federal 

Democratic Republic of Ethiopia Rural Land Administration and Land Use 

Proclamation No. 456/2005, the right to ownership of land is exclusively 

vested in the sta te a nd in the people. Any person , either natural or a rtificial , 

has a right only to acqu ire land and to use on it. 

As private ly owned artificial person organization, cooperatives have only 

landholding and utilization rights. Confirming the land legislation, article 

31 (1: a) of the cooperative legal framework states; 

liVilhouf prejlldice /0 ince11lives permilled under other laws, cooperatives 
societies, which (Ire organized and regis/ered in pursuance 'w ith the cooperative 
proc/alllCilion (1-1 7198). are enlilled to acqllire land as delermined by a Region or 
a C;I)! {fccollntable 10 the Federal Government. 

As well, as owner of land , the state has absolute power to expropriate 

landholdin g rights of cooperatives where it believes that the land should be 

used for a better development purpose and to ensure the interests of the 

people to acquire direct or indirect benefits from the use of the land and to 

consolidate su stainable SOClO-economlC development. However, as 
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landho lder whose holding right has expropriated , cooperatives are entitled to 

payments of compen sation for their property s ituated on the la nd a nd for 

permanent investment th ey m a de to su ch land (FDRE, 2005b). 

Although cooperatives sh ou ld be treated as a ny other private en terp ri ses 

(lLO, 1996), local governments constra in the controlling of the assets of the 

coope ra tives through treating diffe rently th e s tudied cooperatives a nd , due 

to the interference of local government offi cia ls , cooperatives a re not equally 

bene ficiary from the land u ti lization right they have. For example, th e key 

informants from the researched cooperatives and the CPBs a rgued tha t, 

despite the auton om y princ iple of cooperation and the favorable nation al 

cooperative legisla tion, the landhold ing right of coop eratives, particularly 

MPC , is expropriated by the loca l govern ment officials without giving them 

a ny compen sation for th eir property situ ated a nd/or for the investment they 

made on the land. They a lso argued that the actions they ta ke against the 

pre fe rentia l treatment of local government officials do not get answer from 

the conce rned bodies. In stead, their voices a re usually con sidered as 

political and anti -development movements rath er than a question of legal 

civil rights. 

4.2.2. Weak Organizational Capacity of CPBs 

By definition , a cooperative is an auton omou s association of pe rsons united 

voluntari ly to meet their economic, socia l and cultural needs and 

aspirations throu gh a jointly-owned a nd democratically controlled enterprise 

(ICA, 1995). The definition indicates that cooperatives are person-owned 

organizat ion s that undertake their business operations by their own 111 a 

competit ive environment, without the intervention of any external body. 

But if we look to the developing cou ntries where the cooperatives ar e on the 

average s till weak, a nd they a re unable to carry out their affairs by th e ir 

own ; i. e. they are no t sufficiently se lf-reliant (Soedjono , 2002). This su ggests 

that for the cooperatives of developing countries, including Ethiopia, to run 

their operation soundly in the market, a m on g others, they a re in need of 

posit ive -intervention from outsiders. With this end in view, in accordan ce 

with Article 55 of the proclamation (147/98), th e E PDRF government 
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established an appropriate authority. Where, as it is stated under article 

2(7) of the proclamation (147/98); 

·APl'rol'l"iOI" {Ill/hurily · means an organ eSlClblished 01 federal level or a bureau 
or on organ eSlClblishedfor Ihe sallie purpose 01 federal or cily adminislralion 
lel'fl. 10 organi:::c and regi.'Jler cooperative societies and 10 give training, condlicl 

rescarch ond provide other technical assislances 10 cooperalive socielies. 

At present, Ethiopia b eing a federal state, the structure of FCA reflects the 

different administrative levels in the country (federal, regional, zonal or 

woreda) (Teigist, 2008). During the Derg regime , cooperatives were regulated 

by various government bodies: Ministry of Agriculture and Settlement 

concerning agricultural cooperative societies; Handcrafts and Small Scale 

Industries Development Agency concerning artisans', producers' and service 

cooperatives; the Ministry of Urban Development and Housing concerning 

housing cooperatives; a nd the National Bank of Ethiopia concertinaing thrift 

and credit cooperatives (TMGE, 1978). 

In fact , since the regulatory, promotional and technical services are provided 

by a single cooperative promotion bureau to all types of cooperatives unlike 

the situation which was during the Derg regime, the structure of the CPBs 

may provide suitable ground for promoting cooperatives in a coordinated 

manner. In a situation where most of the cooperatives in the study area are 

not self-reliant, organizing well -equipped CPBs is critically important for 

developing mem ber-owned, mem ber-controlled and competitive 

cooperatives. Although the CPBs are established by the government to 

provide the func tions mentioned above (i.e., article 2(7)) for the development 

of democratic, self-help and self-reliant cooperatives across Ethiopia, 

however , the organizational capacity of the CPBs contacted by the 

researcher in the study area is found to be weak and the bureaus are not 

providing the functions they should provide to cooperatives. The key 

informants from the CPBs reported that since the Zonal and Woreda level 

CPBs are structured under their corresponding level OARD, the CPBs are 

still influenced by another structural problem. Because the organization of 

th e CPBs is not sound enough to ensure an independent organizational 

structure that secures their administrative and financial autonomy. For 
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in sta nce , as the key informants reported , the officer s of OARD do not have 

correct. a ltitude toward s CPBs, and they don 't give equal attention a nd 

opportunities to the CPBs. In spite of the complexity of the tasks of the 

CPBs, the offi cers do not pe rceive th e CPBs as a bureau that undertake 

meaningful activi ti es, and that is why usually the checklists, which are 

distributed by the OARD to control the activities of the different d epartm ents 

found under OARD, are not given to the CPBs, and the s ta ffs of th e CPBs 

are ass igned by the OARD officials to carry out the work of other 

de pa rtments. In addition to this, the CPBs do not receive equal 

opportunities III te rms of resources a nd capacity building programs. To 

strengthen thei r response the key informant presented th ei r argu ment by 

comparing the structu re of CPBs th at was in use a deca de ago with the 

performance of cooperative at that time. Although it was not a t the woreda 

CPBs, comprising three departments (promotion a nd registration, auditing, 

and marke tin g), before 1998, being accountable to the Amhara regional 

cooperative promotion bureau (ARCPB), the zonal CPBs were s tructured as 

an independent office. The structure of th e CPBs was suitable to discharge 

their func tions autonomously for the developmen t of m ember-con trolled, 

market -oriented and su staina ble cooperatives. During that time, according 

La th e key informants, supported by autonomous zonal CPBs that we re 

s taffed by motivated a nd experienced personnel , cooperatives were capable 

to co mpete in the free market econ omy with their competitors like Anbassel 

Wholesa le Trad ing Enterprise (AWTE). 

Furthermore , lack of adequate number and qualified staffs is the oth er 

fac tor tha t weakened the capacity of the CPBs (see Tables 4.2 and 4.3). 

Practice has taught the promotion of self-reliant a nd sustainable producer 

group e nterprises, wh ere none-existed before, cannot be done without the 

assistance of properly trained , well motivated a nd equipped group promoters 

(Rouse, 2006). Recent cooperative evaluation report conducted in 2005 by 

Tesfaye and Dorsey for USAID jEth iopia, a lso, pointed out that cooperative 

training rendered for CPS staffs, by the agricultura l coop era tives in Ethiopia 

(ACE) program, h as improved their capacity III disch a rging their 

respon sibi lities. The training provided to the CPS s taff was instrumental in 
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supporting prImary cooperatives, where th ey played a major role in 

promoting formation and providing basic training to re -structured and new 

coopera ti ves, such as saving and cred it cooperatives (SCC) being formed in 

large me mbers and at rapid rate (Tesfaye and Dorsey, 2005). Whereas , Table 

4 .2 shows that the capaci ty of the CPBs to control and supervise the 

app lica tion of the cooperative principles 111 the governance of the 

cooperatives is hindered by inadequate number of employees. 

Ta blc: 4.2 . Number of posts and unfilled posts in the two woreda CPBs, by 

wo rk proce s s (excluding the kebele leve l cooperative promoters) 

-:-:: : Work process # of # of filled # of unfilled 
positions position positions 

Cooperative promotion work process 16 9 (56.25%) 7 (43.75) 
(CPWP) 

I-~-Coopera ti ve accounting and legal 14 4 (28.57%) 10 (71.43%) 
service work process (CALSWP) 
-- - - - --

Tota l 30 13 (43.33%) 17 (56.67%) 
--_. 

Prepared by the Reseacher 

In addition to inadequate number , the staffs of the CPBs who already 

occupied the above 13 positions haven 't gained adequate cooperative 

edu cation , and the capacity of the CPBs is weakened more by the poor 

qua lity of the employees of the CPBs, and they are not promoting 

coopera tives efficiently. Though cooperative education in certificate and 

diploma programs started during the re ign of Emperor Haile Sellassie (FCA, 

2006), as of the knowledge of the researcher, producing university 

gra du a ted cooperative professionals 111 degree program IS a recent 

ph en omenon in Ethiopian. Cooperative education at higher education level 

in first degree program started in four universities (Haramaya, Ambo, 

Ha wassa and Mekele) in 2004. Cu rrently , the program is also being given in 

th e fi ve newly open ed Universities (Axum , Wollo , Medawellabu , Mizan Tepi 

a nd Wollega universities). In addition to these Universities, cooperative 

edu ca tion is being given in some Agricultural Colleges. Mekelle University 

(in coo perative marketing) and Ambo College of Agriculture of Gimma 
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, 
I 

University, (in cooperative bu siness management and in cooperative 

Accounting and Auditing) are producing cooperative professionals in post 

graduate program. Although this indicates the attention given by the EPDRF 

governme nt to develop professionally managed cooperatives, among others, 

s ince the erfort is a recent one , currently most of the cooperatives and the 

CPBs arc n ot s ta ffed by cooperative professionals; rather they are managed 

by para professionals. For example, as of February 2009 it was observed 

that out of 18 CPBs staffs, of which 13 working at wordeda bureaus plus 5 

cooperative promoters working in kebeles of the two woredas, only 7 

(38.89%) arc cooperative educated promoters (see table 4.3). 

Table: 4.3. Cooperative edu cation of CPB staffs including kebele level 
coopera ti ve promoters. 

Certificate Number of cooperative graduated Number of non- Grand 
employees cooperative Total 

Woreda Kebele Sub-Total Graduated 
em ployees 

- -- --~ -- -
Degl ce 0 0 0 2 (11%) 2 (11%) 

-
: Diploma 2 (11 %) 5 (28%) 17(39%) 4 (22%) 11 (61%) 

(12/10+2 

/3) 

12 5 (28%) 5 (28%) 
complete 

- -
Total 2 (11 %) 5 (28%) 7 (39%) 11 (61%) 18 

(100%) 

Prepared by lite Reseaclter 

[n the context of the above a nalysis , it can be argued that rendering 

cooperati ve training to the staffs of CPBs, equips them with the general and 

specific knowledge and skill s required for understanding the special 

c haracteris ti cs of cooperatives a nd to carry ou t their specific responsibilities 

in th e C PBs. In s pite of thi s s ituation, however , the key informants argued 

that the staffs of th e ePBs didn't attain appropriate cooperative training. 

That is , the trainings were inadequate, discontinuous, and were not 
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practical-orien ted . For in s tance, one of the kebele level cooperative 

prom ote rs , wh o gra du ated in 2005 from A rdaita Agricu ltura l College In 

cooperati ve business m a n agement, in diplom a program (1 2+2), reported : 

Allhough IIIY .fi-iends in olher deparlllleni sllch as nailiral resource, gain Iraining 
Llsllolly Ihree or JOLir lillie per a year, since /IIy gradLialion 1 haven 'I received any 
Iraining, and f haven 'l adeqLlale praclical knowledge and skills 10 prall/ole 
cooperalives aClivilies effeclivelv. Also, 1 don 'I have a good allilude towards my 
profession and cooperalives. 

An active ro le in coopera tive promotion IS, of course, envisaged for 

cooperative orga nization s, a nd provis ion of promotional s ervices su eh as 

education a n d tra ining a re a mong the function s governments mu st give to 

coope ratives (I LO, 2 002) th rou gh developing and s tren gthening progra m s for 

the education of member s, elected leaders and professiona l managers (UN, 

2001 ). In Ethiopia, CPBs a re responsible to promote genuine cooperative 

m ovemen t , which can solve society's economic a nd s oc ial problem s by 

building the ca pacities of the coopera tive socie tie s so a s to improve the 

implementa tion capacity of the sec tor; bringing a bout socie ties attitudinal 

change towa rd s coope ra tives ; a nd working to strength en the market 

competitiven ess of the s m a llholders ' produces a nd service s (FCC, 200 5). 

However , according to the ou tcome of this ca se s tudy, with others, due to 

the above mentioned pro blem s, the CPBs d o not h old adequa te and regular 

coope ra ti ve p rom otion a nd supervi s ion services . In turn , lack of such 

services fro m the CPBs combined with other s resulted in lack of m ember 

ori e n ted , m arke t-o rie nted a nd undemocratic cooperative governance. The 

inte rviewees who were involved as key informants, for insta n ce, argued that 

th e CPBs d o n ot provide a dequate education and training to m embers , 

leade rs a nd e mployees of cooperatives a s well as they don 't render su ch 

mea ningful m a n agerial supports on m arketing, auditing, e tc. and technical 

s upports on agricu ltura l produces. Furthermore, the CPBs a re not 

prom oting th e product of the coopera tives so that they m ay find marke t, a nd 

facilitate condition in order to bring consumers and producers to direct 

tra n saction in th e marke t. 
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4.2.3. Lack of Locally-Embedded Business Activities 

Any bu s in ess organ iza tion can be defined in te rms of three basic interests: 

own ers hi p , control a nd ben efi c iary (Wa d sworth a nd Duffey, 2001). 

Coopc ra Li ves a re diffe rent in these three interests , and the corporate 

governa n ce of coopera tives is unique , dem a nding and de licate (Pezzini, 

2007) . Cooperatives are motivated by the desire to benefit the ir member by 

providing them with goods a nd / or services in line with th e pa rticu lar set of 

th e coope ra tive values a nd principles (Ruiz-Mier and Ginneken , 2006). 

Respec ting the prin ciples, s u ccessfu l coopera tives are locally embedded 

vo lunta ry assoc ia tions (Delevte re and Polle t , 2008), and by virtu e of locally 

own ed a n d co n tro lled , cooperatives can s olve local problem s by mobilizing 

loca l resou rces in to a c rucia l m a ss (Zeuli a nd Radel, 2005) a nd a llow for 

local huma n , economic, a nd n a tural resources to be maximized with a great 

dea l of loca l control and fo r long te rm susta inable economic development in 

a reas th a t tradi tiona lly h ave h a d little oppor tunity to engage in economic 

processe s ( Brenna n , 2 00 5). 

By formin g co llective action , in formal or informal POs, farm ers can reduce 

production ri s k s and improve quality (Bijma n et ai, 2007). Developing 

'counterva iling power ' in the form of ma rke t power is a form of protection 

from ou ts ide opportunities (Valentinov, 2007 ).Among other s , framing the ir 

b u s iness ac Li vi ties in line with their princ iples, cooperatives can provide 

mcm bcrs wi th economic a nd social benefits, primari ly by rendering the 

good s a nd services required by them at the lowest cost possible . 

To thi s en d, as it is indorsed in TFMFSPCS (1999) , intending to: solve 

collectively the common problem s; promote the self-relia n ce; and improve 

the living s ta nda rds of m ember -farmers , by coordinating their knowledge, 

wealth a nd labor , TFMFSPCS a ttempts to: 

.... supply m embe rs with a gricu ltura l in puts such a s fe rtilizer 

a nd selected seed s, a nd consumer good s at minimum price; 

"r se ll the a gricultura l produce of m embers at m aximum price; 
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" provid e mem bers with credit services; and 

;.... Provide members and non -members with graIn milling 

serVIce. 

Ilowever , the s tudy revealed tha t the cooperative has fa iled to undertake 

th ese business acti vi ties and to m obilize large scale resources from 

membe rs, with oth ers, because the business activities of the cooperative 

re nect ne ither members ' nor the community's inte rests. The bu siness 

ac tivities are not contextua lized to the real local demand found there on the 

grou nd. 

Table: 4.4. Ch em ical fertilizer (UREA+DAP) Supplied and distributed by AW 

OA RD to fa rm ers. 

"e nilizc r 

\ 
I ;; 'u pplicd 

-.~. --
f) islribulcd 

u ndistribute 

( \ 

Year 

93/9 94 /9 

4 5 

- ~ - -
56"- \34. 2 

-

3 1 78 

25 56. 2 

Source: A WOARD (2009) 

95 / 96 

153. 2 

7 

63 .27 

90 

98 / 9 
99/00 

07 / 0 
96 / 97 97 / 98 - 08/ 09 

9 8 
06/07 

373.4 673.4 3 .9 3 ' 886.2 
43.00 

0 0 • 3 No 

219.6 384.1 data 639. 2 
3.93 31.36 

7 2 1 

153.7 289.3 24 7 .0 
0 11.64 

3 2 2 

* On ly UREA 

**Used only for the spring (Be/g) Season 

The MPCSs inclu d ing TFMFSPCS were re-registered to perform the above 

mentioned bu siness activit ies to improve th e living standards of m ember­

fa rmers. Of course , in principle , the bus iness activities of the coopera tives 

do not have a ny defect. However, examined from the perspective of th e 

s pec ific local economic and m a rket conditions in th e s tudy area, where the 

cooperatives operate their business, th e a ctivities cannot be put and 

practice on the ground. For exam ple , table : 4.4 shows that small a mount of 

fer tili zer supplied by the government is not taken by th e farmers . Under 
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s uch a c ircumstance where there is low fertilizer demand, it can be argued 

that incorporating 'provision of agricultura l inputs' as business activity in 

the bylaw of th e cooperatives is not feasible 

Despite the fai lure of TFMFSPCS, nonetheless, if cooperatives a re governed 

democratically in accordance with the specific local context in which they 

operate bu s iness, they h ave the potential to improve the live lihood of the 

s mallholders. Coopera tives a re universal in nature, since they foster values 

that recogn ize no nationa l boundaries (Cracogn a, 2002). At the same time , 

coopera tives a re direct extension of the occupations or business of their 

members which means that they are prepa red , a nd member-owners are in 

constant, o fte n daily, contact with the cooperative enterprise a nd ownership 

in cooperatives has a close connection to membership and the use of service 

(Pe llervo, 2000). Because cooperation in fact is born with the purpose of 

profiting m e mbers as consumers, workers or producers (Pezzini, 2007), and 

the areas of bu siness cooperative should be developed so that they fit the 

ownership s tru c ture and the objectives of the cooperative firm (Skurnik, 

2005; Jussila ct a i, 2006). 

4.2.4. Passive Member Participation in Decision Making 

Democratic values are put into practice through seven commonly accepted 

cooperat ive principles, the second of which is democratic m ember control 

(OCDC , 2007). The democratic member control principle states that 

cooperatives a re democra tic organizations controlled by their m embers, who 

actively participate in setting policies and m a king decisions (ICA, 1995). 

Members control their cooperatives by: sh a ping the legal fra m ework in the 

articles of incorporation and bylaws; casting votes on major business 

decisions (for example amalgamation); and the authority they delegate to the 

board through a d emocratic election process (Wadsworth and Duffey, 2001). 

Having t.hi s t.heoretical con ception, this section of the study assessed, firstly , 

the gove rn ance of the sam pled cooperatives in terms of analyzing m ember 

participation in ap provin g and am ending bylaws. 
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As it is presented above , as owner , directly, m ember s govern th eir 

coo peratives , amon g others, th rough a pproving a nd / or amending the 

governing legis lations of th e cooperatives like bylaws. Bylaws, as the name 

suggests, are like laws with some provisions con s idered as contrac ts that 

define the rights and responsibilities of members, directors and 

management (Spriggs, 2003). This suggests that, as a founder who finance 

a nd tran sact with the cooperative, members m a ke contract by fra ming bylaw 

of the cooperatives, and , as on e contracting party, therefore th e fir s t most 

responsibility of membe rs in th e governa n ce of cooperatives is participating 

in the a pprova l and amendment of bylaws to define the internal governance 

structure of thei r cooperatives. In so doing, m embers m a ke contrac tual 

agreements with their cooperatives on matters like objectives, practices, 

membership restrictions, rights and responsibilities of members , 

repre sentatives, em ployees, e lec tion of representatives , procedures of 

dec is ion making by member s and the board, patronage a llocation a nd 

d istributions , issu ing a loan, using a member's resource or arranging the 

safe-keeping of resources su ch as cash. 

In principle, developed accordin g to th e leA cooperative prin ciples, 

con ta in ing the particulars provided in a r t icle 11 of the proclamation 

(147 / 98), a nd a dapted to the ir speci fi c nature, both of th e cooperatives have 

bylaws, which have the potential to e nsure democratic and independent 

corporate governan ce process in th e ir internal a ffairs. The bylaws of th e 

cooperatives state th e responsibilities and rights of all governance actors. 

Howeve r , due to the s pecia l nature of coop eratives as m ember -oriented , 

democratic a nd economic organizations (ILO, 1996), the strength of the 

bylaw of cooperatives in facilitating dem ocratic a nd independent cooperative 

governance cannot be judged only on the basis of its conten ts. Th e 

resea rch er argues th at, equally, even more , to its contents , m em ber 

partic ipation in making decis ions over the contents of the bylaws is vital to 

d ete rmine whether the governance of the cooperatives is democratic or not. 

In view of assess ing member par ticipation in making decisions over the 

co nte n ts of the bylaws, the partic ipa n ts included in the key inform a nt 
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interview and in the grou p discussion, were asked about the participation of 

members during the formation and approval of the bylaws of the 

cooperatives. Collected from these sources, the data was analyzed and the 

outcome of the analysis gained from the two cooperatives indicated 

extremely opposite findings. While the governance of AVPPCS is democratic 

and autonomous, but in the case of TFMFSPCS, the vice versa is true. 

Respecting the democratic principle of cooperation, the members of AVPPCS 

have participated in the governance, among others, through designing and 

approving the governing principles of their cooperatives. For instance, one of 

the key informants from AVPPCS stated; 

All of' the ./iJllnding members (181 mell1bers) have aI/ended the first official 
melllhership meefing. Ajier members made exlensh;e discussion over the 
provisions, Ihe bylcllv 1vas approved by members. Also three represenlalives who 
were elected by members to ./Clcilitate the organization of the cooperative have 
participated in the/ormation a/the bylaw. 

Assessed in terms of member participation in shaping bylaw, the governance 

of AVPPCS is member inclusive, member-controlled and democratic. 

Adhering to th e value of democracy and the democratic member control 

principle of cooperation , and confirming with ILO (1996) and Bijman et al 

(2007) , members opted the appropriate legal form according to their needs 

and on the basis of their practical experience. The cooperators choose the 

appropriate legal form for their cooperative and make bylaws according to 

their needs and on the basis of their practical experience and interest, and 

internationally recognized cooperative principle (ILO, 1996; Bijman et ai, 

2007). 

[n TFMFSPCS, against the democratic member controlled principle, 

however, the opposite appeared to be the case where member participation 

in the amendment of the bylaw of the cooperative was passive, even it can 

be said it was null. One of the key informants who was the former promoter 

of cooperatives reported the amendment of the bylaw of the TFMFSPCS as 

follows ; 

The bylaws a/the MPCSs inc/uding TFMFSPCS were drafied by the AW CPS 
guided by the lIIodel bylaws distributed by the ANRS CPB. Col/ecting the 
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signaillres ollhe members Fom various public meelings and endorsing Ihem 
(I'ignaillres) in Ihe draji , wilh olhers, Ihe amended bylaw of Ihe cooperative was 
Sllhlllilled 10 ANRS CPB/or the re-registrei/ion ol TFMFSPCS. Finally, witholll 
having member-approved hy law. the cooperative !Vas re-regislered by the 
regional (,PB 011 27 November. 1999. 

Th e response of the o ther key informa nts and the conclu sion [rom the group 

d isc ll ssion a lso strength en s the above presented response of the former 

cooperative organizer of AW. They reported that members did not participate 

in th e amendment of the bylaw. Rather, most member s do not know the 

a mendmen t of the by law and the re -registration of the cooperative. 

Although a sllstainable cooperative development policy must be endorsed by those 

who are primari ly concerned , that is, the cooperative members (ILO, 1996), 

mem bers of TFMFSPCS did not engage in approving the amended bylaw of their 

cooperative, and h en ce , m embers did not make decision over the association 

and opera tion provis ions of the cooperative . In other words, since the bylaw 

of the cooperative was drafted based on the inputs of the preva iling model 

by laws and approved by the CPB, the amendment of the bylaw was made in 

p urs u a n ce with a top-down decision m aking process. As members did not 

de bate and reached on a common agreem ent over the association and 

operation provisions of the cooperative, it may a lso bring difficulties in 

practicing th e interna l governance constitution of TFMFSPCS on the 

ground. In such a circumstance in which cooperatives are initiated through 

a top-down approach , they are less likely to 'institu tionalize' a community 

deve lopment process, and they are more prone to fa ilure (Zeuli et a i, 2005; 

Zeu li and Radel , 2005) as we ll as m embers may never feel a true sense of 

own ership a nd loyalty (Zeuli a nd Radel , 2005). 

Besides approving and a mending the governing principles, members govern 

their enterprise th rough participating in representative elections. In this 

regard , respec ting the democratic coopera tive values a nd principles, article 

20 of the proclamation (1 47/98) states; 

The supreme organ of any socie ty is the general assembly (CA), and 

Article 2 1 (1 - 10) of the legislation is rea d : 
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17,(, Gil o/a society shall: pass decisions after evaluating the general activities of 
the society: approve and amend the bylaws and internal regulations of the 
s()ciety; e lec i and dismiss /he members of management commillee, conlro/ 
cOl1lmilfee and when necessary the members of other SUb-co111I11illees, determine 
the amount 0/ shares of a society; decide on how the annual net profit of the 
society is distributed: give decisions on the audit report; hear work reports and 
give proper decision: decide Ihal a society e ither be amalgamated with other 
society or be divided in pursuance of this proclamation, approve the annual work 
pIon, and budgel. decide any issue submifled by (he managelnenl commillee and 
of her C(}JI'III};(f ees. 

The legisla Lion a lso recognizes th e right of me mber s to e lec t or to be e lec ted , 

and read as; 

An)' member of a society shall have the right to elect or be elected (A rticle: 14 (I: 
C)), The CA 0/ a society shall elect or dismiss the members of the tllanagement 
cOfllJlliflee, con/rolling commiflee and when necessary the members of other sub­
comlllittees (A rticle 21 (3)). 

Perhaps, members ' most critical task is the election of a good board of 

directors (Zeu li a n d Cropp, 2004), and pa rticipa ting in election, members 

exerc ise the ir rights of decision making to delegate their legal authority to 

th e membe rs of the MC to run their bu siness in accordance with their 

interests . Rega rding thi s, th is study revealed that the participation of 

members of AVPPCS in e lecting members of th e MC is active and the 

e lection process is democratic. Through en gaging actively, in the regular 

GAM , which is h e ld every two years, in April , a mong others, members e lect 

the m embers of the MC a nd oth er committees. On e of the k ey informants, 

for example, reported ; 

n,e participation of melllbers in the various general assembly meetings (CAMs) 
is high. Although Ollr bylaw states that the cooperative hold, its regular CA Ms 
twice a year, we hold CAMs /I/Ore than twice. Particularly during the irrigation 
season there are cases where Af/PPCS holds CAMs twice a month. 

From the response of the key informa n t, in te rms of m ember participation in 

representative e lection s, it can be infe r red th a t the governance of AVPPCS is 

m ember-controlled a n d member-oriented. In so doing, members delegate 

th e ir auth ority to member s wh om th ey believe to control a nd operate their 

collec ti ve organization in line with their n eed s. Also m a inta ining stron g 

connection with their cooperative, th ey may make the coopera tive provide 

the services requ ired by th em . Moreover , active member pa rticipation may 

ena ble th e cooperative to en sure membership-accountable governan ce in its 
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decision making a nd business a ffairs. The current ch a irma n of the 

coopera ti ve who participa ted as on e key informant, for instan ce, a rgued that 

wh en members feel something is wron g in the action of the representa tive or 

when th ey fee l e lection of new or re-assignm ent of officer positions will bring 

better performa n ce in th e o peration of the socie ty, they elect or dismiss 

members of represen tatives at any time within their te rm of office. 

Furth ermore, they hold account the MC to inform them a bout the business 

ac ti vities of their cooperative. 

Examined in term s of th e same indicator, unlike AVPPCS, the governance of 

Tl7MFSPCS is und em ocratic. In contrary, the dem ocratic principle of 

coopera ti ves and th e govern ing principles of the cooperative, the key 

informants reported, and th e minutes of the cooperative s h owed, that 

representatives a re not e lected by members on time. For example, the key 

in form an ts argued that th e representatives of TFMFSPCS who a re elected in 

1999, 2002 , a nd in 2005 a re elected at community m eeting, while the 

represen tatives e lec ted in 2008 are e lected in a m eeting h e ld by m embers a t 

their corresponding kebeles. Although the e lectoral process both legitimates 

the representatives and holds them tu accuun t fo r the ir actions (Brown , 

2007), member pa rticipation in the election of m embers of MC of is passive 

in TFMFSPCS. The m embers of the MC a re elected undemocra tically by the 

members of th e communi ty wh o do not h a ve a ny ownership stak e with the 

cooperative and legal au thority to e lect the members of the MC. This implies 

that th e MC of th e cooperative is illegitimate and unaccountable to 

members hip. Although th e effectiveness of a boa rd 111 supervlSll1g 

managem ent depends largely on whether the s h a reholders rea lly use their 

vo ting r igh ts (Pellervo, 2000) , the members of TFMFSPCS are adversely 

impacting the e rfectiven ess of th e MC a s they are not exerc isin g th e ir voting 

righ ts in t he e lection of the members of the MC, a nd members of 

representatives are not m em be r-elec ted. Rather, they are e lected by people 

who are residing in the area of operation of the cooperative to govern the 

operation of the enterprise on behalf of th e m embers. This su ggests tha t 

t here is a fo rm of deJacto represen tation in the governa n ce process of 

TFMFSPCS due to th e a bsence of member partic ipation to select 
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representatives who formally represent the membership and the MC of the 

cooperative is not legal representative of members. Furthermore, the election 

process of TFMFSPCS disrespects the internal governing principles of the 

cooperative. Although representative elections are carried out every three 

years in June in a OAM held at the office of TFMFSPCS, in Abba Shenie 

(TFMFSPCS , 1999) , the election which is held in 2008 is done at meetings 

conducted separately in both kebeles (at Denka for kebele 01 and Begido for 

kebele 02) where the cooperative operates business. Besides, elections are 

delayed. 

Moreover, the participation of members of TFMFSPCS in the annual general 

assembly meetings (OAMS) is passive, and it is the other governance 

constraint identified in the cooperative. In the general assembly meetings 

(OAMs) members approve the annual budget, investment and balance sheet, 

and consider such other matters the significance of which may affect the 

cooperative's general operation such as the reforms of the bylaws and new 

articles of cooperative (Cracogna, 2002). The participation of members of 

TFMFSPCS in the annual OAMs is also low, and passive member 

participation in this important cooperative governance ·institution indicates 

that: members do not make decision over, and control, the association, 

operation and resources of the cooperative. 

4 .2.5. Poor Member Participation in Financing 

Financial structure is closely connected to the nature of the capital markets 

and also to the legal forms of the company the business takes (Pellervo, 

2000). In many respects cooperatives are quite similar to other types of 

corporations (Zeuli and Cropp, 2004); however, guided by their specific 

principles, cooperatives have their own specific financial structure. "Member 

economic participation" is one of the seven cooperative principles specially 

designed and endorsed by ICA in the 1995 cooperatives identify statement 

for addressing th e financial structure of cooperatives. According to the 

principle, members contribute equitably to, and democratically control, the 

capital of their cooperative. At least part of the capital is usually the 
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common pro perty of th e coopera tive. Members usu a lly receive limited 

compensation , if a ny , on capita l su bscribed as condition o f membership. 

Members a llocate surpluses for th e fo llowing purposes: d eveloping the ir 

cooperatives, possibly by setting u p reserves par t of which at least wou ld be 

indiv isible ; ben efiti n g members in proportion to th eir tra n saction with th e 

cooperatives; a n d supporting other activities a pproved by the membership 

(ICA, 1995). From the prin ciple, it can be understood that purch asing 

vo luntarily th e minimum numbers of sh a re capita l non-m ember s become 

mem ber as well as pa rtic ipating active ly in patronage, m ember s finan ce 

adequate ly th e ir enterprise a nd discha rge thei r fi na n cial obligation . 

In th is respect, the fin din g fro m this study revealed that wh ile AVPPCS h as 

mobilized adequa te fina n cia l capi tal from its m ember s, wh ere as TFMFSPCS 

h as fa iled to do so . 

Table: 4.5. Per un it valu e o f s h a re capita l (PUVSC), regis tra tion fee (CRF) 
and borrowings of th e cooperatives (in Eth . Birr) . 

Coopera ti ve PU VSC " CRF Total Borrowing 
--

-------
AVPPCS 50 10 6 0 500 (2008) 

TFMFSPCS 7 1 8 1446827 .6 (1998 -2008) 

Prepared by the Reseach e r 

Although a h igh level of member sh are capi tal provides for greater member 

control and com mitment {Wadsworth a nd Duffey, 2001 ), m em ber s h are 

capita l con tr ibution is low in TFM FSPCS, a nd it is one of th e con strain ts of 

governance faced th e cooperative . Besides its sm a lln ess in a m oun t a lso 

con tribu ted without their volunteer d ecis ion , the fina n cial contribution 

made by mem ber s in th e form of s ha re capital is n ot only poor in its 

quant ity but a lso it is poor in its quality. Th e expla n ations given for th e poor 

s hare capital provis ion by m embers a nd for the unsound financia l position 

o f the cooperative h ave both h istorical a nd contemporary origins. 

Stud ies have illu s tra ted that hi storically in socia list countries, a ll s trategic 

sectors o f the nation a l econ om y were regulated , owned a nd controlled by 

governments. ILO (1996), for example, po inted out th at in socia list 

53 



countr ies , governments frequently applied , among others, limitation of 

private initiatives . The state d iscourages the c reation of ind ependent social 

a nd economic organization s, and restricts dissect democratic decision 

making a nd popular partic ipation in orde r to save guard its ideological 

o bjcc t ives (ILO, 1996). As private organ ization , cooperatives were not 

exception a nd did n ot escape, but suffered more, from the problem. 

Supported by governme nts, they functioned primarily as servIce 

coopera tives ra ther than as business enterprises owned a nd managed by 

mem bers IBekele e t aI , 2 006) as well as finance mobilization in the form of 

equi ty was not given con siderable attention a nd the amount of many from 

members was limited to the value of the minimum share capital (ILO, 

1996). Finan cia l assistances gra nted by governments in the form of subsidies 

had preven ted them from mobilizing internal finance means, from 

deve lopi ng knowhow on financial tech niques , and from becoming 

independent an d se lf- re liant (Matthews, 2004). 

Following th e liberalization of the economy, however , the s ituation III 

E:thiopia is ch a n ged. The current government h as withdra wn itself from 

subsid izi ng coope rati ves. As one 01 the most notions in business is that 

o rganiza tion renect the cha racteristics of business environment in its own 

organiza tional s tructure (Nilsson , 1999) cooperatives are responding to these 

changes by merging , by finding new ways of raising capital and by 

developing new organizational forms (Fulton, 1999). Financed adequately by 

the ir membe rs , and competing in the market without the protection of the 

government , the refore , coopera tives in Ethiopia a re expected to meet the 

needs of t he cooperators in the context of the free market economy. To this 

end , keeping con stant the pe r unit value of share capital (PUVSC) 7 

Eth.Sirr, TFMFSPCS h a d responded to the libe ralized econom y by 

increasing the minimum number of shares to be sold for being m ember ship 

from three (3 share capita l x 7 Eth. Birr=2 1 Eth.Birr) to six (6 share capital x 

7 Eth .Sirr = 4 2 Eth.Bi rr) (see Table: 4.5). Nonetheless, the reaction made by 

the coope ra tive is not adequate enough to m ake th e cooperative competitive 

a nd sus ta ina ble in th e free market environment. For example, the key 

informants from the cooperative and AW CPB reported that a lthough the 
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cooperat ive has increased the amount of member financial contribution to 

their coopera tive by 50 % but compared to the changes taken in the 

finan cing of the cooperatives and changes taken in the market it is 

in sign ificant: on the one hand cooperatives a re not subsidized by the 

government , on the other hand experience h as shown us that inflation has 

risen a la rm ingly, particu larly in the last 2-3 year s. Being in this context the 

fi nancial inc rement made by members is too small a nd has not brou ght a ny 

fin a n cial power to the cooperative. 

Moreover, the quality of the finance provided by member in the form of s hare 

capital is poo r , and it h as a ffec ted n egative ly the ownership fee ling a nd the 

partic ipa tion of members in controlling their cooperative . Ownership is 

commonly assigned to persons who have some transactional relationship 

wi th the firm (Hansmann, 1999), a nd their commitment (transactional 

comm itment) mu s t be large enough to show continuing concern about how 

the ir invested money is being managed and that will motivate them to accept 

own ersh ip respon s ibility (Wad sworth and Duffey, 2001). Of course, I agree 

wi th Wadswonh a nd Duffey (200 1), that the transactiona l commitment of 

m embers must be large enough , but in cooperatives, as it is s tated in the 

first cooperative principle la rge sca le transaction is not a sufficient condition 

for members to h ave a feeling of membership and ownership. To h ave a 

fee lin g of membership and ownership as well as to assert their 

responsibilities resulted from membership , a mong others, a lso the way in 

wh ich the t ra n saction ma d e is important: wh ether the m embers have 

t ra n sacted with th e cooperative voluntarily or not. For m embers, therefore 

to have a fee ling of m embership a nd disch a rged their obligations a nd 

exerCise thei r rights in accordance with th e cooperative principles, a mong 

others, th e adjec tive 'la rge' must be proceeded by the noun 'voluntary'; i. e . 

the transaction member s h old with their enterprise must be volunta ry la rge 

s cale transaction. 

Despite the voluntary principle of cooperatives , however , the study revealed 

that the transaction m em bers hold with the mUltipurpose coopera tive 

socie ties (MPCSs) in th e form of purchasing share capita l is not conducted 
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voluntary by the fa rm ers. Even though it is not compu lsory as it was in the 

previou s government o f Ethiopia, it is conditiona l transaction. Because as it 

is a nalyzed in this study under the "government intervention" section, 

currently, farmers purchase share capital from and become members to , the 

MPCSs, to get the credit given by the government through the MPCSs. That 

is, they do not become members with the intention of meeting th e ir 

individually unmet a nd common needs through their own collec tively owned 

enterprise ; rather they conduct the transaction to become beneficiary from 

the government provided credit. This suggests that as the transaction is 

conditiona l in contrary to th e voluntary principle of cooperation, members 

lac k membership a nd ownersh ip feeling. 

In a ddition to purchas ing sh a re capital m embers finance their organization 

by engaging in patronage. According to Brichall (2004) once they (non­

me mbers) become members , emanating from the authority of membership, 

th ey have som e obligation that should be discharged, and righ ts that should 

be exercised only by themselves (Brichall , 2004). Wadsworth and Duffey 

(2001) a rgued that one basic requiremen t of membership in cooperatives is 

to pa tronize and use its service. Using the cooperatives is m embers casiest 

respo n sibil ity to carry ou t , and by using it as much as they can members 

he lp the coope rative to generate more income above cost and return 

patronage refunds to m embers at the end of the cooperatives business year 

u sing the cooperative h elps provide the financing to keep it operating and 

indi ca te s how members ga in the benefits they sought when they first formed 

the coopera tives (Wadsworth and Duffey ,2001). 

As private business that can flourish or perish, cooperatives should build up 

the ir capital base through entrepreneurial skills and the financia l 

pa rticipation of members (ILO, 1996). Continuing, ILO (1996) illustrated that 

a lth ough each cooperative should strive for self reliance a nd thus try to raise 

capi ta l a mong its me mbers , it is not reali stic to expect that members will 

capital of fu lly financing the cooperative business right from the start . As the 

empirical evidence from this research showed, TF'MF'SPCS has not mobilized 

adequate in ternal capita l from its members and this suggest that, a mong 
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oth ers, if the cooperative is need of competing in the free market a nd 

en su ring the benefi t desired by th e cooperators, the cooperative has to fill its 

financial defic its from ou ts iders. 

Zeuli and Cropp (2004) wrote that a coo perative also a corporation, and has 

perpetual life, limited liab ili ty of investors, and is controlled by a board of 

direc tors e lected by members, and they a ll participate in the same labor and 

capital markets and must sim ilar wages management compensation and 

interest rates (Zeu li and Cropp,2004). Participating in the same capital 

market therefo re if it respects the ir a utonomy, cooperatives can raise funds 

from outside sources to finance their operation s. A recent study conducted 

by rouse in 2006 to review the experiences , to identify the main lesson s 

lea rned and to suggest some priorities for the future on producer group 

enterprise (PGE) explained that cooperatives can finance themselves from 

three different financial sources, where PGE include in the study a wide 

body of organ iza tions ranging from small group enterprise and inter-group 

association to larger more formula mutually-controlled business like 

agri c ultural cooperatives, rura l credit unions, caisse or banques populaires. 

PG Es ra ise funds to finance their operation from: external providers such as 

bank loan s, business advances, donor/ government grants, etc.; retained 

group en terp rise earnings; a nd group m ember capital contributions or 

savings. However , since the providers of these three sources of funds , each 

have their vested interests in en suring that "their" funds are prope rly used, 

so urce of funding affects group governance and member control. Therefore, 

as a general r ule, the higher the provision of external funds to total capital, 

the more like ly the enterprise wi ll be responsive to the demand of those 

externa l providers; the higher proportion of retained earnings to total 

en te rpri se capital , the more respon s ive the enterprise will be to those who 

a re e ntru s ted with managing the group business; and th e higher member 

capita l contribution to total ente rprise capital, the more responsive the 

enterprise is to member investor priorities a nd demands (Rouse, 2006) . 

As it is experienced practically, in most of the developing countries, 

inc luding Eth iopia , prior to the libe ralization of their economy, cooperatives 
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were usually financed e ither by governments or by donors or by both. 

Dependence on governments or donors restricted growth , a llowed outside 

control and reduced a u tonomy, commitment and participation of members 

(OCDC, 2007). As it is evidenced in TFMFSPCS, the problem still exists in 

the MPCs a nd it is one of the major con strain ts threatening the governance 

of t.he multipurpose coopera tives . For example, from 1999 to 2008, 

TFMFS PCS h as borrowed 1161627.7 Eth. Birr from government a nd donors, 

but only through th e governmen t. However, the borrowing was not dema nd­

driven , m ember-controlled and members-ben efited. Rather it was allocated 

and imposed by the government on the MPCs to fund targeted group of 

people who reside in the operational area of cooperatives. Moreover , the 

specific purpose for wh ich the credit is used is determined by th e 

government, and th e allocation of profit gained from the interest rate of the 

cred it is decided by the government. Hen ce, a lthough it is forbidden in 

principle, in practice, in terms of fina n cing cooperatives, th e government is 

interfering in the decision ma king of the MPCSs. In short, undemocratic 

government fin ancing is threatening the governa n ce of the MPCs. 

Al though cooperatives need adequ ate capital for daily operation s and to 

purchase the necessary physical facilities and cover working capital 

requirements (Zeuli and Cropp, 2004), resulting from the poor financia l 

contribution of the members, lack of adequ ate scale financial capital is 

constraining the governance of TFMFSPCS a t its operation level. For 

instance , the key inform ants reported that s h ortage of capita l is one of the 

factors that in Ouenced a dversely the competitiveness, and employee 

co mpen sation capacity of the cooperative. It can be argued th at inadequate 

economics scale is the pressure th at squeezes the trigger for the formation of 

cooperatives. This su ggests that for cooperatives to operate competitive in 

th e marke t a nd provide m embe rs with the benefits they need, amon g others, 

cooperatives sh ould mobilize adequate fin a n cia l capital. But the k ey 

inform a nt argued that s h ortage of capita l has a ffected a dver sely the volume 

of consumer goods TFMFSPCS transacts. Sh o rtage of capital is preventing 

th e cooperative from bypassing middlem en a nd from purchasing large 

volume of goods . So, the cooperative purch ases small volume of consumer 
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good s from th e private wholesale rs from wh om mos t of the local r e ta iler s 

purch ase. Even the re a re som e local re taile r s wh o bypass the wh olesalers 

fo und in Dessic a nd purch ase from Addis, a nd purch ase la rge volume of 

goods. Resu lting in low volume of purchase , with othe r s, ina dequate scale 

of fin ancia l cap ita l has p reven ted the coopera tive from lowering its 

tra n sactio n cost, and th ereby, from providing th e consumer good s to its 

members a t diffe rentiated price . 

Fu rtherm ore , the low fi n a n cing position of th e coope ra tive h as limi ted the 

coope rative from paying reasona ble sala ry to its employees (see Ta ble 4.6 

wh ich shows the working time a nd th e a m oun t of sala ry pa id for each of the 

em ployees of the coopera ti ve). 

Table: 4 .6 . Sala ry of Employee of TFMFSPCS 

Position Dura tion Working day Working Monthly Salary/ Salary/ 

per weak hou r pe r salary day (24 8 hou rs 

day h r) 
-

) Manager 6 Monday-Friday 8 130 4.6 l.5 
---, 

Accountanl 6 Monday-Friday 8 210 57.5 2.5 
- -~~ - - ------
Salesman 1 14 Monday-Friday 8 160 5.7 1.9 

-cc- -
Salesman2 2 Monday-Friday 8 180 6.4 2.1 

Salesman 3 Monday-Friday 8 180 6.4 2.1 
--
Guard 1. 20 The whole weak 24 130 4 .6 l. 5 

Guard 2 2 The whole weak 24 90 3 .2 l.l 

Guard 3 2 The whole weak 24 120 4 .3 l. 4 

Guard 4 16 The whole weak 24 120 4 .3 1.4 

Source : Adopted/rol1l TFMFSPCS. 

As specia l types of bus iness organizations, cooperatives a re subjec t to other 

gen e ral laws, such as the civil code , commercia l code, la bor code, rura l code 

and in pa rti cular , th e laws regula ting taxes, compensa tion , socia l security, 

la n d te n ure a n d banking, credit a nd insura n ce (l LO, 1996). lLO (1996) also 

recom mended tha t cooperative p romotion a nd development mu st be 

con s isten ce with interna tional la bor s ta ndard s . It is vita l to en sure that 

provis ion s a pplicable to worke rs in coopera tives gua ra ntee th e respect of 

basic righ ts enshrined in internation a l la bor s ta nda rds, a m on g oth e rs, 
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equ al ity of oppor tu ni ty and trea tme n t. In th is regard , ILO (1996) states 

tha t th e sta nd of ILO is tha t , in a ny case, the employees' specia l s ta tus may 

cau se som e p a rticula r con sequen ces tha t n eed to be clarified in accorda n ce 

the la bor law a nd , coopera tive employees a re covered by the provis ion of the 

la bor law (which a re p a rtly based on the internation a l la bor sta ndards ) a nd 

partly of the industria l relation s system . 

In view of m aintaining s mooth employer-employee re lation ships in gen eral 

a nd , amon g oth e rs, to recognize the determina tion a nd paym en t of wages in 

particula r , Eth iopia promulgated the Ethiopia n la bor law procla m a tion 

No.377/03 in 2 003 . Considering the concep t of pe rsonnel law, the 

fra mework of th e interna tion a l la bor conventions, legis la tives, direc tives and 

constitution s, th e proclama tion IS procla imed to regula te those 

o rganization s' employees and employer s that a re not financed from the 

government budge t. 

As n on -governm ent fin a n ced organizations, governed by the Ethiopian la bor 

law proclam a t ion, coope ra tives a re obliged to pay sala ry to their employees, 

a nd e m ployees h ave the right to receive salary from the coop era tive. Despite 

th is fac t , however , TFMFSPCS is n ot playing reason a ble sa la ry to its 

employees a nd the employees work m ore th a n 8 h ours per a d ay (See Ta ble 

4.6). This implies th at inadequate wo rking capi tal is on e of the factors wh ich 

made the cooperative ign ore fo rmal la bor govern ing institutions. Wh ere, 

'ins titu t ions' a re defin ed as huma nly devised cons tra ints, m a d e up of formal 

con straints (i .e. rules, laws, con s titu tion s), a nd informa l constraints (i .e. 

norm s of behavior , convention a nd self-imposed codes of contact) tha t 

structu re h uman inte raction s, and the ir enforcem ent ch aracte ristics (North , 

1990 ; Bekele e t a I, 2006), or institution s a re "rule of the game" th a t define 

th e incentives a nd san ction s a ffecting people's beh avior a n d dis tinguis h 

in stitu tio n a l a r ran gem en t as se ts of rules a nd the context within which the 

con t racts a re governed (Dorwa rd e t a I, 2004). 

Thi s implies that the e ffec tiven ess of th e governa n ce of cooperatives from the 

perspec t ive of em ployer (coopera tive) -employee re lation ships is not only 

analyzed in term s of the fo rma l insti tu tio n s bu t a lso it should be a na lyzed in 
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terms of the informal institutions. In this respect, examined from the 

perspective of the above presented formal institutions (Ethiopian labor law) 

and informal in s titutions (ILO (1996) and ILO conventions) the cooperative 

doesn 't respec t the rights of its employees and have not employee-friendly 

governance structure due to the cooperative's poor financial position. The 

cooperative is not ensuring employee remuneration structure In pursuance 

with the relevant labor laws, and convention s. 

Moreover, the employee remuneration practice of the cooperative IS not 

re spec ting the common ly recognized and accepted community-imposed local 

institutions. The outcom e of the analysis of the research indicated th at the 

cooperative is not applying local- responsive and f1exible governance process 

in its human resource management activity. For in stance, one of the 

employees of the cooperative reported ; 

Until recently. the wage rate [or[arm laborers was notll1ore than 5 Eth.Birr, per 
a day. Juday. however. the situation is changed. The average dailyfemn laborer 
wage is 15 Elh. Birr per a day. However. according to the newly restructured. 
salmy payment structure of the society. 'I'e earn, individually, a 1Il0nth(v salOl)1 
that rangesji'o l7l 90 Eth. Birr to 210 lith. Birr. Pre via IIsly. aliI' salary was large 
enough 0/ leasl /0 hire daily or annual laborers ./or Ollr farming aclivi/ies. But , 
l()d(~F this has alreo((y been history-neither can we hire farm laborers nor we do 
ollr/arming ae /ivilies by ourselves because we work the whole day in the sociely. 
~\·o . we wan! /0 terminate (he work. bUI if we le rminate our work by Ollr own 
decision, despite olfr long working duration in the cooperative. we may lose the 
bene/ils Ille should gel in !erllls of compensafion. 

Although management (and staff) remuneration sach ems have become an 

important instrument of corporate governance (Pellervo, 2000) and staff 

mora le , motivation and a sense of involvement have a critical role to play in 

delivering good organizational performance (Assefa a nd Nakiran, 2007), the 

above response of the key informant indicates that the employee of 

TFMFSPCS are not feeling a sense of belongingness towards the cooperative, 

and lack motivation and commitment to serve the owners honesty. Rather, 

th ey are waiting for compensation those results from the dissolution of the 

organization or their termination of work made by the decision of the 

cooperative . 
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4 .2 .6 . Me mbe rship-Unaccountable Management Committee (MC) 

and Employees 

Coope ratives are genera lly overseen by governing boards, which represents 

th e in te rests of me mbers (Conforth , 2004; Carr et a i, 2007). Men a nd women 

servlllg as re presentatives are accountable to member ship (ICA, 1995). 

Where, accoun ta bili ty is th e capacity to call officia ls (and members) of 

cooperatives to account for their actions (Karthikeyan , 2006). Karthikeyan 

(2006) a dded that effective accounta bility has two elements VIS . 

a n swerability a nd consequences without which accountability is only a time 

con suming formality. Also both interna l a nd extern a l accountability are 

needed (Karthikeyan , 2006), the highest being for its members , it is like ly to 

have a lower degree of accountability to govern ment, regu latory a nd 

financia l in stitutions (Ru iz-M ier a nd Ginneken , 2006). 

Thus, it follows th at for coopera tives to be responsIVe to members , 

represe n tative structures need to ensure that board m embers a re h eld 

accounta ble filr their action, a nd their governing institutions work e ffectively 

a nd crficien tly (Brown , 2007 ). To this end , in Eth iopia, the MC is d esign ed to 

satisfy th e requirements of the coopera tive legislation, which permits the 

formation of the organ with limited responsibili ties. En dorsed in article 6 of 

th e proclamation (147/98), legally, a 'Management Committee ' (MC) m ean s; 

A bod)' eieeled and empowered by Ihe general assembly (GA) wilh Ihe 
resllonsibilily 10 manage Ihe aelivilies oflhe sociely. 

Also Artic le 23( 1) of th e legis lation states that the MC IS m embe rs hip­

accou n tab le. 

Evel)' society shall have a management cOI11 IJ1;/fee (Me) which is accountable 10 
the general assembly and whose members and manner of elee/ ion IV be 
determined in/he by-laws of/he sociely. 

According to article 24(1 -6 ) of the procla mation (147 / 98), In Ethiopia, the 

MC of a ny cooperative society: 

moinlains the minifies of a mee /ing in writing, the documents and books of 
accounls oflhe sociely; prepares Ihe annual work programmes and budgel of lhe 
sociely. illlplemenls sallie upon approval: calls General Assembly (GA) in 
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accordance wilh Ihe by-Iall' oI lhe sociely; exeClIles sllch olher decis ion given by 
Ihe GA; and slIbmil reporls 10 Ihe GA onlhe aClivilies oIlhe sociely. 

Specifica lly, as they a re presen ted in a rticles 24 (6 ) a nd 54 of the 

proclamation (147 / 98) and hereunder respect ively, a m ong other s, th e 

accountabi lity of th e MC is manifes ted by th e commu n ication it m ak es wi th 

mem bers and the correspond ing level CPBs. 

The Me of a cooperalive is responsible 10 subl1lil reporls 10 Ihe GA on Ihe 
acli"ilies oIlhe sociely (A rlie/e , 2./(6)). 

EvelY sociely shall have Ihe ob/igalion 10 Iransll/ il inlormalion !O Ihe appropriale 
alllhori/), abollllhe aClivilie,l' illleljorms (An ic/e, 54). 

In thi s regard , this research indicated th a t th e MC of AVPPCS IS 

mem bersh ip-accountable. Th ou gh its effor t is constra ined by lack of 

a d equate m anageria l and technical knowledge a nd skill s, a ll of the key 

informa nts fro m TW CPB a nd AVPPCS, a n d the m embers involved in the 

rG O a rgu ed that , the MC of AVPPCS is committed to en sure member s hip­

accounta ble governa n ce in th e decis ion ma king a nd opera tion process of the 

cooperative . To this end the MC h old s regu la r weekly MC m eeting on 

Wednesday, and wh en it is necessary th e com mittee ho ld s extrao rdinary MC 

meeting to evaluate th e performa n ce of th e offi ce rs a n d Yewuha Abats 

(Yewuha Abats a re m embers o f AVPPCS wh o a re responsible to m a n age 

carrot production a nd wa te r utilization in th e opera tion a rea of the 

cooperative). S imilarly th e MC of AVPPCS communicates closely with the 

mem be rs to in form a bou t th e opera tion of th e en terprise , Besides, through 

its offi cers, it con tacts with TW CPB at least on ce a week on Friday to info rm 

pe riod ically to the bureau a bout the a ctivities of the coopera tive. In so doing, 

the MC de mon stra tes the fulfillment of th e obligation s set for th In the 

license o f con tract a nd its complia n ce with the provIsIOn s of the 

proclamation to the CBP. 

Un like AVPPCS, a nd d espi te the democra ti c p rinciples o f coop era tion a nd 

a r ticle 23( 1) o f the r OI,E cooperative law, h owever , th e Me and s ta ffs of 

TFMrSPCS a re ne ith er membership-accountable n or they a re accounta ble 

to th e CPB and to the cooperative becau se th e MC doesn 't hold th e m eeting 

as it is stated in th e in terna l regulation of th e socie ty a nd , if it h olds , most of 
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the membe rs of the MC miss the meeting. Furthermore, the MC of 

TFMFSPCS doesn't m a ke regular communication with members, employees 

and AWCPB. This implies that th e operation of the cooperative is not 

membe r-controlled. The key informants from AWCPB reported that also the 

MC of th e cooperative does not ensure accountability to the bureau for 

proper management of the affairs of the coop erative. Also the MC of 

TFMFSPCS doesn't oversee and control the performance of the manager and 

other employees. 

Moreover, they argued that the MC threatens members discriminately. As it 

is addressed previously u n der the 'government intervention section' in this 

thesis , the credit glven to the farmers through TFMFSPCS 1S n ot 

autonomous and did not benefit a ll members equally without 

discrimination. But, the discriminatory nature of the credit is m ore worsen 

by the MC. For example, the key informa nts a nd the FGD participants 

claimed th at against the values and principles of cooperatives, the MC, 

distributes partia lly large amount of credit to its members and to fa rmers it 

preferred based on th e personal rela tionship they have with them. Th is 

suggests that the MC has failed to ensure equitable cooperative govern ance 

at the opera tion level of the cooperative, and instead of realizing solidarity 

a mong the members; it is contributing its own s h are for the disassociation 

a nd division of members. Besides its partia lity, the uneven-h anded credit 

treatment of the MC h as a lso brought problem in the credit repaym en t 

management of the cooperative. The key informants who work as 

cooperative promoter and as development agents (DAs) a rgued that since the 

members o f the MC, particularly the officers, take large amount of unlawful 

c redit, which is usu a lly above their repayment capacity, the members of the 

MC dissem in ate misleading and wrong information that affect n egatively 

the credit re payment behavior of th e borrowe rs (see figure 1). 
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Pigurc : 1. Credit Repayment performance of TFMFSPCS (1998-2008). 

So urce: A opted /rom TFMFSI'CS 

Th e oth er governance constra int, which manifested the members hip­

unaccountability of th e MC and employees of cooperatives is fund a nd 

property misappropriation don e by the MC and employees of the 

cooperatives. For example, as it is shown in figure 2, the supervision reports 

from the two woredas CPBs sh owed that 298426.34 Eth. Birr is 

misappropriated by m embers of th e MCs and employees of 18 MPCSs found 

In both woredas. Of thi s a m ount 9472.26 Eth . Birr h as been 

misappropriated by two officers and one employee of TFMFSPCS. 

Pigure: 2. Amount of Misa ppropria ted money in 15 MPCSs by woreda and 
by the people wh o m ade the Misappropriation. 

Employees 
of 

Cooperativ 
eS,62.65% 

a. By the people who m ade th e Misappropriation b. By woreda 



In addition to the above sh owed misappropriated money, embezzlement of 

asse ts of coope rative is a lso the other governance con straint identified in 

TFMFSPCS. The question I raised to the key informants depending on the 

information I got in the minutes of the society dated on 23/11/2008 

revea led clearly the corruption done by the officers of the MC of TFMFSPCS. 

The minute states that 11 quintals of sugar which is bought at privileged 

price from Merchandise Wholesale and [nport Trade Enterprise (MWITE), 

Dess ie Branch is sold by the officers of the MC to private m erch a n ts. 

Misappropriation of the fuel of the grain mill by the employees of the 

cooperative is th e other problem, which prevented the cooperative from 

ensuring loyal and sound business operation. 

Despite the occurrence of repetitive corruption 111 the MPCs, however , the 

key informants argued that no serious measure is taken against the 

de faulters. On the other hand , opposing this practice, a nd in pursuance the 

democratic cooperative principles, h owever, a rticle 39 of the cooperative 

proclamation (147/98) is read: 

.... where the person who is or was en/rusted \\Ii1h the management of the sociely 
or ' I' ho is or has been an officer or an employee of Ihe sociely. had made any 
puvlI/ei1l wi1lrar)' 10 Ihis proc/al11C1lion (147/98), Ihe regulalion or Ihe by-laws 
ca/lSed any dOli/ages 10 Ihe asselS oflhe sociely by breach of II' liS I or lVil/filily or 
negligenll)' or has misapproprialed Ihe properlies of Ihe sociely Ihe 
appropriare alilhorily shedl ask Ihe person who has been found responsible for 
II/isapproprialion oflhe jill1d or properly oflhe sociely 10 relurn or pay same wilh 
inleresl including compensalion and damage. Where Ihe person concerned is nOI 
willing 10 do so, Ihe appropriate aUlhorilY shal/ lake Ihe appropriale legal 
measure. 

Procla imed a ccord ing to the cooperative principles, which are instrumented 

to pra ctice the values of cooperation, also article 59 of the Ethiopian 

cooperative amendment proclamation (402 / 04) , states: 

;lny concerned organ shall have obligation to cooperate on malleI'S provided in 
Ihe proc/all1alion. 

However , in addition to the weakn ess of the CPBs, as the expla nation of the 

key informants, lack of cooperation from other sectors such as police, 

woreda courts and kebele level community courts , public prosecutors, etc is 

on e of the fac tors that prevented the officers and employees of the MPCSs 
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from being accountable for their corrupted action , and it is affecting 

negatively the controlling of cooperatives. Thus, as the key informants 

argued, most of the time cooperatives do not open cases in formal legal 

institutions; rather they follow traditional method for recoteting 

misappl'opriated assets of cooperatives. 

Moreover , participation of officers and employees in local political Issues IS 

identi fied as one of the factors , which prevented the cooperatives from 

ensuring membership-accountable governance in their decision making and 

operation activities (see table: 4 .7.). 

Table: 4.7. Participation of MC O fficers of both cooperatives, and employees 

of TFMFSPCS, in kebele administration activities. 

Cooperativ Positions 

e 
Chairman Treasurer Secretary Manager Accountant 

AVPPCS Deputy Chairman Deputy No employee 

spokes of 012 c hairman of 

kebele 012 kebele 
Person of 0] 2 

comlTIunit in TW 
kebele in TW 

y court m 

TW 

TFMFSPCS Chairman of Deputy Chairman Deputy Secretary of 

02 kebele land chairman of public chairman spokesperso 

administratio of public organiza tio of public n of 02 

n and relation n relations kebele in AW 

utilization committee committee committe 

committee m m 01 m 01 e in 02 

AW kebele, AW /cebeie, AW kebeie, 

AW 

Prepared by the Resellcher 

Politica l neutrality is a cooperative fund amenta l and Rochdale pioneers 

considered that it wou ld be unwise for a cooperative association to get 

affiliated or become identified with any political group or party 

67 



(Verakumaran, 2003). However, with regard to political interfe ren ce, from 

th e perspective of MC election and employee hiring, the governance 

s tructure of both of the cooperatives does not provide effective barriers to 

politica l interference. While the procedure for electing board m embers IS 

critical in shieldi n g a cooperative from political influen ce (Mier-Ruiz and 

Ginneken , 2006), both of the cooperative do not h ave clear and transparent 

e lection procedures which prevent the election of the m embers of the MC 

a nd employees of coopera tives from political involvement (see Table :4.7) . 

In fact, unlike th e s ituation which was during th e Derg regime, th ought 

th ere is still inte rvention of local governm ent o ffi c ials , at least in principle, 

th e office rs of the MCs a re elected and employees are hired d emocratica lly 

by m embers. Noneth eless, this study showed that the involvement of the 

officers of both coopera tives and employees of TFMFSPCS in the kebele 

admini s tration ac tivities is constraining the governance of the cooperatives. 

For in s ta nce , th e k ey informa nt from th e officers of AVPPCS argued that 

since they don't h ave en ou gh t ime to lead their cooperative effectively, the 

partic ipation of the m embers of th e MC in kebele a dministration made the 

officer s not to contribu te their maximum effort in the m a nagement of th eir 

cooperatives. Word by word the response of the key informant is narrated 

as: 

At the cosl of our individual or personal life, as much as possible we are try ing to 
discharge ollr responsibilities in both offices. Although there are individuals who 
can replace us in our kebele posil ion, sfill we did nOI raise the issue as we don', 
consider it as a problem. But in thefiilllre it will be taken into account. 

In addition to lack of sufficient time to govern their cooperatives, the 

en gagement of the officers m political Issues m ade the operation 

management of the cooperatives, s pecifically the MPCSs, undemocra tic . Th e 

key informants from the CPBs, for example, contended that on e of the 

factors which contributed for the misa ppropriation of the resources of the 

societies is the participation of th e leaders in local political activities: they 

use their political power as a s h a de, and don 't follow the rules for 

distributing cred it a nd are not accounted for their actions. 

68 



Introduction of such politically oriented governance in cooperatives affects 

the autonomy of cooperatives in diffe rent ways. Ruiz-Mier and Ginneken 

(2006) noted t hat poli t ical inIluence introduces criteria other than technical 

con siderations in decision making and can quickly interfere with a 

cooperative 's performance. A cooperative utility captured by politician 

normally adopts multiple objec tives beyond that of good services provisions. 

Excluding active politician from being elected, rotating elected members, 

a nd incorporated other checks and balances are often found to be practices 

associated with cooperatives that manage to keep political inIluence at bay 

(Ruiz-Mier and Ginneken, 2006). 

With oth er qualities , however, an alert membership that recognizes the 

potentially harmful efforts of political inIluence is essential for shielding 

cooperative (Ibid , 2006), and effective leadership and administration would 

included some degrees of political consciousn ess (Asaju, 2002). 

4.2.7. Lack of Education and Training 

"Educa tion, training and information" is the fifth ICA cooperative principle. 

Part of the principle states: Cooperative provide educational and training for 

their members, elected representative s , managers and employees to so that 

they can contribute effectively to the development of their cooperatives (ICA, 

1995). For cooperatives with their unique principles, business and 

governance structure, education about cooperative principles, practices and 

benefits is their lifeblood and extremely important, and it must be a 

continuing priority (Wadsworth, 2001). 

Despite the fact that continuous education for members is vital for a 

successfu l cooperative (Lawless and Reynolds, 2004), however, in this 

regard , inadequate cooperative education and training given to m embers is 

one of the constraints of governance in the researched cooperatives. The 

key informants from AVPPCS, for instance, reported that members who 

registered until 2006 (about 201 members) have attended training up to 

three times on cooperative background and principles, and on irrigation and 

production of vegetables. But since 2007 no member has gained any 

tanning; even all of the members of the MC h ave not received training. 
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Table: 4.8. Formal edu cation leve l of officers of the coopera tives. 

Coo perative Term of office Grade of officers 

chairman secretary Treasurer 

AVPPCS ApriI2004- march,2006 9'" 12lh 6 'h 

April 2006 -March 2008 6'h 7th 7 'h 

ApriI2008- March,2010 6'h 7 th 4'h 

TFMFS PCS Ju ne 1999-Sep. 2002 4'h 10 lh 2'h 

Oc[.2002 -Sep. 2005 5'h 4 ,h 3 rd 

Oct.200 5 - Sep,2008 5'h 5 1h 6'h 

Sep.2008-0ct. 201 1 4'h 3 nl Adult education 

Prepared by the researcller 

Although lead ership and employee training in cooperatives therefore should 

a lso focus on gen eral bu siness skill such as reading finan cial statement 

(Bruu n and Oleson , 2003 ), Improvm g leadership skill s, and basic 

cn treprenr.uria l a nd business s kill and attitudes (Culture e t a i, 2002), the 

membe rs of the MCs of both coopera tives a nd , the employees of TFMFSPCS 

haven 't achieved form a l edu cation that provides them with these skills 

a nd knowledge (see ta ble: 4.8). 

In addition to their low fo rmal educational achievement, the k ey informants 

repo rted th a t the m embers of th e MCs of AVPPCS and TFMFSPCS a nd, 

employees of TFMFSPCS h ave attended insufficient cooperative trainings, 

a nd th ey don 't h ave adequate knowledge, and understa nding a bout the 

s pecifi c governan ce structures and processes of cooperatives. The problem is 

manifested in the bu s iness operation of TFMSPCS. One of the key 

informants from the cooperative , for instance, a rgued that, a lthou gh it is not 

practiced regula rly every yea r , the cooperative conducts grain marketing. 

The cooperative organizes a temporary p urchasing committee, which 

consists of th e o fficer s of the MC, and the m a n ager to purchase grain 

(u sually TeJJJ from a n ybody in the m arket. The purchasing is conducted 

during th e harvesting season , while selling th e grain is conducted during 
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According to the response of the key informants and the participants of the 

FGD, although, members participate actively both in the decision making 

a nd business affairs of the enterprise, the efficiency of their participation is 

constrained by inadequate cooperative training. In the case of TFMFSPCS, 

however, the constrain t becomes worse because all of the members of the 

cooperative have received no cooperative education and training. All of the 

key informants from the CPS of AW and the cooperative responded that 

members of the cooperative have not attended any cooperative training, and 

the mind of the members in particular and the community in general is 

infertile for the development of democratic and autonomous cooperative. Not 

yet understanding and ascertaining their rights in the governance of the 

cooperative, members haven't dropped the negative attitude and perception 

they have in the past towards cooperative. According to the key informants, 

large size of membership in the MPCSs, shortage of budget and trainers are 

the factors , which influenced provision of cooperative education and training 

to member. Lack of motivation from the staffs of CPSs and absence of good 

attitude from the local governments are the other factors that hindered 

m ember education. 

In addition to their members , cooperatives have a tradition of teaching their 

leadership and staff both in principles of cooperation and sound business 

practice (Frederick et a I, 2002). In view of assessing the cooperative 

knowledge, representatives and employees have, and, thereby, to examine 

the influence it put on the corporate governance of the researched 

cooperatives, formal educational level of, and cooperative trainings given to, 

representatives and employees were analyzed in this study. The outcome of 

the analysis revealed that the members of the MCs and employees of the 

cooperatives have low formal education achievement and received 

inadequate cooperative trainings. 
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su mmer season a t the office of the cooperative to government office civil 

servants. Besides its be ing traditional, 19nonng the objectives of 

sooperatives , a nd em phasizing on profit maximization , a like th e purely 

capital ist business, the operation of th e coope rative is misma n aged by its 

offi cers a nd employees. 

Table: 4.9.Cooperative training given to the members of the MCs of both 

cooperatives and to the employees of TFMFSPCS. 

Cooperativc Training Topic of training Duration Organizers of 
year of training training. 

in day 

AIPCS 2004 On background and 5 CPB 
principles of cooperatives 

2005 On irrigation and water 3 CPB and 
utilization ORDA 

2006 On crop production 5 CPB 
managemen t 

TFMF'SPCS 2004 On cooperative background 3 CPB 
and principles 

2006 On cooperative background , 10 Regional CPB. 
principle, management , and 
accoun ting 

2088 On cooperative accoun ting 4 CPB 

Prepared by the Researcher 

However , the key informant from the cooperatives and the CPBs argued that 

the training courses were not tailored to suit trainees ' individua l 

development n eeds , and were not successfully adapted to fill the knowledge 

and skill gaps required for a specific pos ition and t o the need of the 

cooperatives. The trainings couldn 't ra ised the capacity of the tra inees to 

conceptualize the theoretical a nd practical aspects of cooperative 

governance, a nd did n ot give adequate stress to equip the trainees with the 

managerial , accounting and technical knowledge and skill dema nded by the 

free marke t economy. 
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Although cooperative employees also should be well-schooled in cooperative 

princ iples and s hould be responsible for improving member relations as part 

of th eir job, however, the outcome of this research revealed that, among 

others, absence of adequately educated and trained cooperative employees 

have constrained the governance of TFMFSPCS. Hired on contractual basis 

currently TFMFSPCS has nine employees working on four different types of 

positions (Table 4.10). The cooperative is the only society that has a 

manager in A W. 

Table: 4.10. Formal education level of employees of TFMFSPCS. 

Position Grade 

Manager 10 th 

Accountant 10 th 

. -
Sale s ma n J (at Aba Shenie branch) 5'h 

Salesman 2 (at Denim branch) 6'h 

Salesman 3 (at 'i1"s Aba Lima branch) 7'h 

Guard 1 (A ba Shenie branch) Adult education 

Guard 2 (for the grain mill, in Wucha/e) Adult Education 
.. 

Guard 3 (Denka) Adult Education 

Guard 4 ('lIs Aba Lima) Adult l£ducation 

SO/lree: TFMFSPCS 

Though none of them have completed their high school education, of the 

nine employees of TFMFSPCS, only five (55.56%) them have attended formal 

education. (N.B . the manager and the accountant of the cooperative 

attended their formal education during the former education curriculum). 

All of the key informants have argued that the manager, the accountant and 

th e salesmen of the cooperative do not have adequate technical and 

managerial knowledge and skills to carry out their corresponding jobs, and 

to ensure competitive cooperative business. This has influenced negatively 

the m a nagement, accounting and record k eeping of the cooperative. The 

manager lacks both theoretical and practical knowledge for preparing 

bu siness plans, organizing, leading and controlling the operation of the 

society. Similarly, the accountant lacks modern accounting knowledge , and 

h e is unable to prepare timely and standard financial statements; rather he 

prepares accounts traditiona lly in unorganized form. Also the salesmen do 
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lack the a bility of recording daily transactions, and it has made difficult the 

effort made to know the participation of members in the patronage of the 

cooperative. Besides manifesting the existence of lack of transparent 

governance in the socie ty, lack of timely a nd accurate daily transaction 

record h as c reated connicts between employees. Resulting in loose resource 

control this may also facilitate corruption and malpractice in the 

cooperative. 

Considering the employees in terms of the cooperative trainings , the 

evidence indicated that only three (33%) of then have attended cooperative 

train ing on the same topic and for the same number of days as the members 

of the MC of TFMFSPCS received. However, the employees involved in the 

key informant inte rview reported that the trainings were not adequate 

enough to enhance their capacity and, thereby, to perform efficiently their 

duties. The trainings were not a lso tailored to the specific jobs they do. 

4.2.8. Weak Market Power 

Cooperatives are a specific genus in the market economy and are not 

a lways unders tood (Pezzini , 2007). Some people see them as a poor man 's 

a nswer to the fury of the free market forces. Others, the true cooperatists 

consider them as the most effective answer to specific market condition 

(Heldriskse a nd Veerman, 2004). In examining the cooperative movement as 

a whole, it is more natural to stress stakeholders, because cooperatives 

often try to offer services that the market fails to produce effectively 

(Pellervo, 2000), and cooperation has its principal strength in knowing how 

to identify needs which neither the market nor the state has succeeded in 

meeting (Pezzin i, 2007). This suggests that, as a specific people-centered 

and market-oriented organizations, comprising many small actors working 

together, cooperatives are established to produce the goods a nd / or the 

services required by their m embers, thereby, to create a force on the market. 

In this respect , both of the cooperatives covered in this study have weak 

market power, and they a re not strong-enough to compete in the market 

and to provide dependable and sustainable diffe rentiated marketing services 

to their members. Among others, lack of government support, dedicated 
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professional m a n agem e nt a nd lack of cooperation a mong coopera tive are the 

main factors associated for the week marke t power of the cooperatives. 
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F'igure: 3. Ideal , pote ntial a nd actual marke ting chann els o f vegetable 

producer farm ers before and after formation of AVPPCS 
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Esta blished in line with the cooperative principles, a ll of the respondents 

argued that, giving the priority for its members, AVPPCS has been 

organizing supply of inputs, particularly carrot seeds, and selling of carrot 

produces of m embers a nd non -members. In so doing, AVPPCS enabled 

them to sell their carrot produ ce at higher pnces and at standard unit of 

measurements. Also, di stributing dividends to its members s ince 2006 

AVPPCS has been creating the opportunity to gain addition income for its 

members. The ch a irman of the cooperative, for example, reported th at before 

the formation of AVPPCS, filling the 100kg sack as much as it can they were 

selling the ir carrot produce to local m erch ants a t a maximum price of 55 

E1.h. Birr. However , since the establishment of th e cooperative, they have 

been se lling their carrot produce by a standard unit of measurement and a t 

higher prices ranging from 70 Eth Birr in 2004 to 300 Eth birr in 2008 p er a 

qu inta l. Ma king marke t contracting with vegetable wholesalers who are 

living in Addi s Ababa the coopera tive sold the carrot produce of members 

and non-members in 2008 at a price of 300 Eth . Birr p e r quintal , exceeding 

the price which was in 2003 by 245 I':th. Birr per a quintal. However, since 

the begin ning of 2009 , AVPPCS has failed to maintain its usual marketing 

services a nd falling at pa lm of their former exploitator s, th ey (both members 

and non -members) are selling their produce at average price of 65 

Eth. Birr / quinta l. 

Besides the low price, the market problem also brought problem on the 

quali ty of the product and, thereby, resulting in reduction of volume of 

produ ce so ld a l the given price. As of the researche r's observation and the 

respon se o f the key informa nts, since the carrot was rooted up and supplied 

to the local traders a month later from its norma l harvest time, s ignificant 

vo lume of carrol was cracked and not marke ted. 

Government h as importa nt role to play in a ll those fields whose socia l 

margin re turns a re high er than the priva te marginal returns (Shirivastava, 

2004). Governme nts support cooperative marke ting by issuing favorable 

legal framework , and by promoting cooperatives in the market. Such 
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governmental support is very important to develop market-competitive and 

me mber-responsive cooperatives. To this end, in principle, as it is stated in 

article 5(8 -9) of the proclamation (274/02): 

71,e apPl'Opriale alilhorily; promoles Ihe produci of Ihe cooperalives so Ihal Ihey 
lIIay find markel and ./iJCililale condilions in order 10 bring consumers and 
producers 10 direct communicalion in the home markel, and provided 
professional and lechnical SUppOri 10 process agricullural produCIS of Ihe 
cooperalive 10 induslrial producls so Ihallhey 1I'ill have beller added vallie. 

However , due to the various factors mentioned in section 4.2.2 of this case 

study the appropriate au thori ties found in the s tudy a rea do not render 

sufficient cooperative marketing promotion supports and lack of such 

support from the CPSs is found as one of the factors that influenced the 

competence of the studied cooperatives, particularly AVPPCS, in the m a rket. 

For instance, the key informants from AVPPCS argued that the CPSS are 

relu ctant to consolidate cooperatives and to support the marketing process 

of the cooperative, even in a problematic situation. 

Moreover , lack of dedicated and professional leadership is identified as one 

of the facto rs constraining the competitiveness of the cooperatives . The key 

informan ts from the CPS a nd the cooperatives, for insta n ce , argued that the 

dedica tion a nd market-oriented attitude of the MC of AVPPCS is good and 

encouraging. Despite h aving these positive qualities, however, the MC is 

unable to ensure market-oriented management and to interpret its 

dedication efficiently and effectively on the ground in such a way bala ncing 

the interests of the m embers , among others, due to lack of adequate 

managerial and technical knowledge and skills. The officers of the MC lack 

the capacity to sense , analysis and interpret correctly market information , 

and to adjust it to the produce of members. The MC is not capable to 

diversify the production activity of members according to the demand in the 

market and failed to avoid or at least to minimize the marketing risk, and to 

en h a nce the competitive ness of the cooperative in the market. On the other 

hand , in view of meeting the demand in the market, the MC may fail to meet 

equally the interest of members and m embers m ay not gain equal benefits 

from their common enterprise as the variou s products of members' may not 

have equa l demand in the m arket. For example, the key informants a rgued 
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that produc ing other types of vegetables like tomato, potato, omon besides 

carrot, AVPPCS may diversity its production in line with the market to 

minimize its m a rke t ri s k. In a ddition to reducing m a rket risk, through 

divers ifica tion , the cooperative may also increase the efficiency of wate r 

utiliza tion ma n agem ent in the a rea. However, the MC of AVPPCS doesn 't 

a pply member-oriented a nd marke t-driven diversified vege table production 

ma nagement in its opera t ion s ince its m embers do not h ave the n ecessa ry 

ma nageria l a nd technical s kill s a nd knowled ge to mana ge the diversified 

vegeta ble s of m embers in a balanced manner. 

In a ddi tion to the m a rke t problems mentioned above , lack of viable 

coopera tion among cooperatives is the other fa ctor tha t constra ined the 

competi tiveness of the cooperatives in the marke t . OCDC (2007) pointed out 

that cooperative better their members ' circumstances either directly or 

indirecLly . Di rec t ly , s ta llholders often organize themselve s in prima ry 

coope ra tive . However, agains t the "coopera tion among cooperatives" 

principle. however, in practice, scale d r iven cooperation in the s tud ied 

cooperatives 1S littered in fa ilu re. Wh ile AVPPCS hasn 't a ny coopera tion wi th 

o ther coo pera tives, th e coopera ti on made by TFM FSPCS with oth er MPC S, is 

unviable. Impactin g adversely th e cost of th e coop era tives, isolated business 

operation which is carried ou t by the cooperatives is constra ining the 

competence of the organ ization s in th e ma rke t. 

As it is d iscu ssed ear lier, operating bu s iness separately by itse lf AVPPCS 

h as been providing ca rro t seed s a t minimum pr ice to an d h as been se llin g 

the carrot produ ce of m e mbers and non-mem ber s a t higher price till the 

end of 2008, as well as it was saving member s a nd non -m em bers from th e 

exploitation of th e unethical local merchants . However, s in ce th e beginning 

of 20 09. AV PPCS became una ble to sell th e carrot p rod u ce of m em bers and 

non-members expl icitly due to the treats of new opportunistic m a rke t 

en tran ts. Give n thi s trea t AVPPCS may remain competitive in the market 

a n d provide su stainable differen ti a ted ben efits to the carrot grower s in the 

study area, a m on g others, if the cooperative was run ning its bu s iness in 

cooperation wi th oth er coop eratives that h ave s im ilarly objectives. For 

examp le, on e of th e k ey in formants repor ted th at lack of zon a l vegetable 
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cooperati ve union is one of th e factors that influen ced the competitiveness of 

the cooperative. Th e resource AVPPCS mobilize in the market is not large 

enou gh to minimize per unit transaction cost of the cooperative so that the 

enterpri se competes with its competitors and n egotiates with its purchasers. 

Unlike AVPPCS, TFMFSPCS is a member of Rilcum Multipurpose Cooperative 
Service Union (RMCSU). 

Figurc: 4. Actu a l and Ideal marke ting channel of TFMFS PCS (Prepared by 

the Reseacher). 

Wholesaler 

TFMFSPC 

Members 

1).Actu a l Marketing Channel ofTFMrSPCS 11) .ldeal Marketing Channel of TrMrSPCS 

Th e union was es ta blished by 8 MPCS in 2003 in Dessie town (the capita l of 

SWAZ) to enhan ce the bargaining capacity of the primary MPCSs in the 

market. Whereas as the key informants argued RMCSU is not viable and, it 

isn't operating bu s iness competitively in the market and TEMFSPCS h asn 't 

received any differentiated servIce from the union. Purchasing from 

Merchandise Wholesale and Import Trade Enterprise (MWITE) , Dessie 

Bran ch , at cost price the union has been selling some consumer goods to its 

member coopera tives from 2 003 to 2005. Due to the disagreement created 

between the union and MWITE, however , the service of the union didn't 

con tin ue after 200 5 . Hen ce as it was before 2003, since 2006, TFMPFSPC 

purchases consumer goods from private wholesalers found in Dessie and 

distributes it to members and non -members a t non-differentiated price. 
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4.2.9. Lack of Member-Benefited Governance 

Coo peratives are joint member-owned and controlled enterprises for 

producing goods and/or services where the principal activities a n d 

opcration s are coordinated among members wh o sh are ri s ks and profits 

(Sku rni k, 2002; Jussila et a I, 2006). Con s is ting m a n y small actors working 

togeth er to produce the products and services required by the m embers as 

effec tive ly as possible, the primary purpose of cooperatives is to m eet the 

common needs of their m embers (Pezzini, 2007). In practice, the benefit a nd 

added va lu e produced by the business re lations between them and the 

cooperative (Pe llervo, 2000). Agricultural cooperatives, for instance, are 

formed to improve members' bargaining power, reduce costs and risks, 

access services, s uch as marketin g production a nd a dverti zing that th ey 

cannot otherwise be a ble to a fford, and achieve economies of scale and 

increase returns (Carr et a I, 2007). 

However , the outcom e of the a n a lysis got from this research showed that 

both of the studied cooperatives h ave fail ed to en sure dependable member­

benefited and democratic governance in their business operation process; 

b u t wi th extrcme difference. Though it fa iled to be su stain able , running its 

operation a ccording to the cooperative principles, among others, mainly 

beca use of market re lated constraints, AVPPCS has been prac ticing 

member- benefi ted governance process in its operation. Th e k ey in formants 

a nd the me mbers e n gaged in the FGD, for example, argued that the 

cooperative has been providing differentiated market access services to its 

members and the community. It h as been providing carrot seed at minimum 

price and at the door o f the farmers. Also figure 5 be low indicates th a t it was 

se ll ing the carrot produce of m ember and n on -m ember carrot growers at 

higher prices. However , as the sources reported and the researcher observed 

in his fi e ld work , the positive m arket service provision trend of the 

cooperati ve chan ged in to hi s tory since th e beginning of 2009. 
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Figu re: 5. Trend of m arke ting performa nce of AVPPCS 
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The coopera ti ve fa iled to se ll the carrot produce of the farmer s at the 

beginn in g of the year 2009, and to m a inta in sustainable member-bene fited 

governa n ce III its operation. Consequently, like the event which was four 

years ago; I. e. before 2004 , a ll carrot producing farmers h ave fail ed at the 

exploitative pa lm s of local me rchants. 

Beside the law price, the marke t problem has a lso brought problem on the 

quality of th e product, thereby, resulting in reduction of volume of produce 

sold at th e given pnce . According to my observation and the report of the 

key informants S!J1ce the carrot was rooted up and supplied to the local 

traders a month la tte r from its norma l h arvest time, significant volume of 

carrot was cracked and was not marketed. 

In addition to the bene fits mentioned above, AVPPCS provided credit 

services to its me mbers . Acco rding to the chairman , for the first time in its 

opera tion the cooperative rendered a to tal of 35,300 Eth. Birr to its members 

in th e 200 ] Ethiopian fiscal year (2008/09). Out of this total valu e, 5000 

Eth . Birr was given to m embers by the government for purchasing carrot 

seed , while the rest 30300 Eth.Birr was given by the cooperative itself. 

Although AVPPCS was form ed primarily to provide better price for the 
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produce of members also the cooperative benefited its members by 

distributing dividend in the 2000 Ethiopian fiscal year (2007/08). 

In principle, TFMFSPCS is organized primarily to ben e fit members through: 

supplying agricultural input, credit services and consumer goods at 

a fford able price; se lling m embers' produce at maximum price; and rendering 

grain milling service at fair price . However, in practice, the governance of the 

cooperative has failed to meet none of the benefits to members. Among 

others, mainly because of lack of: locally-embedded economic activities of 

the cooperative; professional a nd dedicated management; and cooperation 

among cooperatives. 

Nonetheless, this doesn't mea n that the cooperative doesn 't completely 

conduct business operation-it does. But the business activities, which are 

opcratcd by the cooperative, are not undertaken on the basis of cooperative 

principles. Basically corporate governance is the same in cooperatives as in 

pu bli cally coted companies (Pellervo, 2000). However, a cooperative 

producin g services for its members creates the corporate framework and 

basic rules of entrepreneurship on different collaborative models (Skurnik, 

2002). The differences in governance attributes result from the goal of the 

organiza tio n s: an investor- owned firm is formed to give its owners the 

highcs t return an investment, while the primary goal of a cooperative is to 

provide the best service to its members (against the lowest cost) (Bijman 

and Hendrikse,2004). Whereas TFMFSPCS has failed to provide the services 

needed by its members. According to the report of the key informants and 

the conclusion of the FGD participants, lack of member-ben efited 

govcrnance is the other governance constraint identified in the governance 

of TFMFSPCS. While the cooperative runs c redit provision services , a nd 

markets in consumer goods without respecting th e principles of cooperation, 

it doesn 't undertake bu siness in agricultural input services supply. Of 

course, the cooperative runs business activities by purchasing and selling 

gra in s , and by providing grain milling services. However , in contrary to the 

objective , governa nce and ownership structure of cooperatives, members 

h aven 't been participating as a customer and/or as a purchaser in the 
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business activity o f TFMFSPCS. Hence, the governance of the cooperative 

at the operation leve l of the cooperative is not member- controlled , member­

benefited and member patronized. 
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CHAPTER FIVE 

CONCLUSION AND RECOMMENDATIONS 

5.1. Conclusion 
To conclu d e, in gen era l, the eviden ces obta ined from the outcome of th e 

a n a lysis o f this research indicated tha t there a re s ign s of ren a issan ce 

in th e governa n ce of coopera tives in Ethiopia. It can be a rgued tha t 

cooperatives a re peop le- based dem ocra tic a nd autonom ous economic 

and socia l o rganization s organized to m ee t th e mutu a l interest of the 

coopcrato rs th rou gh opera ting bu siness 111 th e context of the 

environm en t. As en viron m ent based organization , a cooperative is a 

produ ct of the socia l, econ omic and political condition s th a t exist in the 

given en vironment. Opera ting bus iness in su ch context, the governa n ce 

of cooperatives IS affected by van ou s interna l and externa l 

envi ron mental factors including governments. As externa l govern a n ce 

fa ctor , govern ments can a ffect the governa n ce of coopera tives either 

positive ly or n egatively. Government may facili tate the movement of 

mem ber -governed a nd m a rke t-drivf! n coopera tives through issuing 

supportive legal framework , a nd providing promotiona l supports . On 

t.he contra ry, they m ay constra in m embers-governed a nd ma rket-

orie n ted coopera tive m ovem en t by en acting unen a biling legislation 

and ( o r by not provid ing th e desired prom otiona l supports for 

cooperatives. 

In th is respect , th e outcome of thi s resear ch revealed that th e FORE 

government h as sh own its inten tion th e developmen t of m ember 

governed a n d ma rket orie nted coopera tives in th e country. To thi s end, 

it is a rgued th a t u sin g th e common univer sally accepted ICA 

coopera t ive principles as guida nce for issuing the procla m a tion 

(147 (98), a nd incorporating th em under a rticle 5 of the legisla tion, the 

government en acted supportive legal fra m ework to facilita te the 

movem en t of dem ocratically a nd a uton om ou sly m ember-governed 

cooperatives. For th e im plementa tion of th e procla m a tion (147(98), 

also regulation (106 (04) is issu ed by th e cou ncil o f m in isters pursu a n t 
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to a rticle 59 of the procla m ation (147 /98). Furtherm ore, where as it 

has become impera tive to establis h autonomous organ respon sible for 

registe ri ng, condu cting research , rendering tra ining a nd other 

technical support, In accorda n ce with a rticle 55 of the coopera tive 

legis lation , a cooperative commiSSIOn establishment 

proclamation (274/ 02) is proclaim ed on 14 May, 2 002 . Among oth ers , if 

th ese facilitators a re a pplied in consistent with the cooperative 

principles in the governa nce process of the cooperatives, starting from 

the outset o f th e ir association, a nd throughout their operation, 

cooperatives can en sure member-benefited democratic and 

a utonomous governance in their decision making and business a ffairs. 

Moreover , in princ iple, the cooperatives covered in this case study h ave 

bylaws that have the potential to realize m ember- governance. 

Underling the leA cooperative principles , constituting the pa rticulars 

provided in a rticle 11 of the proclama tion (147/98) a nd adapted to th e ir 

specific natu res, bo th of the coop eratives have bylaws which h ave the 

possibili ty to practice democratic a nd independent governance 

structure In their interna l decis ion making processes. 

Despite the intention of the federa l government of Ethiopia and the 

essen ce the princ iples of cooperation , however, in prac tice, the 

governa n ce of th e cooperatives is not dem ocratic , autonomous a nd 

member- based due to variou s constra ins . The ou tcome of the case 

study revealed th at negative intervention of local governm ents a nd 

governm ent officials, weak organizational capacity o f cooperative 

promotion bu reaus (ePBs), lack of locally-embedded business activities 

and passive m ember participation in the d ecision making and 

economic activities of the cooperatives, lack of a dequate education a nd 

t rain ing by member s, by me mbers of th e managem ent committee(MC) 

a nd by employees, m ember ship unaccountable Me and employees, 

an d poor m a rket competence power of the coopera tives a re the 

factors , which constra ined th e cooperatives from realized m embers-
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be ne fited democra tic, autonomous and su s taina ble governance in th e ir 

dec is ion mak ing a nd bus iness a ffair s . 

5.2. Recommendations 
I-laving th e above discu s s ed research finding, for th e coopera tives to 

prac tice the in s ti tution a l governa nce fac ili tators a vailed by th e 

gove rnmen t a n se t in the ir bylaws in the ir decis ions and bu sinesses in 

accorda n ce with the commonly a ccepted ICA coopera tives principles 

in the con text of the ma rke t economy a s well a s to tackle th e 

con s tra ints o f governa n ce faced in the association and bu siness 

opera tion of the coope ra tives, and, there by, to en sure democra tic and 

a u tonomou s decis ion m a king in their governa n ce process, the 

research er forwards the fo llowing recommenda tions. 

Rendering demand-oriented education and training 

I t is argued tha t for coopera tives with their unique principles , business, 

and governa n ce s tructure, education a bout coopera tive principles, 

practices and ben efit s is the ir lifeblood , a nd coopera tives should 

provide education and tra in ing for their members, representa tives and 

em ployees so th a t th ey can con tribute effectively to the developme n t of 

th e ir coo peratives. As local based economic a nd s ocia l organizations, 

edu cation sh ould be a lso given to the member s of the community. 

However , s ince the coopera tives a re not stron g en ou gh to render 

education and tra ining to these a nd other concerned bodies , 

governm ents a nd non-government organizations should participa te in 

the education a nd training program in terms of supplying trainers with 

th e fi na n ce required for th e training. 

As people-intensive socia l a nd economic organization th e effic ien cy of 

dec is ion m aking in coopera tives primari ly depends on the qua lity of the 

members involved direc tly by them selves and / or indirectly throu gh 

th e ir re presentatives in the governa n ce of the cooperatives. Thu s, 

cooperatives education a nd training s hou ld be given to th e m embers 

d epending on th e s pecific n eeds of the cooperative s to en sure 
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professionally member- governed cooperatives. For examples, since the 

participation of members of AVPPCS m the governance the ir 

cooperative is active , the training should be given to enhance the 

e ffi cien cy of decis ion made by m embers. On the other h a nd the training 

s hould be given to member's participation efficient active m ember 

participa tion . In general, cooperatives training given to m embers can 

ensu re active m e mbers partic ipation in the decision and economic 

a ffa irs of the cooperative . In turn , p a rtic ipating activity in the 

governance of the cooperatives, m embers de legate their authority to 

their representatives to wh om they believe a nd hold account th e ir 

representatives a nd cooperatives training empowers them a lso stand 

aga inst th e intervention of outsiders including the govern. 

In addition to m embers, coop erative education and training should be 

rendered to the m embe rs of the MCs and employees of the cooperatives 

according to their specific needs. Enhancing their professiona l capacity 

a nd moulding their character according to the values and principles of 

cooperatives, such training en ables the MC and employees to run the 

opera tion of th e cooperatives according to the requirement of the 

market and the m embers. 

It is a lso argued that lack of adequate knowledge a nd expenence on 

general business skills such as reading financial statemen ts, 

leadership, basic entrepreneurial and business skills and attitudes is 

resu lted from poor formal education of the m emb ers of the MCs of the 

coopera tives a nd employees of TFMFSPCS. To solve these constraints in 

th e short run training should be given to employees a nd m embers of 

MCs and as necessary as poss ible in CPBs should be support 

cooperatives these functions. But in the long run since the coverage of 

education is in genera l increasing the problems of cooperatives will be 

addressed by the general education strategy of the governm ent. 
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Setting member-shared and locally-specific business activities 

It is argued that lack of members-oriented and loca lly-specific business 

activities of the MPCS, including TFMFSPCS, is one of the problems, 

which co ns tra ined th e governance of the cooperatives. Because the 

business activities that th e cooperatives in coop erated to achieved 

their objectives do n ot bring any business transaction between 

members and the cooperatives, and it is one of the constra ints of 

governance in the cooperatives. 

Therefore, for the TFMFSPCS a nd for oth er cooperatives wh ich are 

faced by s imila r governance con straints, in order to: ensure voluntarily­

organized la rge mem bership in their association ; maintain member 

commitment in their decision making and business affairs; mobilize 

large vo lume of resource so that they become competitive-enough in th e 

market; and to provide members with di fferentiated benefits , among 

others, the cooperatives must be the con tinuation of the economIC 

ac tivities of the members. At the same time, th e business activities, 

which cooperatives conduct, should be met in the same way neither by 

the private sector nor by the state . 

Evidence from this study, has also sh own that to promote member­

governed competitive cooperatives, wi th others, CPBs must be 

organized independently and staffed adequately with properly trained, 

we ll motivated and equipped employees so that they can re nder 

regular cooperative supervlslOn and assistance in line with th e 

princ iples of cooperation. 

Moreover , it is argued that control follows fina nce (Duffey, 2001), and 

increased member participation in financing the coop erative 

enterprise tends to improve member governa n ce and control (Rouse, 

2006). In this regard, the empirical evidence fou nd from TFMFSPCS 

indicated that resulted from the poor economIc participation of 

members, lack of adequate financial capital is con straining the 

governa n ce of TFMFSPCS by a dversely impacting the volume of 
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transaction a nd incentive structure o f the coope ra tive . Once 

cooperatives fram ed economically feasible business activities , 

mobilizing adequ ate internal fina nce capita l as much as possible, in 

such a c ircumstance coopera tives could finance their external sources. 

However, the exte rnal finance must be demand-driven and member ­

orien ted if we are truly in need of realizing voluntarily member­

organized, member-con trolled autonomous a nd sustainable cooperative 

en te rprises in E thiopia. 

Cooperation among cooperatives 

Despite th e cooperation a mong cooperatives principle, the outcome of 

this study also revealed that a lthough such coope ration allow 

cooperatives to boost th eir economic capabilitie s, as well as allow to 

achieve in creased strength 10 express the purpose of cooperatives in 

th e liberalized market condition, the studied cooperatives run their 

business operation in isolation and the cooperatives have fail ed to 

practice market-oriented and member-benefited governance in their 

business operation process. This suggests that for the cooperatives to 

meet the n eeds of their owners, which are above their individual 

capabilities by s trengthening their bargaining powe r in the form of 

m arket power a nd to provide the be nefits demanded b y their m embers , 

the cooperatives must cooperate with other cooperatives that have 

similar objectives. 

It is argu ed th a t the Federal government of Ethiopia has enacted a 

supportive legal fra m ework to facilita te t h e movement of democratica lly 

and autonomou s ly member governed coop eratives across Ethiopia. yet 

one of the constra ints faced the governance of the cooperatives is 

in tervention of local governments. In a circumstance where the fed eral 

legisla tion IS supportive for promoting members governed 

cooperatives, the primary m easure that should be taken to avoid the 

interventionis t action of local government is empowerment of 

members to stand against th e intervention of the loca l governments 
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according to the suppor tive legislation of the federal government in line 

the cooperatives principles. 

Nonethc less, since the enabling cooperatives legislation fram ed as a 

prin c iple at the highest ad ministrative level of the government is 

translated in to practice by the relationship cooperatives h old with the 

lowest administrative bodies o f the government usually woreda 

administrators, who are the real or practical decision makers, their 

attitude th ey have towards cooperatives is vital for the movement of 

democratically controlled and autonomous cooperatives. 

To s h ape positively the minds of such government administrators 

according to the cooperatives principles and to ensure member­

governed cooperatives, a m ong others training about th e principles, 

benefits, govern ance, stru cture, etc . should be rendered to these bodies 

of the government. 
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ANNEX 

A. Key informant interview 

Formation of coope ra tives 

Obj ectives 

Membe rs hip organization 

Mem be r participation 

Benefi t s gained from the cooperatives 

Election a nd accountability of MCs 

Em ployee hiring process 

Edu cation and train ing 

Supervi sion and control " 

Rela t ionship with CPBS 

Re la tion wi th local government 

S u ggestion for future action 

B.Focus Group Discussants 

l. Why was the cooperative organized? 

2 . How was the cooperative formed ? 

3. How is your partic ipa tion in the coop erative? 
4. Would you expla in the benefits you received from th e cooperative, 

please? 
5. How do you see the services of the MC and employees in the 

coope ra ti ve? 
6. Wha t actions shou ld b e taken for the future? 

C. Documentary review 

Cooperative related government legis lations 

Coopera tive bylaws, reports and minutes 
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APPENDIX I 
A. Ke y informant interview 

Formation of cooperatives 

Objectives 

Membersh ip organ ization 

Member participation 

Ben efits gained from the cooperatives 

Election and accounta bility of M Cs 

Employee hi ring process 

Edu cation and training 

Supervis ion a nd control 

Relationship with CPBS 

Relation with local government 

Su ggestion for future action 

B .Focus Group Dis cussants 

1. Why was the c ooperative organized? 

2. How was the cooperative formed? 

3. How is your partic ipa tion in th e cooper a tive? 

4 . Would you expla in th e b enefits you received from the cooperative, 

p lea se ? 

5. How d o yo u sec the services of the Me a nd employees In the 

cooperative? 

6. Wha t actions should b e ta k en for the future? 

C. Documentary review 

Cooperative related government legislations 

Cooperati ve bylaws, reports a nd minutes 
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APPENDIX II 

ETHIOPIA 

PROCLAMATION NO 147/1998: 

A PROCLAMATION TO PROVIDE FOR THE ESTABLISHMENT OF 

COOPERATIVE SOCIETIES 

WHEREAS, it has become n ecessary to establish cooperative societies which 

a re formed byindividuals on voluntary basis and who have similar needs for 

creating savings and mutualassistance among th emselves by pooling their 

resources, knowledge and property; 

WHEREAS , it has become necessary to enable cooperative societies to actively 

participate in thefree market economic system; 

WHEREAS, it has become imperative to issue a comprehensive legislation by 

which cooperativesocieties are organized and managed in order to achieve the 

above mentioned objectives; 

NOW, THEREFORE, in accordance with Article 55(1) of the Constitution of the 

Federal 

Democratic Republic of Ethiopia, it is hereby proclaimed as follows: 

PART I GENERAL 

Section 1. Short Title. 

This Proclama tion may be cited as the "Cooperative Societies 

Proclamation No. 147/ 1998." 

Section 2. Definitions. 

In this Proclamation unless the context otherwise requires: 



1) "Society" means a coope rative society established and registered in 

accordance with this Procla mation and it sh a ll in particula r include the 

following: 

(a ) Agricultural Cooperative Societies; 

(b) Housi ng Coopera tive Societies; 

(c) In dustrial and Artisans Produ cers' Cooperative Societies; 

(d) Con sum ers Cooperative Societies; 

(e) Savings and credit Cooperative societies; 

(0 Fishery Cooperative Societies; 

(g) Mining Coo pera tive Societies ; 

2) "Cooperative Society" means a society established by individuals on 

volunta ry basisto collective ly solve their economic and social problems a nd to 

democratically manage same; 

3) "Member" means any physical person, or society established under this 

proclamation which is registered a fter fulfilling his m embers hip obligations. 

4) "Genera l Assembly" m ean s a meeting of members of the Primary Cooperative 

society or representatives of socictics abovc primary level; 

5) "S pecia l reso lution" means a resolution passed by a two third majority of the 

members to be binding on all m embers; 

6 ) "Management Committee" m eans a body elected and empowered by the 

gen eral assem bly with the respon sibility to manage the activities of the society; 

7) "Appropriate Authority" means an organ established at federa l level, or a 

bureau or an organ established for the same purpose at Regional or City 

Administration level, to organizeand register cooperative societies and to give 

t ra ining, conduct research and provide oth er technical assistance to 

cooperative societies; 

8 ) "Person" mea n s a na tura l or juridical person. 

Section 3. 

Where the provisions of the Proclamation are set out in the masculine gender 

they a pply equally to the feminine gender. 



Section 4. Objectives of a Society . 

The society to be established under this proclamation sh all have one or more of 

the followin g objectives: 

1) to solve problem s collectively which m embers cannot individua lly achieve; 

2) to achieve a better result by coordinating their knowledge, wealth and 

labour; 

3) to promote self-reliance among members ; 

4) to collectively protect, withstand and solve economic problem s; 

5) to improve the living standards of m embers by reducing production a nd 

service costs by providing input or service at a minimum cost or by findin g a 

better price to their products or services; 

6) to expand the mechanism by which technical knowledge could be put in to 

) practice; 

7) to develop a nd promote savings and credit services; 

8) to minimize a nd reduce the individual impact of risks and uncertainties; 

9) to develop the socia l and economic culture of the members through 

ed u cation and training. 

Section 5. Guiding Principles of Co-operative Societies. 

1) Co-operative societies are voluntary 

organizations open to a ll per sons able to use their serVIces and willing 

to accept the responsibilities of membership without gender, social, racial, 

political or religious discrimina tion. 

2) Co-operative societies are democratic organizations controlled by their 

members who actively participate in setting their policies and making 

decisions. Every member h as equa l voting rights and accordingly one member 

sh a ll have one vote. 

3) Members s ha ll receive dividends from profit according to their shares and 

contribution after deducting and settin g aside a n amount necessary for reserve 

and social services . 



4) Co-opera tive societies are autonomous self he lp organizations controlled by 

th eir me mbers. If they ente r into agreement with oth er organization s, including 

governments or raise capita l from externa l sources, they shall do so on terms 

that en sure democratic control by their m ember s and ma intain their 

a utonomy. 

5) Co-operative societies provide edu cation and training for their m embers, 

elected representatives, managers and employees so as to enable them to 

contribute effectively to the development of their societies . They inform the 

genera l public, pa rticularly the youth about the na ture a nd benefit of societies. 

6) Co-opera tive societies serve their members most effective ly and strengthen 

the societies movement by working together through local, nationa l, regional 

and internation a l structures. 

7) Co-operative societies work for the susta ina ble developm ent of their 

D communities through polic ies approved by their members. 

PART 1I FORMATION AND REGISTRATION OF CO-OPERATIVE SOCIETIES 

Section 6 . Formation of Co-operative Societies . 

I) Co-operative societies m ay, according to their nature, be established at 

different levels from prima ry up to the fede ra l level. 

2) A primary society s h a ll be establis hed by persons who live or work within a 

gIVen a rea. 

3) The number of members in a primary society to be establis h ed shall not be 

less than ten. 

4) Notwithstanding Sub-Article (2) of this Article, the appropria te authority may 

s pecify in the directive, the minimum number of members th a t could ma ke a 

society economically feasible. 

5) A society m ay sell one of its s ha res to persons outs ide its area when the 

society faces shortage of capi tal. 

Section 7. Types of Societies. 



1) A society may engage In ei ther production or service rende ring activities In 

both. 

2) The field of activities to be engaged in by a ny socie ty shall be determined by 

the by- laws of the society. 

Section 8. Na me of a Socie ty . 

1) Any society s ha ll have its own name 

2) Words "Cooperative Society a nd Limited Lia bility" shall a ppear in the na m e 

of every society. 

3) A name or distinguishing m a rk registered by one society shall not be used by 

a n y othersociety. 

4) The na me of every society s ha ll be written boldly and be put at every place 

where the soc ie ty's activities are performed . It should also be written or sealed 

o on every notices letters, other specifications a nd documents which are signed 

on behalf of the society. 

) 

Section 9. Registration of a Co-operative Society. 

1) Any society sh a ll be regis tered by the appropriate authority . 

2) Any socie ty, when established s hall submit an application for registration 

togeth er with th e fo llowing particulars to the a ppropriate authority: 

(a) Minutes of the founders mee ting; 

(b) The by- laws of the society in, three copies; 

(c) Names, address and signa ture of the members; 

(d) Name, address a nd signature of the members of the management committee 

of the society; 

(e) A detailed description which proves that the registered m embers of the 

socie ty have met the requirements for me mbership in accordance with the 

provisions of this 

Proclamation a nd the by- laws of the society; 

(0 Name, address and s ignature of members of the socie ties a bove pnmary 

level; 
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(g) Plan of the society; 

(h) Documents showing that the amount of capital of the society and the 

capital has been collected and deposited in a bank account, if there is no bank 

in the area, that it has been deposited in a place where the appropriate 

authority has designated; 

(i) The description of the land on which the society operates; 

U) Other particulars that may be specified in the regulations or directives 

issued for the implementation of this Proclamation. 

3) The appropriate authority shall register a society and issue a certificate of 

registration within 15 days when it is satisfied that the application for 

registration submitted to it has fulfilled the requirements for registration. 

4) When the appropriate authority rejects the application for the registration of 

a society, it shall give a written explanation to the representatives of the society 

o within 15 days. The representatives may appeal to the high court which has 

) 

jurisdiction on the decision of the appropriate authority. 

5) The certific ate of registration issued to a society pursuant to Sub-Article (3) 

of this Article is an evidence to prove that a society is registered in accordance 

with this Proclamation. 

Section 10. Juridical Personality and Responsibility. 

1) Any society registered in pursuance of 

Article 9 of this Proclamation shall have juridical personality from the date of 

its registration. 

2) Any society shall not be liable beyond its total asset. It has limited liability. 

Section 11. By-laws of Society. 

1) Every society shall have its own by-laws. 

2) The contents of the by-laws shall include the following particulars: 

(a) Name and address of the society; 

(b) Objectives and activities of the society; 

(c) Working place (area) of the society; 
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(d) Requirements necessary for membership of the society; 

(e) The rights and duties of members of the society; 

(0 The powers, responsibilities, and duties of management bodies; 

(g) Conditions for withdrawal and dismissal from membership; 

(h) Conditions for reelection, appointment, term of office and suspensIOn or 

dis missal of the m embers of the management committee or other management 

bodies; 

(i) conditions for calling of meeting and voting of the society; 

Ul Allocation and distribution of profit; 

(k) Auditing; 

(1) Employment of workers; 

(m) Other particulars not contrary to this Proclamation. 

3) By- laws of a society may be amended by the special resolution of the general 

o assembly. 

However, the amendment of the by- laws of the society shall be effective on the 

date of its submission to and registration by the appropriate authority. 

4) Where the Society decides on the amendment of its by- laws three copies of 

the amendment and the special resolution of the society made in accordance 

with this Proclamation shall be submitted to the appropriate authority within 

30 days from the date of the decision. 

5) The appropriate authority shall register the amendment and give evidence or 

its registration to the socie ty where it is satisfied that the amendment of the by­

laws was made in accordance with this Proclamation and regulations issued for 

the implementation of this Proclamation . 

Section 12 . Amalgamation and Division of Societies. 

1) Without prejudice to Article 6 (3) and (4) of this Proclamation, the general 

assembly of a society through a special resolution may form a new society: 

(a) By dividing itself into two or more societies; or 

(b) By amalgamating itself with one or more societies. 
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2) The specia l resolu t ion on the a m a lgama tion or division of the society s hall be 

effective on the date of its registration by the a ppropriate authority upon 

verifyin g tha t : 

(a ) The members and creditors of the society fully agree to the amalgamation or 

divis ion; or 

(b) The members a nd credi to rs tha t do not agree have been paid off or their 

paymen t is gu aran teed . 

3) The previou s regis tra tion of societies s hall be can celed from the regis ter as 

soon as the n ewly formed society by amalgam a tion or by divis ion are 

regis tered. 

4 ) The rights a nd duties of societies which h ave los t their identities by 

amalgam a tion sh a ll be tra n sferred to the n ewly formed society. 

5) Th e r igh ts a n d duties of a society which has lost its identity by division sha ll 

o be tra n sferred to the n ewly formed societies as s pecified in Sub-Article (2) of 

this Article . 

PART III THE RIGHTS AND DUTIES OF MEMB ERS OF A SOCIETY 

Section 13. Requirem ents Necessary for Membership of a Society . 

Any ind ividua l m ay become a member of a society wh ere : 

1) He has attained the a ge of 14 if it is a primary society; 

2 ) He is a ble to pay the s ha re capita l and regis tration fee required by the 

society; 

3) He is willing to implemen t his obligation and observe the objectives and by­

laws of the socie ty; 

4) He fulfill s other requirem en ts which may be s pecified in th e regula tion s a nd 

directives issu ed for the implem entation of this Proclam ation; 

5) It is registered with th e appropria te authority if it is a society above th e 

primary society . 

Section 14. Righ ts and Duties of Membe rs . 
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1) Any member of a society shall h ave the following rights: 

(a) To obtain services and benefits according to hi s participation in the society; 

(b) To participate in the meetings of the society and to vote; 

(c) To e lect and be elected; 

(d) To withdraw from the society on his request with payment of benefits. 

2) Any member of a society shall have the following duties: 

(a) To respect the by-laws, directives and decisions of the society; 

(b) To perform those activities which ought to be performed in accordance with 

the by-laws and directives of the society; 

(c) To pay for share of capital and registration fee; 

(d) To protect the common property of the society. 

Section 15. Dismissal from Membership . 

o (1) Any m ember of a society may leave the society on his own ini tiative; 

2) Any m ember of a society may leave the society when it is decided by the 

ge neral assembly to dismiss him from the society because of committing 

repeated faults ; 

3) The rights of any dismissed member shall be respected In accordance with 

the by-laws of the society; 

4) Without prejudice to the provlslOns of Article 13 hereof, any dismissed 

person may reapply [or membership. However, a member dismissed in 

accordance with Sub- Article (2) of this Article may become a member of the 

society only if h e obtains the approval of the general assembly. 

Section 16. Payment of Shares. 

1) The capital which enables the society to expand its work activities sh a ll be 

obtained from paid up shares of each member in accordance of the decision of 

the general assembly; 

2) The society may sell additional shares if it is found necessary to promote the 

financial capacity of the society subject to the decision of the general assembly; 
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3) No member shall hold more than 10% of the total paid up share capital of 

such society. 

Section 17. Register of Members. 

Every society shall keep a register wherein shall be entered: 

1) The n ame, address, occupation, age and sex of each member; 

2 ) The date on which h e became a member or ceased to be a member; 

3) The amount of shares held and the registration fee paid, by each member; 

4) The name and address of the heir of the member; 

5) Any other particulars that my be specified in the by-laws . 

Section 18. Voting. 

1) Every member shall, rega rdless of the number of shares he h as, have only 

o one vote at the meeting of the society; 

2) Every member in a primary society shall personally be present at the 

meeting of the society to cast a vote; 

3) Every member in a primary society shall personally be present at the 

m eeting of th e society to cast a vote; 

4) Members of a society a bove primary level shall cast a vote through their 

representatives. 

Section 19. Transfe r of Share or Benefit . 

1) No tran sfer by a member of his share or benefit in a society shall be valid 

unless: 

(a ) The m ember h as held such share or benefit for at least one year before he 

transfers; 

(b) The transfer is a pproved by the managem ent committee. 

2) On the death of a member of a primary society, his share or benefit shall be 

transferred to one of his heirs designated as such in the register of society or 

failing such designa tion to his legal heir a t law, and wh ere such heir is a 

m ember or is willing to be a m ember. 



3) Where such heir is not a member and does not wish to become or is not 

admitted as a member, h e shall be paid the value of the s h are or benefit of the 

deceased member. 

4) If the shares or benefit to be transferred to a member under Sub-Article (2) 

of this Article are found to be beyond th e limitation prescribed in Sub-Article 

(3) of Article 16 hereof, the member shall be paid the difference in cash. 

5) The transfer or payment concluded in pursuance of Sub-Article (2) of this 

Article shall no t be reversed due to the claims paused by third parties on the 

society. 

PART IV MANAGEMENT BODIES 

Section 20. Supreme Organ of a Society. 

D The supreme organ of any society shall be the general assembly. 

Section 2 1. Powers and Duties of the General Assembly. 

The genera l assemhly of a society shall: 

1) Pass decisions a fter evaluating the general activities of the societies; 

2) Approve and amend the by- laws and internal regulations of the society; 

3) Elect and dismiss the m embers of the management committee, control 

committee and when necessary the members of other sub-committees; 

4) determine the amount of shares of the society; 

5) decide on how the annual net profit of the society is distributed; 

6) give decision on the audit report; 

7) hear work reports and give proper decision; 

8) Decide that a society either be amalgamated with another society or be 

divided in pursuance of this proclamation; 

9) a pprove the annual work plan and budget; 

10) Decide any issue submitted by the management committee and other 

committees. 
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Section 22. Callin g of Gen eral Assembly. 

1) The general assembly s ha ll mee t a t least on ce in a year ; 

2) If the man agement committee or one thi rd of th e m em ber s of the genera l 

assembly require a m eeting to be called , a n em ergen cy m eeting may be held by 

givi ng 15 days prior notice. 

3) Where the m a nagement committee fa ils to call a n em ergency gen eral 

assembly in accordance with Sub-Article (2) of this Article su ch meeting sh a ll 

be called by the a ppropria te authority and sha ll in such case be deem ed to 

have been called by th e m a n agemen t committee. 

Section 23. Managem en t Committee . 

1) Every society s ha ll h ave a m a n agemen t committee which is accountable to 

th e gen eral assem bly a n d wh ose members and manner of election to be 

determined in th e by-laws of th e society . 

2) The term of office of the m a n agem ent committee s ha ll be three years. 

3) Members of the m a n agem en t committee s h a ll n ot be elec ted for m ore tha n 

two con secu tive terms . They m ily be dismissed a t a ny time by the general 

assembly. 

4 ) When member s of the m a n agem ent committee leave their office for wha tever 

reason s, th ey h ave the obligation to submit for in spection the ac tivities they 

per fo rmed during th eir term of office . 

Section 24. Powers and Duties of the Managem ent Committee . 

The powers and duties of the m a nagem en t committee s h a ll be determined m 

pursuan ce of th e by-laws a n d in pa rticu la r shall include the fo llowing: 

1) Mainta in the minutes of a m eeting in writing; 

2) m a inta in th e docum en ts and books of accounts of th e society ; 

3) prepa re the a nnua l work programme and budget of th e society; implement 

same upon a pproval; 

4) call gen era l a ssembly in accorda nce with the by- laws of the society; 

5) execu te such other decis ion s given by the gen era l assembly; 



6 ) Submit repor ts to the gen era l assembly on the activities of th e society . 

Section 25 . Con t rol Committee . 

1) Every socie ty s hall have a control committee which is accounta ble to the 

ge neral asscm bly a nd the number of which sh a ll be specified by the by- laws of 

the socie ty; 

2 ) The term of offi ce of m embers of the committee shall be three years . No 

m embers of the control committee shall be elected for more than two 

con secutive te rms . They may, while in term of office, be dismissed by the 

genera l assembly. 

Section: 26 . Powe rs a nd Duties of the Control Committee . 

The Control Co mmi ttee: 

1) Follows up th a t the m a n agement committee I S carrym g out its 

responsibilities p roperly ; 

2) Follows up tha t the fund s and property of the society are properly utilized ; 

3) Controls tha t the va rious activities of the society are ca rried ou t pursua n t to 

the by-laws a nd internal regu lations of the society; 

4) Per fo rms othe r duties given by the genera l assembly. 

Section : 27 . Othe r Sub-Committees . 

Other sub-committees m ay be established pursuant to the by-laws of the 

society. 

PART V SPEC IAL PRIVILEGES OF SOCIETY 

Section 28. Pri ority of cla ims by Society. 
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Notwithstanding any prOVI SIOn to the contrary in any law, debts owed to the 

society by member shall take precedence over a ll other debts, except the debt 

owed to the Government. 

Section 29. Set-off in respect of Share or Benefit of Members . 

The shares or benefits of any member may be set-off for debts due to the 

society from such a m ember. 

Section 30. Share or Benefit not Liable to Attachment or Sale. 

Except as provided in Article 29 hereof, the share or benefit of a member in a 

society shall not be liable to attachment or sale. 

Section 3 1. Gove rnment Ass is ta nce. 

1) Without prejudice to incentives permitted under Investment laws and other 

o laws, societies which are organized and registered under this Proclamation 

shall be entitled to the following: 

a) To be exempted from income tax; provided however, m embers shall pay 

income tax on their dividends; 

(b) To acquire land as determined by a Region or a City accountable to the 

Federal Government; 

(c) To receive other assistance from the Federal Government or Regiona l 

Government or City administration accountable to the Federa l Government. 

2) An insti tute responsible for promoting cooperative movement, rendering 

ma n -power training and conducting studies and research shall be established. 

PART VI ASSET AND FUNDS SOCIETIES 

Section 32. Indivisibility of Asset and Funds of a Society. 

Except as otherwise prescribed under Article 33s (2) and 44 of this 

Proclamation, the asset and fund of a society shall not be divided for the 

members or a ny other party. 



Section: 33. Allocation of Net Profit. 

1) The society shall deduct 30% of the net profit obtained and a llocate for the 

following purposes in accordance with the terms and conditions set forth in the 

by-laws a nd pla n issued from time to time by the society: 

(a) For reserve; 

(b) For the expansion of work; 

(c) For social services. 

2) After the amount prescribed in Sub-Article (1) is deducted th e remaining net 

profit s hall be divided among the members; the division shall be made on the 

basis of the shares the members have in the society and on the amoun t of 

goods offered for the sale to the society or goods purchased from the society by 

members of the society. 

o Section 34. Restrictions on Borrowings. 

() 

o 

1) A society shall receive loans from its members or other organizations to such 

extent and on such conditions as may be specified in the by-laws of the society. 

2) Interest on loans received from its members shall not exceed the current 

interest rate of a bank. 

Section 35. Restrictions on Loans. 

A society s ha ll not extend loans other than to its members or a society 

establis hed under this Proclamation. 

PART VII AUDIT AND INSPECTION 

Section 36. Audit. 

1) The appropriate authority shall audit or causes to be audited by a person 

assigned by it, the accounts of any society at least once in a year. 

2) Th e audit conducted pursuant to Sub-Article (1) of this Article shall include 

the examination and verification of overdue debts , if any, and cash balance , 

securities and assets, and liabili ties. 



3 ) The aud iL re port s ha ll be submitted to the gen eral assembly. 

Section 37. In spection. 

1) Th e a ppropria te auth ority m ay, m a ke or cau se to be m a de by su ch person to 

be assigned by it a n inspection to the organization, work execution , documents 

and fin a ncia l condition of a society . 

2 ) With ouL prejudice to Sub-Art icle (I) of this Article inspection m ay be made 

whe n : 

(a ) A m ajority of the m embers of the executive committee request; 

(b) Not less th a n one-third of the tota l number of m embers of the society 

request. 

Section 38, Keeping Audit a nd Inspection Resu lts . 

o Audit a nd in s pection result conducted pursu ant to Articles 36 and 3 7 of this 

Procla m a tion sh a ll be kept in the office of the authority and the society, open 

a nd easily accessible to everyone . 

Section 39 . Ac tion s to be taken for Losses of Property or Fund of the Society. 

1) The aud itor or in s pector s h a ll m a ke a repor t to the m a n agem en t com mittee 

or Lh e genera l assembly or the a ppropria te authority, a s th e case may be, 

whe re the person who is or was entrusted with the m a n agem en t of th e society 

or who is or h as been an officer or a n employee of the society, and who, in the 

course of a n audit or inspection h as been found to h ave committed the 

following ac ts : 

(a ) had made a ny paym ent contra ry to this Procla mation, the regu la tion s or the 

by- laws; 

(b) had ca u sed a ny damages to the assets of the society by breach of trust or 

will fully or negligently; 

(c) has misappropria ted th e proper ties of th e society . 
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2) The a ppropriate authori ty who received the report pursuant to Sub-Ar ticle 1 

of th is Article s ha ll give the person concerned a n opportunity to presen t his 

defence within fifteen days. 

3) After fulfilment of the above m entioned conditions, the appropria te authority 

shall ask th e person who has been found responsible fo r misappropriation of 

the fund or property of the society to return or pay sam e with interest including 

compensa tion a nd da mages. Where the person concerned is not wi lling to do 

so, the authority shall take the a ppropria te legal m easure . 

PART VllI DISSOLUTION AND WINDI NG UP OF SOCIETIES 

Section 40. Dissolution of a Society. 

(> A society s ha ll be dissolved on the following grounds: 

1) Where a specia l resolution for its dissolution is given by the members; or 

2) Without prejudice to Article 6 (4 ) hereof, where the number of m embers of a 

primary society falls below ten. 

3) Without prejudice to sub-Articles (1) and (2) of this Article, a society the 

dissolution of which is decided shall notify same to the appropriate Authori ty 

within seven days from the decision for its dissolution. 

Section 4 1. Liquidator. 

1) Where the dissolution of a society h as been decided upon , pursu a n t to 

Article 40 of thi s Proclamation, the appropriate authority m ay assign a 

liquidator. It m ay, if n ecessary, determine that his remuneration be paid out of 

the accoun ts of the society . 

2 ) The liquidator shall receive records, documen ts and properties of the society 

as soon as h e is assign ed . He s hall also take the necessary measures to protect 

the properties and rights, records a nd documents of the society from damages. 

Section 42. Powers a nd Duties of the Liquidator. 
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1) The liquidator shall have a ll the necessary powers to complete the winding 

up proceedings . He shall In particular perform the following in order to carry 

out his duti es properly: 

(a ) investigate a ll claims agains t the society a nd decide on priority of payment 

a m ong th em; 

(b) collect the assets of the society; 

(c) distribute the assets in accordance with the pla n of liquidation approved by 

the general meeting of th e society; 

(d) carry on the work activities of the society in so far as m ay be necessary for 

th e proper liquida tion of the a ffa irs of the society; 

(e) represent the society in legal proceedings; 

(f) call m eetings of the members as may be n ecessary for the proper conduct of 

th e liquidation . 

o 2) The liquidator shall Issu e notice in a newspaper , before the distribution of 

property of the society takes place in accordance with Sub-Article (1) (c) of this 

Article that the society is to be dissolved. It shall proceed with the distribution 

where no claim is presented within two months from the d a te of such notice. 

No claimant s ha ll have a right a fter the expiration of such limita tion. 

3) Upon completion of the winding up proceedings the liquidator shall prepa re 

a nd submit a report to the appropriate authority; he shall deposit the records 

a nd documents of the society in such places as th e appropriate authority m ay 

direct. 

Section 43 . Calling on Creditors . 

1) Creditors shall be paid on the basis of a ba lance sheet prepared by the 

liquidator upon the commencem ent of his assignment. 

2 ) Creditors sh a ll be informed of the dissolution of the society a nd required to 

file their claims with supporting documents. 

3 ) Creditors a ppearing in the society's records or who are otherwise known 

s ha ll be notified directly by registered letter. Notice to other creditors shall be 
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gIven by notice , publis hed in two su ccessIve monthly issues of a newspaper, 

a nd a lso in the form la id down in the by- la ws of the society. 

Section 44. Protection of Creditors. 

1) Until the creditors of the society have been paid or amounts required for 

payment be deposited, the liquidators m ay not distribute a ny pa r t of asse ts 

a m ong the members. 

2 ) Where known credi tors h ave fa iled to present their supporting documents, 

th e amounts owing to them sh all be deposited according to the decision of the 

court. 

3) Sums sh a ll be set aside to m eet the claims in respect of undertakings of the 

society which a re not completed or which a re under liquidation unless the 

creditors a re guaranteed or distribution of assets is postpon ed unt il s uch 

c undertakings are completed . 

4) After the payment of claims h ave been completed or verified tha t sufficien t 

deposit for payment has been m ade, the liquidators may distribute the assets 

of the soc iety among the m embers based on th e amount due to them. 

Section 45. Cancellation of a society from the Register. 

When th e winding up proceedings a re completed the certificate of registration 

s h a ll be returned to the appropria te authority who shall cancel the registration 

of the society, and the society sh a ll upon the date of such cancellation, cease to 

exist. 

PART IX SETTLEMENT OF DISPUTES 

Section 46. Conciliation. 

The disputes provided under Article 49 of this Proclamation s h a ll be heard by a 

third party a ppointed by the dis puting parties before th ey are re ferred to the 

a rbitrators . 

Section 47. Arbitration. 



1) When th e disputes provided under Article 49 regarding coopera tive societies 

are not settled by conciliation they shall be referred to arbitration. 

2 ) The arbitration shall consis t of three persons of high reputation a nd 

i m partiali ty . 

3) The arbi trato rs shall conduct their hearing and fulfill any of their duties in 

accordance with the Civil Procedure Code. 

Section 48. Appointment of the Arbitrators. 

1) Each party to the dispute sh a ll a ppoint one a rbitrator. The third arbitrator, 

who shall be the c ha irperson , s h a ll be appointed by both parties . 

2) The appropria te authority s hall appoint the chairperson a rbitra tor when the 

parties fa ilto reach an agreement. 

Section 49. Disputes to be referred to Arbitra tion. 

C The a rbitrator s s h a ll h ave th e power to hear disputes not settled by conciliation 

regarding the organization, m anagement, or operations of a society which 

arises between: 

l) members or fo rmer m embers and members or representa tives of former 

members or persons claiming in the name of deceased members; or 

2) members, former member s or member s or representa tives of former 

members or heirs of deceased members and a ny officer, represe ntative of the 

management committee or employee of the society; or 

3) the society or the m a n agem ent committee a nd any former management 

committee , a ny officer , agent or employee, or any former officer, agent or 

employee or the nominee h eirs or representatives or representatives of 

deceased former m embers or employees; or 

4 ) th e society a n d a ny other society. 

Section 50. Civi l Court Powers of Arbitrators . 

The Arbitrators shall have the sam e power , with regard to the cases provided 

under Article 49 of th is Procla m a tion, as a Civil Court for the summoning of 
r' .. _____ . 
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witnesses, production of evidence, the issuing of order s or the taking of a ny 

legal measures. 

Section 5 1. Execution. 

Any decision, order or award ma de under this Proclamation s shall be taken as 

thou gh made by a civil court, and, where appropriate, the courts shall have 

jurisdiction to order the enforcem ent of a ny such decision, order or award . 

Section 52. Power of Courts. 

Appeals on the decisions given by the Arbitrators under Article 47/ of this 

Proclam ation may, as th e case may be, be instituted in Federal High Court, or 

th e Regional State High Court or the Federal High Court of a city accoun table 

to the Federal Government where the society is s ituated . 

(~ PART X MISCELLANEOUS PROVISIONS 

Section 53. Address of a Society. 

Any society shall have a n address registered pursuant to Article 9 of this 

Proclam ation. All services of process, n otices and other communications shall 

be sent in such address. The society shall inform the a ppropriate authority of 

any ch ange in s u ch address within thirty days. 

Sec tion 54. Supplying Informa tion. 

Every society s h all h ave the obligation to transmit information to the 

appropriate auth ority about the activities it performs. 

Section 55. Establishment of a Federal Organ. 

A Federal Organ respon sible for organizing and registering Apex organizations 

and for rendering training, conducting research and other technical support to 

societies may be established by law . 

Section 56. 



Depositing of th is Proclamation, Regulations and the By-laws. 

Every society shall deposit at its address copies of this Proclamation, the 

Regulations and the by-laws to be accessible free of charge . 

Section 57. Repealed and Inapplicable Laws. 

1) The Cooperative Societies Proclamation No.138/ 1978 and the Agricultural' 

Cooperatives Societies Proclamation No. 85/1995 a re h ereby repealed. 

2) No law, regulation or directive in . so far as it is inconsistent with this 

Proclamation have force or effect in respect of matters provided for by this 

Proclamation. 

Section 58. Transitory Provisions . 

1) The cooperative societies which have been established and operating In 

accordance with Proclamation No.138/1978 s hall be reorganized under this 

~ Proclamation. 

2) The cooperative societies which have been established and operating In 

accordance with Proclamation No . 85/1995 shall be deemed to have been 

established under this Proclamation and shall continue to carry out their 

functions in accordance with this Proclamation. 

3) The societies indicated in Sub-Article (1) of this Article shall continue their 

operations holding their previous juridical personalities until they are 

reorganized and registered by the appropriate authority. 

4) The appropriate auth ority shall facilitate the conditions necessary for the 

reorganization of the societies in accordance with sub-Article (1) of this Article . 

Section 59. Issuance of Implementing Legislations. 

The Council of Ministers of the Federal Government or th e appropriate organ of 

a Region or city accountable to the Federal Government may issue legislations 

for the proper implementation of this Proclamation. 

Section 60. Effective Date. 

This Proclamation shall come into force as of the 29th day of December, 1998. 



Done at Addis Ababa, this 29 day of December, 1998. 

NEGASO GIDADA (DR) 

PRESIDENT OF THE FEDERAL DEMOCRATIC REPUBLIC OF ETHIOPIA 

/ 
\ 
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