






































































































































































































































CHAPTER SIX 

Conc lu sion and Recommendation 

6. 1 C onclusion 

111 Ihe last d;:ly .... of the Dcrguc regime, a soc ia li st junta , market s were overnight dec lared 

liberalized in March 1990. The succceding FD RE govern ment, with a market led economic 

policy endorsed the reform and entered the implementati on stage. The market reform 

premi sed the crc:llio ll of a pri ce incen ti ve to farmers to boost agri cu ltural production with active 

pri vate SCL:LQr panicipation on board. Like what happened in most Afri can cOLi lltr ies, the reform 

has created an improvement in the rural livelihood but fa iled critica lly shorr of its envisaged 

object ive. Genemll y, the reason for the di sappo intment can be attributed to the lack of two of the 

"3 Is" of ma rke t development: Market lnfrastructurcs and Market In stitutions. The need to shift 

li'om "gell ing price right" to "gelting the mark et ri ght" waS therefore a crucial step 

Madhin.2(06). 

InstitutIons plny:l11 important ro le in market exchange by go\'cming intcraCliollS in the exchange 

process. In the ahsence or market instirut ions hi gh tran saction costs ari se that seriously hamper 

growth. Douglas North emphasized the absence of just one of the market inst ituti ons as: "The 

inab;/iry a/societies 10 develop effective, low-cost enforcement a/contracts is the most important 

source of bUlh historical stagnation and conlemporclIJ' underdevelopment in the third world ' 

(Nort h, 1990 cited in Gabrc- Madhi n & Goggin. 2005 , )l.S ; Gabre- Madhin . 2006. 1'.21) [n so lving 

the in:-.{Jlutlullctl in agricultural commodity markets, a commodity exchan ge [hat brings order 

and integril) 10 the poo rly organized market has been hi sto ri cally proved to be the right \vay 

(Gabre-Madhin. 2006). 
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Cogn iza1lt of the dire need. the coun try's development strategy aggress ive ly pursued the 

c:-.l:d111:-.llIlh..'nt or .1 cOllllllod ity exchange in the country. The land mark proc lcllllation thal 

established the Eth iopia Co mmodity Exchange Authority was followcd by an unusual spo t (cas h) 

trad in g co mmodi ty exchange - Ethiopia Commodity Exchange (ECX). As repeatedly stressed in 

the development strategy such market institution has to efficiently perform its task. In the 

abscllt.:1..! or dTi Cl l'1lCY, nc itlH.:r the Exchange rullill s the promi se in its mi ssion statement nor does 

it attain its visiOIl or revo lut ion izing the country 's agricu lture. In such an effi cient market "prices 

ahml'., 'jidll" I(/ Ie'c i {lI'ailuhl" il/jiml/lllio/1" (Fa ma, 1970, p. 383). The test I'or market efficiency 

in this sense takes three forms: a lest for random walk , erfi ciency of forecasti ng the spot prices 

from futures prices and testing the presence of trading rules llsing filter techniques (Johnson ct'al, 

1990). [n lhi..; thc..., ls. the lest tor random wa lk on washed and unwashed ex port corlCe prices was 

undertaken. 

Despite the invita tion from ECX to make trading on five commodities, the Exchange is almost 

tradin g a single but economicall y cruc ial agricu ltural cOtlltllOdi ty (coffee). The Exchange i~ the 

on ly legal entit y In the country to make coffce trading. The dail y traded expon coffee has a 

significatll l1Iark(,1 share both in terms of vo luIne (83 .4 (%) and value (85.1'%). Thi s coffee type 

comes from mainl y washed (32.6%) and unwashed (67.3°,;{)) coffee categori es. A cycli cal pattc111 

has been observed in the supply of export coffee in the Exchange while the weighted average 

pri ces seri es look roughly stationary in leve ls. The mean and median va lues of the commodity 

, 
show an increase in the supply in the second ha lf and a decrease in the average pri ces in the same 

period . 
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The /\D F. the Ll1 -iv!ac Ki nlay variance ratio tes t and the BDS test we re empl oyed on th e natural 

logarithm or both \\ Hshed and unwashed export coffee prices separat ely. To check the presence 

of trend towards effi ciency or ineffi ciency, the full study period unde r eac h categ.ory was di vided 

into two equal :-.ub-pcriods and all the three tests were performed nn a ll fuu r sub-periods. To 

strengthen the lind ing of the study Spearsman 's Rank correlati on coe ffi c ient was calculated for 

fou r windows that has a length of fo ur months each fo r both coffee types. Before making the 

ADF test, select ion of the optimal lag length have been clone using Ale and SIC. The choice 

among the tlm .. :c fo rms of ADF test was al so 1l1ade usin g th e same info rmati on critcrion s. The 

rc:-.uh from the \D F tcst sec m to givc mi xed result but the va li dity of the anal ys is us ing ADF 

test, howcver, stric tly depends on its underlini ng assumpt ions. 

The ADF tes t uses an OLS regress ion to ma ke the test. To 1l1ainta in the va lidity afou l' analysis, a 

pOSL (:~L ll 11aLIOll (L'st fo r autocorrela tion, heteroskedast icity and normality on the ADF regression 

error te rm ha s foll owed. The Durbin- vVatson test completely rul es out autocorrelation for all six , 

estimations. The Breuseh-Pagall-Godfrey test fo r heteroskedast ieity, on the other hand, rejected 

the l1u ll of constant variance for the two fu ll study period csti lll at i on~ of the washed and 

1I 1l\Nashed ex port co rtee categories. T he Jarquc- Bcra test fo r normali ty of residual s, howeve r, 

signifi cantl y rejected the normality orthe residual of all six esrimat ions. Moreover, the normality 

test 0 11 most of liil l study peri od and sub-peri od pri ces show the rejecti on of normali ty fo r most 

prices se l"lc". Till'sc result s together call s f'o r tests. espec iall y 110n-paraIl1ctri c. that control such 

problems in the <..1<.11£1 . 

106 



Till' re~lIl( li"ol11 the variancc ratio tcst. a non-paramctr ic (cst tlwI dctect~ lIneal lkpendcm: ies in 

hoth ilO1ll0Sh.Clb ... tic [lnd hct roskcdastic cln-ironmcnt. dCIl1011 s trate~ the rejec ti oll of presence of 

random \\'a lk rn)( l~SS lor all study periods (two fu ll study period fo r washed and unwashed co ffee 

and t\\'o su b-period in eac h of these co ffee categori es) . The result is consiste nt with a marc 

complex lloll-pClr:lllH.::tr ic random walk test- 80S that test both linear and non -lincar dependencies 

in the da ta . The Ie '>! far the enicicncy of export com~c trading in EC X shows the presence or both 

linear and nOll-linear predictable pri ce movemCl1lS that can be used lor makin g a pro fitable 
, trading. in the ma rket at least in the study period: whi ch in fact is (Igainst the EMH. The 

Spea rman 's rank correlation result has also shown that the dependenc ies in the pri ce are st rong 

and persistent. 

It I ~ llot LlnUll1lllhHl to find suc h results in cmerging exchanges. Literature shows the ineffi ciency 

of exchanges in thci r carly yea rs and the differences in clli cicncy r1mong developed and 

develop ing exchan gc Inarkets. Efficiency grl in is a process that Co rYICS wi th rhe maturity of the 

institUlion and it" participants. Eve n wi th future instituti onal maturit y. compliance \v ith EMH 

may happen to bl' ciirticul t due to the price limits praet iccci in the Exchange and most importantly 

nature of the tradlllg (spot trading) the Exchange is offering. The resu lt from thi s thesis is only on 

the market effi ciency of the exchange and does not necessari ly en ta il an overal l inefficiency in 

the Exchange as there arc other aspects of efficiency like opermi ona l effic iency. spatial effi ciency 

etc. 
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6.2 Recommendations 

T he market structure created by EeX can potent ially perform well in c rcalin g oreier, integrity and 

tran sparency to the agricultural market. The system may also help to cxpnncl scarce soc ial capital 

and gl\C 1110rc \Hrgaining powe r to producers (farmers), who were once unfair price takers of 

their produces. Though most of what is sa id needs empirical vcr ifi C~lIi on. thi s thesis fOllnd that 

(w ithin the st udy period) the Ex change is \Vcak ~fo rl11 inefficient. An imponam step to reduce the 

inefficiency is the introduction of futures exc hange. 

In the process of building futu res market institution , efforts ha ve to go beyond awareness 

creation to pro,"id in g a market that does not have close su bstitute. As there are 1always resistance 

to changes and ka r of transparency in trading, some market actors (buyers and sellers) may 

prefer the un regulated spOt ma rk ets. Futu res exchanges arc best alternati ve along this linc. In 

futures cxchangl'. market actors create an information sensit ive market. A futu res market allO\·vs 

morc liquidity thus more economic activity. It also encoura ges production plan ning and often 

lTe a t... '-.\:I h ll ll) \11 prices. which I" thl' prior concern of farmers in Ethiopia (Aill ha & Ga bre­

Madllin. 2004). As coffee traders are interacting wi th imermllional futures markel, such platfollll 

can also SIllOO lill.'1l traders trading activit y. Such a ma rket is a 11\:\\ alternati ve with a lIew 

oppo rtun ity to Lhc exiting onc and often performs effi cient ly. As it is pan of building an 

institution, it however depends on other facto rs like human resource 3l\d infrastTuCl"ural 

deve lopments that take lime. Meal1\vhile, alongside bu ilding th is institution, cfT0I1 has to 

contin ue to create efficiency in the ex isting spot exchan ge. 
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Th ough it IOl l k ~ lh ni cult to create the ideal efficicn t ma rk et d i "cu~~l:'d i ll r~ 111 literatu re \\ Illl th~ 

ex ist in g fralll(: \\u rk . in an i:1 l1cm pt to improve the eCficiency orthe exi stll1g syste m the first po int 

to begin is \(l rei ,l" the price band limit that potentiall y creates dependencies in coffee prices. 

Th is in fac t has to go along with IInprovmg the skill s of market actors in analyzing market 

information and relaxing entry requirements to allow brokerage inst itution to tlourish with 

market profess iona ls. Anot her important new step can be to share the experi encc or India brie fl y 

discllssed in Gabrc· Mad hin (2007) with out compromising economics ur scal e of each exchange. 

The Indian govern ment gave li cense to new joint public and private owned fo r-pro fi t national 

exchanges to commcnce compet ition among exchanges. In the presence or competing exchanges 

information will preva il to be an important tool as it creates an across spacc arb itrage 

opportunities and dri ve the market to eniciency. In order to encourage compet iti on with in the 

ex isting trading system, it wou ld be better to introduce measures that increase the number of 

buye rs in the exchange. A mong others, these measures may include registering ncw members 

and setting Ill<lXil1JL1111 limits on the number of days buyers do not make transact ions (s imilar to 

lim its on wfirc htlll,\c receipts on se llers) so as to restrict exp loitation of the price pred ictabi lity 

found in the l1l <l rkcl. fn term s of ex panding the soc ial capital and encouragi ng more informed 

decision. an ~ I e c tron i c trading system bettcr serves the purpose than the physical trading system 

as it (e lectronic trading) all ows easy observation of a ran ge of offer and bids and the possib ili ty 

of trading with many. 

The [ask of crcat lll g an ertic ien l market, therefore, requi res a multi-party participation in the , 

process. The gO \·l..' l'Illllent ha s to acti ve ly lead the initiati ve and infraSlructural developments. The 

responsibil ity or human resource development has to ex tend fro m academi c institutions to the 
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Ex changl: AU llhll"ity <lncima inl y the members ' associations, The Ilow of resea rches on alternat ive 

approaches Hnd un pcrio rlllancc of each new step has lO also take a ce ntral stage in the institution 

(k\'(' lopmc!1 t procl'S:-', 

This thesis has onl y shown pred ictabili ty of the priccs in ECX. The practical use of thi s 

predic tability to make a profitab le trad ing in the market can belier be demonstrated by devis ing 

tradin g rul es and by using alternative approaches thai specifica ll y dcpict the price trends li ke 

studYlllg th e prl':-.ence of day-of-the-week effect. Another interesting way to character ize the 

behavior ortlle ma rket is studying the market' s scnsiti vity to othcr publicly availabl c information 

like domestIc ecollo mic ncws. introduct ion of new cOlllll1oditi es and the international coffee 

prices; th is t: all be pan of studyi ng the scmi -strong market e ffi c iency of tllc exchange. These 

points arc beyond the sco pe of thi s thesi s and they are inrerest in g areas ror furt her research on the 

co mmod it y exchan ge . 
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APPEND IX 

Tab le A.1 SIIIIIJ }/ ar.'l Statistics o/We ighted Average Prices ;1/ Birr / or (Ill Col/I'e Types Trn rlerl ill [eX 

WAP I Dbs ' Mean Std. Dev. Min Ma x Range Med ian 
W as h ed 309 554.5767 82.71391 372.75 840 467.25 557.55 
Unwashed 330 444 .8396 107.6356 281.68 781.13 499 .45 461.955 
Semi-washed 11 547.97 67.18393 430 610 180 580 
S pecia lty 93 621.6739 44.18847 480 685 205 632 .6 
Prepared I 43 640.8491 158.9715 400 1016.17 616.17 607 
I o(;iI 332 334 .2473 70.79883 178.93 569.09 390. 16 324.65 --~ 

Exporl I 650 498.7522 110.4182 281.68 840 558.32 507.93 
*Number of days traded 

T abl e 1\,2 SII/Il/W II 'Y Stntistics of AlIlount Tmrleri i ll Fel'eslIlafor (Ill Coffee Types Traded ill EeX 

Feresula D b s Mean Std . Dev. Min Max Ra nge Median 
Was h ed I 309 12836.72 10457.06 106 63831 63 725 10904 
Unwashed 330 25508.03 20394.11 300 114483 114183 19650 

I 
Semi-vVa shed 11 956.3636 497.0149 300 1841 1541 900 
Export 650 19068.79 17546.45 106 114483 114377 14929.5 
Local 332 5131.663 3977.922 150 20161 20011 425~.5 

Prepar ed 43 4926 .535 7721.132 52 38733 38681 2012 
Specia lty 93 5689.387 5065.291 197 20552 20355 4447 
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TJb le A, :t Post F" tilllntioll Spec~ricn tioll Tests ReslIlts 

Variables D urbin Watson Test Brcli sc h-r<l g<l n- Jarque-Bera Tes t for 
for Godfrey Tes t for No rma lity of 
Au tocorre lati on H e teros k cd as ti c i ty Residua ls 

Washed ( 7, 303) = 1.957743 13. 70084 126.5221 
(0.0332) (0.000) Unwash ed ( 5, 326) = 2.001862' 16.68504 87.34973 
(0.0022) (0.000000) Was hed S ub-p er iod 1 ( 4, 152) - 2.030993' 1.220965 , 66.44167 
(0.7480) (0.000000) 

Was hed S u b-p c riod 2 ( 4, 151) = 2.042287 1.755596 16.90451 
(0.6246) (0.000213 ) 

Unwashed Sub-per iod 1 ( 5, 160) = 2.015413' 5.350339 24 .86719 
(0.1479) (0.000004) 

Unwash ed Sub-pe ri o d 2 ( 3, 164) = 2.015477 0.032840 31.27377 
(0.9837) (0.000000) 

*SlIl re thf' Durbin \'\ <ltson tesl !s works wIth a ('ons tant term, the second bes t mociC'1 cho",('11 hy the 
infol'11lcltion Ln tt'l'Id .In' used to in this three cases 

Table A.4 'il/Illlllll/'!! Statis ti cs of Prices 

LN WWAP LNUWAP LNUlWAP LNU2WAP LNWIWAP LNW2WAP 
Mean 6.307096 6.067408 5.860775 6.271551 6.222141 
Median 6.323552 6.135468 5.827892 6.271254 6.224360 
Maxi mum 6.733402 6.660742 6.288732 6.660742 6.524091 
Minimum 5.920908 5.6407/2 5.640772 5.886104 5.920908 
Std . Dev. 0.149830 0.249400 0.164242 0.114062 0.121080 
Skewness -0.147119 -0. 205248 0.572644 -0.051522 -0.354579 --
Ku rtosis 3.123215 1.830314 2.319727 5.395218 3.340407 
Jarque-Be ra 1.310133 21.12924 12.12546 39.75485 3.996303 
Probability 0.519407 0.000026 0.002328 0.000000 0.135586 
No of Days 309 330 164 166 1SS 

Tr.lClcd 
!~\"'":::\TI:---n;:il&.l1logdrrltlll1 01 wolsllec\ v.'elghtecl average pnccs { ~ln'J stucly penOel) 

*L\.' L.: \\'AP l1d turcd togcnithm of ul1\o\'ilshecl we ighted avemge pri ces (full s tudy period) 
"L\.'L'I\ \ 'AP: na LU1'(lllogarithm of unwashed weighted (lvC' ra ge pnces for suh-pt>l'1od 1 
*L:,\IU2\VAP: na tu!'liloga rithm of unwashed weighted llverage prices for s ub~pe J'lod 2 
*LNvV1WAP: nrllurat logllrilhm of washed we ighted averi'lge prices for sub-per iod 'I 
"'LNW2\\':\P, n,ltu !',l ll ogarithm of wll shed '..veighted dverllge prices ro l' sub-period 2 

11 7 

6.392602 

6.396880 

6.733402 

6.008494 

0.125557 

-0.331621 

4.100119 

10.58847 

0. 005020 
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Tab le A.5: Tes t / or Hal/dolll Wal k IIs il/g LO-MacK illlay Varia li ce Rntiu Test fvr Slf /J-p erior/s 
(Washed nlld L/munshed Export Coffee) 

V.1ri .lble Valu es q ~2 q ~3 q ~4 q ~5 q ~6 
Was hed Sli b I VRIg) 0.616 0.472 0.396 0.366 0.334 

I Zig) -4.6678 -4.2971 -3.9302 -3.4852 -3.2314 
(0.0000) (0.0000) 10.0001 ) 10.0005) 10.0012) 

Z'lg) -3.5485 -3.4818 -3.3410 31008 2.9552 
10.0004) (0.0005) (0.0008) (00019) 10.0031) Washed s ll b2 VRIg) 0.564 0.380 0.3 12 0.198 0.184 

Zig) -5.2986 -5.0415 -4 .4728 -4.4103 -3.9598 
(0.0000) (0.0000) (0.0004) (0.0000) (0 .0001) 

Z'(g) -2.8344 -2.7962 -2.5576 -2.6296 -2.4354 
(0.0046) (0.0052) (0.0105) (0.0085) (0.0149) Unwashed sub] VRIg) 0.613 0 .398 0.332 0.301 , 0.295 

Zig) -4.8629 -5.0446 -4 .4606 39700 -3.5633 
(0.0000) (0.0000) I (000001 (00001) (0 .00041 

Z' lg) -3.2755 -3.5846 -3. 3197 -3.0868 -2.8565 
(0.0011) (0.0003) (0.0009) (0.0020) (0.0043) Un wash ed su b2 VR (g) 0.682 0.574 0.463 0.442 0.424 

Zig) -4.0267 -3.6063 -3.6283 -3.2237 -2 .9086 
(0 .0001) (0.0003) (0.0003) (0.0013) (0.0036) 

Z'(g) -2.9769 -2 .7952 -2.8955 -2.622 1 -2 .4199 
(0.0029) (0.0052) (00038) (0 .0087) (0.0155) 

- -- _ . - I ~- - - -
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Tabl e A.6: Test Ram/Dill Walk U,e 13rock-Dechcrt-Scltei IIfw/{lli 
£: III 
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