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Chapter 1

Introduction: Coffee in Ethiopia, Filieres and Institutions

1.1 Introduction
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Table 1.1 Ethiopian Coffee Production and Exports 1996-2000
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country is also high and, officially, supplies to meet this demand must pass through the 

central auctions.

In summary, the bulk of Ethiopian coffee is grown by a large number of small farmers, 

mainly by garden or semi-forest methods and by a much smaller number of public or 

private estates. Most of it is sun-dried. That part, around half, which is exported is 

initially purchased by licensed merchants or co-operatives before being channelled 

through terminal auctions in Addis Ababa and Dire Dawa to be purchased by exporters 

for final grading, packing and onward shipment. Of the remainder the following uses 

need to be distinguished: on-farm consumption, off-farm consumption within the 

growing areas, and consumption outside growing areas which in theory also has to pass 

through the central auction. The marketing structure is therefore subject to a number of 

controls and regulations.

Figure I summarises schematically the main links in the process between production 

and export of coffee in Ethiopia. This Figure also indicates the principal international 

agents involved at points of final destination or processing.
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chain and is either "producer driven' or 'buyer driven’, though the former expression 

derives from the influence of producers in the automobile and electronics industries 

rather than having any reference to most raw material suppliers.

The application of GCC analysis to trade in agricultural produce has frequently revealed 

a process of increased concentration, combined with the rising power of supermarket 

chains, at the final processing and retail ends of a number of agricultural commodity' 

lines. The implications of this have included greater emphasis on supplier controlled 

inventories, operated through intermediate trading companies, with, in some cases, more 

direct sourcing from commercial farms in the producing countries. The net effect has 

tended to marginalise smallholding producers. Gibbon sees such developments as the 

consequence of changing forms of corporate ‘financialisation’ which has led in recent 

years to spates of corporate restructuring and downsizing, together with increased 

outsourcing by final producers of what were previously regarded as core production 

activities. At the same time, markets have become increasingly differentiated, with 

”new types of product standard or quality conventions” (Gibbon 2002: 97), and. in the 

case of coffee, new types of consumer outlet which increase the proportion of value 

added that is retained in the consuming countries. The latter is highlighted in value 

chain analysis (Fitter & Kaplinsky 2001). The effect at the producer end of the 

commodity chain of these changes has been to increase a tendency towards vertical 

integration, whereby control of supplies is increasingly in the hands of multinational 

companies (Ponte 2002).

Although the concept of a global commodity chain clearly covers a product like coffee 

which is widely traded and subject to varying degrees of processing to meet consumer 

standards in the west, there are times when the original focus of the approach on 

manufactured goods of much of this literature renders it remote from any sense of 

relevance to African raw material production and export, and the origins of the concept 

in post-Fordist and regulation theory debate in the West are exposed. Yet. the emphasis
v

on the relations of international trading is relevant, particularly when set against the 

price based analysis of orthodox economic theory. That is, GCC directs its attention to 

the organisational aspects of international trade (Raikes et al. 2000) rather than the 

optimising individualism of the neoclassical economic approach. It is therefore through 

those private and public institutions which control, regulate and transform commodities 

that power is exercised. When looked at in this way the relevance to Ethiopia and its 

involvement in international coffee markets becomes more evident. It is an examination 

of this theme that is expanded on in the major part of this thesis.
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which such dynamics create an institutional legacy over time will determine the strength 

of what has been called "path dependence’, and hence the scope for certain types of 

policy intervention. Examples of the latter, would include the extent to which the 

liberalisation policies of the international financial institutions are transposabfe to 

different societies around the world without experiencing considerable modification and 

diffusion at local level in order to meet local norms and to allow time for local vested 

interests to adjust (van de Walle 2001). In Ethiopia much of the present structure of 

government, including those sections responsible for the regulation of the coffee sector, 

is derived from the extended 'modernising' period .of Haile Sellassie’s years in power, 

and much also represents an arena in which long standing cultural, ethnic and political 

differences have been played out amongst rival contenders. This is explored in detail in 

the following chapters. First, let us look at the filiere as an institutional structure.

1.4 Institutions of the Filiere

The frequent reference in preceding paragraphs to terms such as ‘regulation’, ‘structure' 

and ‘institutions’ are indicative of an underlying characteristic of any filiere that it is an 

organisational structure. The movement of the commodity from producer to consumer is 

an organised process, whether this be mediated via the internal organisation of firms, 

regulated by government decree or monitored by national and international para-statals 

of one form or another. The filiere, it may be said, is defined by its institutions and it is 

through these that advantage is lost and gained by the various participants, some of 

whom will have been influential in designing that same institutional structure. Although 

market transactions will also be present, questions of economic efficiency are a sub-set 

of the wider frame, in which the market as a form of exchange is also institutionally 

defined. In order to understand the politics as well as the economics of the filiere it 

therefore becomes important (a) to identify the major players, (b) to explore how and to 

what degree they are able to exert influence, and (c) to locate the main sites of contest, 

which may not be those most obvious. In the case of the coffee filiere in Ethiopia typical 

questions that arise are therefore:

• Who are the key players and how do they wield power and influence?

• What resistance are minor or poorly organised players able to exercise?

• Why has the particular institutional form of the filiere in Ethiopia evolved?

• Whose interests are served by the auction system?

• How different, and why, are the export and domestic market organisations?
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In avoiding being drawn in to the older colonial empires of Britain or France the country 

also naturally excluded itself from their protected markets, particularly the imperial 

preference enjoyed by competing suppliers in "British East Africa’ (Pankhurst 1957) 

whereby for instance 79% of exports from Kenya and Uganda in 1947 went to either the 

United Kingdom or other British territories (Samuels 1951, Table II). On the other hand, 

these markets were also tied in to the sterling area which was not always to their 

advantage. Ethiopian exports, too, for as long as they had to pass through Djibouti and 

then on to Aden tended to be priced in sterling and hence to generate sterling foreign 

exchange. This was felt to be unduly restrictive, particularly after the devaluation of 

sterling against the US dollar in 1949, and was a further factor in the Ethiopian demands 

for what was seen as the return of the Eritrean ports.

Ethiopian preference for payment for exports in hard currency especially the US dollar, 

caused some consternation in British circles, particularly in November 1951 when the 

State Bank of Ethiopia issued a regulation to this effect in the case of coffee 

(F0371/96773 1952). This, it seems, had been partly prompted by the belief that foreign 

buyers, having purchased their coffee in sterling, were selling it on for dollars, and 

presumably making additional profits thereby. The intention of the Ethiopian 

administration at this time seems to have been to pay for imports in sterling while 

earning dollars from exports. This seems to have worked during 195 1 when the Korean 

crisis raised international commodity prices substantially and coffee export earnings for 

Ethiopia virtually doubled, but their subsequent decline in 1952, combined with the 

introduction of the new regulation, produced a sterling shortage within the National 

Bank. Other regulations at the time, affecting import licencing and repatriation of export 

earnings, helped to raise domestic prices and alarm many traders (F0371/96773 1952). 

The policy was an affront to British prestige and some consideration was given as to 

how best to retaliate. Other interests prevailed, however, particularly contemporaneous 

negotiations on the hand over of Eritrea, which, the British felt, should not be 

compromised by any argument about general exchange regulations for coffee, and the 

crisis appears to have passed without further protest.

What the incident illustrates, however, is the important relationship between coffee 

exports and the Ethiopian government’s need for ‘hard’ foreign currency. Part of the 

Political backcloth to the tensions of this period was the very recent memory of French 

re Tusal to allow arms to have been imported in 1935/36 on the French section of the 

Djibouti railway line, and of the difficulty which the reinstalled government of Haile 

Sdlassie had had throughout the 1940s of obtaining assistance, such as lines of credit.
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countries. The implications of this were that it prompted an intensive period of domestic 

regulation beginning in 1952, with important consequences for the structure of the 

coffee supply chain, and the status of its various participants. As we shall see in 

forthcoming chapters the legacy of this period is substantial, and highlights the 

significance of path dependence in the long-run social embedding of a filiere.

Before moving on to consider the introduction of regulation in more detail (because of 

its significance to the present), it is important to relate it to a wider domestic context, 

that of the 'modernising' theme associated with Haile Sellassie’s earlier period of 

government, and in particular with the changes to taxation and land tenure during the 

1940s and the consequences of this.

.=2� ��**��� ����'��(��� #��� �#��� �(�$�!=

Many institutional changes of the immediate post war period were not specifically 

directed at coffee but would have an impact on the sector. Amongst these were 

measures taken to alter the obligations of tithes and the formal nature of land tenure. 

This is an area of considerable complexity with significant variation occurring over 

time and around the country, both in practice and in use of terminology. Since such 

changes per se are not the principal focus of this thesis I do not intend to reproduce 

them in detail, and for present purposes, I shall highlight only the key aspects as they 

affected coffee in a generalised institutional sense. At the heart of that process of change 

which was instigated from the early 1930s under Haile Sellassie was the conversion of 

tribute payments by farmers to payment of tax in cash form directly to the government. 

The Italian occupation appears to have created scope for an acceleration of the process 

after liberation in 1941. Thus Proclamation Number 8 of 1942 established a land tax to 

be paid to the tax collectors of the Ministry of Finance who were to be salaried civil 

servants. This was intended to replace a complex system of tithes, tributes and service 

linking the peasant farmer (or gebbar in many areas) with local agents, landlords and 

gu/t holders. At this point church lands were exempted from the changes but their 

situation was nevertheless formalised in a separate Decree (No.2, 1941). At the same 

dme, the process of transformation of temporary rights granted over certain lands, 

known as maderiya, into more permanent inheritable rights akin to rist continued 

informally as before, while the nature of rist itself was fundamentally altered in 

Proclamation No.70 of 1944 which required all obligations henceforth to be in cash and
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displacement by the international geopolitics of neighbouring colonial powers. 

Nevertheless, the end of the Italian occupation of 1936-41 introduced a decade in which 

considerable changes to land legislation, and to control over the incomes generated from 

the use of the land, began to appear. These also paved the way for increasing 

privatisation of land ownership, particularly in the southern parts of the country where 

profits from coffee production and exports could be increasingly earned from an 

expanding world market. To take full advantage of the latter, however, standards of 

quality had to be raised and maintained.

Chapter 4 takes this historical review forward by showing how a spate of legislation 

from 1952 onwards had the combined effect of maintaining a centralising momentum in 

the development of the filiere while ensuring the maximisation of foreign exchange 

earnings (and export taxes) by a series of controls intended to raise the quality of the 

exported product. The latter, indeed, also had the more neutral aim of bringing out the 

intrinsic qualities of Ethiopian coffees to an increasingly sophisticated world market, 

being a matter of ‘national pride’, but the manner of doing so was obviously dictated by 

the government.
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Additional Surtax based on the international price was introduced. In 1958 a cess of ESI 

per quintal appeared, which was raised to ESI.50 in 1961 and E$2.00 in 1967. Taxation 

on exports had become increasingly feasible as the marketing structure had by then 

ensured that the bulk of exports passed through identifiable channels (as we shall see 

below). It was also a means of guaranteeing that a significant part of the surplus 

generated by coffee would continue to accrue to central government as traditional land 

tenure arrangements, with their hierarchies of tribute and service, were gradually 

replaced by legislation which allowed for the expansion of private ownership, as we saw 

in the final section of Chapter 3.

In 1957 the initial fee for a cleaning and grading licence was raised substantially to 

ESI,000 for processors based in Addis Ababa and to ES500 elsewhere.

In 1959 the Legal Notices 161 of 1952 and 196 of 1955 were replaced by new "Coffee 

(Cleaning and Grading) Regulations” (Legal Notice No. 219 of 1959) in which export 

documentation was amended to require Export Certificates in sextuplicate for every 

separate lot of coffee cleaned and graded, and Domestic Certificates in duplicate, with 

precise instructions for the distribution of the various copies amongst the various parties 

to a transaction and to relevant government departments. Coffee of exportable quality 

but not yet under consignment to a purchaser abroad was to be placed in a bonded 

warehouse. In these ways a much closer tag was kept on coffee lots as they made their 

way through the export process.

In the same Legal Notice (Schedule A) the specifications for cleaning and grading were 

tightened up. with the standard trade expression 'Usual Good Quality’ being permitted 

to apply only to the first five grades of eight that were now defined. The list of defects 

m terms of stones, pieces of earth and wood was also slightly revised.

)�.� �$�� �#�(��#�� ��**��� "�#��

The emergence of this series of regulations and the need to supervise their 

'implementation made new demands on the administration of the Ministry of Commerce 

and Industry. The problem of quality was also brought home by the rejection of several 

shipments in New York in 1955-6, as noted already. The solution chosen was to create a 

National Coffee Board which would take responsibility for ensuring that regulations 

were followed and would encourage the development of the coffee sector. Thus, the
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Board. The Ministry of Agriculture and its extension services played only a marginal 

role mainly at the pre-harvest production stage.

These various changes were not always welcomed by those in the trade and frequently 

met with some resistance from farmers and traders.

4.4 Traders’ and Producers’ Responses

The actual implementation of efforts to raise standards of quality was not easy. For 

instance, the Regulations introduced in 1959 (Legal Notice No. 219) which raised the 

standards for cleaning and grading and also prohibited the export of any coffee equal to 

or above Grade 6 was met with active protest by a number of the larger exporters who 

argued that Grade 6 was virtually on a level with the Brazilian coffee Santos 4 (i.e. 

grade 4 on the Brazilian scale), which had an established international market. The 

protests were vigorous and indeed violent (International Coffee Organisation 1964: 

Annex p.10).

Likewise the regulations affecting harvesting were also widely unpopular (Legal Notice 

No. 218, January 1959). The ICO Technical Mission of January 1964 was forced to 

curtail some of its work in the field because of farmers’ and traders’ protests at 

government controls and regulations, including being told by agents of the Coffee 

Board when they could begin picking coffee berries according to rainfall. The strength 

ot feeling is evident in the following extract:

“In Agaro.....popular feeling became very heated, complaints from fanners
being no less bitter than those from traders. The same feelings were experienced 
in Limn. Everywhere was violent criticism directed against the National Coffee 
Board of Ethiopia, as it was felt that the Board was responsible for the 
accumulation of stocks in the coffee producing areas as it had stopped issuing 
licences for shipping coffee from the interior” (International Coffee 
Organisation 1964, Annex p.3)

fhe knock-on effects of the latter were fewer purchases from fanners and, unless rising 

prices compensated, reduced farm incomes This visit was in connection with the 

establishment of realistic quotas under the recently signed International Coffee 

Agreement, (of which more below) and appeared to come up against problems related to 

a rapid expansion of production in the preceding few years. This in turn seems to have
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One other effect, seldom commented upon, was on employment. The requirement to 

meet better quality standards entailed more intensive sorting which was, and remains, 

largely a manual process. This created employment for large numbers of urban women. 

One of the largest trading companies, A. Besse and Co, was employing as many as 

3,000 women in this way in the height of the 1956-7 season (Ethiopia Observer 

1957:170). This company at that time was the fourth largest coffee exporter out of some 

thirty-three. Preliminary sorting would also take place by merchants in the interior and 

there would also have been an increase in government employees involved in 

inspection, weighing and certification throughout the coffee growing areas. A growth in 

the number of milling, cleaning and washing stations in the countryside would also add 

to employment while introducing new investment.

4.6 The International Coffee Agreement

Another major source of regulation came from the international arena when the 

International Coffee Agreement came into force in 1963. One effect of the Agreement 

on its signatories was the requirement to have structures in place to control the 

movement, storage and export of coffee, in order to comply with regulations regarding 

the monitoring of quotas. In this connection the absence of accurate records of 

production in Ethiopia meant that initially the quota of 850,000 bags (51,000 tons) 

allocated to Ethiopia at the U.N. Coffee Conference in 1962 was disputed as being too 

low in relation to national production by the Ethiopian government. This resulted in the 

visit of a technical mission to the country to determine the size at that time of Ethiopian 

exportable production (their report incidentally contains the first reference to the belief 

that 25% of the population depends on coffee), a visit which highlighted continued 

problems of transport and quality at the immediate post-harvest stage (International 

Coffee Organisation 1964). The figure subsequently arrived at for the quota was 

1,036,700 bags (62,200 tons). Although it was still less than what the government was 

demanding this figure did recognise that there had been a substantial increase in 

production during the immediately preceding years and that there had been a number of 

distributional bottlenecks. Actual exports had not therefore reflected production levels 

during these years

Having agreed to abide by quotas the government then had the problem of translating 

this into an acceptable internal system. As already noted in Section 4.2 a number of 

regulations to ensure that the flow of coffee through the filiere could be monitored and
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money which it is thought would flow to the producer" (Araya Sileshi,
1972:11).

It is not altogether clear from these statements that the main intention was to improve 

the buying process for exporters, raise the average quality for export, or give fanners a 

better price, or all of these. It is interesting to note that the initiative to introduce the 

auction at this time appears to have come as much from the exporters as the government 

(Ethiopian Coffee Review 1973:10; Wetherell, 1999). The number of exporters was 

reported variously as 3 1 in Addis Ababa (and 8 in Dire Dawa) in 1957 (Hufnagel:220), 

28 in 1964 (International Coffee Organisation 1964:13), the year after the formation of 

the Coffee Exporters’ Association, and had risen to 45 by 1969. By this time many of 

the larger exporters were becoming increasingly dissatisfied with the existing 

arrangements whereby merchants would take samples from one exporter to another, 

involving extensive negotiation, occasional refusal to sell, and minimal dissemination of 

information (Wetherall 1999), being in its essence a system that had changed little over 

the years (see, e.g., Dunckley 1935:148ff). The main functions of the exchange were 

therefore

to receive and inspect all coffee coming in to Addis Ababa from the growing 
regions ... and to auction this coffee on behalf of the owners to the Licensed 
Buyers -  exporters and merchants dealing with local consumption” (Asrat 
Tsegaye 1973:69-70).'

This sounds fairly innocuous, but the introduction and implementation was not without 

problems.

Coming at the end of two decades in which regulation and control, ostensibly with the 

aim of improving quality but, as we have seen, regarded with irritation by many in the 

production and marketing chain, had increased substantially, the introduction of an 

auction system seemed to a number of non-exporting traders to be yet another obstacle 

and was regarded with considerable suspicion. Only after some thirty-one very heated 

meetings between the Exporters Association and the traders who would bring coffee to 

the auction, and after the exporters as a group refused to buy any coffee outside the 

auction, did the traders eventually agree to its introduction (Ethiopian Coffee Review 

1973:10). Even then they managed to retain the right not to sell if they didn’t like the 

price, though after three days they would incur storage charges. In what seems to have 

been a further concession to traders a system of Reserve Pricing was introduced 

whereby a committee drawn from the Coffee Board and the Exporters Association set
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Coffee Board as a desirable mechanism for raising standards of marketing in the 

country. It is worth noting, however, that it was also considered to be of benefit to the 

government. The anonymous author of the article “Coffee Auctioning Comes of Age” 

declares that

“the conduct of auctions at a specified place makes it easier for the National
Coffee Board to control the movements of coffee and prevent it from flowing
into the domestic market” (Ethiopian Coffee Review 1973:1 1)

Another study of the working of the auction expresses the argument that it would lead to 

maximisation of export earnings in the end (Asrat 1973:75). In this connection it is also 

interesting to note (Table 4.2, Column 4) that the government share of the export price 

rose considerably at the same time as the auction came into effect, rising to 28% from 

an average of under 20% for most of the previous decade, and reaching even 56% in the 

1976-77 season. The reasons for this are not clear but are unlikely to be connected with 

the auction. International prices increased by more than five-fold between 1971 and 

1977 and it is evident that latterly much of this was creamed off for the government by 

way of higher taxes, particularly via the progressively implemented export surtax. The 

auction would, however, enable government to keep a closer tag than hitherto on all 

coffee destined for export. From this perspective it is relatively easy to argue that the 

auction was introduced more in the interests of government and exporters than of others 

at earlier stages of the filiere.

Further development of the auction as the principal channel for the country's coffee 

exports was cut short by the revolution of 1974. As we shall see in the next section it 

remained as a channel for the residual market permitted for private traders and 

exporters, but it was very largely displaced between 1978 and 1991 by the para-statal 

Ethiopian Coffee Marketing Corporation. It is important, therefore to say something of 

that period before summing up and moving on (in Chapter 5) to the contemporary 

period.

4.9 Coffee Marketing in the Revolutionary Period: 1974-92

4.9.1 Extension of State Regulation and Control

The political history of the revolution of 1974 has been extensively, if not yet 

comprehensively, discussed and analysed elsewhere, and is reviewed in this thesis in
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An indication of the degree to which the state had by this time penetrated every stage of 

the filiere is evident in the number of government agencies involved in one way or 

another. These included the Planning Department of the Ministry' of Trade which issued 

International Coffee Agreement certificates; the Trade Control Department of the 

Ministry which was responsible for the control of quality and the movement of coffee; 

the National Bank of Ethiopia which oversaw price control and authorised exports: the 

Customs Department which collected export duty; and the Treasury which collected 

surtax. (ITC/DPMD/93:28). There was then the Ministry of Coffee and Tea 

Development, responsible for administering the auction and calculating prices, and the 

Ethiopian Coffee Marketing Corporation (ECMC) which purchased, processed, sold at 

auction, bought at auction, processed again and exported coffee. The Ministry of 

Agriculture focussed on technical and extension services and was marginal to the 

marketing stages, while at the broader political level Peasant Associations were the 

primary channel of communication with both the state at local level and the party 

(COPWE - Commission for Organising the Party of the Working People of Ethiopia 

which later became the WPE - Workers’ Party of Ethiopia).

Although growers could still legally sell to service co-operatives and akrabies (the 

merchant middlemen), the system which emerged from this new raft of legislation since 

1975 ensured that the bulk ofcoffee produced was being handled by the ECMC, which 

by the mid 1980s had 53 buying posts throughout the growing areas, and to which 

hulleries were generally attached. Akrabies were not permitted to own huileries. In 

1982/83 around 34% of sun-dried coffee was still being handled by the private sector 

but this had dropped to only 10% by 1986/87 (ULG 1988:G5). A UN mission in 1988 

reported that more than 90% of all exportable coffee was then being handled by the 

ECMC. This included buying and partly processing in the interior, and final processing 

for export in the Corporation’s warehouses and sorting plants in Addis Ababa and Dire 

Dawa (1TC 1988: 17). The same mission also reported that 92-93% of coffee from all 

sources brought to Addis Ababa was bought and exported by the ECMC at that time 

(ibid:6). This included 100% of washed coffees, much of which would have been from 

state plantations, implying that a slightly lower percentage of peasant produced sun- 

dried coffee would have passed through the ECMC. Taking these semi-official figures 

at face value, much of the remaining 8-10% would have been handled by the few 

remaining private traders and exporters who were allowed to continue in operation. An 

unknown quantity over and above this would also have been smuggled through 

unofficial channels (see below).
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who were more distant from a market the temptation to smuggle through unofficial 

channels offered a strong alternative (ibid: I 1), though it should be noted that the parallel 

market in general drew on supplies at all stages of the filiere (Tesfaye p.54).

The quotas applied to private exporters were determined by the individual exporter's 

existing capacity and record of arrivals and throughput. Although the quality offered to 

exporters was often inferior, if the quota was not fully utilised then it would be reduced. 

Clearly, the effect of quotas would have consequences further back in the filiere where 

the merchants and traders in the interior had little choice but to sell most of their stock 

to ECMC centres. Private dealers were also only allowed to deal in sun-dried coffee. By 

1988 there were only fourteen private exporters left; they could only buy at the auction 

and by then, as we have already seen, were dealing with only 8-10% of the total export 

volume(ITC:25). As we shall see, however, their survival was significant in preserving 

the structure which was revived in the 1990s.

4,9.3 Taxation and Production

Although the ECMC could in theory cut out some o f ‘middlemen’ profits, this is not 

how it worked in practice. Table 4.2 above showed that in 1976/7 and 1977/8 the share 

of the export price received by farmers fell to 32% and 34% compared with an average 

of over 60% throughout the 1960s. The reasons for the very low levels of these years are 

difficult to determine, though a major contributory factor would have been the 

introduction of an export surtax in 1976 in response to the rapid increase in international 

prices of the two preceding years (Befekadu 1992:30 -  ITC/DPMD/93). Thus, when the 

ECMC was established in 1978 any potential savings through reducing the number of 

steps in the marketing chain would have been eliminated by the surtax. The lower share 

of the FOB price accruing to the farmer, as compared with the 1960s, then continued 

throughout the 1980s. Hamza & Azanew (1995) calculated that the average share to 

farmers during the entire Derg period was 42%. For much of the period the surtax was 

only partly to blame as farmers also regularly suffered from low administered prices 

being offered by the ECMC (ITC/DPMD/88/84:13).

Even by the late 1990s, when the export taxes were consolidated into a single rate, there 

were four separate taxes levied on coffee exports, all dating from earlier periods. These 

were a basic export duty based on volume, a cess tax also calculated on volume, a 

transaction tax of 2% of FOB value, and the surtax based upon ICO indicator prices.

I he cess tax had been introduced in 1958 to pay for the administrative expenses of the
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Eventually, in a sign of things to come, Mengistu was forced in March 1990 to formally 

abandon Marxism-Leninism as the basis for government policy, but it was too late. The 

predominantly Eritrean and Tigrean forces of opposition in the north had by then allied 

with other dissident groups and were gradually pushing through to Addis Ababa. The 

resulting collapse of the Mengistu government in May 1991 introduced a new period of 

economic liberalisation, in which many controls were dismantled or eased. Although the 

dominant party in the new government, the TPLF, had a socialist ideological 

background, It turned to the west for aid to rehabilitate the national economy and in so 

doing accepted the principles of IMF adjustment policy, particularly at the 

macroeconomic level. The details of this and of its Impact on the coffee sector are 

examined in Chapter 8 where I discuss the role of the contemporary state in Ethiopia.

4.10 Summary and Conclusion

Over a short seven year period between 1952 and 1959 the coffee filiere became highly 

regulated in terms of inspection, certification, grading and licensing of all coffee 

destined for export. During the following decade the controls for enforcing the 

regulations were refined and extended, partly in response to the requirements of the 

International Coffee Agreement, which came into being in 1963, and culminated in the 

introduction of the coffee auctions in 1972. How the industry may have evolved after 

that was disrupted by the revolution of 1974 but it is important to note that many of the 

features of the structure as it had evolved up to that time were allowed to continue 

alongside the state marketing system which was then imposed, for the benefit of the 

small residual private sector. These were still in place when the military regime 

collapsed in 1991 and formed the basis of the more liberal system which then took over. 

There is thus a stronger degree of continuity with the past than may appear at first sight, 

when the importance of the revolutionary years as a break from the past can be 

exaggerated and the continuity of the small private sector overlooked. In so far as 

present structures have roots traceable to that earlier period then it becomes important to 

understand the processes of institutionalisation which have determined the present 

outcome, as I have done in this chapter.

Another way of expressing this is through the concept of path dependence, and there are 

other signs too of such links with the past. One important example lies with the 

continued dominance in production of a mixture of semi-forest and garden coffee plants 

which was also the predominant pattern of the period discussed in the last two chapters,
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5.2 Coffee Growers: Characteristics and Income Levels

The main emphasis here is on the small peasant fanners who produce about 95% of 

national coffee output. Unfortunately, production and marketing data at farm level is not 

collected routinely by the authorities and most information depends upon periodic 

sample surveys. These have frequently been on a relatively small scale, often conducted 

by academics with modest research grants. However, during the later months of 1999 

the Coffee Improvement Project (funded by the European Union), working within the 

Coffee and Tea Authority, conducted a major field exercise to gather wide-ranging 

information on socio-economic variables affecting coffee farmers. While the objective 

was to assess the impact of the EU sponsored Coffee Improvement Project, after some 

twenty years of operation, by comparing those areas in which it had been implemented 

with those where it had not, it also provided an array of useful information on the 

practices of coffee farmers in late 1999. 1 was able to submit requests to the consultants 

(EDE) who supervised the survey for specific questions to be included, and the Coffee 

and Tea Authority kindly allowed me access to the results of this survey. The main 

points of relevance to the marketing chain are highlighted below.

A total of 1,200 households was chosen from a sampling frame which distinguished 

between coffee and cereal producers within the CIP (Coffee Improvement Project) and 

non-CIP areas. The Zones and �������  covered were as shown in Table 5.1.

Table 5.1: Coverage of CIP Survey

Region Zone ������

Oromia West Wollega Haru
Airaguliso

West Haraghe Darelebu
Mesela

Illubabor Metu
Gechi

Jimma Gomma
Sekacheko

SNNPS Sidama Dale
Bensa

Gedeo Yirgachefe
Bulie
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offered by each farmer before buying it but the test is only by sight, feel and smell and 

allows considerable variation in quality and content.

That time can be crucial is evident from the distance that many farmers are from roads 

and facilities. Table 5.4 shows that for most households the nearest market is more than 

one hour’s journey time away, that for around half the nearest all weather road is over 

an hour away and even the nearest grinding mill involves at least a two hour round trip 

for just under half of all households. These figures indicate the nature of the geographic 

dispersion of the many small producers of coffee and the problems inherent in getting 

perishable cash crops to market.

Table 5.4: Travelling time to nearest facilities

1 Percentage of households greater than 1 hour away

Facility CIP households Non-CIP households

Market 56.9 52.8
All weather road 49.2 56.3
Grinding mill 46.6 48.2

Source: Op.cit. Tables 94. 95, 96

These various problems tend to be reflected in the level of cash income received by 

coffee farmers as summarised in Table 5.5. Thus, even where the CIP had been in 

operation, almost 80% of coffee growing households received less than EB 1,999 cash 

income during the year preceding the survey and 50.9% less than EB999. The latter 

comes to EB83 per month or EB 19.23 per week. With an average household size of 6.5 

this comes to just under EB3.00 per person per week. On the other hand coffee sales do 

allow these farmers to have cash incomes which are considerably higher than those of 

cereal farmers in the area. Of the latter almost all, 98.6%, even in areas where the CIP 

had operated received cash incomes of under EB 1,999 per annum, and 75.2% had less 

than EB999 per household. As these were cereal growers in the CIP area they might 

have been expected to be able to benefit from the more generalised effects of the CIP , 

but in fact this appears to have made little difference as only a slightly higher 

proportion, 78.1 %, of cereal growers in non-CIP areas had similarly low incomes.
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Table 5.6: Major Problems in Coffee Production in CIP areas.

Type of problem
Serious/very

serious
Not a 

problem
% %

Coffee Berry Disease 72.8 19.4
High price of inputs 60.8 21.7
Low price of coffee 44.2 27.0
Shortage of labour at 
harvest

19.3 55.3

Source: CTA/CIP Socio-Economic Survey 1999, Table 25

Other problems mentioned were theft, weeds and other diseases. It is not clear whether 

the problem with low prices is a reference to the (internationally led) fall in prices 

during the latter part of 1999 or to a general problem of low prices due to their position 

in the marketing chain. I shall return to this in Section 5.8 below. It is clear that some of 

these problems do affect other parts of the coffee filiere. The widespread prevalence of 

CBD is bound to mean a greater proportion of diseased beans getting into harvests, 

intentionally or otherwise, leading to lower average prices at first point of sale and 

greater grading and sorting costs at later stages. Likewise, even though only a small 

number of households seem to be affected by labour shortages this is likely to deflect 

these households from completing their harvest at the optimal time, once again affecting 

the general quality of bean brought to market. A certain circularity can then be 

encouraged by the existing institutional structure. For as long as there is little 

encouragement to discriminate at the first point of sale there will be correspondingly 

less effort to control quality of harvests.

The problems listed in Table 5.6 are those of farmers in the sample ��������  which, 

although all coffee growing, were taken from a wide cross section across the country, 

with samples drawn from twelve �������  in Oromia and SNNPS. A somewhat more 

specific view is available from a rather smaller survey of farmers in the single ������  

° f  Limu K.ossa early in 1999. This was undertaken by Tegegne Gebre Egziabher and 

covered 88 households (Tegegne 1999). Although this is still in a coffee producing area 

>t cannot be assumed that all farmers interviewed were primarily coffee growers. With 

this in mind, farmers were invited to indicate their “major agricultural problems” with 

the results as shown in Table 5.7.





00

���� ��� ������ ��������������$�����	� ���� �����������������	����������� �������� �������

�������'����� ������ �����$����� ��	� ���	��� ��� ��#��� �$������� ��� �������� :'4� �����'

1=2� I#!$��� ��**��!

��� �����$����� ��������������%� ����� ��� ��	���� ��	� 2��������� ���#� �������������� �������� ���

$�������	� ����������������������� ���.	�����'� ������������� ����$�	� ��������� ����� ��������

���$��$���%� ������� ���� ������ ������� ��$�� ������ ����������	����$���'� <���� �������� ��� 	����

�������� $��	�������.�$��������������� ���� $��$���� ����������������� ����%� ���'� ��� ����

$�������$��$���� ��������'� )�������� ����$������� ���������	� ������� ��������	�������

6�����	�1"K� �������� ����������	� ��	��������������� ���$���	� ����� �������� ���.	���	�

����� ���� �����������7����� ��$$������������ ���������������������������� ��� ����� �������

����������� �����������'� -����������������������� ��� ������� ���������� ��%�������	� ���'� ���	�.�

����� ��� �*������� ������������$��#�	� ������ ����� �����������������%���	� �����������%�

���������%� ���� ������N���������� �����	���� ������� ������������ �� ����������	�$���.��������

$����	���'� E�������%� ���� ����������%� ����������	%� ���� ������ ���� ���	�������	� 	��������

���������������� ��� $��������� ����%� ���>���������������$���������� ���������������%� ��������

��	� �*���������� 	�������	� ���&��$����1� ��� �������.	���	� �����%� ��	� ����������������

�����������	����	���'

1=1� 4�����

��� ���#����������� �������������� ������������� � ������ ���#��%������������� 9��������	N� ��� ���	�

��� 	���������� ������� ������� ����� �����������%� ��	� ��������� ������ �������	�����$����� �������

������� ���#������������ ��� ��������������� ������ � ����������	�$��	������������������ ��#��

��� �����������������������������	� ���������'� ��������	� ��������� ����	� �������������������

������� ���	�	� ��������	�� ��������� ��� ������ (����$���6��� ������������$����� ������������

)�����%� ���� ��������7'�����%� ��� ���� (�(.&�)� ������%� ������� /%@01���������	�� �������	�

�����13%����1'!K� ����� ������	� ���U������� ���	�	Q'� ��� ����� �������%����������%� ��� ������

������#���� �������������� ��������	���������������� ���������� �	��������� ��	� �������

������%���	� �������� ������	� �������� �����'� C������ ���������'� ��� ��������� ������������

����������� ���	�� �����������	� ��	��������	������� ������� ������ � ������������� ����� ����

����������:4'=K� �������� ��������	�� ��� ����������'� ��� ������ ���	�������� �����������	� ���#�%�

�����	���� ������ ������	� ��� ������������� $��	������%� �� �������������������� 	�������� ���

����������� ����	%� ������� ��� ��������������������="'=K��������� ��������	� ��������

6������ ����	� �����	������	���7�������	� ��� ��������������%� ��	�=@'=K� ��� ����������



100

firewood. Fewer than 10% were involved with cooking, however. On the other hand, 

over 90% of males did ploughing, land clearing and sowing or planting, compared with 

under 10% of female household members. Interestingly, just over 90% of males also did 

weeding compared with only 28.6% of females.

This pattern is supported, though less extremely, by a small sample of 24 coffee 

growing households in Gomma Woreda, some 50 km north of Jimma, by Tessema 

Chekun and Yohannes Abebe of the CTA in the late 1990s (Tessema & Yohannes 

1998). Although their sample is small their results are directly related to coffee 

production, in contrast to the EDE survey which was aimed at the total activities of 

coffee producing households. Their data is presented, slightly differently, as the 

proportion of given tasks carried out by different household members. In this smaller 

sample 66% of coffee seedling production was conducted by adult males, and 19% by 

adult females. Here, 47% of “land management” tasks were undertaken by adult males 

compared with 3 1% by adult females, though a further 13% was done by male children. 

One difference between this study and the larger scale EDE-CTA survey is that figures 

for the latter include all household members and not just adults. According to the 

smaller Gomma survey, harvesting of red cherries seems to be a predominantly female 

activity, with 61% of the work being carried out by females of all ages, while as much 

as 62% of subsequent processing on the farm was done by females and children of both 

sexes.

Interestingly, more women than men were reported as involved in marketing, though 

this does not mean that the men do not attend markets. In the EDE-CTA survey only 

36.4% of male members of coffee growing households in the CIP area were responsible 

for marketing (of all products), though this rose to 53.1% for cereal growing 

households. By contrast, the figures for female members were 92.0% and 88.4% 

respectively. In the smaller, but more specific, study by Tessema & Yohannes adult 

females were responsible for 43% of the sales of red cherries (presumably to pulping 

stations) compared with 33% by adult males. Equal proportions, 45%, of sales of jenfel 

or the dried bean were conducted by men and women, while women had more 

responsibility for sales of merbush than men at 47% and 33% respectively.

The mean responsibility over the various stages of coffee growing, harvesting and 

marketing tasks was that 54% was conducted by males and 46% by females, of all ages 

in each case. Clearly, female members of the household have a major input overall, and 

appear to be significantly more involved in the marketing stage. This observation tends



to be reflected in the responses to the use of income received from coffee sales, which 

the EDE-CTA survey showed to be ajoint activity in 94.3% of households in the C1P 

area (Table 65), a figure that is similar to that for the use of income from other sources 

too. However, this is somewhat inconsistent with the answers to a similar question in 

Table 87 in which only 63.6% of CIP households made joint decisions on the use of 

coffee money, with the husband dominating in 21.7% of households. Moreover, in 

response to a question about responsibility for management of household expenses on 

specific items, it appeared that in 59.1% of cases overall it was the husband who made 

the decision (Table 69). Such differences may arise, as indicated below, for reasons 

connected with different ways in which questions are phrased, inert alia, and indicate 

the problems in collecting accurate intrahousehold data.

Comparison with control over cash incomes elsewhere indicate that where women have 

the major input into the production of farm produce such as eggs, chickens or garden- 

grown beans, or certain types of handicraft, which tend to be sold in small volumes 

then they are more likely to be recognised as ‘owning’ the cash earned, though its 

expenditure is likely to be on household needs (Pankhurst 1992, Picard 1995, Crehan 

1992). but where a major cash crop such as coffee or cocoa is concerned then control 

largely passes over to adult male members of the household (Leach 1991. Asare 1995). 

In many instances the link between input into the production process and subsequent 

benefit received is determined by complex arrangements in which genderised power 

relationships inherent in social norms, mediated by the specifics of particular 

households, are critical. In Ethiopia, this is apparent, for example, in Pankhursf s 

account of the wool economy in Menz (Pankhurst 1992), but its ubiquity is reflected in 

a variety of instances elsewhere, such as crop sales in rural Nigeria (Elabor-Idemudia 

1994), seaweed production in Zanzibar (Ako 1995), rice production in Malayasia (Ng 

1991) or the fishery economy of Nova Scotia in Canada (MacDonald 1995). Such 

studies indicate that in order to see behind the figures of the preceding paragraphs, and 

thus to assess more critically their apparent inconsistencies, a more nuanced 

understanding of intrahousehold bargaining strengths, their interaction with externally 

determined cultural norms and the value attached to specific divisions of labour in 

coffee growing areas would be required. In doing so, the broader Ethiopian context 

where peasant women are engaged in marketing a wide variety of goods (Dicks and 

Bogale 1995) would inform an interpretation in which some negotiation of activity, 

deluding participation in decision-making, is possible within a generalised structure of 

subordination (Pankhurst 1992). The data quoted in the previous paragraphs of this 

section, particularly with regard to uses of cash income from coffee sales, must
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to be reasonably well informed about the domestic market situation but less well so on 

international price trends. One major akraby in Jimina w;as aware of the Reuters service 

but unsure as to how to obtain it and reluctant to pay for it, being dubious about the 

benefits. Furthermore, the barrier that the central auction places between buyers and 

sellers means that scope for closer co-operation between exporters, who are more aware 

of international trends, and akrabies is limited, though one way round this is through 

collusion or the establishment of subsidiary companies so that back-to-back contracts 

can in effect be practiced. In this way the risk to the exporting and akraby companies 

involved is shared (LMC International 1999).

Another common way in which merchants traditionally minimise risk is by extending 

credit to their suppliers. This not only stabilises the flow of purchases but also gives the 

merchant power in effect to control the price offered to farmers or sebsabies either 

directly or indirectly via interest payments. In practice, however, as I show in the next 

section, this does not appear to have been happening as extensively as one might have 

expected, though it must be remembered that the period surveyed was one of 

comparatively high prices when farmers’ recourse to credit would have been reduced.

1=7� �$�� 	/�����#��� � %#���6*�����(�

There is a tendency to presume that indebtedness is widespread in peasant communities, 

particularly to moneylenders and traders. This is assumed to arise when low prices co­

exist with a high risk environment. Let us consider the latter first. The extensive sources 

of risk experienced by peasant farmers is well documented in the agricultural economics 

literature. In the case of tree crops such as coffee this is compounded by the longer time 

taken for newly planted seedlings to mature and bear fruit, and for the longer periods in 

which they are exposed to disease. Within any season there are also risks involved in 

deciding whether to use chemical aids, to prune, to thin, to intercrop and in deciding 

precisely how and when to harvest. Between seasons there may also be an option to 

expand or reduce the area managed by destumping, leasing or share-cropping. Whether 

to invest in more efficient drying and sorting methods for sun-dried coffee is also 

influenced by price risk. In most cases the farmer will then have to negotiate with the 

local sebsaby who will be working closely with the afoxiby. All parties have access to 

the government’s radio dissemination of coffee auction information, but the farmers, 

being large numbers of small sellers, are likely to be at a disadvantage in price 

negotiation. This is likely to be compounded by the variable levels of quality and
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from friends or relatives, two from Service Co-operatives and three from money 

lenders. None appeared to be from traders. One was from a bank. (Tegegne 1999. Table 

4.1 1). Purposes were mixed, ranging from educational and medical reasons, through 

purchase of agricultural inputs to purchase of consumables.

In the urban world of trading, however, the situation changes somewhat. Small coffee 

traders, the primary collectors, are often indebted to their larger buyers. Thus the main 

source of capital for three of the five collectors interviewed by Tegegne was an advance 

from akrabies. This will clearly tie any such collector to the lending merchant. Akrcibies 

themselves, who operate on a much larger and more sophisticated scale, are more 

dependent on banks as sources of capital. There was no indication in this, admittedly 

small, sample, therefore, of any lines of credit between akrabies and exporters or 

wholesalers in Addis Ababa. The suggestion in Teketel (1973) that credit ran from 

exporters all the way through the marketing chain down to the peasant producer in a 

series of connected links is unsupported, perhaps (though bearing in mind the smallness 

of the sample of traders) due to the combined influence of the auction, greater 

competition amongst merchants and traders, high prices in the mid 1990s and a greater 

degree of land security. On the other hand, more recent impressions of stronger links 

between exporters and akrabies (extending in some cases to joint ownership) indicates 

that the situation may be reverting to that of the earlier period.

On the evidence available in the mid to late 1990s, nevertheless, the extent of credit at 

that time seemed to be confined to discrete sections of the filiere. The agricultural 

community, the rural traders and the post-auction exporters appeared, on the whole, to 

be independent from one another’s credit networks, though the situation may change as 

exporters and akrabies find it easier to enter into formal and informal agreements. Even 

so, the extent of credit obligations being experienced by coffee farmers (in the large EU- 

EDE survey) during 1999 appeared not to be widespread. Could this be because of the 

share of the export price received by farmers, which the Coffee & Tea Authority claims 

to be around 73%? It is time to take a closer look at how price varies across the filiere.
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used. Much depends upon the quality at farm gate, access to transport and good 

communications between growing areas and markets, and the degree of competition 

amongst buyers. It has been pointed out, for instance, that growers in the more 

inaccessible areas of Madagascar receive around 40-50% of the export price compared 

with between 60% and 70% for those nearer to principal roads or the major towns 

(LMC 1999). In Ethiopia coffee production is also widely dispersed with, as shown in 

Table 5.4 of the present chapter, around half of all households more than an hour's 

travel away from the nearest market, all weather road or even grinding mill. From the 

local market, in due course, it is then often a twenty hour truck drive to Addis Ababa

In looking at the various estimates for Ethiopia, my own, at 46.9%, falls within the 

lower bound of the range which is found internationally, and this would be consistent 

with other impressions of low productivity and often poor quality of the marketed 

surplus, due to inadequate grading, in small Ethiopian peasant farms. ‘Exploitation' by 

merchants, traders and exporters is difficult to prove, but by issuing licences to operate 

only within specified areas and at specified markets the authorities will also have 

limited the degree of competition over the years and allowed scope for informal 

collusion. This is likely to have improved in recent years following a relaxation of 

licencing requirement in the late 1990s. It is clear, nevertheless, that the share of export 

price that accrues to the different agents in the marketing process will depend as much, 

if not more so, on the institutional structure of the process, on the institutions of the 

filiere, as on the free interplay of market forces which have rarely been present in any 

country. I shall return to the implications of this in Chapter 11.

5.8.2 Volatility of prices

Although the actual price received by the farmer is important, so too is the range and 

frequency of variability experienced in price movements. In Appendix 1 1 have used the 

same source material as before in order to measure price volatility at different stages in 

the filiere. Two measures have been used: one is the simple coefficient of variation 

(standard deviation divided by the mean), and the other is the mean absolute percentage 

error (MAPE) from a linear trend. For the almost forty five month period November 

1994 to July 1998, covering four seasons, the results for the coefficient of variation are 

summarised in Table 5.8. The higher the value of the coefficient, the greater the degree 

of variability.
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price changes of the early part of 1994 (not covered in Table 5.8). If so. then the 

immediate impact would be on those who sell and buy at the auction, underlining a 

point to be made in Chapter 6 that the uncertainty, and consequent risk, attendant upon 

the presence of the auction will be covered by merchants by incorporating a discount 

into the prices which they offer to primary collectors and farmers at local level, 

particularly in the absence of hedging possibilities. Unfortunately, data on prices paid to 

farmers during that period of rapidly rising prices is not available and hence the impact 

at farm gate level cannot be assessed.

I shall return to the wider aspects of these results in Chapters 10, where the role of the 

international market is studied in detail, and in Chapter 1 1 in which an overall analysis 

is presented. Chapter 1 1 also takes account of other factors which affect the position of 

coffee growing households in the filiere. Amongst these are security of land rights, and 

in anticipation of this later discussion it is useful to conclude the present chapter with a 

short review of the situation in Ethiopia in this respect as it stands at the beginning of 

the 21s' century.

5.9 Land and Production

Amongst the most important of the various stages in a commodity filiere are those 

relating to the use, control and ownership of land. Some aspects of this, particularly 

production methods and use, were discussed in the opening section of the present 

chapter but little has been said so far about the way in which land is commoditised, 

registered, transferred, alienated and exploited The degree of private access to, and 

control over, land, and state control over the income it generates are central points of 

debate in the political economy of agriculture. Such issues also relate to the nature of 

property rights in the New Institutional Economics literature, a point to which we shall 

return at a later stage (Chapter 11).

The present position in Ethiopia is directly derived from the land reform proclamation 

(Public Ownership of Rural Lands Proclamation No. 31/1975) of 1975 which 

nationalised all land, reallocating it via Peasant Associations, with a maximum of ten 

hectares to each household. The state ownership of all rural and urban land is also 

enshrined in Article 40, Paragraph 3 of the 1994 Constitution, which states that land 

“shall not be subject to sale or other means of transfer” (Transitional Government 

1994). Despite considerable internal and external pressure to return to private ownership
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constitutes a market of some complexity. For export purposes, however, the 

different origins tend to be combined into one of the principal types mentioned.

It is worth making a few general points about the use of the auction system at this 

point. Auctions are not universal in coffee growing countries today but tend to be 

a characteristic of Arabica markets, particularly in East Africa (LMC 

International 1999, Houtkamp 1994). The details of the system differ from 

country to country. In Kenya, for instance, processing is partially completed by 

cooperatives and estates before final hulling and grading by the Kenya Planters 

Cooperative Union in Nairobi or one of its competitors. It is then tested and 

graded by the Liquoring Department of the Coffee Board of Kenya (CBK) before 

being channelled through auction by Kenya Coffee Auctions Limited, a parastatal 

subsidiary of the CBK. at which stage it is ready for export without further 

processing. In recent years there has been some debate about the future of this 

system with pressure for change coming from larger producers and overseas 

buyers (Schluter 1997, 1995) who see advantages in making individual contracts. 

A somewhat similar system operates in Tanzania though here there is a high level 

of vertical integration combined with an increasing tendency for exporters to 

engage in pre-auction activities, though without being able to by-pass the auction. 

In Uganda after 1990 sales were made in response to direct foreign tenders, now 

replaced by private treaty, and auctions discontinued.

Economic arguments in favour of auctions usually refer to their relative openness 

and to growers' perceptions of fairness in setting prices, while arguments against 

them are usually cast in terms of uncertainty of outcome and price volatility. 

Auction theory is somewhat inconclusive regarding the efficiency of selling a 

multi-unit homogeneous good in this way (Klemperer 1999). Why, however, 

these arguments should have led to an auction system in the British settler 

economies of East Africa but not in the Spanish estates of Honduras and 

Nicaragua in Central America where direct sales to exporters evolved (Paige 

1997) remains to be explored. It has been remarked, though without further 

elaboration, that the auction system for coffee (and, historically, tea and tobacco) 

sales associated with the former British settler colonies is ‘cultural’ in origin 

(Houtkamp 1994), and one may add that even where a direct colonial connection 

is absent, as in Burundi and Ethiopia, there is a geographical contiguity which 

may have influenced policy. Some substantiation of this may be found in the 

origins of the auction. In Chapter 3 1 looked at the historical developments which
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Commodities PLC was worthy of note as having been owned by the American 

food conglomerate Cargill until 1998. but this company appears to have 

withdrawn after the Ethiopian government refused licenses to foreign 

multinationals to participate in the auction. While this measure, on the one hand, 

protects local businesses on the other it lays the onus for ensuring efficiency and 

competition on these same businesses and on the CTA. in its supervisory role. 

Several others such as Paul Ries or Ibero and Jos Hansen are long established 

local trading companies, expatriate in origin, with some potential, and ambition, 

for expansion. For these firms the years of the previous military government were 

ones of great difficulty because so much trade was diverted through state owned 

companies as part of an anti-capitalist ideology, and they have seen the new 

regime as providing an overdue opportunity to make up for the losses of these 

years. Up to about 1998-99 the market allowed fairly easy growth, especially for 

established companies, partly as supplies recovered following the restoration of a 

stable political environment combined with high international prices in the early 

1990s and partly at the expense of the declining share of the government owned 

company, the Ethiopian Coffee Exporting Enterprise, described below.

The major international buying companies are Taloca and Volcafe from 

Switzerland for sun dried coffees, Illycafe from Italy, Andre and Orbi from 

France, Hamburg Coffee and Ratfos from Germany for washed coffees. Until 

1 999 when it stopped trading in coffee the large US commodity trading company, 

Cargill, also purchased from Etyhiopia and owned one of the local exporting 

companies. Several, including Taioca, Volcas and Ratfos, maintain offices in 

Addis Ababa and are in close and regular contact with exporters, who have also 

made visits, sponsored by the Exporters’ Association to buyers and blenders 

overseas. Such links become important elements of the way in which connections 

with the global coffee market are defined and modified, particularly in the area of 

quality control and buyer influence

The involvement of exporters in additional grading before export gives them a 

somewhat different role in Ethiopia than they have in other countries of the region 

such as Kenya where, as we have seen, the beans purchased at action are already 

fit for export. In Ethiopia the exporters are, in effect, processors as well as 

exporters, and as such are crucial to the quality assurance process. Once again 

the reasons for this must lie in those aspects of the pre-auction socio-political 

structure which has in the past produced little incentive to sort and grade at farm
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There may be times when the price spread between buying and selling each type 

of contract will not cover the total loss of unexpected price movements, but this 

can be regarded as the price to be paid for insuring against greater loss.

More detailed workings of the futures market and how it impinges on world 

prices is discussed further in Chapter 10. It is clear from this brief summary, 

however, that a degree of expertise is called for, which an exporter will either 

have to acquire and have confidence in using or commission an agent to act on 

the company's behalf.

In a survey undertaken in 1999 for the International Coffee Organisation only one 

of some ten countries examined had an active scheme for hedging in futures 

markets which involved producers as well as exporters. This was administered by 

the national producers’ association ANACAFE in Guatemala which provided 

farmers with forward cover provided they had a secure contract with an exporter. 

The ANACAFE is thus able to provide the expert advice to potential participants 

(LMC International 2000). In India hedging was prohibited until October 1999 

but is now regularly used by larger exporters.

Fledging in the way described means use of the New York and London futures 

markets. A variation would be to permit the development of a local market in 

simple forward trading, where if it were possible to by-pass the auction then 

farmers’ co-operatives or ��������  could engage in forward sales to exporters at 

agreed future prices. Consultants advising the CTA in recent years have 

frequently pointed to the need for some limited introduction of local forward 

market engagement in Ethiopia in order to reduce the risk currently carried by 

akrabies and exporters. From this a local futures market could gradually emerge, 

as for example has happened in India.

The development of a domestic futures market in which local organisations could 

engage was supported by several exporters to whom I spoke, though its 

appearance is probably unlikely for some time, and the CTA appears cautious. It 

would, nevertheless, help to stabilise those price movements which are more local 

in origin. In the 1990s, for instance, a number of new entrants amongst exporters 

appear to have rushed into forward commitments which have been followed by 

heavy pressure on local supplies and thus upward pressure on prices. Knowing 

this, sellers were also holding back in anticipation of greater gains. This is
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total domestic consumption is frequently arrived at as a residual amount between 

what is exported and a production estimate, adjusted for changes in stocks and an 

even vaguer estimate of smuggled exports. At times one also suspects the 

opposite -  that total production is arrived at by adding estimates of domestic 

consumption and smuggling to known auction deliveries. Either way, total 

production is usually estimated to lie between 200,000 to 250,000 tonnes per 

annum; the UN FAO unofficial estimate for 1997, for example, is 246,000 tonnes 

(FAO 1998).

� �� � �� � � �! � � � � ��� � � � � � � " � �� ��� � ��� � 	 � � � � ! � �� � � �#

� � � � �  !

Source: IMF Addis Ababa, 1997

The 1995/6 Household Income, Consumption and Expenditure Survey (Federal 

Democratic Republic of Ethiopia 1997) shows an national average annual 

household market purchase of coffee beans of 12,679 gms. The Coffee and Tea 

Authority estimate that some 700,000 smallholders engage in coffee growing 

(ICO 1998). At an average household size of 5.25 individuals (FDRE 1997) this 

implies that the total population at the time of the HICE Survey of around 54 

million people would consist of some 10 million households. About 9.3 million of 

these would not therefore be coffee growers and if each was purchasing 12.679 

kg of coffee beans then a total of 1 17,91 1 tonnes will have been bought. This is 

considerably more than the 25-30,000 tonnes rejected at auction and by exporters,
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6.7 Resume and Conclusion
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influence of the PDC there are close links between movements in local prices 

and world prices.

♦ Whether they buy first and then look for a seller or enter a sales agreement 

for which they then have to purchase coffee, exporters are exposed to the risk 

of changing prices. Common methods in international markets of covering 

such risks are through the use of forward and futures exchanges but although 

these have not been used in Ethiopia this does not mean that other strategies 

are not also available. Much, for instance, depends upon trust, repeat 

contracts and the security of what is often broadly defined as social capital, 

which taken together can help to minimise the adverse impact of uncertainty 

over time. These, of course, are also institutional devices. The relationship 

between adoption of the more formal mechanisms and the availability of such 

informal strategies of risk management require further exploration.

♦ Many of the regulations and controls applying to auction and post-auction 

activities have the object of diverting the best quality coffees to the export 

market. This is in the face of a very substantial domestic demand which 

consumes around half of all production through a combination of formal and 

informal channels. Although the workings of the domestic market are not 

well known they are likely both to influence and be influenced by the export 

market, and for this relationship to have been affected by liberalisation.

In considering these six points and in taking this chapter with the preceding one 

on the pre-auction stages of the filiere it is clear that intervention by the state is 

ubiquitous. Although 1 have focussed so far on the roles and objectives of private 

individuals and companies, including farmers, traders, merchants and exporters, 

this does not imply that the state has been a passive entity, merely setting the 

rules for orderly market behaviour. This would be to follow the route of 

neoclassical economics, and to a considerable extent too, that of new institutional 

economics and its concent with efficiency. It is clear from Chapters 3-6 that there 

are strong elements of historical continuity in the Ethiopian institutional 

environment and that this applies to the state and the place of the coffee filiere 

within it. These include a consistent tendency to centralisation of the physical 

infrastructure; a tradition of regulation, licencing and taxation of interior trade; 

and a production system rooted in a tradition of land-holding which has strongly 

influenced the nature of the early stages of the filiere. The Ethiopian state has thus 

been, and remains, an all pervading force in determining the character and 

boundaries of the filiere.
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changes associated with federalism and assesses their political significance in the 

historical context outlined previously.

I begin with a short review of how any discussion of the state in Ethiopia must differ 

from much of the existing literature on the state in Africa which focuses largely on post­

colonial societies.

7=,� �$�� ��#��� (�� �*�(�#�#��� �$�� 	�$(�%(#�� ��#��

Ascriptive labels of'the state' in Africa abound, ranging through the overdeveloped 

state, the soft state, the military-bureaucratic state, the centralised-bureaucratic state, the 

neo-patrimonial state, the absolutist state and the predatory state (for summaries see 

Mamdani 1996, van de Walle 2001, Allen 1995, 1999). Many such terms have their 

origins in the analysis of post-colonial societies, by which is meant the former colonies 

of 19th century European imperialism, and they frequently attempt to blend aspects of 

the legacy of colonialism with local cultural attributes to arrive at an understanding of 

recent state history in the country concerned. While the degree to which any one 

country’s experience can be categorised in any meaningful way by such tightly defining 

labels is questionable in itself, in the case of Ethiopia the attempt is particularly 

irrelevant as the colonial record is so different. While it is obvious that the colonial 

activities of the European powers around the geographic borders of Abyssinia in the 19th 

century could not have been without impact on internal events the fact that no external 

colonial power displaced the internal struggles for imperial domination in the highland 

areas means that the evolution of the Ethiopian state must primarily be analysed in its 

own terms. This is so even if the northern expansion into the south of the country is 

classed as a form of colonialism or if the post war government of Haile Sellassie is 

regarded as a neo-colonial dependency of the West. In the former instance the fact that 

the colonial incursion was not one of advanced capitalism must be taken into account 

and in the latter the political specificity of Ethiopia, as opposed to its economic 

dependency, still demands attention.

Somewhat more may be gained by examining the evolution of state formations in 

Europe and other parts of the world where the impact of external colonial control of the 

type experienced by many African nations has been minimal or non-existent. Parallels 

with the process of transition from feudalism to capitalism in Europe have been made, 

for instance, though often more at a descriptive than theoretical level. Although some
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at a later stage, coffee. It was a system in which many were oppressed and dispossessed 

but in which a large number were also absorbed and incorporated into the middle and 

upper elites of the invaders.

This southward expansion of Menelik created the need for a more rational, orderly and 

centralised system of government. Consequently, the southern areas became known as 

the Yedar Ager (or periphery) for administrative purposes. These were in contrast to the 

northern Yemehal Ager (the inland) where traditional, mainly Amhara and Tigrai. 

princes and chiefs retained considerable traditional power (Asmelash 1987: 28). In 

addition to the hierarchical system of petty landlords, district officials and regional 

governors Menelik also introduced functional administrative divisions known as Awraja 

Ghizat (or province) and Woreda Ghizat (or sub-province), terms which continued 

throughout Haile Sellassie’s period and to which reference is still made today. The 

administration of justice was consolidated by being conducted through six judiciary 

districts (Asmelash, op.cit), and in 1907 Menelik introduced a Ministerial system of 

government to replace the former military based system. The fact that the country has 

subsequently retained its geographical boundaries from this period demonstrates in part 

the strength of this administrative foundation laid by Menelik. and subsequently 

extended by Haile Sellassie. despite a history of periodic, at times even frequent, 

rebellion and suppression of.opposition in various parts of the country throughout the 

20,h century.

A decision of major consequence by Menelik was to move his capital from Ankober 

first to Entoto and then to the valley below, at Fin Fine, to what became Addis Ababa in 

1 886 and, most significantly, to keep it there. The construction of a new palace, the 

arrival of foreign legations (arising from an intensification of surrounding colonial 

presence), the installation of telegraph and postal communications in 1 897, all served to 

entrench Addis Ababa as the centre not only of government but also of trade and 

commerce. By 1919 the extension of the railway from Djibouti reinforced the 

permanence of Addis Ababa as the capital city. Traditional trade routes of the northern 

highlands such as Gondar to Massawa clearly continued but the flow of items such as 

coffee and ivory from the southern territories increasingly passed through Addis Ababa. 

For a time, however, up to the 1930s a substantial volume of produce, including coffee, 

also left the country by river via the Western trading town of Gambela into British 

Sudan.
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Haile Sellassie I. These twenty three years saw intense political struggle, often with 

forces of conservatism lined up against those of change, though in either case the real 

struggle was for power, and marked by frequent conflict and perpetual intrigue. Despite 

this, some changes to the wider society also occured -  the qalad system of land 

measurement introduced during the first decade of the century had a profound impact on 

many parts of the south of the country, while Lij Iyyasu in his time altered the way in 

which tithes were assessed (Bahru pp.90-93). But on the whole this was not a period of 

dramatic institutional change, at least not at the national level. At local level where he 

had control Tafari Makonnen (as he then was) could see the gains to be achieved from 

reforms of a certain kind. As Governor of Harar province from 1910 he reduced the 

range of customary obligations of the peasantry to the landlord and reformed the system 

of taxation and its administration (Marcus 1987, p.12-13). This tendency continued after 

he took executive power over the nation as a whole in 1916, and in the following years 

he reformed the procedures for collecting import duties, introducing a salaried class of 

officials, and appointed a progressively minded sympathiser as mayor of Addis Ababa.

All this substantially increased regional and national state revenues and reduced the 

proportion which regional rulers and governers had traditionally been able to retain for 

themselves. This undoubtedly contributed to the opposition which he faced from many 

of the old provincial lords, while at the same time strengthening his ability to challenge 

them. In addition to those who had allied themselves with Lij Iyyassu there were others 

who opposed his foreign links, such as Fitswarari Habte Giorgis; and those such as 

Dejazmach Balcha of Sidarno who marched on the capital in 1928 in a futile attempt to 

assert his traditional authority to retain taxes, tribute and the services of gabar. Others 

from this camp were Ras Gugsa Wolie of Begemdir and Ras Hailu of Gojam. and 

although the latter introduced money taxes and other changes in Gojam they were 

largely for his own advantage and little was transferred to Addis Ababa (Marcus 1987). 

Thus, although the first three decades of the 20th century were marked by modernisation 

and change, resistance came mainly from within the elite and it is only after the 

restoration of the monarchy in 1941 and the continuation of the administrative changes 

that had been commenced in the earlier period that examples of widely supported local 

rebellion began to appear. Gebru Tareke suggests that in the north the reasons for such 

apparent acquiescence lie with the close cultural nexus in northern communities 

between peasant, artistocracy and church in which the peasantry generally supported 

resistance to centralisation when it was expressed by a regional lord, whereas in the 

south the more recent history of conquest effectively suppressed overt resistance for a 

generation (Gebru 1996). In taking such analysis further there would also be differences
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7.5 The Italian Conflict

)�� ����	���	�� ������� /0="�� ����	� ��� ������ ������ (�$����N���������	���������������������

���� ��#��� �$������ �������������� ����������	� ����� ���� ����������������������� �����'� <����

������� ��������� 	������	����$�������������� ������ ��	� ��� ���$�������	� ����� ��������

�*������� ���� ��������	�$��	�����$��� ��������*$����%� ������ ���� ���&��$����='�����

��������$������� ��	� ������������������ ���� ������� ���	��������� /0!3� ��	� ��� /0=@�

<��������N���������������#���������� � ����������� ��������� ����� ���� (�������� ����%�

�������	� ������� �����������	������� ������ (����$�������	� ����$������ � �������������� ����

����������'� ��� ���� ��������� ���������������	� ����� ����	��������� � �������������� ��������

���	��%�2����� ����������D����%� ���� �������� ��	� ����� ���������$����	� ��������2����







���� ����������	� ��� ����� ���'� ������ ������ ���	���� ���� ��	� ����$��	�<�����#N��

�������	���$� �������� ����������������������	� ��� ������� �����	� ������	���������� ���	%�

�����	� sisso.� ����� �����	�	� ����#���	���� � �� ����%� )��������	� C���� �������'� �������

���������� �������	� ���� ��	� ���� ������ ���	� ������� ����������	'� ���������� ���������� �����

����������� ����� � ������ ��������*�	���	��� ����������������� �������� ���������� ����� ��

���	���� $������� � ������������� � �� mcideriyct���� rist���	%���$�������������� /01/%���� rist����

$���������������$�6���������� /00:7'� ��������$��*��������� ����������������� ������

���	���	�� ��	�������� ���� �������������$�������	� ��� ������� ������� �������������� 	����	�

�����������	���������� /0:"����	� /0@"�� ����� ����� �������� ���� ���	�������� ������� �������

��������������������%������ ��� ����%���� ����� ��� ����� ��������� ��������� ������������

��������� ���	���	�'� E�������� ������	� ������������������������ � ����$��������������� ���$�

����� ��� ������ ��������� ������� ����������������������� ��$���	� ������	� ��� ������������

��������	��������� ��������������� ����$�������� ����������� ��$��	������� ��������� ����	� ���

���� ������ ������ ���� rist-gult�������� ���� ����� 	��$������������	'� ����%�����������

	������� ��	�����%� ������ �������	� ����������� ��� 	����	� ���� ���	� �����������$��	�������

��� ���� /0@"�%� ����	� ���&��$����1%� ��	� ������ ������$��*� ��� ������������������� ��� ������

�������������� �������'

������������ ������ 2����� ���������� �����	���	� ����������������	��	���������� /01"�������

�����$����� ������	�����������	������������� �������%� ���� �������������������� ������$����'�

+������������� �������$����	� �����	�	����� ������������� ��� /01=� �����������������

����������� ��	������������ �����������	���%� ��	� ��� /011�����$����������	� ���������

��*������ ������� ���� �$	���	'� E���� ���	.������ ���#��������� ���� ��)����������������

���� �����	���	� ��� /01:� �������������	����� �����	�� ��	�� ������� (����)������� ���������

	����������$����	�� ��C�������$�������'� E�� ����������	������	����� ��������� ��� ���

���������%� ���������	� ���$�������2����� ���������� ��������������	�$��	������������C�������

��	� -������ ����	������ ��������� �������)�������������������� ��� (����$��������	� ��� ��� ��

���$��*����������>������������	� �����	� <�		��� (�������� ��������'� ��� �����������	� ������

��� /0:/� ��	� ���� ������1� ���������� � ����	���	� ���������� ����������� ��� /0:!'���� ��������

�*������� ���������� ������������� ����������������� ���$���������������������������	������������

� ���������� �������� ��� $����%���	����������� ���������������	� ��� ����������������	�

���������� ����'

7=7� ��#���#��� ���(��-

�������������� �������������� ���������������� ���� ��$�������� ���������$�����������������%�

���$$���	� ��	�����$��	�$��������� ��������������� $�$�����'� ����� ���� ��������� ��������



152

and very often the changes from the centre impinged on a local community in which 

ethnic, regional and political relations were already tense, if not actually in some 

turbulence. Where local rulers resented the increasing power of the Addis Ababa 

oligarchy, peasants often failed to co-operate with centrally appointed officials who 

were frequently rapacious in conducting their duties. During the ten years from his 

restoration in 1941 Haile Sellassie faced many regional revolts and several attempted 

coups. Instances of the former were the woyane rebellion in Tigre in 1943, in Gojjam in 

1942-44 and 1951, Hararge province in 1944 and 1947, Bale in 1941-42 and 1947. and 

at Yajju in Wollo in 1948. and of the latter in 1943, 1947 and 1951 (Gebru 1991,Bahru 

1991, Clapham 1969, Marcus 1995). Many regional revolts were fuelled by lingering 

resentment by war-time patriots of Haile Sellassie’s decision to have chosen exile 

followed by his subsequent return, but were also manifestations of longer term 

discontent with change, resentment of Shewan centralisation and the manner of its 

imposition. They therefore reflected problems not only of tradition versus modernity, 

and the vested interests which were thereby threatened, but of ethnicity and nationality, 

regional autonomy versus centralism, and were never to really disappear right up to 

1974 and later.

As 1 indicated at the beginning of this chapter it is difficult to characterise the nature of 

the Ethiopian state during the period of Haile Sellassie’s rule. Reference to a feudal 

model seems inappropriate when the forces of change are coming from the state itself. 

The gradual spread of capitalist relations of production were to a large degree being 

fostered by the state, and bourgeois-aristocracy relationships were less those of conflict 

and struggle than of overlap and mutual accommodation. Between the masses of 

ordinary peasant farmers, both large and small, north and south, and the ultimately 

personalised and autocratic rule of the Emperor were a series of layered intermediaries 

including landlords, regional officials, national officials, gultegnas, and minor and 

major noblemen in interlinked marriages and other alliances, all frequently cross- 

patched by diverse ethnic, religious and local political rivalries and histories. There was 

also the Ethiopian Orthodox Church. It is not at all clear where in this complex milieu it 

is possible to talk in terms of civil society, the public sphere, the autonomy of the state, 

or even where the boundaries of the state may be said to lie. Even Mamdani’s concept 

of the bifurcated state seems an inappropriate simplification. What is clear is that the 

structures of government were becoming increasingly formalised, and that although the 

condition of the masses of .producers remained essentially unaltered the channels 

through which their surplus was being appropriated was changing to a more centralised 

and managed system. The manner in which this happened often allowed traditional
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This long period of increased bureaucratic sophistication and unceasing political 

centralisation, effectively dating from 1930, came to an end in 1974 with the fall of 

Haile Sellassie. By that time, Ethiopia was recognised by the rest of the world as an 

independent unitary nation state with all the paraphernalia of ministerial, parliamentary 

and judicial organs in place that that entails. The Constitution of 1955, and its 

amendment of 1966, was still in place though in the Emperor’s response to the problems 

of the 1973-74 period a new Constitutional Commission was set up. Its proceedings 

were overtaken by events and the incoming military governments ruled without 

reference to any Constitution until a replacement for the 1955 Constitution was accepted 

in a national referendum in 1987. It is important to say something of the nature of the 

revolution which began in 1974.

7.8 The Fall of Haile Sellassie

Much has been written about the collapse of the regime of Haile Sellassie and of the 

path subsequently taken by the revolutionary forces at the time. It is not the place here 

to go over these years in the mid-1970s in detail (see, for example, Halliday & 

Molyneux 1981, Lefort 1981, Markakis & Ayele 1978, Ottaway & Ottaway 1978,

Addis Hiwet 1975, 1984). It is relevant, however, to give some thought to the reasons 

why the many innovations in government outlined above did not protect it from 

overthrow. In particular, if the whole thrust of legislative and bureaucratic expansion 

was to enhance the power of the centre, then why did it fail to hold its position at that 

time? The answer is at once obvious and complex. The events of 1974-5 may be seen as 

the last of a line of protests and attempted rebellion, reminding us that the processes of 

change and their dynastic origins, faced opposition at each stage. But they also 

generated new elites in the bureaucracy and military from which opposition from 

within, so to speak, would emerge as the process which created them failed to proceed 

at a pace which satisfied their own expanding ambitions (Markakis and Ayele 1978:72). 

It is also paradoxical that centralisation itself makes the seizure of power and its 

physical transfer easier than would be the case in a more diffused traditional society. 

That the Emperor himself was becoming increasingly aged was yet another factor in the 

outcome of this particular crisis.

Analyses of the Ethiopian revolution have generally taken two forms. One is highly 

structural. The regime of Haile Sellassie is characterised as essentially having failed to 

shake off a feudal past, leaving a structure which could not cope with the economic,
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and small enterprises, and who had themselves either come from branches of aristocratic 

families or owed their progress to such connections (Shifferaw 1995:129). There is a 

problem here in that a class based analysis tends to polarise and compartmentalise in a 

way that does not easily recognise the cross class allegiances (and nationalisms) of the 

reality of many individual lives. Thus, within the top and middle levels of the. 

bureaucracy would be absentee landlords, marital links with the aristocracy, owners of 

bars and import-export agencies, and those with family members in the military. The 

intricacy of social relations amongst the various elites in Addis Ababa before the 

revolution, and its implications, remain to be explored in depth.

Many of these details and distinctions have been brought out by historians in more 

directly narrative accounts, representing a second approach, which adopts conventional 

historical, political analysis, in which events unfold, without any pretension at fitting 

them into a more generalised structural context. Two examples illustrate this. The first is 

by Marcus, for whom the regime had failed to respond adequately to a series of crises 

throughout the 1970s and ultimately collapsed because “the monarchy had created a 

new Ethiopia that it could not govern” (Marcus 1994:1 80). Similarly. Andargachew 

claims that

"the aristocracy which had lost its military and administrative functions to the 
new elite was no longer the pillar of the monarchy; rather, the latter had become 
dependent on the new military and civilian elite.... However... .the new elite 
became the main antithesis of the ancien regime”( Andargachew 1993:34).

To this he added a number-of international factors, including weakening of US support, 

loss of Israeli support, increased opposition by radical Arab states and corresponding 

support for the Eritrean liberation movements at the time. The latter, when added to 

problems on the Somali frontier strained the army’s resources and contributed to its part 

in the revolt. He also refers to Clapham’s observation that the system of government 

that had been created by the Emperor could cope with internal court factions but not 

with the tensions associated with the wider social differences that were emerging.

All this is rather more subtle than the dismissal by Halliday and Molyneux of all the 

changes outlined above, covering the period 1941 to 1973, in no more than a single page 

of their book, declaring that Haile Sel lassie “had neither the strength nor the vision to 

implement the reforms for which there was so much need” (p.58). On the other hand, 

their threefold analysis of overlapping processes, incorporating the combined effects of 

a longer term fundamental structural crisis, a medium term or contextual set of events,
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rise of a Marxist-Leninist government which nationalised all land would not be foreseen 

by such theories, though as I have pointed out in the previous paragraph this outcome 

was not inevitable. There is still much to be explored in this period.

7=0� �$����#�!� �*��$��@���

Rather than discuss the years between 1974 and 1991 in detail my purpose here is rather 

to identify those aspects of the period which indicate the presence over the longer term 

of a specifically Ethiopian state culture: that is, to see the Ethiopian state as an organism 

that is evolving and mutating but carrying with it various legacies from its own past. For 

instance, it is apparent that in all important respects the military government which 

emerged under Mengistu in the years following 1974 remained highly centralised. In 

this sense it may be regarded therefore as having fallen into the pattern established by its 

predecessors, where central control under a strong leader is assumed to be essential to 

the object of capturing the state and its command over the nation's resources. The 

centralised bureaucracy that had evolved during Haile Sellassie’s time, especially when 

many individuals retained their positions, also rendered it all the easier for an incoming 

autocratic regime to assert its own authority over the entire country.

The tendency to centralism which had evolved over the preceding seventy years was at 

this time augmented by the adoption of a Marxist-Leninist ideology, reinforced by state 

ownership of the major channels of economic activity, and eventually cemented by the 

adoption and entrenchment of a Leninist party structure. The conceptual nature of the 

ideology also tended to give primacy to a class based analysis of Ethiopian society up to 

that point. Political disputes associated with ethnicity or regional economic differences 

which detracted from central authority then tended to be seen, at least by some, as the 

secondary effects of class exploitation, which once removed under a socialist 

programme, would render other distinctions irrelevant. The primary objective'of the 

revolutionary government of the late 1970s and early 1980s could then be construed by 

its proponents as the effective removal of class exploitation, for which centralised 

authority was needed, rather than directly addressing what came to be called the 

‘nationalities’ problem. That this may have been little more than rhetoric does not alter 

the reality which was a centralisation of power even more concentrated and autocratic 

than before.
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leaders of those affected were in exile. The incoming coalition of parties attempted to 

forestall a resurgence of sub-nationalist discontent by announcing their intention to 

introduce a federal system of government.

In reviewing this period it is clear that it was only during the few years of transition 

between 1974 and 1977 that issues of class identity and broader democratic principles 

dominated political debate. Before then the identification of Haile Sellassie’s regime 

with a Shewan Amhara hegemony, maintained through an openly asserted imperialism, 

had ensured that opposition would generally take the form of ethnic and nationally 

based protest. In the Ethiopian context this meant the nationalism of the Eritrean, 

Tigrean. Oromo, Somali and other national groups. Moreover, given the context of the 

time (the 1960s), together with Ethiopia's then close links with the USA (including the 

satellite tracking station at Kagnew in Eritrea), these opposition groups usually wrapped 

up their nationalism in socialist ideology. After 1977, when the revolution collapsed 

into outright military rule, termed “garrison socialism” by Markakis. nothing happened 

to change this tendency for political opposition to manifest itself in nationalism or 

ethnically based regionalism. The strongest versions continued to come from the north 

of the country, from the EPLF and, increasingly, the TPLF, whose constituencies were 

geographically more concentrated and culturally more homogeneous than the principal 

southern groups such as the Oromo Liberation Front (OLF). Many tensions and 

differences existed, however, both within and between these and other northern 

resistance groups regarding their nationalist objectives, their role in regard to the 

peasantry, and how they defined their own ethnic composition and boundaries.

None of these northern based groups touched on coffee growing areas which, being in 

the south, are largely found amongst Oromo communities. Organised political 

opposition from the latter areas was late in arriving and slow to spread. An early 

manifestation did appear somewhat unintentionally in the 1960s when the short-lived 

Mecha and Tulema Self Help Association rapidly achieved a popular momentum and 

adopted an increasingly political agenda in the mid-1960s. It was soon disbanded by the 

government and its leaders charged with treason (Markakis 1998, Gebru 1991). Only 

some ten years later, in 1976, did the OLF appear and by then its task was more difficult 

as land redistribution in 1975 had removed a major source of popular discontent. 

Furthermore, the wide geographic dispersion of the Oromo people, covering a variety of 

agricultural practices and having diverse histories, made the objective of building a 

united front against the central government under a banner of a single ethnic nationalism 

one of extreme difficulty. The situation in the south and south west of the country, in the
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Arsi-Bale-Borana region, was rendered even more complex by the impact of the Somali 

conflict which brought Ethiopian armed forces into the area in large numbers. This 

meant that any potential support for the opposition from farmers unhappy with central 

controls and price fixing was dampened by the presence of the military in many rural 

areas of the south.

Meanwhile, in the north the government was gradually losing territory to the combined 

forces of the EPLF, the TPLF and latterly, the EPDM. Amongst the captured 

government soldiers were many Oromo who were encouraged to form their own 

political organisation which came to be known as the Oromo People’s Democratic 

Organisation (OPDO). This group was subsequently more prepared to co-operate with 

the Transitional National Government (TNG) after 1991, and, in offering a peaceful 

democratic alternative through the new federalism, had some success in undermining 

the OLF, particularly after the latter’s withdrawal from the 1995 elections.

Undoubtedly, the exceptionally high international prices for coffee in the mid 1990s, as 

noted in Chapter 5, would also have made farmers less inclined to support any 

opposition to the government that threatened to disrupt their newly boosted livelihoods.

7.10 Resume and Implications

Although the highland areas of what was traditionally known as Abyssinia have a long 

history of domination by independent, and often rival, kingdoms the period from the 

beginning to the middle of the 19th century was one of particular turbulence and 

fragmentation. Only with the arrival of Tewodros in the 1850s did some form of overall 

control begin to emerge, albeit by warfare and suppression. This marked the beginnings 

of a lengthy but continuous process of what, for convenience, we may call 

'modernisation’; a process which has to a very large extent been internally driven and 

which, through its various twists and turns, has left its mark on the nature of the 

contemporary state in Ethiopia (hence the space given to the process in this chapter). 

The political consolidation begun by Tewodros was maintained by his immediate 

successors, Johannes and Menelik, with the latter in particular continuing to extend his 

empire to southern regions. These were largely inhabited by people of Oromo descent, 

but also included Somali, Gurage, and a number of smaller nationalities in the far south 

and west. (In Ethiopian literature it is worth remembering that the term ‘nationalities’ 

tends to be used in preference to ‘tribes’, ‘clans’, ‘ethnic groups’ etc.) Inevitably, this 

process involved an increasing centralisation of state power which, in the interests of
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provided each government, or the leading group within it, with a means of balancing a 

number of competing constituencies, including traditionalist and modernist interests 

(particularly in the early days of Haile Sellassie), rural and urban, regional protest, and 

external threats. It may be argued from a conventional (and functionalist) perspective, 

that this is unavoidable in generating the stability and administrative cohesion that is 

required of an emerging nation state in the modern world. But centralisation also 

enhances the powers of national government, and serves the interests of those who 

control it.

b) Northern hegemony: although the government which came into power in 1991 

rejected any return to the past, say in restoring the monarchy, in many other respects it 

reflects the pattern of its predecessors, most significantly in that it has its roots in the 

northern highland parts of the country' rather than in the areas occupied during the 

nineteenth century. In fact, the dominance of the TPLF has swung the geographical 

origins of the ruling group to a more northern base than that of the predominantly 

Shewan heritage of the previous one hundred years or so. This could be viewed, in 

broad sweep, as the latest development in a long history of contested power between 

different highland groups, harking back to Johannes and Menelik in the late 19'1’ 

century, as I observed at the beginning of the present chapter, it is possible, too. to see 

the constitutional changes introduced by the incoming government as intended to 

influence the future pattern of such a contest by locking regional opposition into a 

federalised system, a point to be returned to in the following chapter.

c) Politicised ethnicitv: In large part as a consequence of this struggle for power 

amongst northern groups, actual opposition to whatever government has been in power 

has come predominantly in regional and ethnic form. As noted above, only for a few- 

short years after 1974 did public political discourse openly reflect, or at least consider, 

the problem of national unity as a class issue. The absence of any opportunity to form 

independent political parties throughout most of the period, combined with increasing 

centralism, encouraged opposition to be expressed through other channels, for which an 

ethnic nationalism rooted in the country’s past has provided a natural base. The move by 

the incoming government of 1991 to political federalism as a means of accommodating 

this deeply rooted mode of political opposition is a recent complicating factor, whose 

implications are examined in the next chapter..

Of these characteristics which run as continuing threads through Ethiopian political 

history, it is that of centralisation which has most impact on the formation of the coffee



filiere. That is, in respect to the organisational structure of the filiere which as we have 

seen draws coffee from its regional points of production in through central auctions and 

highly regulated export channels. This also has the effect of rendering it easier to 

centralise revenues and foreign exchange earnings from the coffee sector, thereby 

minimising the possible access to coffee surpluses from within the regions themselves. 

There is thus also an ethnic element underlying the ostensibly economic structures of 

the marketing system. These various strands are explored in greater detail in the 

following two chapters, the first of which provides a general summary of the nature of 

the contemporary state in Ethiopia and the second takes a closer look at the fiscal effects 

of federalism.
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The new government also embarked on a process of economic liberalisation which in large 

part involved a dismantling of the many restriction of the previous regime but which was 

also externally driven by the obligation to meet the requirements of aid donors and the IMF. 

The degree to which the EPRDF and the TPLF fully adopted the principles of The 

Washington consensus' on economic liberalism is uncertain, as we shall see below, but 

some indication is given by looking at the number and extent of changes in practice. This 

forms the second part of the present chapter. Closely associated with economic reform is the 

management and structure of the government fiscus, which experienced major restructuring 

with the introduction of federalism. The implications of this for the politics of nationalism, 

regionalism and ethnicity are potentially significant and it is important therefore to examine 

the new fiscal regime in some detail, so as to be able to draw out both its political economic 

elements and their impact. Discussion of this is assigned to Chapter 9.

9=,� �$�� 	��@��4����� ���<� �#-�&00&�3�,88,

The group that took power in May 1991, the EPRDF (Ethiopian People's Revolutionary 

Democratic Front), was an umbrella organisation, comprising the TPLF (Tigrai People's 

Liberation Front), the EPDM (Ethiopan People’s Democratic Movement, which changed its 

name in 1994 to the Amhara National Democratic Movement), and OPDO (Oromo People's 

Democratic Organisation). The EPRDF had taken power with the assistance of the ELF 

(Eritrean Liberation Front). The dominant regional influence within the groups which 

overthrew the Derg was therefore northern. It is important to note that both the TPLF and 

ELF had well developed centralised systems of party organisation which had underpinned 

their field successes against the Ethiopian armed forces over the years. In the case of the 

TPLF this was reinforced by the embrace of Marxism-Leninism from the early 1980s, 

having also established the Marxist-Leninist League of Tigre in 1983. An additional factor 

in retaining strong central authority after taking control in Addis Ababa was to counteract 

the possibility of an Amhara-based revival of power in an attempt to return to the status 

quo ante of 1974. One aspect of this fear of opposition has been the government’s 

sensitivity to criticism in the press and in public debate, with a number of journalists and 

other open critics having experienced arrest and imprisonment. This in itself, as a feature of 

all Ethiopian governments to date, is an example of continuity manifested in a particular set 

of official attitudes.
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8.5.1 General Background

The fall of the Mengistu regime in May 1991 marked a significant change in the political 

and economic philosophy of government. The high levels of state command and 

intervention associated with the outgoing ‘socialist’ government, though loosened to some 

extent after 1988, gave way to a programme of increased political freedom and liberal 

economic policies by the incoming EPRDF. As already indicated, this was prompted by a 

combination of the changed international climate following the collapse of the USSR, and 

by the presence of the USA as a mediator in negotiations with the former government, 

rather than by an unambiguous conversion to neo-liberalism by the EPLF and TPLF 

leaderships. The on-going tension which this has created within the EPRDF and TPLF came 

to the fore in 2000-1, when differences in opinion within the cabinet regarding the extent to 

which ‘capitalism’ should continue to be encouraged were even reported in the press 

(Addis Tribune 27-04-2001). In terms of practical measures the new government had been 

quick to act. By fiscal year 1992/3 an Emergency Rehabilitation and Reconstruction 

Program, aimed at rehabilitating schools, hospitals, roads and other infrastructure had been 

introduced, and an Economic Reform Program which formed the basis of subsequent 

macro-economic policy soon followed (Mekonnen Manyazewal 1999). The Reform 

program consisted of three phases:

(i) a stabilisation program of the usual structural adjustment kind. This involved 

devaluation of the Birr, gradual deregulation of exchange controls, reduction of 

import tariffs and removal of all export tariffs except that on coffee (Mwalwanda 

1999; IMF 1999)

(ii) a first stage of structural reform, “aimed at generating supply response” by 

relaxing labour, tax code and investment regulations.

(iii) a second stage of structural reform seeking to improve efficiency in the civil 

service and public enterprises (Dun Mohammed 1993:7).
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The state’s revenue from the coffee sector has also remained at much the same level as 

before though, as noted above, its collection through export taxation has been simplified. 

Other sources are from income tax, sales tax , business taxes, transport taxes and licence 

fees, paid from the incomes of all those involved in the passage of coffee from grower to 

home consumer or foreign buyer. In Oromia there is also rural land use rent, which in 1999 

amounted to BIO for the first hectare and B7.50 for each additional half hectare, payable to 

the Oromia state authorities for land used for agricultural activities. This reflects the wider 

issue of land ownership and security of tenure. The policy paper referred to above confirms 

“a central tenet of economic strategy in Ethiopia, namely, widespread sharing of growth is 

to be achieved through an emphasis on agricultural and rural development in the context of 

the existing egalitarian distribution of land” (IMF 1999:10). Since we are talking here of the 

retention of regulatory controls that affect the coffee filiere, the continued state ownership 

of land and its implications for average farm size, for long-term security, and the 

possibilities for sub-leasing, sharecropping and mortgaging must feature as important 

variables at the level of production, as 1 discussed in Chapter 5.

8.6 Conclusion

Although there has been significant economic liberalisation since 1991 much of it has been 

more a dismantling of restrictive state controls associated with the revolutionary period 

than a radical change from the pre-revolutionary past. In many respects it has not included 

the main body of constraints and controls regulating and affecting the coffee industry. 

Despite the government’s commitment to the encouragement of private enterprise 

(including facilitating foreign investment) the political environment remains one of only 

gradually allowing controls to be relaxed, and rarely to let them slip away altogether. To 

some extent this may be the product of a natural and justifiable tendency towards caution in 

managing change, but, as pointed out in the first part of this chapter, it is also the 

contemporary manifestation of a tendency of government in Ethiopia to retain strong central 

control, reinforced in this case by the history and philosophy of the ruling party, the TPLF.

1 shall return to this argument again in Chapter 1 I.
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factors which determine the distribution of public expenditure, revenues and central 

subsidies amongst the nine states and two city regions must also be studied in some 

detail in order to ascertain the degree and nature of fiscal devolution that has occurred. 

The remainder of the present chapter thus unavoidably proceeds at a level of fiscal 

detail which may at times appear excessive but which, in creating a cumulative picture 

of the fiscal impact of federalism, allows a more informed assessment of its political 

significance .

0=,� "��#������ �������� �����#��#��� ���(��#�� ��#��!

9.2.1 General

As we have seen, by its very nature the coffee filiere is subject to state regulation, 

taxation and intervention throughout its length. Any reform of state structures will 

therefore be expected to alter the political and economic environment in which the 

filiere functions. In order to make an assessment of the effects of this it is important to 

understand the nature of the changes that have occurred. This section therefore begins 

by taking a detailed look at the general fiscal relationships between the Federal State 

and the regional States in Ethiopia, before exploring how the coffee filiere may be 

affected.

Article 96 of the Constitution gives the Federal State powers to levy and collect duties 

and taxes on the following:

♦ imports and exports;

♦ employees of international organisations;

♦ Government enterprises;

♦ national lotteries;

♦ all transport services;

♦ Federal government property;

♦ Federal licence fees;

♦ Government monopolies;

♦ stamp duties.

Article 97 gives the regional States the power to tax or raise fees from:
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the regions as economic growth progresses. In other words, it is not significantly biased 

in a regional direction. The broad shares between centre and regions indicated in Table

9.1 are not therefore likely to alter much more in the short to medium term.

What about public expenditure? Does a similar pattern exist? Table 9.2 shows that for 

current expenditure there does appear to have been a significant change towards the 

regions, with central government’s share of all administrative expenditure falling from 

71.4% to 63.0% between 1993/4 and 1997/8. It should be noted that this category also 

includes defence expenditure which remains totally centralised. The same pattern is 

reflected in the other principal categories of expenditure, Economic Services and Social 

Services, and in the total of all government expenditure where the central share fell from 

60.9% to 56.3%

�#����0=,)� �'������"'����#�-������#�(��� �-� �'���(��#�� ��#!!(*(�#�(��

Function

1993-94 1997-98
Total Federal Region Total Federal Region

Ebm 3 % Ebm 3 %
Administration 1386.0 71.4 28.6 2073.3 63.0 37.0
Economic Services 493.0 39.1 60.9 778.4 36.2 63.8
Social Services 1261.9 20.2 79.8 1671.1 18.0 82.0

Education 825.1 14.0 86.0 1149.6 15.6 84.4
Health 302.7 16.4 83.6 397.8 15.6 84.4

Total 4716.4 60.9 39.1 6661.0 56.3 43.7

Source: Planning and Research Department, MEDoC (unpublished table)

We can conclude from the evidence of Tables 9.1 and 9.2 that although central 

government has delegated responsibility for expenditure on many economic and social 

services to the regions, with associated administrative expenses, it has retained control 

over their financing. That is, it has delegated a greater share of expenditure than it has 

done revenue raising powers. In the terms used by Tanzi (1995) this reflects a greater 

degree of administrative decentralisation than fiscal. One consequence of this is that the 

regions do not raise sufficient revenue from their own tax base to finance all that they 

are now required to do. In anticipation of this there is an obligation in the Constitution 

on the Federal state to transfer a sufficient proportion of national revenues to the 

regional states to cover their administrative and other budgeted costs. In Ethiopian FY 

1997 this amounted to 49.85% of the central government’s ‘Ordinary Revenue’ (as
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Table 9.5: Direct and Indirect Tax Revenue by State, 1996/97 -  1998/99

Region
Direct Taxes Indirect taxes

1996/7 1997/8 1998/9 1996/7 1997/8 1998/9

Ebm Ebm Ebm Ebm Ebm Ebm
Tigray 42.4 39.8 40.4 43.0 34.2 20.6
Afar 6.0 - 6.6 5.9 - 1.3
Amhara 94.0 102.0 121.0 12.0 12.5 13.7
Oromia 247.5 255.0 264.6 56.4 51.0 52.0
Somale 32.6 30.2 19.3 2.4 0.8 3.6
Benishangul 3.1 4.1 5.0 0.2 0.5 0.7
SNNP 97.9 94.4 100.0 26.7 27.4 33.1
Gambella 3.7 4.0 4.7 0.5 0.5 1.1
Harari 4.5 5.6 6.2 0.8 0.3 0.4
Region 14 200.0 296.2 297.5 80.6 94.3 76.2
Dire Dawa 9.6 8.3 10.5 4.1 2.4 1.7

Total 741.2 839.5 875.7 232.5 223.8 204.3

Source: National Regional Governments’ Revenue tables, Ministry of Finance, 

(unpublished)

There is an interesting variation in the trends here in that while the total direct tax 

revenue increased over these three years that for indirect taxes declined. The pattern is 

not uniform across the regions. Direct tax takings were lower for Tigrai and Somale at 

the end of the period than at the beginning, while all others experienced an increase in 

their totals. For indirect taxes, although the total fell this was not the case for Amhara, 

Benishangul, SNNP, Gambella. The major drop was for Tigrai, followed by Oromia and 

Region 14. many factors could lie behind such differences. The data for each year refers 

to 'preliminary actual’ outcomes and may subsequently be corrected (though 

'preliminary’ refers to the fact that they are unaudited figures rather than that they may 

be incomplete). As some regions build up their administrative capacity their tax 

collecting efficiency would be expected to improve, while others would be affected by 

how the general economic climate affects incomes and consumption levels, and the 

degree therefore to which households are exposed to the tax regime. The pace of 

introduction of liberalised trade policies may also impinge differentially on indirect 

taxation. On the other hand, in those regions where direct taxation has fallen, such as 

Tigrai and Somale, the main cause appears to have been a drop in business income or 

profits tax.
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maximise growth of capital investment over time and that the figures indicate their 

success in doing so. The degree to which each region has succeeded in expanding its 

capital budget between EFYs 1986 and 1992 (1993/4 to 1999/00 Gregorian) is shown in 

Table 9.7. Because the sums in many cases were exceedingly low in 1992/93 (EFY 

1985) the use of that year as a base would have given a misleading impression of rates 

of growth. Column 2 of this Table therefore shows intended capital expenditure for EFY 

1992 divided by the corresponding figure for 1986. Even then, the low starting points 

for small states like Gambella and Harari tend to create very high ratios, which does at 

least indicate some addressing of their previously poor status. Of the three major states 

in population terms, (Oromia, Amhara and SNNP) the largest, Oromia had the lowest 

rate of change over this six year period, being also the lowest experienced by any state. 

The same applies when budgeted capital expenditure is divided by population for each 

region (Column 1). This time EFY 1985 is included in the average for the period 1985- 

92. The range is again wide, with Gambela receiving an allocation of EB0.303 per 

capita and Oromia EB0.020, though the population of the former is only around 200,000 

compared with over 20 million for the latter. Finally, it is worth observing that once 

again there is no particular distinction between the major coffee growing states and the 

others, though with such highly aggregated figures this is not really surprising. We 

should remember, too, that these are figures for public capital investment. The pattern 

for private capital would presumably be different, but not relevant to present discussion 

on the state, and not, in any case, available.

�#����0=7)� ���(��#�� �����#%(�#��"'����������#�(��!�#���4����$� �#��!

Region
Capital Budget per Head 

(1985-92 average/population)
Change in Capital Budget 

(1992/1986)

Tigray 0.051 4.16
Afar 0.11 1 3.80
Amhara 0.023 3.86
Oromia 0.020 2.77
Somale 0.088 7.71
Benishangul 0.159 1 1.57
SNNP 0.025 5.69
Gambela 0.303 109.55
Harari 0.173 46.59
Addis Ababa 0.157 10.37
Dire Dawa 0.052 9.37
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state. The argument in this view is that of mainstream debates on constitutional 

alternatives and fiscal federalism, drawing on examples from elsewhere in the world. It 

is a new venture for Ethiopia and will take time to evolve a mature balance between 

centre and regions. It is also an evolutionary process within the regions and the 

concentration of decision making power that currently tends to exist at regional level 

itself (Tegegne 2000, Bulti 1994: 159) would gradually be expected to relax somewhat 

as local competences improve and institutions mature. In the meantime, in this view, it 

is only natural that the government will proceed cautiously, given the country’s recent 

history. For those involved in the coffee filiere and other local economic activities there 

are assumed to be greater opportunities to influence policy at grass roots level through 

kebele and woreda consultative processes than before. There is scope for political 

representation of special interests, and more localised facilities for the disbursement of 

licences and payment of fees and taxes.

Yet, this is to ignore other political aspects. For many, the ethnic basis of the regional 

divisions has been unwelcome and seen as creating dangerous opportunities for the 

break-up of the Ethiopian state. Much of the debate in this area has been in terms of 

nationalities, and many Shewan Amhara people, for instance, from whom the families 

of Haile Sellassie and Menelik were drawn, resent the loss of power to a government 

dominated by the TPLF which they consider less committed to the existing nation state 

of Ethiopia. This is reflected in the views of the All Amhara People’s Party, for 

example. Others, including many whose families have been in Addis Ababa for several 

generations, do not wish to be defined in terns of any nationality other than Ethiopian, 

and for this reason are wary of ethnic regionalism.

As I indicated at the end of Chapter 8 a third important body of opinion sees the creation 

of regional States along ethnic lines as little more than a concession, a cosmetic to hide 

the fact that real power remains at the centre as it always has in modem Ethiopia. 

Historically, the highland Amhara and Tigrinya speakers have vied for power over each 

other and over other nationalities in the area. A change of government in Addis Ababa 

from the Amhara line to one with a Tigrean base makes no difference to those other 

nationalities, particularly in the south and east, who feel they have been exploited by 

both. This, in broad terms would also be the view of a number of proscribed liberation 

movements, particularly the OLF and the SALF Many of the statistics reproduced in 

this chapter, which show continued reliance on the centre, lend themselves fairly readily 

to such arguments, even by those not committed to violent change (see Jalata 1993; 

Khalif 2000).
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Notes: (a) Production data is for the crop year commencing during 1999

(b) Export data is for the twelve months December 1999 to November 2000 

Source: International Coffee Organisation 2001 (www.ico.org)

Although it is still the world’s largest single producer the dominance of Brazil has been 

gradually decreasing, especially with the very rapid increase in production of Robusta 

from Vietnam during the 1990s. During the first half of the last century Brazil’s share of 

the world market was around 70%. From the 1950s to the 1980s it averaged about a 

third, and has since been dropping gradually. Table 10.1 shows that in the 1999-2000 

crop year Brazil produced 28.8% of world output and exported 20.7% of world exports. 

This may change, however, as production has been increasing and moving North within 

the country to areas where it will be less prone to frost damage. The next largest 

producer in 1999-2000 was Vietnam, with 12.3% of global exports, followed by 

Colombia with an export share of 10.4%. During the late 1990s Brazil also held around 

50% of coffee stocks located in producing countries.

It is clear from these figures that even if it not quite so influential as in the past the 

annual fluctuations in supply from Brazil must continue to have significant impact on 

global availability and hence on world prices. This assumes that consumption does not 

change rapidly from year to year and that in the short term prices are supply driven. 

Market operators are therefore very observant of climatic and policy changes that might 

affect forthcoming harvests from Brazil. Not only do late frosts inhibit flowering and 

hence affect the size and quality of the following season’s harvest, but beans already 

maturing on the trees for the current season can be damaged by excessive prolonged 

rain, while insufficient rain during the growing period of October and November can 

reduce yields (Peel 97). Similar factors can affect the harvests in other countries and the 

supply of weather information during crucial periods in all the major producing 

countries around the globe is therefore a key informational input to the New York and 

other terminal markets. These seasonal variations in weather patterns generally create a 

two year cycle in the market response but other factors such as disease or more 

favourable prices for competing crops can lead to a much longer cycle of destruction 

and replanting as conditions change in individual countries. Clearly, where supplies are 

liable to such unforeseen variations there will be a history of price instability.

Furthermore, with yields generally increasing and new entrants coming on to the world



market there have also been longer term downward pressures on prices. This has led to 

various schemes in the past to stabilise prices, usually driven by the major producing 

countries.

10.3 International Coffee Agreements

Farmers’ organisations and politicians in Brazil have naturally long been aware of the 

country’s potential power in the world coffee market, and there have been a number of 

attempts to influence world prices, dating back to the early years of the last century.

This is not the place for a detailed account of the variety of schemes that have been in 

place, but it is important to note that the characteristics, sustainability, and 

pervasiveness of many of the early schemes emerged from the political environment 

(and class structure of ownership) within Brazil. Their relative degrees of success have 

been highly significant for other producers around the world, including Ethiopia during 

the 1920s, as 1 noted in Chapter 3. During the late 1950s the agreement in place was El 

Convenio de Mexico, which required Brazil to withhold substantial stocks from the 

world market. Being confined to producers within the American continent this 

agreement allowed suppliers from elsewhere, such as Africa, to increase their share of 

the world market. At this time.domestic politics in Brazil were greatly concerned with 

industrialisation, but needed the foreign exchange from coffee exports to finance it. 

Politicians therefore had to appease coffee producers. The solution which emerged was 

a new international agreement which not only incorporated African and Asian producers 

but had the important difference from the past that the principal consuming countries, 

particularly the United States, agreed to import only quota coffee. The interests of the 

USA in going along with this followed from the aftermath of the Cuban revolution in 

1959 and the fear that communism would spread across Central and South America 

(Bates 1997).

The International Coffee Organisation was therefore formed in 1963 and for the first ten 

years of its life export quotas were in place. As was shown in Chapter 4, this period 

overlaps with a period of consolidation and extension of the regulatory system in 

Ethiopia. To some extent this would have happened anyway as the government of Haile • 

Sellassie continued in its efforts to bring Ethiopian coffees up to international quality 

(and to ensure continuing revenues), but to a large degree it was also a product of 

membership of the 1CA since for the quota system to work effectively it was important 

that the volume of exports be adequately monitored in each country. Moreover, in
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to renewal of the agreement was also ambiguous, reflecting a change of President and 

debates within the country between pro-marketeers and interventionists. Taking these 

three points together it is clear that the political will was not present for renewal of a 

quota-based agreement (Gilbert 1996, Bates 1997, 1999).

Following the non-renewal of the ICA there were several years of low prices, partly as a 

result of the disposal of stocks which had accumulated during final, fourth, agreement 

that had terminated in 1989. Eventually, a fifth ICA was agreed in 1994, but without 

quotas and without the USA as a member. It was an agreement only to work together to 

maintain standards, share information, raise market profiles, simplify documentation 

and to continue to support the ICO as a forum for debate and a channel for all such 

international activities. The low prices of the early 1990s did, nevertheless, stimulate 

renewed discussion about intervention and in 1993 the main producing countries agreed, 

outside the ICO, to operate a Coffee Retention Scheme, which would be voluntary and 

would be administered by a new Association of Coffee Producing Countries. The 

subsequent performance of this scheme has been mixed: announcement of its formation 

was followed by a recovery in prices, which was sustained into 1994 by the appearance 

of frosts in Brazil during June and July of that year. Prices then declined during 1996 

before rising substantially in 1997. From early 1998 prices began what became a 

dramatic decline from which they had not recovered by mid-2002, mainly caused by 

increased supplies in response to the exceptionally high prices of 1995 and 1997. The 

Coffee Retention Scheme seems to have had little impact on this downward trend 

(though there has been little formal analysis), in part because quotas are not enforceable 

and because a number of countries have had problems in financing the retention (Public 

Ledger 18 September 2000:10), together with the opportunity cost that this implies. 

Buyers in the consuming countries are aware of this and do not therefore buy in 

anticipation of quotas causing prices to rise, hence mitigating against a recovery. Even 

the prospect of bad weather in Brazil has less impact on the market when supplies from 

elsewhere are so abundant, including a rapid growth of Vietnamese robusta output, and 

to a lesser degree, from India. Moreover, there has been substantial extension of planted 

hectarage in Brazil itself, and although harvests were affected by drought and frost in 

1999 and 2000 the potential for substantial future growth remains. In mid-2000 stocks 

held by the consuming countries were also large (F.O. Licht 2000). The likelihood of 

any effective future agreement is therefore slim, and indeed the ACPC collapsed in 
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may be supplying national or regional hotel and restaurant chains, or may be involved in 

contracting for roasting and processing into soluble form for supermarkets’ ‘own brand’ 

coffees. Some 27% of total supplies was being used for the manufacture of soluble 

coffee in the mid-1990s, much of which would be supplied to the soluble manufacturers 

by the companies mentioned above, but some, also would have been bought directly 

from exporting countries, by Nestle in particular, though to a lesser degree by its 

competitors in the soluble market. Further discussion on the buying policies of these 

final product companies appears below.

In addition to the large players in each of the major industrial nations there are a number 

of medium sized and smaller importers, traders and roasters, who would form links in 

the chain of supply to local consumer markets, local and regional hotel, restaurant and 

pub networks. Many of these would be what the trade refers to as ‘principals’ or 

‘dealers’, while others would be agents for a number of end users, and others again 

brokers dealing perhaps with eight to ten shippers at a time. The number of firms 

involved from producer to final consumer can be very short. In Sheffield, for instance, 

the principal merchant, who is also the main independent retailer of roasted beans to the 

public in the city, purchases green beans from a London importer. This company 

purchases its Ethiopian coffee from an Ethiopian exporter who will have purchased 

from the local auction as described in Chapter 6. In this case the coffee is retailed as 

‘mocha’ and is generally Jimma 5. There may be occasions, however, when the 

principal importer may purchase additional supplies through a broker in order to meet 

the demand from a roaster. The importing process itself is strictly regulated through 

standardised documentation. In Europe the ‘European Coffee Contract’ ensures that 

volume, quality, means and timing of payment are correctly specified and defines how 

arbitration in the case of disagreement should be implemented. In the United States the 

‘Green Coffee Contract’ has been in operation since the 1970s.

In the United States the end market for roast and ground coffee is quite concentrated, 

with three companies having over 75% of the market share. These are Procter &

Gamble (under the brand name of Folger) with 34%, Philip Morris (Maxwell House) 

with 29% and Nestle with 13%. In Europe market concentration has been more varied, 

depending on the country. In Germany, France, Austria and Denmark the leading 

company is Kraft Jacobs Suchard, a subsidiary of Phillip Morris, though the German 

company Tchibo Eduscho had a slightly higher share of the market in that country, with 

32% (compared to 30% for Kraft Jacobs Suchard). The dominant company in the 

Netherlands, with 70% of the market, is Douwe Egberts, which is owned by the US
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These are not spot purchases. The UK Monopolies and Mergers Commission report into 

the supply of soluble coffee for retail (MMC 1991) showed that Nestle at that time had 

commitments ensuring supplies for about eight weeks ahead. These consisted of three to 

four weeks of green coffee already in the country ready for factory use, one to two 

weeks in port or on transit within Britain prior to being graded for their use, and three 

weeks of coffee in shipment from the country of origin. All of this would be already 

paid for. In addition, there would often be another ten days of coffee in shipment but not 

yet paid for, plus a number of forward contracts in advance of shipment, giving a total 

of three and a half to four months supply guaranteed (Monopolies and Mergers 

Commission 1991:42).

It is impossible to say whether Nestle’s buying power has been able to influence the 

market or to enable the company to obtain unfair competitive advantage, as details of its 

purchases over time are unavailable. Consequently, it is also difficult to assess whether 

the company’s activities have been particularly exploitative of the farmers who grow the 

beans. The company itself claims that it buys more coffee directly from farmers, thus 

by-passing the ‘middle men’, than all the fair trade companies combined. (It does not. 

however, believe in offering the farmers stable prices, claiming that this will lead to 

overproduction and an eventual collapse of prices.) The Monopolies and Mergers 

Commission report concluded that although Nestle’s profits appeared at that time (1991) 

to be higher than those for the industry average there was little evidence that this was 

due to the exercise of monopoly power, but could be accounted for by greater 

competitiveness (quality of product, brand promotion etc.). It is also possible to argue 

that at both national and international level the presence of major competitors, including 

supermarket chains, ensures that Nestle’s ability to abuse its market position, should it 

be so inclined, is quite severely constrained. The presence, too, of the large and varied 

market in Arabica beans, with many independent roasters and trade outlets, gives 

merchants and importers a number of alternative choices.

On the other hand, an examination of the relative movements of value added in 

consuming and producing countries during the late 1980s, following a period of 

industry consolidation, shows that when prices fell it was the share of value added going 

to the producing countries which suffered: “the market power of the TNCs enabled them 

to maintain the level of retail prices of coffee while world market prices for green coffee 

were falling in 1987 and plummeting in 1989” (Talbot 1997:69). The same author 

suggests that the oligopolistic nature of the industry in the main consuming countries 

means that anticompetitive practices rarely need to be formalised. Similarly, the
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A forward contract is a binding agreement between two named parties to deliver a 

particular type and grade of coffee at some specified date in the future. Each contract 

will be different. Although it is an attempt to reduce uncertainty, problems remain 

regarding reliability of delivery in terms of quality and timing, and it ties each party into 

an agreed price. Forward contracts also tend to be specific to the needs of the buyer in 

terms of the type and quality of the product, and is therefore limited in its transferability'. 

Scope therefore exists for a more open type of forward contract, which has become 

known as a futures contract. A futures contract has standardised contract terms, for 

delivery of the same precisely defined quality and grade of good for each contract, in a 

specified delivery manner to certified warehouses. Although specifying the future price 

it also allows agreed movements in that price and defines how the contract may be 

closed. The futures contract, in other words, is for a standardised product, traded under 

standardised terms and conditions, and traded only on an organised exchange (Kolb 

1997:3).

A major consequence of the highly standardised and regulated nature of futures 

exchanges is that the majority of transactions are often either speculative or hedging, 

and rarely result in delivery of physical goods. In fact, less than 1% of all commodity 

futures contracts are settled by delivery or cash (Kolb 1997:12), while the vast majority 

of obligations are cancelled by a reversing transaction. When a farmer sells a futures 

contract he or she is said to be taking a short hedge position. It implies that some other 

market agent is prepared to buy futures at the same price, said to be taking a long 

position. That is, the number of short contracts must be matched by the number of long 

contracts. As this would be unlikely if the only dealers were those interested in some 

form of physical delivery at the end of the day, there is a role for those who only 

speculate on price movements. Futures markets therefore consist of hedgers and 

speculators, where the latter are assumed to be essential for the former to function. 

Speculators make their profits from the insurance cover which the market provides for 

hedgers.

There is a considerable literature on the workings of commodity markets, and on 

econometric analysis of price movements, but little on their institutional nature. One 

attempt is by Veljanovski ( 1986), who points out that in order for a futures exchange to 

work efficiently standardisation of contract and product is essential. As commodities 

like coffee tend to vary considerably, the futures market is based upon a limited number 

of similar washed Arabicas from a relatively small group of countries (Mexico,
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