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Abstract (EN) 
Entrepreneurs in developing countries face daunting challenges in their 

endeavors to reap the benefits from their activities. Particularly smallholders 

operating in competitive markets are confronted with severe challenges. In the 

current thesis we study the strategic position of African farmers in global value 

chains – at the level of the individual farmer and the collective – and the 

institutional environment they are confronted with. On both theoretical and 

empirical grounds we discuss opportunities for farmers to appropriate more of 

the value created by them. We collected quantitative and qualitative data among 

sesame seed farmers in Ethiopia and other stakeholders in the sesame seed value 

chain. We contribute to existing literature in different ways. Firstly we 

contribute to existing literature by studying the access to and use of strategic 

resources by African farmers at individual level as well as the level of the 

collective. We contribute to current literature not only by demonstrating 

commodity producer heterogeneity (despite their ostensible homogeneity), but 

also by developing a novel template for studying the basic tenets of one of the 

most prominent theories in strategic management literature in the past two 

decades, the resource-based theory. While the resource-based theory has proven 

to be valuable for both scholars and managers, its intuitive insights appeared 

difficult to operationalize. To date there is still an ongoing discussion on how to 

increase rigor of empirical resource-based theory research. We argue that the 

template that we develop adds to this rigor. In our study on the use of resources 

at the level of the collective we contribute to existing literature in particular by 

providing novel empirical quantitative and qualitative evidence for consequences 

of the balancing act between equity and efficiency, and for the importance of 

member homogeneity in terms of goals yet member heterogeneity in terms of 

contributions, that both have been theorized before, but suffered from a lack of 

empirical proof.  We continue with a study on institutional environments that 

confront entrepreneurs in developing countries. We develop a framework for 

studying such environments and shift the focus from so-called ‘voids’ in current 

literature to the richness that, as we argue, characterizes societies’ institutional 

fabrics. We argue that failures to utilize the potential of entrepreneurial activity 

in developing countries is more the result of competing institutions than of 

absent institutions. Our final contribution concerns global value chain literature. 

We discuss conditions for successful value appropriation by primary producers. 

We argue that to date the distinction between value creation and value 

appropriation has largely been neglected in global value chain research, resulting 

in incomplete findings and conclusions, as well as disappointing policy 

implications. To fill this gap we rely on strategic management and collective 

action literature and argue how primary producers in global value chains can 

develop, bundle, and deploy strategic resources as a collective of sole proprietors. 
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Abstract (NL) 
Ondernemers in ontwikkelingslanden zien zich geconfronteerd met lastige 

uitdagingen in hun pogingen de vruchten te plukken van hun activiteiten. In het 

bijzonder kleinschalige boeren die actief zijn in competitieve markten worden 

geconfronteerd met complexe uitdagingen. In dit proefschrift bestuderen we de 

strategische positie van Afrikaanse boeren in mondiale waardeketens – op zowel 

het niveau van het individu als het collectief – en de institutionele omgevingen 

waarin deze boeren zich bevinden. Op basis van zowel theoretische als 

empirische gronden bediscussiëren we mogelijkheden voor boeren om meer 

waarde toe te eigenen van de waarde die ze creëren. We hebben kwalitatieve en 

kwantitatieve data verzameld onder sesamzaadboeren in Ethiopië en andere 

stakeholders in de sesamzaadketen. We leveren verschillende bijdragen aan 

bestaande literatuur. Ten eerste bestuderen we de toegang tot en gebruik van 

strategische middelen door Afrikaanse boeren op zowel het niveau van het 

individu als het collectief. We dragen daarmee bij aan de literatuur door niet 

alleen heterogeniteit van ogenschijnlijk homogene bulkproducenten aan te tonen, 

maar eveneens de ontwikkeling van een nieuw methodologisch sjabloon voor het 

bestuderen van de centrale theses van één van de meest prominente theorieën 

binnen het vakgebied van strategisch management gedurende de afgelopen twee 

decennia, de “resource-based theory”. Hoewel de resource-based theory van 

waarde is gebleken voor zowel academici als de praktijk, bleken de intuïtieve 

inzichten moeilijk te operationaliseren. Tot op heden is er een lopende discussie 

over hoe empirisch resource-based theory onderzoek beter geoperationaliseerd 

kan worden. We beargumenteren dat het sjabloon dat we ontwikkeld hebben 

hieraan bijdraagt. In onze studie naar het gebruik van middelen op het niveau 

van het collectief dragen we in het bijzonder bij aan bestaande literatuur door 

met empirisch kwantitatief bewijs te komen voor de voorheen getheoretiseerde 

zoektocht naar 1) de balans tussen efficiëntie en gelijkheid binnen collectieven en 

2) het belang van homogeniteit onder leden van een collectief voor wat betreft de 

doelstellingen doch heterogeniteit voor wat betreft de bijdragen aan een collectief. 

De volgende bijdrage betreft een studie naar institutionele omgevingen waar 

ondernemers in ontwikkelingslanden zich mee geconfronteerd zien. We hebben 

een raamwerk ontwikkeld voor het bestuderen van dergelijke omgevingen. 

Daarbij verschuiven we de focus van zogenaamde “voids” (leegtes) zoals die 

momenteel in de literatuur worden bestudeerd, naar de complexiteit en 

verscheidenheid van institutionele omgevingen. We beargumenteren dat 

teleurstellende prestaties voor wat betreft het realiseren van het potentieel van 

ondernemerschapsactiviteiten in ontwikkelingslanden, meer het resultaat is van 

aanwezige concurrerende instituties dan van afwezige instituties. Tot slot dragen 

we bij aan literatuur over mondiale waardeketens en productienetwerken door 

het bediscussiëren van voorwaarden voor waarde toe-eigening. We stellen dat tot 
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op heden het onderscheid tussen waarde-creatie en waarde toe-eigening niet 

wordt toegepast in onderzoek naar waardeketens. Dit resulteert in onvolledige 

bevindingen en conclusies, alsmede tekortschietende suggesties voor 

beleidsmakers. Om deze onvolledigheid in de huidige literatuur te adresseren 

maken we gebruik van strategisch management literatuur en beargumenteren 

we hoe primaire producenten in waardeketens strategische middelen kunnen 

ontwikkelen, bundelen en inzetten als collectief van eenmansbedrijven.   
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Chapter 1 – Introduction 
 

1.1 Entrepreneurship in developing countries 
Entrepreneurship is of pivotal importance to any society’s economic and human 

development (Seelos and Mair 2007; Mair, Marti, and Ventresca 2012). However, 

the presence of entrepreneurial activity does not necessarily imply economic and 

human development (Sutter, Webb, Kistruck, and Bailey 2013). Even the least 

developed countries inhabit vast numbers of entrepreneurs and small business 

owners, but often fail to realize the entrepreneurial potential of their firms. Two 

important reasons for weak entrepreneurial performance as identified in 

literature are 1) the weak position of firms from developing countries in global 

value chains, and 2) institutional environments not fully supportive of 

entrepreneurship (Gereffi, Humphrey, Kaplinsky, and Sturgeon 2001; Gereffi, 

Humphrey, and Sturgeon 2005; Mair et al. 2012; Sutter et al. 2013). In the 

current thesis we study both the strategic position of firms in global value chains 

as well as the institutional environment that these firms are confronted with. We 

focus on primary producers in global value chains, and more specifically small-

scale farmers, given current debates in academic research about the position of 

primary producers in global value chains, and the continuing importance of 

agriculture to most of the least developed countries’ economies (Gereffi et al. 

2001; 2005; Kaplinsky 2000; 2006; World Bank 2007). Our main research 

question is: 

“What strategic opportunities do primary producers in global value chains have to 

realize the entrepreneurial potential of their activities?” 

To address the main research question we conducted four different studies, which 

can be found in the four ensuing chapters. Each of the studies has a different 

focus, emphasizing part of the main research question above. In chapter two we 

discuss a novel method for studying the competitive advantage of firms. While 

studying competitive advantage has been a central focus in strategic 

management studies for some decades, there is still an ongoing debate on how to 

operationalize one of the most prominent theories, the Resource-Based Theory 

(RBT), in a way that its central tenets are tested in a rigorous and convincing 

way (Armstrong and Shimizu 2007; Newbert 2007; 2008; Ainuddin, Beamish, 

Hulland, and Rouse 2007; Barney, Ketchen, and Wright 2011). We contribute to 

this discussion by suggesting a template for empirical RBT research. We tested 

the template among 375 small-scale farmers in Ethiopia to demonstrate how it 

works (see data and methodology section below). This allowed us furthermore to 

study and explain sources of performance differences between seemingly 

homogeneous farmers. In the third chapter we continue with another application 
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of the template, albeit with a different focus. The focus in chapter three is on the 

benefits of collective action and the efficiency with which members of a collective 

utilize their resources, their input factors. We contribute to existing literature by 

participating in an ongoing discussion about the importance of homogeneity 

versus heterogeneity in collectives, and finding the balance between equity and 

efficiency  (Van Bekkum 2001; Beverland 2007; Olson 1965; World Bank 2007). 

In chapter four, we study the institutional environment confronting farmers in 

Ethiopia. We suggest a novel framework for studying institutional environments. 

We consider such a framework an important contribution to literature since to 

date research has mostly focused on institutions that are absent or not enforced, 

and those studies that did recognize the complexity and richness of societies’ 

institutional fabrics failed to analyze clearly what the on-the-ground dynamics 

are, how they work, and what fuels institutional entrepreneurship (Khanna and 

Palepu 1997; 2000; Mair and Marti 2009; Mair et al. 2012). With the framework 

we aim to address all these issues. Finally, in chapter five, we present a 

conceptual study in which we sketch the conditions for successful strategic 

positioning in global value chains by primary producers from developing 

countries. We contribute to existing literature, mostly from the field of economic 

geography, by incorporating strategic management literature discussing sources 

of competitive advantage. To date literature in the field of economic geography 

has largely ignored the difference between value creation and value 

appropriation (Gereffi et al. 2005; Kaplinsky 2000; 2006; Coe, Dicken, and Hess 

2008), resulting in confusing and incomplete findings and conclusions concerning 

the position of primary producers in global value chains.  

1.2 Research context 

Today´s economy is highly global in nature. Products are designed, produced, 

transported, and marketed by a variety of firms that are legally independent and 

geographically dispersed. Global value chain (GVC) and global production 

network (GPN) literature study, among other things, the distribution of activities 

and value created among firms working on certain products in certain value 

chains (Gereffi et al. 2005; Coe et al. 2008). There is much variance to be observed 

in value created by different actors within the production networks or value 

chains. Typically primary producers  in developing countries (often operating as 

sole proprietors in markets that near perfection), create little value and may be 

confronted with poverty (Humphrey and Memedovic 2006; Humphrey and 

Schmitz 2001; 2002; Kaplinsky 2006). As a way out of this situation scholars from 

the field of economic geography and political economy discussed so-called 

upgrading trajectories. Four types of upgrading have been defined. Upgrading is 

argued to allow firms from developing countries to 1) produce more sophisticated 

products (product upgrading), 2) to process more efficiently (process upgrading), 

3) to become active in higher value-adding activities in the chain (functional 
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upgrading), or 4) to participate simultaneously in separate GVCs (inter-sectoral 

upgrading) (Gereffi 1999; Gereffi et al. 2001; Humphrey and Schmitz 2002). A 

problem, however, as identified by Kaplinsky (2000; 2006), is that upgrading at a 

large-scale results in immiserising growth: increased economic output yet 

decreasing economic returns. Immiserising growth results when markets after 

upgrading are still (nearly) as perfect as they were before. Though more value is 

created, this value is not appropriated by the primary producers. Instead, other 

chain actors or perhaps consumers, appropriate this value. To avoid created 

value from being appropriated by others, Kaplinsky (2006) suggests primary 

producers to innovate in order to differentiate from competitors but he fails to 

sketch the conditions required for being innovative. Chapter five provides a 

conceptual study discussing propositions on what makes a strong position for 

primary producers in global value chains. We argue that not just creating but 

appropriating value as well, requires the development and deployment of 

resource bundles that, as discussed in the Resource Based Theory (RBT), are 

valuable, rare, inimitable, and non-substitutable (VRIN; Barney 1991). Since it is 

difficult, if not impossible, for smallholders to develop and utilize such bundles 

individually we discuss the importance of collective action and under which 

conditions collective action is successful. Our discussion result in five different 

propositions. The main contribution to current literature is that we formulate 

conditions for primary producers to participate successfully in global value 

chains, to avoid immiserising growth and to appropriate value in addition to 

creating it. We argue that these contributions can further the debate on 

upgrading opportunities for primary producers in global value chains.  

The RBT is an intuitive theory. Its central tenet is that firms have heterogeneous 

and immobile resources and capabilities that, when valuable and rare (VR), 

result in a competitive advantage, or even a sustained competitive advantage if 

the resources and capabilities are simultaneously inimitable and non-

substitutable (VRIN; Barney 1991). The VRIN characteristics that resources 

must hold in order to potentially result in a (sustained) competitive advantage 

provide clear criteria for studying opportunities of firms, including primary 

producers in global value chains as discussed in chapter five. However, though 

the theory is intuitive, operationalizing it has posed serious problems to scholars. 

There is still an ongoing debate on methodological issues in empirical RBT 

research despite the theory’s prominence for over two decades in the field of 

strategic management (Armstrong and Shimizu 2007; Newbert 2007, 2008; 

Barney et al. 2011). Empirical RBT research has been criticized in different 

respects, including a failure to measure the characteristics (VRIN) of resources 

and capabilities, and thereby the theory’s central tenets (Armstrong and Shimizu 

2007; Newbert 2008). Efforts to address this criticism resulted in new studies 

measuring the characteristics of resources (cf. Ainuddin et al. 2007; Newbert 
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2008), but these studies, in turn, failed to measure whether resources and 

capabilities carried the characteristics simultaneously. In addition the studies 

failed to identify which resources specifically resulted in a competitive advantage. 

In chapter two we discuss the RBT, what needs to be measured, and how it can 

be measured. We suggest a template for empirical RBT research that results in 

more rigorous and objective data that measures both specific resources as well as 

its characteristics, and it measures whether resources are simultaneously 

valuable and rare, since being only valuable or rare does not make a resource a 

source of competitive advantage. We tested the template among 375 small-scale 

sesame seed farmers in Ethiopia to demonstrate how the template works. 

While the main aim of chapter two is to discuss the template for empirical RBT 

research, we also learn from its application that we can explain close to 30% of 

the performance differences between seemingly homogeneous commodity 

producers in terms of valuable and rare resources and capabilities. While 

interesting and important, we argue that for sole proprietors operating in 

markets that near perfection, such as the sesame seed farmers in Ethiopia, it is 

important to create, bundle, and deploy resources and capabilities in a collective 

as well. In theory collective action offers opportunities to farmers to enjoy 

benefits from economies of scale and scope. In practice, however, the theoretical 

potential often remains unrealized. It remains unrealized due to violated 

conditions of success of collective action (Olson 1965; Beverland 2007; World 

Bank 2007). In studies on conditions for success of collective action, much of the 

debate focuses on the importance of homogeneity and heterogeneity. While 

homogeneity in terms of the goals to pursue is required, heterogeneity in terms of 

complementary contributions to the collective is required as well (Olson 1965; 

Beverland 2007; Wincent, Örtqvist, Eriksson, and Autio 2010). We participate in 

the debate by studying the access to and usage of input factors by members of 

cooperatives and non-members in Ethiopia. We find that members have better 

access to input factors, but that non-members use the input factors more 

efficiently. We explain our findings in terms of balancing the conditions of 

homogeneity and heterogeneity in collectives. We find that the institutional 

environment in Ethiopia does not create the required supportive environment 

needed for meeting the conditions for success of collective action. 

While in chapter three we explain part of the institutional environment and how 

it constrains opportunities for farmers to benefit from collective action, we 

continue our discussion on institutions and its relation to entrepreneurial 

behavior in chapter four. Institutional fabrics in developing countries have been 

an important subject in entrepreneurship research (Khanna and Palepu 1997; 

2000; Mair and Marti 2009; Sutter et al. 2013). For entrepreneurs to enjoy some 

measure of success, the general argument is that formal market-based 

institutions are needed to support them and the functioning of markets. Well-
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known examples are the protection of property rights, contract-law enforcement, 

and the establishment of supporting apparatuses (Mair and Marti 2009; Sutter et 

al. 2013). According to current literature the absence of these institutions or their 

enforcement, typically referred to as “institutional voids”, explains weak 

entrepreneurial performance. Reality, however, is more complex. Mair et al. 

(2012) argue that it are not so much the voids, but more so the richness and 

complexity of institutional fabrics that explain entrepreneurial behavior, or  the 

absence of entrepreneurial behavior. They juxtapose the absent institutions to 

what is present and make as such an important contribution. However, from 

their study it remains unclear what exactly the on-the-ground dynamics are in 

developing countries, what institutional fabrics look like, how the relationship 

between institutional environments and behavior can be studied, and how 

institutions and institutional fabrics evolve. We aim to further the discussion by 

introducing an analytical framework for studying institutional environments and 

entrepreneurial behavior. We demonstrate the use of the framework with case 

study data from Ethiopia. 

Each of the chapters addresses the main research question in different ways. The 

second chapter analyzes strategic opportunities at individual level, while the 

third chapter does so at the level of the collective. Chapter four discusses the 

room entrepreneurs have to play the institutional environment and to pursue 

entrepreneurial behavior. In chapter five the main research question is 

addressed with a conceptual study. In chapter six we reflect on our findings, 

provide a conclusion, and suggest theoretical and practical implications. 

1.3 Data and methodology 
Three of the ensuing chapters are empirical studies. To obtain data we decided to 

collect the data in Ethiopia, and more specifically among sesame seed farmers in 

the northwest of Ethiopia, a county called Kafta-Humera. This region bordering  

Sudan and Eritrea was chosen to collect data for several reasons. Kafta-Humera 

is a hot and drought-prone region. This implies that with the traditional rain-fed 

agricultural practices that small-scale farmers rely on, only two crops can grow 

well there: sesame and sorghum. A first reason for collecting data in this region 

is because most farmers grow sesame as only or major crop. This implies a 

sample from which we can draw theoretical conclusions that are not blurred by 

complex farming systems often present in humid areas in which small-scale 

farmers grow a variety of crops that are harvested and sold at different times 

throughout the season. A second benefit of sesame production is that it is a cash 

crop. Sesame is not grown by farmers to be used for domestic consumption. In 

areas where small-scale farmers also grow food crops for domestic consumption, 

their entrepreneurial behavior is more difficult to study due to priority that will 

be given to feeding their families over making as much profit as possible. Thirdly, 
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sesame is an export crop. This results in clearly identifiable value chains rather 

than difficult-to-study local, partially informal, trade channels. Fourthly, we were 

looking for a region in which part of the farmers is member of a cooperative and 

part is not. This allowed us to compare members of cooperatives to non-members. 

Fifthly, and finally, Kafta-Humera provided a good region to collect data due to 

the institutional development of the region. After the fall of the DERG regime in 

1991, a new government was installed in Ethiopia in 1994. At that time the 

country was confronted with a need to create institutions directed at markets. As 

a consequence there is a dynamic and evolving institutional fabric that is of 

interest to our study.  

 

In each chapter a methodology section is provided. We collected interview data 

among 131 interviewees and survey data among 375 respondents in six visits. 

Five visits were used for data collection, while a sixth visit was planned one year 

after the fifth visit in order to validate the findings, analyzes and interpretations 

with industry experts. The chapters will elaborate on the details. In the 

appendices the survey (C) can be found as well as the calculation of the Value 

scores (D) (see chapters two and three).  

1.4 Structure of the thesis 
The thesis is written as a bundle of academic articles each related to the main 

research question. This implies that each of the following chapters has its own 

format with an introduction section, literature review, methodology, findings, 

discussion, and conclusion. The introduction and conclusion chapters discuss the 

overarching research question, complementarity of the articles, and general 

conclusions and practical implications. Near the back of the thesis a bibliography 

is found incorporating the references of all chapters including the introductory 

and concluding chapters.  
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Chapter 2 - A template for empirical Resource-Based 

Theory research 
 

2.1 Introduction 
Since Barney’s 1991 seminal article on the resource-based view (RBV) of the firm 

this inside-out perspective on competitive advantage emerged to become a 

prominent theory (RBT) within the field of strategic management. In addition the 

theory has increasingly proven valuable within other disciplines as well. 

However, despite the theory’s widespread use for over two decades, there is still a 

quest for more rigorous research methods (Rouse and Daellenbach 1999; 2002; 

Levitas and Chi 2002; Newbert 2007; 2008; Armstrong and Shimizu 2007; 

Barney et al. 2011). The theory’s central tenet is that if a firm’s immobile 

resources are Valuable and Rare (VR) they have the potential to result in a 

competitive advantage. If, in addition, they are Inimitable and Non-substitutable 

(VRIN), they have the potential to result in a sustained competitive advantage 

(Barney 1991). While intuitive, operationalizing the constructs appeared more 

problematic. One of the problems was that in early empirical research, resources 

under study were argued to be VRIN, while these resource characteristics were 

not actually measured (Armstrong and Shimizu 2007; Newbert 2007). In 

response conceptual-level studies were conducted measuring resource 

characteristics (cf. Newbert 2008; Ainuddin et al. 2007), but the limitation of 

these studies is that the methods employed did not allow for the identification of 

specific resources important to firms’ competitive advantage. While the 

importance of the resource-characteristics was analyzed, it remained unclear 

which firm resources carried these characteristics. Knowing specifically which 

resources should be prioritized in obtaining and sustaining a competitive 

advantage is not only one of the aims of RBT research for scholars, but has high 

managerial implications as well (Rouse and Daellenbach 1999; Armstrong and 

Shimizu 2007). Another limitation with conceptual-level studies is that the 

characteristics of resources are measured independently from one another. 

Newbert (2008), for example, measures Value and Rareness of firms’ 

resource/capability bundles, but does not do so with a conjoint measure for value 

and rareness. We argue that a conjoint measure is important since the theory 

makes clear that a resource needs to be simultaneously Valuable and Rare in 

order to have the potential to result in a competitive advantage, and not either 

valuable, or rare.  

It is clear that methodological challenges still persist in empirical RBT research. 

Armstrong and Shimizu (2007) and more recently Barney et al. (2011) therefore 

underscored the importance of more mixed-method RBT research. Indeed mixed-

methods can result in increased rigor, reliability and validity of results 



  

20 

 

(Hoskisson, Eden, Lau, and Wright 2000), yet how such mixed-method research 

should be carried out remains unclear. In the current study we contribute to 

existing literature by developing and testing a mixed-method research template 

for empirical RBT research that differs from prior research methods in that 1) it 

allows identifying specifically which resources and capabilities are relevant to 

firms’ competitive advantages and which ones are not; 2) it allows identifying the 

relative importance of each of the resources and capabilities in creating a 

competitive advantage; and 3) it measures Value and Rareness of resources and 

capabilities conjointly for each resource / capability rather than independently. 

We decided to test the potential of the template in an extreme setting where 

competitive advantage and comparative resource (dis)advantages are not 

obvious. We tested the template among commodity producers in a developing 

country, or more specifically among small-scale sesame seed farmers in the 

Northwest of Ethiopia. Similar to the study on comparative resource (dis-

)advantages by Sirmon, Gove, and Hitt (2008), the homogeneous character of 

production and marketing of sesame allows to easily understand the production 

and marketing processes. Through various data collection techniques, including 

focus group discussions with industry experts, we were able to define a complete 

list of resources and capabilities including the ways in which these resources and 

capabilities vary. Technology hardly plays a role in this context of traditional 

rain-fed agriculture and hence results are not affected by fast technological 

changes that are difficult to observe from the outside. While this setting allows us 

to test the robustness of the RBT’s central tenets and of the template, 

additionally we contribute to strategic management research in bottom-of-the-

pyramid (BoP) markets which are argued to provide “intriguing and fertile 

ground[s] for organizational research” (Barney et al. 2011: 1310; See also Bruton 

2010; Bruton, Ahlstrom, and Obloj 2008; Bruton, Filatotchev, and Wright 2013).  

We proceed as follows: In the next section we discuss the RBT and challenges 

encountered in empirical studies. We discuss what needs to be measured and 

then provide a template suggesting how it can be measured. We continue with an 

illustration of how we used the template to collect data among sesame seed 

farmers in Ethiopia, after which we conclude our findings.  

2.2 Empirical RBT research 
Penrose (1959) was the first to propose that potential sources of competitive 

advantage reside inside firms’ resource bases, but it was not until Barney’s 1991 

seminal article that the Resource-Based Theory became widely adopted. In this 

seminal article Barney was the first to conceptualize attributes of strategic 

resources: resources that have the potential to result in (sustained) competitive 

advantage. The theory assumes resources to be heterogeneously distributed 

among firms and imperfectly mobile. Barney argued that firm-specific immobile 
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resources which are simultaneously Valuable and Rare (VR) have the potential to 

result in a competitive advantage, whereas resources which are in addition 

Inimitable and Non-substitutable (VRIN) could lead to a sustained competitive 

advantage. The theory became widely adopted and was further developed 

through contributions focusing on clearer distinctions between resources and 

capabilities (Amit and Schoemaker 1993), conceptualization of dynamic 

capabilities (Teece, Pisano, and Shuen 1997; Eisenhardt and Martin 2000), 

further precision in definitions of resource attributes Value and Rareness, and 

competitive advantage (Priem and Butler 2001a, 2001b, Barney 2001), studies on 

resource exploitation and management (Mahoney and Pandian 1992; Sirmon et 

al. 2008), and conceptualizations of asymmetries (Miller 2003), comparative 

resources advantages (Jacobides and Winter 2005; Sirmon et al. 2008), resource 

management and orchestration (Helfat et al. 2007; Sirmon and Hitt 2009), and 

series of temporary competitive advantage (Sirmon, Hitt, and Ireland 2007). 

However, despite the theory’s prominence for over two decades, the field of 

strategic management is still struggling to find rigorous methods for empirical 

RBT studies. Empirical RBT studies were criticized for (1) lack of statistical 

support, and (2) not actually measuring the (VRIN) attributes of resources and 

capabilities (Newbert 2007; Armstrong and Shimizu 2007; Levitas and Chi 2002).  

The stock of empirical RBT articles is vastly lagging behind the stock of 

theoretical articles (Armstrong and Shimizu 2007). While this is not uncommon 

when a theory is under development, it is a problem that very little statistical 

support was found in empirical RBT studies. Armstrong and Shimizu (2007) 

argue that it is unclear whether low levels of empirical support should be 

attributed to the theory or to the methods employed. More rigorous studies need 

to be conducted in which researchers “creatively operationalize constructs and 

empirically measure theorized outcomes” (p. 962). Armstrong and Shimizu 

provide some directions for further empirical RBT research, but are not very 

detailed as to how to measure the constructs. More recently Barney et al. (2011) 

underscored the importance of further development of empirical RBT 

methodologies, yet no specific way of how to do that is suggested. Below we will 

first discuss what we need to measure and next we suggest a template discussing 

in detail how to measure it. 

2.3 What do we need to measure? 
Resources are defined in terms of factors, inputs, or assets (both tangible and 

intangible) that a firm owns, controls, or has access to (Amit and Schoemaker 

1993: Barney 1991; Wernerfelt 1984; Grant 1991; Eisenhardt and Martin 2000; 

Helfat and Peteraf 2003). 

Resources are typically categorised into physical capital resources, human capital 

resources, organizational capital resources, knowhow, financial assets, 
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technological resources, legal capital, and intangible capital (Barney 1991; Amit 

and Schoemaker 1993; Grant 1991; Mahoney and Pandian 1992). Examples 

include brand names, in-house knowledge of technology or unique knowledge, 

employment of skilled personnel, trade contracts, machinery, efficient 

procedures, capital, patents, and reputation (Wernerfelt 1984; Grant 1991; 

Crook, Ketchen, Combs, and Todd 2008). 

Capabilities concern firms’ capacities to utilize, bundle, develop, configure, and, 

or deploy resources (Amit and Schoemaker 1993; Grant 1991; Teece et al. 1997; 

Helfat and Peteraf 2003).  

Comparative resource advantages and performance 

Competing firms differ in their resource endowments: there are comparative 

resource (dis-)advantages (Eisenhardt and Martin 2000; Sirmon et al. 2008) 

resulting in different performance outcomes, or competitive (dis)advantage.  

In most research what is meant with the attribute ‘rareness’ seems to speak for 

itself. Often it is not defined and when it is, it is defined as a resource that is not 

possessed or exploited by a large number of other firms (cf. Ainuddin et al. 2007; 

Newbert 2008). What constitutes “large” is not clear. According to Barney (1991: 

107) “as long as the number of firms that possess a particular [...] resource (or 

bundle of [...] resources) is less than the number of firms needed to generate 

perfect competition dynamics in an industry [...], that resource has the potential 

of generating a competitive advantage”. However, how to measure the number of 

firms needed to generate perfect competition is not clear and said to be “difficult” 

(Barney 2001: 44). The attribute ‘value’ has been subject of more debate, 

particularly when Priem and Butler (2001a; 2001 b; see also Barney 2001) 

demonstrated tautology in relationships as proposed in the RBT framework. 

Competitive advantage was defined by Barney (1991: 102; emphasis not in 

original) as a firm "implementing a value creating strategy not simultaneously 

being implemented by any current or potential competitors". Following Barney’s 

definitions, Priem and Butler demonstrated that in the RBT’s central 

relationship both the explanans and the explanandum were defined in terms of 

value and rarity. Priem and Butler (2001a) argued that the value of resources 

ultimately is determined exogenously, by the market. They also suggested a 

different definition for competitive advantage in which competing firms are 

compared based on their performance. Priem and Butler refer to Schoemaker’s 

(1990: 1179 as cited in Priem and Butler 2001a: 29) definition who defines 

competitive advantage as a firm “systematically creating above average returns”. 

The resource-attribute ‘Value’ is defined in literature as a resource’s potential to 

exploit opportunities or neutralize threats in the environment / market (Sirmon 

et al. 2008). ‘Value’ has also been defined in terms of reducing costs (Barney 

1991; Newbert 2008), however we do not follow this definition. Reducing costs 
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may go at the expense of exploiting opportunities or neutralizing threats. It is 

therefore not by definition benefiting firms to lower costs. Minimizing costs, on 

the other hand, does benefit firms, but then again minimized costs are, ceteris 

paribus, translated in higher profits or can be considered a performance indicator 

in itself. 

Sustained competitive advantage 

While the theory hypothesizes about sources of sustained competitive advantage, 

in the current chapter we do not study sustained competitive advantage. Hence, 

we do not study the resource attributes Inimitability and Non-substitutability. 

While this is common in empirical studies that measure resource attributes 

(Newbert 2008), we have more reasons to focus on Value and Rareness. A first 

reason is that we want to address the problem that in studies in which Value and 

Rareness have been measured, they have been analyzed as independent variables 

(cf. Newbert 2008; Ainuddin et al. 2007). This is problematic because resources 

need to be simultaneously valuable and rare. Suppose that in a survey 

respondents have to rate one firm resource on a scale of 1 to 5 for both value and 

rareness. Respondent 1 may rate the resource value with 5, but the rareness with 

1. Respondent 2 may do the opposite. When, after all respondents filled out a 

survey, the value and rareness scores are analyzed independently, both Value 

and Rareness can be significantly related to competitive advantage, but what 

remains unknown is whether firms which score high on both value and rareness 

simultaneously perform better than firms which do not. Both conditions for a 

competitive advantage have to be met and should not be measured 

independently, but conjointly instead. While valuable resources have the 

potential to improve performance, the potential advantage vis-à-vis competitors, 

will be even stronger the rarer these resources get. Secondly, studying sustained 

competitive advantage requires the collection of longitudinal data, which does not 

fit the purpose of the current study. And finally, but certainly not least, the 

importance of sustained competitive advantage is increasingly being discussed. 

The continuous and sometimes increasingly changing and dynamic nature of 

firms’ environments, make the term ‘sustained’ obsolete, or at least difficult to 

interpret. Instead, scholars started speaking of, among other things, “series of 

temporary competitive advantage” (Sirmon et al. 2007; see also Priem and Butler 

2001a; 2001b). In line with this Armstrong and Shimizu (2007: 968-969), 

referring to Wiggins and Ruefli (2002), note that “a recent study of 6,772 firms in 

40 industries over 25 years showed that only four firms achieved 20 years or 

more of persistent superior financial performance relative to their industry peers 

based on the Tobin’s q metric, and only 32 firms achieved 20 years or more of 

persistent superior performance based on return on assets.” 

Resources or resource attributes? 

In short what we want to measure is the relationship between Valuable and Rare 
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resources / capabilities and performance (competitive advantage). To date this 

has resulted in two different interpretations: Some scholars interpreted this as 

identifying specific resources leading to a competitive advantage (cf. Rouse and 

Daellenbach 1999; 2002), whereas others interpreted this as identifying the 

attributes (VR(IN)) of resources leading to a competitive advantage without being 

specific about which resources possess these attributes. At best labels of 

resources / capabilities such as ‘human capital’ or ‘financial resources’ are 

provided (cf. Newbert 2008, Ainuddin et al. 2007).  We argue that we can be more 

specific both with respect to the resources as well as with respect to the 

characteristics of the resources. This means that unlike previous studies 

measuring specific resources we should not a priori select specific resources and 

capabilities and argue why they are VRIN, or possess at least one of these 

characteristics (Armstrong and Shimizu 2007; Priem and Butler 2001b; Newbert 

2007), but instead actually measure the VR characteristics of specific resources 

and capabilities.   

 

In doing so we are not just interested in VR resources and capabilities which 

demonstrate to significantly and positively affect performance, but also in those 

resources and capabilities which do not. As Armstrong and Shimizu (2007: 978) 

formulated it: “the major concern of RBV researchers has been, “What resources 

are contributing to high performance?” The flip side of this question is “what 

resources are not?” Understanding the difference in importance helps managers 

prioritize resources. 

2.4 How do we measure it? 
Rouse and Daellenbach (1999) argued that studying resources which are specific 

to a certain firm can only be done through ethnographic field studies in which the 

firm is turned inside-out and the black-box is opened. They argue that large-

sample surveys would not be able to uncover firm-specificities. Others agree, but 

argue that quantitative data collection and analysis is needed in order to 

convincingly test whether identified resources and capabilities are VR and to 

what extent these characteristics contribute to performance (Armstrong and 

Shimizu 2007; Newbert 2008; Rouse and Daellenbach 2002). Following these 

discussions two trade-offs seem to result: Firstly we either identify specific 

resources important to an organization’s competitive advantage but not its 

characteristics or we identify only the characteristics of firms’ resources without 

being clear on which resources matter precisely and to what extent. Secondly, 

resulting from the first trade-off, being unknowledgeable about which resources 

matter to a firm’s competitive advantage while studying resource characteristics, 

the researcher can only but rely on respondents’ subjective judgments concerning 

the resources’ characteristics. This is also what we see in the data collection of 

conceptual-level studies such as the ones from Newbert (2008) and Ainuddin et 
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al. (2007): the researchers in these cases are not capable of rating firms’ 

resources and capabilities for Value, Rareness (and Inimitability and Non-

substitutability), and therefore ask respondents to do so. We argue that the 

trade-offs can be countered when suggestions of Rouse and Daellenbach (1999) 

and Newbert (2008) are merged, as also Armstrong and Shimizu (2007) and 

Barney et al. (2011) acknowledge. Armstrong and Shimizu (2007: 967) argue that 

“[s]ince it is difficult for researchers to objectively observe such dimensions as 

value and inimitability of resources, developing an appropriate survey based on 

in-depth interviews with firms or experts in the industry should mitigate the 

construct measurement.”  

What we want to know is which VR resources and capabilities contribute to 

competitive advantage. To identify both specific resources and their 

characteristics in an objective way, we suggest a template involving three steps: 

1. Select an industry and collect data on current market opportunities and 

threats for industry incumbents. 

2. Identify the variance in which competing firms respond to opportunities 

and threats by means of deploying resources and assess the variance in the 

resources’ potential to contribute to competitive advantage, i.e. assess 

comparative resource (dis)advantages. 

3. Analyze the relationship between comparative resource (dis)advantages 

and performance. 

Steps 1 and 2 concern qualitative data which are collected by means of 

interviews, focus group discussions and the study of trade and industry journals, 

as well as other secondary data. In step 3 the findings are analyzed using large-

sample survey data in order to provide strong evidence and to rank resources in 

order of importance. The qualitative data will increase the depth, validity, and 

reliability of the quantitative data and the overall study (Hoskisson et al. 2000; 

Eisenhardt 1989, 1991; Rouse and Daellenbach 1999; Armstrong and Shimizu 

2007). 

Step 1 

First an industry needs to be selected. There is much to say about what should be 

taken into account when selecting an industry. Since Armstrong and Shimizu 

(2007) have given this issue considerable thought we refer to their study in order 

to determine how to select an industry. 

Although a study across different industries is possible, Rouse and Daellenbach 

(1999) and Hitt, Bierman, Shimizu, and Kochhar (2001) among others argue that 

if strategic resources are to be identified and measured and analyzed for 

competing firms it is helpful to focus on one industry. Hitt et al. (2001: 18) 

furthermore argue that “an industry in which critical resources are evident and 
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measurable must be identified.” While we argue that in-depth qualitative 

research preceding quantitative data collection, as in this template, also allows to 

identify and measure critical resources in an industry where they are not 

evident, researchers must of course take into account time constraints. In depth 

qualitative research can be problematic because of its time-consuming nature. 

Nonetheless we need to warn for over-confidence concerning the assessment of 

critical resources. Without incorporating data from industry experts and trade 

and industry journals, resources may be identified which seem strategic but in 

practice are not (see also Priem and Butler 2001b and Armstrong and Shimizu 

2007). In essence a quick assessment of critical resources means jumping quickly 

to step 3 of this template, which does not add to rigor and robustness unless 

there are very convincing arguments that the way in which resources are 

identified and measured is valid and reliable. Past research may provide 

convincing data.  

Once an industry is selected secondary data and industry experts can be 

consulted in order to gain a clear and comprehensive understanding of what the 

opportunities and threats are that the industry actors encounter. It is a study of 

buyer demands and market trends and dynamism. 

Step 2  

Competing firms each respond differently to opportunities and threats. The 

question is to what extent they manage to exploit opportunities and, or, 

neutralize threats. Since the attribute ‘Value’ of resources is defined in terms of 

its potential to exploit opportunities and, or, neutralize threats, step 2 provides 

insights in what makes resources in a certain industry valuable. The more a 

resource contributes to the exploitation of an opportunity or the neutralization of 

a threat, the more valuable it is. Valuable resources give a comparative resource 

advantage, whereas resources that are not valuable give a comparative resource 

disadvantage. 

Since it may not be obvious at face value what makes resources valuable, or it 

may be difficult to obtain a complete and detailed picture we suggest in this stage 

to organize focus group discussions involving industry experts from different 

backgrounds and to make use of Delphi techniques. During the discussions the 

question how firms use resources to exploit opportunities or neutralize threats 

will be reiterated until all explanations and alternative explanations have been 

discussed and general consensus is reached with respect to comparative resource 

(dis)advantages. Multiple focus group discussions may be needed to reach a 

complete and comprehensive understanding of the dynamics at play (See also 

Eisenhardt 1989; 1991; Eisenhardt and Graebner 2007; Yin 2003). 
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In order to prepare for step 3 ‘Value’ scores need to be given to the resources. In 

conceptual-level studies, such as the one by Newbert (2008), scholars made use of 

Likert-scales to determine Value. Similarly, understanding the variance in which 

resources are deployed, on a scale of 1 to 5, scores can be given to rate 

comparative resource advantages (maximum score of 5) and disadvantages 

(minimum score of 1). 

Step 3 

After step 2 a number of potentially strategic resources are known. Respondents 

can be asked objective data about resources and capabilities that they deploy 

while the qualitative data can be used to interpret the survey data and provide 

value scores. We argue that given that an in-depth understanding of an industry 

is developed, this results in higher validity and reliability, and more depth than 

methods such as employed by Newbert (2008). Newbert asked respondents 

themselves to rate their firms’ resources for Value and Rareness.  

Using Ordinary Least Squares (OLS) regression techniques the relationship 

between comparative resource (dis)advantages and competitive advantage can be 

studied. The quantitative analysis is not only important to identify the relative 

importance of Valuable resources, but also to study the Rareness attribute of the 

resources and capabilities. The beauty of measuring specific resources, as we 

suggest in this template, is that Rareness can be derived from the frequency of 

the Value scores. The rareness characteristic is displayed in the sample’s 

distribution. For example: If only a few respondents score between 4 and 5 for 

Value on a scale of 1-5, the resource is obviously rare. Hence there is therefore no 

need to measure rareness separately. Similarly, if all respondents score a 5 for 

Value, then the resources is valuable but not rare. Because there is no variance 

in this hypothetical situation, no significant relationship can result from 

statistical analyses. 

There are two things we can do with Rareness in a variable’s distribution. Let us 

first consider linear regression. In linear regression the variance of predictor and 

outcome variables are compared. If there is a certain degree of similarity in the 

variance, a significant relationship, either positive or negative, results. Data are 

assumed to be normally distributed around the median. In other words, the 

distribution of the variables is assumed to have a bell-shape. Not all data, 

however, are normally distributed. Data can be positively skewed as well as 

negatively skewed. The pictures below demonstrate what this looks like: 
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Skewness is of particular interest for the RBT. Given the theory’s study of 

outperforming firms, one may expect positive skewness of the outcome variable. 

In other words: the majority of respondents performs up to the middle value on 

the x-axis of the distribution, while a minority of firms outperforms the others. If 

it were the other way around, a study of competitive disadvantage would make 

more sense. Provided that data points consistently demonstrate approximately 

similar positions in distributions of predictor and outcome variables, then the 

more similar the predictor and outcome variables are skewed, the higher the 

predicting power of the predictor variables. Hence, the most important thing to 

know first is whether there is a significant relationship. If this relationship is 

non-existent than data points do not consistently demonstrate approximately 

similar positions in distributions of predictor and outcome variables. However, if 

they do, a next step would be to compare skewness. Ceteris paribus, the 

explanatory power of predictor variables that are significantly related to the 

outcome variable, increases the more the distribution of the predictor variables 

resembles the distribution of the outcome variable. In other words, assuming a 

positively skewed outcome variable, the explanatory power is highest for 

significantly positively skewed predictor variables, decreases for normally 

distributed variables and is likely absent for significantly negatively skewed 

variables, ceteris paribus. 

We must note however, that according to the central limit theorem looking at the 

shape of distributions is particularly relevant for small sample sizes. The central 

limit theorem argues that skewness declines and normality increases with 

sample size. Visual representations of the skewness of variables only gives a 

suggestion concerning their relevance, but because the explanatory power of 

predictor variables is dependent on other things as well, no conclusions can be 

drawn from the distribution alone. However, in light of the Rareness attribute, 

negatively skewed predictor variables are unlikely to relate to the outcome 

variable significantly. 

For large sample sizes we suggest not to make use of OLS, but of quantile 

regression instead. Quantile regression has the interesting feature of being able 

to study with greater specificity the effect of predictor variables in the lower and 
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higher tails of the distribution of the outcome variable (Koenker and Hallock 

2001). Given that the RBT is particularly interested in firms with a competitive 

advantage, that is, those firms that perform above average, quantile regression 

can tell with greater detail the type of resources that matter for firms with 

different performance outcomes. Quantile regression is informative of the 

resource-attribute Rareness in that a more efficient utilization of resources and 

capabilities by the minority of outperforming firms, as displayed in higher 

coefficients, indicates that a small (rare) portion of the firms is better capable of 

deploying resources efficiently than the remaining majority. In other words, 

efficient deployment of the resources is rare.  

2.5 An example: the template in practice 
To demonstrate how the template works, we applied it in an empirical RBT study 

in which we test the theory’s basic tenets. We decided to collect our data among 

small-scale sesame seed farmers in Ethiopia. 

Collecting data among commodity producers may seem counterintuitive given the 

nature of commodity production. Commodity production is characterized by 

similar inputs and outputs (Henderson, Dicken, Hess, Coe, and Yeung 2002; 

Gereffi et al. 2005), whereas the RBT’s main assumption is firm heterogeneity. 

Despite relative similarity between commodity producers, there is variance in the 

way resources and capabilities are deployed and in their performance. 

Commodity producers face opportunities and threats in the market and need to 

deploy their resources and capabilities in response to these opportunities and 

threats. As such it provides an ideal ground to test the variances in terms of 

resource (dis)advantages and performance. 

Step 1 

In our search for a sample we decided that we would be looking for commodity 

producers that would produce commodities for commercial purposes. In case of 

farming this means that any group of farmers only producing crops for home 

consumption was excluded. For our sample we needed commodity producers who 

pursue profits. In addition the sample had to consist of commodity producers 

producing commodities for export, in order to avoid situations in which firms 

from developing countries participate in difficult to study informal and complex 

local trade channels. Finally we were looking for small firms in order to be able to 

have a sufficiently large number of observations, which brought us quickly to 

small-scale farming. In the mineral extraction industry firms (commodity 

producers) are often large in size, but small in number. In farming there are still 

many sole proprietors who differ from one another in terms of inputs used and 

performance. This creates good possibilities to test our template. Following our 

criteria we decided to collect data from sesame seed farmers in the Northwest of 

Ethiopia in a county named Kafta-Humera. Kafta-Humera is a large area with 
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tens of thousands of sesame seed farmers. Almost all sesame is being exported. A 

small portion of sesame stays within the country to serve as sowing seed or to be 

consumed in luxury hotels in the capital city Addis Ababa. Humera is the main 

town of the county and is located on the border with Eritrea (a border which 

cannot be crossed), and some 20 kilometers away from Sudan. A minority of 

farmers also produce sorghum. In the past farmers also tried to grow cotton, but 

it appeared difficult to harvest good quality cotton in this area without irrigation. 

In this drought-prone, hot part of Ethiopia sesame and sorghum are the only 

crops that can grow well. In theory irrigation would allow for more crops to be 

produced, but to date irrigation is not taking place except for a few farms close to 

a river. Most farmers only grow sesame, since this crop generates the highest 

revenues, though it is a risky crop to grow. Harvests fail relatively easy. The area 

consists mainly of small-scale farmers, although there is a group of large-scale 

farmers leasing1 30 hectare (ha) up to 6700 ha of land. 

Having identified a sector, we continued step 1 by collecting data on 

opportunities and threats for sesame seed farmers. We visited Ethiopia 6 times to 

collect data and spent in total over 6 months in the country. The first time we 

only visited the capital city Addis Ababa. The next 4 times we spent most time in 

Kafta-Humera. The sixth visit we presented our findings to industry experts in 

order to verify our results. In total we conducted 131 interviews, held different 

focus group discussions with industry experts and collected survey data among 

375 farmers. 

Industry experts explained the practices in sesame farming. Sesame farming is 

relatively new to Ethiopia. The past decade production increased by tenfold. It 

grows on land that was hardly cultivated before. Much of the land in this border-

region called Tigray, which is ideal for sesame production, was not cultivated 

before due to wars that took place in this area. Images of this region went global 

during the first ‘Live-Aid’ concert. The soil is therefore fertile, yet massive 

deforestation also results in erosion and desertification. Resulting from the past, 

another challenge is illiteracy among particularly the older farmers. Most older 

farmers either fled to Sudan as refugee or fought in the wars and have received 

no or little education. 

Opportunities exist for farmers by increasing agronomical yield and quality. In 

addition the price is generally lowest right after the harvest and increases 

gradually up to the time that the new farming season starts. Most farmers sell 

their sesame directly after harvest such that they can repay loans which they 

obtained to finance inputs, but speculating on price is an opportunity to earn 

                                            
1 In Ethiopia all land is owned by the State and can be leased for periods up to 99 years. There are inheritance rights for 

small-scale farmers owning up to 30 ha, whereas large-scale farmers are officially guaranteed contract renewal if they 

meet the requirements as written in law and contract. 
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more money with the produce. Threats come from unpredictable weather 

conditions such as sudden strong wind and shortage of or excess rainfall. 

Shortage of rainfall reduces the oil content of the seed and therefore weight, but 

also the number of seeds the plant provides. Excess rainfall may make the soil 

too humid and makes weeds grow very fast, resulting in smothering of the crop. A 

final threat is the threat of theft. Sesame is sometimes stored on the field or in 

homes without proper locks, and therefore attracts thieves. Through trainings 

governmental and non-governmental organizations (GOs / NGOs) aim to educate 

farmers on good agricultural practices, yet little is at hand to manage variation 

in rainfall. 

Step 2 

Understanding what happens in the sesame seed production and marketing, the 

next thing to get clear is how farmers respond to opportunities and threats. 

During the early phases of data collection we held group interviews with leaders 

and members of cooperatives of small-scale farmers. Our next step was to 

organize focus group discussions with experts but excluding the small-scale 

farmers since they would be part of the subsequent survey. During two focus 

group discussions in total 24 experts participated. Experts included local 

researchers, large-scale farmers, traders, consultants, and NGO staff. All of them 

had been working with sesame in the county Kafta-Humera for at least three 

years. The focus group discussions resulted in the following full list of resources 

and capabilities.  

 Plowing and sowing 

o Number of times of plowing 

o Time of sowing 

o Type of seeds used 

 Weeding 

o Weeding after flowering in the previous year 

o Number of times of weeding 

o Time of weeding 

 Harvesting 

o Time of harvesting 

 Storage 

o Floor materials 

o Wall materials 

o Roof materials 

o House or not 

o Plastic shelter on the field or not 

 Labor 

o Provisions to hired laborers (food, water, shelter, et cetera) 

o Repeated contracts with hired laborers 
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o Number of household members working on the farm 

 Location 

o One of the ‘favored’ locations 

o Soil quality 

o Distance between the respondent’s home and field 

o Distance from the respondent to a large-scale farmer 

 Time of selling 

o Generally speaking the later the better 

 Number of animals (as proxy for capital) 

o Generally speaking the more the better 

All participants of the focus group discussions reached consensus that this were 

indeed the resources and capabilities for farmers and agreed that the way in 

which variety was explained was complete. The conclusions from the focus group 

discussions were once again validated with three sesame agronomy and 

marketing consultants who reaffirmed the findings.  

The above list illustrates that each of the resources / capabilities consists of 1-5 

different items which can each vary again. A Value score for each resource / 

capability is a weighed score of each of the items. In line with our template we 

resembled a 5-point Likert scale by giving scores of 1-5 for six of the resources / 

capabilities. Time of selling and number of animals are measured in the number 

of weeks after harvest that the sesame was sold and the exact number of animals 

they have respectively. Since it can generally be argued that the later one sells 

and the more animals one has the better it is, these two variables are not given 

scores from 1-5. 

Though each of the items is scored for Value we decided not to measure the items 

independently but make composite measures instead. The main reason lies in the 

argumentation of the focus group discussants who argued that the composited 

items cannot be seen independently. The items of each of the resources and 

capabilities are interrelated and affect the Value of the resource/ capability 

(bundle). Consider for example plowing and sowing. The timing of sowing is 

important, but the extent to which it is valuable depends on what seeds are sown 

and in what soil (i.e. how many times is it plowed?). Plowing and sowing go 

inseparably together. Sowing is done simultaneously with plowing. The 

interesting feature of composite measures is that with greater specificity 

distinctions are made between those farmers who perform well on  all items 

versus those who perform well on only one or two. In other words the group that 

scores 5 for time of sowing is larger than the group of farmers that scores 5 for 

each of the three items. Hence we distinguish those farmers who exploit the best 

time for sowing by making use of sowing the right seeds in well-plowed soils from 

those who do not and expect this to improve the linear relationship. We also ran 
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regression analyses without the composite measures and indeed the R2 and the 

number of significant coefficients was much lower. The composite measures add 

specificity because all of the composite measures except storage (for which there 

is a clear continuum from comparative disadvantage to comparative advantage) 

consist of one or two items that can have only two or three values (1 and 5 or 1, 3, 

and 5). As such these items give a positive (score 5) or negative (score 1) weight to 

the other item(s) which can have all integer values from 1-5. Since those items for 

which there are only two or three values are typically significantly positively 

skewed, those respondents who score well on each of the items is clearly a 

smaller group than those who score well on only 1 of them. There are, for 

example, two types of seeds that can be used for sowing: the traditional and the 

improved variety. The vast majority of farmers uses the traditional seed and are 

given a score 1, while the others receive a score 5. Because of these two options 

the group of respondents who score a 5 for the time of sowing is divided into two 

groups: one that additionally scores a 5 for the type of seeds used and one that 

does not. 

Plowing and sowing is important for both the (opportunities) agronomical yield 

and quality. Plowing is done preferably three times (although many farmers plow 

only once), and sowing is done preferably in the first week of the second period (of 

two periods) of rainfall, using improved rather than traditional seeds.  

Similarly there is a variety in the way farmers weed and harvest, which may also 

be important capabilities to improve agronomical yield and quality. Storage is 

important to prevent theft, damage on the crop resulting from humidity, and lost 

harvest because of strong winds. Labor is important in order to obtain good 

quality and agronomical yields and to avoid theft. Careful weeding is important 

in order not to damage the crop, yet as many weeds have to be removed as 

possible in order to give the crop the space to grow well. Location is important 

because of soil fertility, capacity of land to avoid water-logging, proximity to 

asphalt roads and proximity to large-scale farmers and the farmers’ homes. 

Farmers can live up to 80 kilometers from their fields. Proximity to large-scale 

farmers is important because large-scale farmers own tractors and plowing 

machines. Given their ownership of these machines they will plow sufficiently 

and at the right times. Bordering fields of small-scale farmers can, if paid for, 

relatively easy be included in the plowing and sowing process of large-scale 

farmers. Finally, the time of selling is important in order to obtain a high price. 

Generally speaking the price is lowest just after harvest time and increases 

gradually throughout the following year.  

In addition to the sesame farm (firm)-specific resources and capabilities, experts 

pointed to the importance of farmers’ private assets, particularly animals. It 

makes sense that as sole proprietor the value or number of private assets can 
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influence firm performance. Animals are considered particularly important 

because animals such as goats, sheep, oxen, donkeys, and camels often function 

as the savings accounts of farmers who do not have bank accounts. In bad sesame 

production years, animals can be sold, while in good sesame production years 

animals will reproduce. Animals can function as collateral when obtaining loans 

and allow farmers to take more risks (in the hope of higher returns) when 

farming. 

For each of the resources and capabilities we determined how to calculate Value 

scores but in order to avoid lengthiness, we will describe only one. The Value 

scores of other resources and capabilities are calculated in similar ways. 

Example: Plowing and Sowing 

We already identified that for plowing and sowing the number of times of plowing 

is important, the timing of sowing, and the type of seed used. All this affects both 

quality and quantity (agronomical yield). From the focus group discussions we 

know that of these three aspects of plowing and sowing, the time of sowing is 

most important, followed by the number of times of plowing, and finally the type 

of seed used. 

We also know from the focus group discussions and the interviews with industry 

experts that generally speaking there are seven moments on which farmers can 

sow (time of sowing). The right time depends on the rainfall. After a dry period of 

around 7 to 8 months, it starts raining in Kafta-Humera. The first rainfall 

usually takes about two weeks. After these two weeks it is dry for a short period 

of time and then it starts raining again for about 3 – 4 months. The best time to 

sow is in the first week of the second period of rainfall because the moist soil 

together with sufficient new rainfall allows the seed to germinate and grow well. 

The risk of sowing earlier is that the period between the first and second rainfall 

takes long which may the seed cause to germinate and then die. However, the 

seed should not be sowed too late either since this would prevent the crop to 

mature before the dry season starts and too much humidity can make the seed 

‘drown’. We asked farmers objectively when they sowed the seeds. The answer 

was coded using seven options: 

1. Before the first rainfall 

2. In the first week of the first rainfall 

3. In the second week of the first rainfall 

4. Between the first and second rainfall 

5. In the first week of the second rainfall 

6. In the second week of the second rainfall 

7. After the second week of the second rainfall. 
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For this part of plowing and sowing respondents would get a score 5 if the answer 

was code 4, a score 4 if the answer was code 3, a score 3 if the answer was code 2, 

a score 2 if the answer was code 4, 6, or 7, and a score 1 if the answer was code 1.  

Plowing is preferably done three times. The minimum is one time, since sowing is 

done simultaneously with plowing. So for this part of plowing and sowing farmers 

scored a 5 if they plowed 3 times, a 3 if they plowed 2 times, and a 1 if they 

plowed only once.  

Finally, there are two types of seeds: the traditional seed and the improved seed. 

The improved seed is said to result in better yields and better resistance to 

drought. If farmers used the improved seed they would get a score 5, otherwise a 

score 1. 

Next we had to come to one score for plowing and sowing. Given the varying 

importance of the three different parts we did not just add the three scores and 

divided them by 3. Instead we multiplied the score for the timing of sowing by 3, 

the score for the number of times of plowing by 2, and the score for the type of 

seed used was not multiplied. We added the multiplied scores and the score for 

the type of seed used and divided by 6.  

In this way we asked questions about farmers’ comparative resource 

(dis)advantages in an objective way while interpreting the results using the 

qualitative data. 

In addition to the predictor variables we included four control variables in the 

analysis: 1) age of the firm, 2) (il)literacy, 3) village, and 4) cooperative 

membership, i.e. we control for the effect of membership of a cooperative as 

compared to non-membership.  

Step 3 

Once we identified the resources and capabilities and determined how to measure 

them we set out a survey among 375 small-scale sesame seed farmers in Kafta-

Humera. We already discussed above why we chose to collect data in Kafta-

Humera. In addition we need to add that we only collected data from ‘lowland’ 

villages in order to assure that respondents made use of the same sesame variety. 

We collected data in five villages (75 respondents per village). The data were 

collected from January to May 2013. We followed guidelines for doing strategic 

management research in developing countries as outlined by Hoskisson et al. 

(2000). This means that we worked together with local researchers and collected 

the survey data by means of face-to-face interviews. Given absence of electricity 

and mail delivery infrastructure we also had no other choice but to collect the 

data from each of the 375 respondents face-to-face. Issues with respect to 

language terms and understanding of concepts were investigated by means of 
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conducting pilot studies from November to December 2012. Hoskisson et al. 

(2000) also suggest to make use of mixed methods and multiple informants to 

increase reliability and validity, which is already an integrated part of the 

template. 

After data collection we were able the use the data of 367 observations. We 

excluded eight observations because of missing data. 

The measurement of independent variables is mentioned above. Concerning the 

dependent variable we used profit per hectare (ha). We used the average price 

farmers received for their sesame and multiplied it by their agronomical yields. 

We deducted costs using a standard costs model for sesame based on secondary 

data from different NGOs working in the area with sesame seed farmers. We did 

so because while farmers were willing to openly share data on the price they 

received and the number of quintals they harvested, they appeared more hesitant 

to share costs. We do not exactly know the reason. Not all farmers may be aware 

of the exact costs they made because they do not record costs (42.7% of the 

respondents are illiterate), but farmers may also be hesitant to inform on the 

exact profits they made to avoid tax or out of fear for organized crime (Hoskisson 

et al. 2000). Indeed we found many inconsistencies in the data on costs as 

provided by the respondents. Using a standard costs model, we argue, will lead to 

more reliable data. We subtracted the costs from the revenues and divided total 

profit by the number of hectares used for sesame production. 

Results step 3 

 We made use of both OLS and quantile regression techniques to analyze our 

data. Table 1 below provides the descriptive statistics and the correlations table. 

Given the large number of predictor variables the control variables are excluded 

from the correlations table. These can, however, be provided upon request. We do 

note that there are no multicollinearity problems. This is evident from the 

correlations but also from the VIF scores, which are all close to 1.  

The results from the regression analyses can be found in table 2. Table two 

consists of five columns. The first column demonstrates the results from the OLS 

regression, the second to fourth column the results from the quantile regression 

for quantiles .25, .50 (median), and .75. The fifth column provides the results for 

skewness.  

We can see from table 2 that the quantile regression results in different 

coefficients than the OLS regression. However, since there is overlap between the 

confidence intervals of the different quantiles and the OLS, none of the 

coefficients is significantly different from the coefficients of the OLS regression. 

As such in our case quantile regression does not provide a better estimation of 

profit than does OLS regression. Nonetheless we consider the results interesting 
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as an exemplary demonstration of how the template works. The coefficients 

increase with every quantile for the significant resources and capabilities 

storage, labor, and number of animals (although the latter one has the lowest 

coefficient for the median quantile which is significant at a 10% level). Location 

appears not to be significantly related for the upper quantile, while the time of 

selling is of most significance for the median quantile.
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Table 1 - Descriptive Statistics and Correlations  

  Mean St. 

Dev. 

N 1 2 3 4 5 6 7 8 9 

1 Profit 3345.26 4960.10 369 1         

2 Plowing 

Sowing 

2.5820 .6670 370 .099+ 1        

3 Weeding 3.4581 .6525 370 .024 .036 1       

4 Harvesting 3.9811 .5864 370 .149** -.045 .005 1      

5 Storage 2.6104 1.4012 370 .278*** .013 .068 .127* 1     

6 Labor 1.8502 .3030 370 .265*** .004 .096+ .110* -.026 1    

7 Location 3.2162 .5767 370 .118* .023 -.024 -.092+ .096+ .018 1   

9 Animals 16.3875 33.6405 369 .206*** .133* .092+ .007 .170** -.018 -.034 1  

10 Time of 

selling 

4.4478 4.6277 369 .267*** .014 .033 .109* .220*** -.030 .033 .060 1 

*** is significant at p < .001 ** is significant at p < .01  * is significant at p < .05   + is significant at p < .1 

 

Table 2 - results from regression analyses and tests for skewness - outcome variable Profit per ha in 1000 ETB 

Resource / 

capability 

OLS Quantile1 

(.25) 

Quantile2 

(.50) 

Quantile3 

(.75) 

Skewness 

Plowing and Sowing .5778 .2025 .4799 .8129 -0.10 

Weeding -.2765 -.2616 -.2382 .1409 0.17 

Harvesting .5298 .4185 .5564 .9473 -3.23*** 

Storage .7666*** .6070** .8221*** .9409** 0.20 

Labor 4.3256*** 3.2784*** 3.9817*** 4.8037** 0.93*** 

Location .6165 .8331* 1.1176* .1154 0.01 

Animals .0220** .0212** .0156* .0238* 6.63*** 

Time of selling .2361*** .1511** .2771*** .2173* 1.63*** 

Farm age .0018 -.0221 -.0060 -.0190  

Literacy .9023 .5523 .3812 1.0560  

Village 2 2.3494** 1.1903 2.4240** 2.5518  

Village 3 .7697 -.7807 -.2017 1.0130  

Village 4 .4490 .2128 -.0869 .0249  

Village 5 .2083 -.1752 -.6822 -.2303  

Cooperative 

membership 

-1.1508* -1.0124* -.6463 -.7074  

(pseudo) R2 28.35 17.58 18.87 18.90  

*** is significant at p < .001 ** is significant at p < .01  * is significant at p < .05    
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2.6 Discussion and conclusion 
Our aims with designing a template for empirical RBT research were to be able 

to collect in-depth data in a reliable way, to identify specific resources and their 

relative importance, and to develop a conjoint measure for Value and Rareness. 

Collecting data according to our template made our understanding of the 

industry comprehensive and the data robust. We have been able to identify which 

resources and capabilities contribute to performance and through the coefficients 

following from the analysis are able to rank the resources and capabilities in 

order of importance. We therefore argue that the template we designed can 

further empirical RBT research. 

The quantile regression does not provide a better estimation than OLS. 

Nonetheless we do still consider its results relevant. For the purpose of 

demonstrating how the template works, we consider the results relevant, 

particularly because the increasing coefficients for most quantiles exemplary 

demonstrate our argument. With larger samples the standard errors will reduce, 

increasing the relevance of quantile regression. We can also derive from the table 

that, as expected, the significantly negatively skewed variable cannot explain 

profit. Only normally distributed variables (those variables which are not 

significantly skewed) and significantly positively skewed variables can explain 

performance. As discussed in the literature section this is not to say that if a 

variable is significantly positively skewed that it can explain performance by 

definition. In short this means that both value and rareness are required 

characteristics of resources and capabilities in order to contribute to competitive 

advantage. If valuable resources do not carry the characteristic of rareness in its 

distributions than the resources will not be significantly related to competitive 

advantage. 

We conclude that the template can further empirical RBT research. In line with 

Armstrong and Shimizu (2007) we argue that low levels of empirical support are 

not attributable to the theory but to methods employed instead. With the current 

template RBT research can be conducted with increased rigor and detail. 

Interviews and focus group discussions with industry experts can reveal specific 

resources and hence open “the black box” in line with the argument by Rouse and 

Daellenbach (1999) that it is important to know which resources contribute to 

firms’ competitive advantages. In addition the context, which ultimately 

determines ‘value’ of resources (Priem and Butler 2001a) is taken into account. 

The survey data can provide convincing evidence base on a large sample 

(Armstrong and Shimizu 2007). With the focus on positively skewed and 

normally distributed predictor variables we can, in line with the theory, put more 

emphasis on outperforming firms, those with a competitive advantage, rather 
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than the average firm and study resources that are simultaneously Valuable and 

Rare. 

Besides the relevance to scholars the template has high managerial implications 

as well. The practical relevance comes from the specificity with respect to 

resources and which should preferably be given priority in order to improve a 

firm’s competitiveness.  

Limitations 

There are a number of limitations to the research we conducted. Firstly data are 

collected in a country and language foreign to the authors. We had to engage in a 

continuous reiterative process when collecting data in order to make sure that 

everything was well understood and correctly and completely translated. Despite 

techniques to deal with foreignness, there will always remain a part of 

foreignness when collecting data. Furthermore the collection of data according to 

the template is time consuming. Although data collection in industrialized 

countries will cost much less time, data collection still involves interviewing, 

focus group discussions, and the use of a survey. 

Further research 

We suggest further research to make use of larger samples in order to benefit 

from the benefits quantile regression brings. In order to explain clearly the 

different steps of the template we did not use advanced quantitative analyses in 

our current study, but more advanced quantitative analyses such as Structural 

Equation Modelling can further increase insights on the value of resources and 

conditions under which resources and capabilities are valuable. Longitudinal 

research can also be used to study the development of resources and capabilities 

within firms and how certain resources become valuable whereas others become 

less valuable. This is much in line with the concepts of dynamic capabilities and 

asymmetries. Longitudinal resources can furthermore be used to test the 

relevance of the resource characteristics ‘Inimitability’ and ‘Non-substitutability’ 

in VRIN. 
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Chapter 3 - Access to and usage of input factors by 

members of farmer cooperatives and non-members in 

Ethiopia 
 

3.1 Introduction 

Agriculture continues to be of vital importance for the world’s least developed 

countries in terms of gross domestic product (GDP), employment and export 

revenues (World Bank 2007; Gollin and Rogerson 2014). Approximately one-fifth 

of the world population are estimated to derive their incomes at least partly from 

farming, while another two-fifth are estimated to depend on agriculture for their 

livelihoods, though they do not directly engage in farming. The majority of these 

people reside in developing countries (Alston and Pardey 2014). An increase in 

income in farming would benefit hundreds of millions of smallholders. Yet 

resource constraints that poor smallholders are confronted with prevent them 

from appropriating created value in supply chains (Kaplinsky 2006). To benefit 

more from their farming activities farmers need to act entrepreneurially. The 

World Bank (2007) therefore speaks of farmers as entrepreneurs and their 

cooperatives as businesses. Collectively, it is argued, farmers are capable of 

creating business-like organizations that have better access to input factors and 

markets. 

In the field of development studies the potential of collective action to address 

development issues has been subject to a wide range of research topics (Adhikari 

and Lovett 2006; Bernard and Spielman 2009; Dasgupta and Beard 2007; Desai 

and Joshi 2014; Fischer and Qaim 2012; Naidu 2009; Poteete and Ostrom 2004; 

Ruttan 2008; Varughese and Ostrom 2001; Munshi and Parikh 1994). The 

theoretical potential of collective action is often acknowledged, yet in practice, for 

a variety of reasons, this potential often remains unrealized. Similarly the World 

Bank (2007) argues that farmer organizations have large potential to benefit 

their member farmers, yet often fail to do so in developing countries, particularly 

in Africa. Numerous studies have been published on how collective action would 

allow farmers to access input factors and markets which they cannot access 

individually (cf. Bernard and Spielman 2009; Barham and Chitemi 2009; 

Markelova, Meinzen-Dick, Hellin, and Dohrn 2009; Fischer and Qaim 2012; 

Desai and Joshi 2014). In the current chapter we study the potential of members 

of farmer cooperatives in Ethiopia to access farming input factors and utilize 

them efficiently to the end of creating profits for the farmers. We compare 

members of cooperatives to farmers who are not member and find that while 

members and non-members reach comparable profit levels, they do so in different 

ways. We find that members have better access to input factors yet utilize them 
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less efficiently than non-members with the exception of one input factor, namely 

speculating on price. Being able to benefit from speculating on price, however, is 

more the result of government policy favoring cooperatives rather than the result 

of cooperative management and deployment of input factors. In the current 

chapter we contribute to existing research in that we are one of the first to 

provide evidence based on quantitative data that members of cooperatives do not 

make as efficient use of input factors as do non-members. In addition we 

designed our research such that we do not only collect data on the three 

traditional input factors often used in agricultural economics research (land, 

labor, and capital), but include other input factors as well and measure them in a 

novel, reliable, and objective way. 

We proceed as follows. We continue below with reviewing literature on collective 

action and the importance of collective action to farmers. We discuss the context 

specific to Ethiopia. Next we discuss our data and methods, provide results and 

finally a discussion and conclusion. In the conclusion we provide policy 

recommendations. 

3.2 Literature 

Economies of scale and scope motivate farmers to organize in cooperatives and 

bundle assets. Cooperatives are powerful forms of organization for farmers but 

due to their nature of an organization owned by a collective of individual firms, 

are subject to challenges of collective action (Van Bekkum 2001; Beverland 2007; 

Olson 1965).  

Cooperatives have not been unequivocally successful in Africa despite the 

continent’s continued reliance on agriculture for its GDP, export revenues, and 

employment (World Bank 2007). Nonetheless the World Bank (2007: 8) argues 

that modern agriculture in developing countries “is led by private entrepreneurs 

in extensive value chains linking producers to consumers and including many 

entrepreneurial smallholders supported by their organizations.” While in practice 

cooperatives fail to live up to their potential, their theoretical potential is still 

sufficient reason to pursue well-functioning cooperatives.  

For farmers it is important to cooperate with others farmers in an effort to 

acquire, accumulate, develop, bundle, and deploy input factors. Such bundles of 

input factors can be developed by members contributing heterogeneous yet 

complementary input factors or homogeneous input factors resulting in 

economies of scale (Olson 1965; Wincent et al. 2010; Hitt, Dacin, Levitas, Arregle, 

and Borza 2000; Araujo Dubois, and Gadde 2003; Agarwal, Croson, and Mahoney 

2010; Beverland 2007). As a collective farmers can reduce transaction costs by 

supplying bulk to the market and collectively buying inputs, they can access 

different markets due to bulk, quality improvements or processing, they can 
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collectively invest in capital-intensive technologies and research and 

development, and finally they can increase their representativeness by means of 

lobbying (World Bank 2007; Berdegué 2001; Mesquita and Lazzarini 2008). 

While collective action offers opportunities to benefit from cooperation, it is 

subject to a variety of challenges resulting from individuals with individual 

interests pursuing a common interest in a collective. Unless cooperatives meet 

conditions for success, collectives are unlikely to succeed. For a collective to 

succeed complementary heterogeneous contributions are required as well as 

homogeneous contributions that result in economies of scale. Such contributions 

will result when members expect that individual gains exceed individual 

contributions. A problem with members aiming for individual gains larger than 

individual contributions is that distribution of relational rents among members 

proportionate to contributions may be neglected. As long as individual gains are 

larger than individual contributions, there is an incentive to participate in a 

collective even if other members are free-riding. As such Olson (1965) argues that 

members contributing nothing or little to a collective may benefit 

disproportionately as compared to members contributing a lot. He refers to this 

phenomenon as ‘the exploitation of the large by the small’. The larger the group, 

the more likely that such free-riding results. Wincent et al. (2010: 45) hereby 

refer to the “paradox of group size”. The paradox, or trade-off, is that the larger 

the group of firms that cooperates, the more input factors are accumulated, yet, 

at the same time, the larger the group, the more difficult it is to exploit the input 

factors.  

Problems associated with opportunistic behavior in groups can, at least partially, 

be overcome through governance of the group. First and foremost it is important 

that members, though heterogeneous with respect to contributions, are 

homogeneous with respect to the common goal (Olson 1965; Williamson 1975; 

Agarwal et al. 2010). Governance should ensure that once some members made 

contributions, others will not simply freely benefit from it but instead follow suit 

(Araujo et al. 2003). In addition only new members that increase current 

members’ gains should be allowed. It is important that gains resulting from 

cooperation are distributed in a way that is perceived as procedurally just (Luo 

2008; Kumar 1996). However, formal institutions are weakly developed in the 

world’s least developed countries. Even if formal institutions are ratified, 

enforcement often is still a problem. While this can be partially overcome by 

informal institutions, the larger the group gets, the more difficult it becomes to 

rely on informal institutions (Beverland 2007; Dolfsma and Van der Eijk 2010; 

Hoskisson et al. 2000; Luo 2008; Mesquita and Lazzarini 2008; Olson 1965; 

Wincent et al. 2010).  
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The World Bank (2007) lists different challenges that collectives in developing 

countries face. Some of these challenges violate the conditions for success of 

collective action. A first is the conflict between efficiency and equity: “Producer 

organizations typically operate in the context of rural communities where they 

are subject to norms and values of social inclusion and solidarity. This may clash 

with the requirements of professional, business-oriented organizations that must 

help members compete to survive in the market place. In the name of inclusion, 

organizations have difficulty excluding members who do not comply with 

obligations. In the name of solidarity, they are pressed to cross-subsidize poorer-

performing members at the expense of better performers, thereby weakening 

rewards for efficiency and innovation. They are also frequently pressed to deliver 

public goods to the community, putting a drain on their resources.” (World Bank 

2007: 155). Another problem is the heterogeneity in terms of members and their 

goals and positions within collectives, serving the interests of some over the 

interests of others. Collectives are furthermore constrained by limited 

managerial capacity, and weak institutional environments (World Bank 2007). 

In other words, though cooperatives have much potential in theory, in practice 

they are confronted with serious challenges. In the current chapter we are one of 

the first to quantify access to and usage of input factors by members and non-

members of cooperatives and study efficiency in their usage.  

Ethiopia 

Ethiopia is one of the world’s least developed countries, ranking place 173 on the 

human development index. In pursuit of economic growth the country’s strategy 

is to invest in development of the agricultural sector by means of, among other 

things, stimulating membership of farmer cooperatives by small-scale farmers. 

The proven relevance of farmer cooperatives in different parts of the world forms 

the basis on which the country’s strategic direction in what is called the “growth 

and transformation plan” is based. Nonetheless the country suffers from an 

institutional environment that falls short in creating incentives for collective 

action. The government currently pursues a strategy to organize all farmers in 

one cooperative per village. According to law no two (or more) cooperatives with a 

certain purpose may be established in a village. The government interferes in the 

establishment and management of cooperatives, because of which almost all 

cooperatives are so-called ‘multi-purpose cooperatives’. Since these cooperatives 

cover basically every thinkable purpose, there is no more space for other 

cooperatives, and even if there were such space, the government would not 

provide permission for its establishment. Cooperatives are furthermore expected 

to bring benefits not only to members, but to the wider community as well. In 

other words, on the spectrum of private goods, club goods, and public goods, 

services provided by the cooperative are seen more as public goods than as club 

goods. This, for example, means that a cooperative with a tractor does not give 
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priority to members over non-members when renting out the tractor but instead 

rents out the tractor on a first-come-first-served basis, even though the tractor is 

(indirectly) paid by the members. Similarly in informal meetings leaders of 

cooperatives are persuaded to buy fertilizer from the state-owned monopolist and 

sell it to farmers in the village. In practice this meant that in the years in which 

we were collecting data cooperatives used profits made from trading in members’ 

produce not to distribute it to members in forms of cash (dividend) but to trade in 

fertilizer. The risky nature of this business became apparent when a cooperative 

only succeeded in selling the fertilizer to farmers when it reduced the selling 

price to 10% of the price it had paid to the state-owned monopolist. While the 

cooperative engages in risky investments farmers can become member (and 

hence co-owner of the cooperative’s assets) for less than US$ 3.00.  

The number of implications that the regulations have on entrepreneurial 

behavior are numerous and the list is much longer than the few examples 

mentioned above. However, what it illustrates is that farmers who are ambitious 

and make efficient use of their input factors are discouraged to participate in the 

cooperative. Despite the potential of collective action, if the goals of the 

cooperative do not align with the goals of the ambitious farmer, then the 

ambitious farmer most likely does not benefit from membership. Forming a 

cooperative with similarly ambitious other farmers, on the other hand, is not 

allowed in Ethiopia.  

The importance of cooperating with other farmers with similar ambitions is 

illustrated by a cooperative called Humera 2 in the area where we collected data. 

We did not include its members in our sample, because of the 17 members only 3 

are sesame seed farmers, which is a too small number to conduct statistical 

analyses. Nonetheless it is clear from studying this cooperative using case study 

methods that they meet all requirements for success of collective action. The 

cooperative was formed shortly after the Ethiopia-Eritrea border war over a 

decade ago. They started with a group of 18 farmers of whom 17 are still member. 

They made clear regulations about (heterogeneous) contributions everyone had to 

make in kind and in cash, the development of the share price, sharing of 

revenues, investment plans, et cetera. No new members were accepted and share 

prices increased from 3,000 Ethiopian Birr at inception to 50,000 Ethiopian Birr 

during the last interview (as compared to 50 Ethiopian Birr for regular 

cooperatives). Sanctions on free-riding behavior were formulated and revenues 

were supposed to benefit group members in the first place rather than the wider 

community. They did not abide by the Ethiopian regulations and were able to 

circumvent these regulations because of their status as former fighters of the 

liberation front that toppled the former military regime in 1991 and forms the 

country’s government since then. Currently the cooperative engages in a wide 

range of diverse activities, makes profits, invests and its members consume. This 
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example illustrates that if farmers want to be more profitable, they need to 

cooperate with like-minded others. 

Nonetheless, in order to stimulate cooperative membership (of the one 

cooperative in a village), cooperatives are given a few privileges, of which tax 

exemptions and possibilities to sell produce via the Ethiopia Commodity 

Exchange and, or, to export produce directly, are the most important ones. In 

Ethiopia an auction hall called the Ethiopia Commodity Exchange (ECX) has 

been institutionalized for the trade of different crops, including the country’s two 

most important crops in terms of revenues, namely coffee and sesame seed. In 

order to deliver to the ECX the seller needs to provide at least 50 quintals. 

Individual small-scale coffee and sesame seed farmers normally do not reach 

such quantities. This implies that farmers can only sell via the ECX if they 

cooperate with other farmers. Given the high fees to become member of the ECX, 

a large group is needed in order to earn back these costs. Some cooperatives did 

become member of the ECX and hence can sell via the ECX at any time. In 

addition different cooperatives are organized jointly in a separate entity called 

the Union. The Union has organizational assets in the form of management, 

language and accounting skills, network, and the like, to be able to engage in 

export, where individual cooperatives lack such capacity. This means that 

cooperatives and their members have two additional sales outlets as compared to 

non-members: The ECX and the (exporting) Union. The two additional sales 

outlets can benefit members of cooperatives because non-members can only sell 

sesame to spot-market traders (who in turn sell via the ECX). Selling via the 

ECX or to the Union by cooperatives brings major benefits as compared to selling 

to spot market traders. Firstly spot market traders are abundantly present short 

after the harvesting season in all villages (i.e. late October). Yet, as time goes by, 

the number of spot market traders reduces quickly, particularly after December. 

Lack of spot market traders reduces the bargaining power and increases the 

transaction costs of farmers who sell to these traders. This is highly different for 

the ECX. The auction floor at the ECX is open all year round. In addition 

payments always follow within two days after sellers sold sesame via the ECX. 

Quick payment is realized because buyers of sesame (Ethiopian exporters located 

in Addis Ababa) first need to deposit an amount of money before they can buy 

sesame. The amount of sesame they are allowed to buy depends on the amount of 

money that they deposited. Sellers can thus rest assured that, given that there 

are buyers, they can sell anytime via the ECX if they like the price. The ECX 

records the daily prices of sesame and from these data we learn that in the year 

in which we collected data the price of sesame increased gradually from around 

2,000 Ethiopian Birr per quintal (depending on quality; the local measuring 

standard of 1 quintal equals 100 kilogram) just after the harvest (i.e. late 

October) to around 3,500 Ethiopian Birr late April. In just half a year the price 
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increased by 75%. The Union even bypasses Ethiopian buyers (i.e. exporters) of 

sesame when they sell sesame directly to an importing firm. If this is arranged 

throughout the year, members of cooperatives can benefit from this as well. 

Given the privileges of cooperatives together with restrictive institutions being 

imposed on them it remains ambiguous what the net benefits are to members. 

While the government creates disincentives for those pursuing effective 

deployment of input factors, membership may allow benefiting from direct export 

and access to the ECX. 

3.3 Data and Methods 

We collected data among sesame farmers in a county called Kafta-Humera in the 

Northwest of the region Tigray. The county borders Sudan and Eritrea. It is a 

drought-prone hot area where only two crops can grow well given the traditional 

rain-fed agricultural practices that are still employed: sorghum and sesame seed. 

A tractor used for plowing is the only non-traditional aspect of farming in this 

area. We collected data among 375 small-scale sesame seed farmers of whom 

approximately half is member of a cooperative and half is not. We chose to collect 

data in the Northwest of Ethiopia because many cooperatives in this region are 

established around the same time, namely some six to seven years after the 

DERG regime had been toppled by liberation fronts. The region Tigray, in the 

North of Ethiopia, formed the scenery where the worst fights against the military 

regime took place. Consequently, for a long time, soils were not exploited fully for 

agricultural purposes. It was not until after that war that more farmers started 

to come to the Northwest of Ethiopia to start farming sesame and sorghum. Later 

on they also established cooperatives. The setting provides a good place for 

collecting data on the use of input factors and profits generated since many 

farmers only produce sesame. Sesame is a cash crop solely produced for the 

generation of profits. Except for some sowing seed and some sesame for luxury 

hotels in the capital city of Ethiopia, Addis Ababa, all sesame is exported. Sesame 

is not a food crop used for home consumption. Sesame farming furthermore 

involves the outsourcing of certain activities such as plowing by someone with a 

tractor and weeding by migrant laborers. Since not all activities are carried out 

by the farmer himself, high costs are incurred prior to selling the produce. 

Overall farmers have strong incentives to obtain the highest agronomical yields 

and price as possible. 

Variables  

In the current study we employ a novel methodology in which we go beyond the 

three traditional input factors in agricultural economics studies (land, labor, and 

capital) to add more detail to variances existent in farmer inputs and hence 

explain with greater specificity variance in farmers’ profits. We collected 

qualitative data to study variances in input factors and how variances could 
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explain higher or lower profits. We conducted 131 interviews with stakeholders of 

the sesame seed supply chain and held two focus group discussions with industry 

experts in order to identify critical input factors. In total we identified eight input 

factors that can explain variances in profits. We studied in what respects the 

eight input factors vary and used these ways in which the input factors vary to 

ask objective data to farmers in the questionnaires. As such we obtained highly 

specific data for each of the respondents concerning their farming practices. The 

input factors are listed below as well as with the ways in which each of these 

input factors vary: 

 Plowing and sowing 

o Number of times of plowing 

o Time of sowing 

o Type of seeds used 

 Weeding 

o Weeding after flowering in the previous year 

o Number of times of weeding 

o Time of weeding 

 Harvesting 

o Time of harvesting 

 Storage 

o Floor materials 

o Wall materials 

o Roof materials 

o House or not 

o Plastic shelter on the field or not 

 Labor 

o Provisions to hired laborers (food, water, shelter, et cetera) 

o Repeated contracts with hired laborers 

o Number of household members working on the farm 

 Location 

o One of the ‘favored’ locations 

o Soil quality 

o Distance between the respondent’s home and field 

o Distance from the respondent to a large-scale farmer 

 Time of selling 

o Generally speaking the later the better 

 Number of animals (as proxy for capital) 

o Generally speaking the more the better 

 

Plowing and sowing is important for both the agronomical yield and quality. 

Plowing is done preferably three times (although many farmers plow only once), 

and sowing is done preferably in the first week of the second period (of two 

periods) of rainfall, using improved rather than traditional seeds. Farmers do 

often not follow these rules because they are not aware or because they do not 

have the required input factors. When farmers, for example, knew what the best 
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time of sowing is, but did not sow at that time we asked why they did not do that. 

Often they replied that there was a lack of machinery (i.e. tractors and plowing 

machines for rent) or lack of capital (renting a tractor is most expensive during 

peak demand). 

Similarly there is a variety in the way farmers weed and harvest, which are also 

important input factors  to improve agronomical yield and quality and to manage 

rainfall. Storage is important to prevent theft, damage on the crop resulting from 

humidity, and lost harvest because of strong winds. Capital can help farmers 

attract the right machinery and labor at the right time in order to plow, sow, 

weed, and harvest as desired. Since the small-scale farmers in Kafta-Humera 

have no bank account and are typically unwilling to share information on the 

amount of capital they have, we use the number of animals as a proxy for capital. 

Animals such as goats, sheep, oxen, donkeys, and camels often function as the 

savings accounts of farmers who do not have bank accounts. In bad sesame 

production years, animals can be sold, while in good sesame production years 

animals will reproduce. Animals can function as collateral when obtaining loans 

and allow farmers to take more risks (in the hope of higher returns) when 

farming. Labor is important in order to obtain good quality and agronomical 

yields and to avoid theft. Careful weeding is important in order not to damage 

the crop, yet as many weeds have to be removed as possible in order to give the 

crop the space to grow well. Location is important because of soil fertility, 

capacity of land to avoid water-logging, proximity to asphalt roads and proximity 

to large-scale farmers and the farmers’ homes. Farmers can live up to 80 

kilometers from their fields. Proximity to large-scale farmers is important 

because large-scale farmers own tractors and plowing machines. Given their 

ownership of these machines they will plow sufficiently and at the right times. 

Bordering fields of small-scale farmers can, if paid for, relatively easy be included 

in the plowing and sowing process of large-scale farmers. Finally, the time of 

selling is important in order to obtain a high price. Generally speaking the price 

is lowest just after harvest time and increases gradually throughout the following 

year.  

For each of the input factors we determined with the industry experts during the 

focus group discussions how to rate their variances. Most of the input factors 

were given a score ranging from 1 to 5, except for the number of animals and 

time of selling, for which the actual number of animals is used as continuous 

variable and the actual average time of selling as well. Farmers sometimes sell 

their produce in different batches at different periods of time and therefore the 

average is taken. It is argued that, in general, the more animals the better and 

the later one sells the sesame, the better.  
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The above list illustrates that each of the input factors consists of 1-5 different 

items which can each vary again. Though each of the items is given a score of 1-5 

we decided not to measure the items independently but make composite 

measures instead. The main reason lies in the argumentation of the focus group 

discussants who argued that the composited items cannot be seen independently. 

The items of each of the input factors are interrelated and affect the efficiency of 

the input factor. Consider for example plowing and sowing. The timing of sowing 

is important, but the extent to which farmers benefit from the time of sowing 

depends on what seeds are sown and in what soil (i.e. how many times is it 

plowed?). Plowing and sowing go inseparably together. Sowing is done 

simultaneously with plowing. The interesting feature of composite measures is 

that with greater specificity distinctions are made between those farmers who 

perform well on  all items versus those who perform well on only one or two. In 

other words the group that scores 5 for time of sowing is larger than the group of 

farmers that score 5 for each of the three items. Hence we distinguish those 

farmers who exploit the best time for sowing by making use of sowing the right 

seeds in well-plowed soils from those who do not and expect this to improve the 

linear relationship. We also ran regression analyses without the composite 

measures and indeed the R2 and the number of significant coefficients was much 

lower. The composite measures add specificity because all of the composite 

measures except storage (for which there is a clear continuum from score 1 to 

score 5) consist of one or two items that can have only two or three values (1 and 

5 or 1, 3, and 5). As such these items give a positive (score 5) or negative (score 1) 

weight to the other item(s) which can have all integer values from 1-5. Since 

those items for which there are only two or three values are typically 

significantly positively skewed, those respondents who score well on each of the 

items is clearly a smaller group than those who score well on only 1 of them. 

There are, for example, two types of seeds that can be used for sowing: the 

traditional and the improved variety. The vast majority of farmers uses the 

traditional seed and are given a score 1, while the others receive a score 5. 

Because of these two options the group of respondents who score a 5 for the time 

of sowing is divided into two groups: one that additionally scores a 5 for the type 

of seeds used and one that does not. 

In order to avoid lengthiness, we will describe only one of the six variables for 

which we calculated scores ranging from 1 to 5. The scores of other input factors 

are calculated in similar ways. 

Example: Plowing and Sowing 

We already identified that for plowing and sowing the number of times of plowing 

is important, the timing of sowing, and the type of seed used. All this affects both 

quality and quantity (agronomical yield). From the focus group discussions we 

know that of these three aspects of plowing and sowing, the time of sowing is 
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most important, followed by the number of times of plowing, and finally the type 

of seed used. 

We also know from the focus group discussions and the interviews with industry 

experts that generally speaking there are seven moments on which farmers can 

sow (time of sowing). The right time depends on the rainfall. After a dry period of 

around 7 to 8 months, it starts raining in Kafta-Humera. The first rainfall 

usually takes about two weeks. After these two weeks it is dry for a short period 

of time and then it starts raining again for about 3 – 4 months. The best time to 

sow is in the first week of the second period of rainfall because the moist soil 

together with sufficient new rainfall allows the seed to germinate and grow well. 

The risk of sowing earlier is that the period between the first and second rainfall 

takes long which may the seed cause to germinate and then die. However, the 

seed should not be sowed too late either since this would prevent the crop to 

mature before the dry season starts and too much humidity can make the seed 

‘drown’. We asked farmers objectively when they sowed the seeds. The answer 

was coded using seven options: 

1. Before the first rainfall 

2. In the first week of the first rainfall 

3. In the second week of the first rainfall 

4. Between the first and second rainfall 

5. In the first week of the second rainfall 

6. In the second week of the second rainfall 

7. After the second week of the second rainfall. 

 

For this part of plowing and sowing respondents would get a score 5 if the answer 

was code 4, a score 4 if the answer was code 3, a score 3 if the answer was code 2, 

a score 2 if the answer was code 4, 6, or 7, and a score 1 if the answer was code 1.  

Plowing is preferably done three times. The minimum is one time, since sowing is 

done simultaneously with plowing. So for this part of plowing and sowing farmers 

scored a 5 if they plowed 3 times, a 3 if they plowed 2 times, and a 1 if they 

plowed only once.  

Finally, there are two types of seeds: the traditional seed and the improved seed. 

The improved seed is said to result in better yields and better resistance to 

drought. If farmers used the improved seed they would get a score 5, otherwise a 

score 1. 

Next we had to come to one score for plowing and sowing. Given the varying 

importance of the three different parts we did not just add the three scores and 

divided them by 3. Instead we multiplied the score for the timing of sowing by 3, 

the score for the number of times of plowing by 2, and the score for the type of 
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seed used was not multiplied. We added the multiplied scores and the score for 

the type of seed used and divided by 6.  

In this way we asked questions about farmer’s variances in farming inputs in an 

objective way while interpreting the results using the qualitative data. 

In addition to the predictor variables we included four control variables in the 

analysis: 1) village, 2) age of the firm, 3) (il)literacy, and 4) cooperative 

membership (for the whole sample). The outcome variable was measured as the 

profit per hectare. Since the outcome variable measures profit per hectare, farm 

size is already accounted for in the outcome variable and therefore not included 

as control variable. 

The survey was pilot tested from December 2012 to January 2013. From March 

to May 2013 survey data were collected using the final version of the survey. 

3.4 Analysis and results 

Our empirical analysis consists of two parts. First we compare member farmers 

to non-members in terms of their performance and access to input factors. Using 

simple mean comparison tests we analyze whether there are significant 

differences in the resource endowments of farmers across these two groups and if 

average profitability differs. However, because membership in cooperatives is not 

random, profitability differences are likely to be biased. As we will document both 

groups do not have similar access and endowments of resources. Therefore, we 

continue to test profitability differences based on propensity score matching. 

Propensity score matching allows yielding more realistic estimates of the impact 

of cooperative-membership on profitability by finding comparable non-members.  

In the second part, we continue to analyze how the two groups make use of the 

input factors. Using Ordinary Least Squares (OLS) regression we compare the 

relationships between input-factor endowment and profitability for member 

farmers and non-members. The coefficients inform us how an increase in input 

factors increases profits per hectare for members and non-members. In order to 

test for the effect of membership on slope differences we also report linear 

hypothesis tests for the differences in slopes for each of the input factors. 

Input factor endowment and profitability of members and non-members of farmer 

cooperatives  

In Table 1 we provide the results of the two-sample t-tests comparing 

profitability and input factor differences for members and non-members. 

Interestingly, the profits that members and non-members make do not differ 

significantly from one another. However, there are some significant differences 

regarding the input factors. Members score significantly higher than non-

members for three input factors, namely Weeding, Storage, and the Number of 
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Animals. Concerning the other input factors there are no significant differences 

in the access to these input factors between members and non-members. These 

results suggest that non-members seem to be able to achieve similar levels of 

profits while having fewer input factors available to produce them.  

Table 1. Simple comparison of profits and input factors of member and non-members 

 Members Non-Members 

 Mean St. Dev. Mean St. Dev. Sig.  

Profit per ha 3241 4798 3486 5152 .637 

Plowing & Sowing 2.6323 .6634 2.5234 .6685 .117 

Weeding 3.5226 .6672 3.3830 .6285 .040 

Harvesting 3.9698 .5938 3.9942 .5790 .692 

Storage 2.8442 1.435 2.3382 1.3134 .000 

Labor 1.8610 .3031 1.8377 .3033 .463 

Location 3.2312 .5607 3.1988 .5959 .592 

Animals 20.4646 31.0637 11.6667 35.9135 .012 

Time Selling 4.4149 4.4950 4.4858 4.7898 .884 
Note: Two-sided mean comparison test. The number of observations for members of cooperatives is 198 and the 

number of observations for non-members is 171. 

Since it is likely that the decision to join farmer cooperatives is not independent 

of the available input factors we also calculated the average treatment effect 

(ATE) and the average treatment effect on the treated (ATET) using propensity-

score matching. This allows us to compare profitability of members and non-

members that have similar endowment of factor inputs. In addition to matching 

members to non-members based on factor endowment we also consider the 

farmers’ location (proxied by the village) to match both groups. In our case the 

propensity-score matching estimator matches on the estimated treatment 

probabilities using a logit model. One of the central assumptions required to 

estimate the effect of membership on profits using propensity score matching is 

that each individual farmer has a positive probability of becoming member of a 

cooperative. To assure that this assumption is not violated Figure 1 plots the 

estimated densities of the probability of being member. This figure displays the 

estimated density of the predicted probabilities that a non-member farmer is a 

non-member and the estimated density of the predicted probabilities that a non-

member farmer is a member. Since both plots do not indicate too much 

probability mass near 0 or 1 and the estimated densities have most of the masses 

in areas in which they overlap we do not have evidence that the overlap 

assumption is violated.  
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Figure 1. Overlap graph 

 

Table 2 reports the average treatment effect (ATE) and the average treatment 

effect on the treated (ATET). The ATE is the average effect of the treatment in 

the population, i.e.             , while the ATET is the average treatment 

effect among those that receive the treatment (                 , with t=1 

denoting the treatment group of members). In both cases we observe that 

membership in a farmer cooperative is negatively related to profits per hectare 

and that this negative effect turns out to be rather similar in effect size. However 

the ATET turns out to be only significant at the ten percent level. Our estimates 

indicate that if farmers that are members of cooperatives leave the cooperative 

and have to use the existing (and higher level) of inputs as efficient as the non-

members do, their profitability would increase by 1.350. This translates to 1,350 

Birr ≈ 53€ ≈ 68 US-$ per 1 hectare – based on the average prices in the period 

under investigation this implies an additional 75-100 kg of sesame per hectare. 

After cross-checking with industry experts our estimates seems to be quite 

realistic. 
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Table 2. ATE and ATET of membership in farmer cooperatives (Profit in 1,000 Ethiopian Birr (ETB)) 

 Treatment 

effect 

Std. 

error 

P>|z| Potential outcome 

for membership= 

Yes 

Potential outcome 

for membership= 

No 

Average 

treatment effect 

(ATE) 

-1.239 0.589 0.036 2.844 4.083 

Average 

treatment effect 

on the treated 

(ATET) 

-1.359 0.791 0.086 3.247 4.606 

 

Our results regarding the differences in factor endowments and profitability 

indicate that members of a cooperative have similar profitability then non-

members while employing more factor inputs. Once we compare farmers with 

similar levels of factor inputs, substantial differences in profitability between 

members and non-members are observed. This calls for a more fine-grained 

analysis how an increase in each of the relevant input factors relates to profits 

per hectare, both for farmers that are member and those that are not member of 

a cooperative. 

Utilization of input factors of members and non-members of farmer cooperatives 

In order to investigate how efficiently members and non-members of farmer 

cooperatives employ their resources we regress productivity on the set of 

production factors allowing for contingency between members and non-members 

by employing interaction terms between membership-status and each production 

factor. The results from this exercise are documented in Table 3. Next to the 

estimation results Table 3 also reports slope differences between members and 

non-members and whether these differences are significant. 

We observe that plowing and sowing, harvesting, storage, labor, and animals 

exhibit a positive relationship to profits for the group of non-members at the five 

percent level. In addition, for non-members, the coefficients for location, literacy, 

and experience in sesame farming turn out to be positive and significant at the 

ten percent level. For farmers that are member of cooperatives storage, labor, 

animals, time-selling, and literacy are positive and significant at the five percent 

level while plowing and sowing are positive and significant at the ten percent 

level only. Interestingly, we find for members of cooperatives with more 

experience in sesame farming lower profitability levels. 

The more informative insights of this exercise are the differences in the slopes 

between non-members and members. Such differences display dissimilarities in 

farmer’s utilization of input factors. A negative and significant difference in the 

slope indicates that non-members are better able to utilize the inputs they 
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possess to produce and market sesame, while a significant positive difference 

indicates that members have an advantage in employing a resource compared to 

non-members. 

We find that non-members are better able to utilize harvesting, labor, and 

location resources (slope differences significant at the five percent level). In 

addition there is some evidence that farming experience benefits non-members 

but not the members of cooperatives. Next, we also find some weak indication 

that storage capacities are employed more efficiently as well (slope differences 

significant at the ten percent level). For plowing and sowing, weeding, animals 

and literacy we do not find significant differences in the slopes of the two groups. 

Members are better able to utilize the benefits resulting from speculating on 

price, or ‘time of selling’. 

As a robustness check to the average treatment effect reported in the previous 

section we also calculated the predicted values assuming no farmer being 

member of a cooperative and contrast this predicted values assuming all farmers 

belong to a cooperative. The predicted values are reported in Table A3 in 

appendix (A) and are rather close to the potential outcome for membership and 

non-membership reported in Table 2.
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Table 3. Regression results (Dependent variable profit per hectare in 1,000 ETB) 

  Regression 

results 

Δ Non-Members/Members 

Plowing and 

sowing 

Non-Members  0.579** -0.0315 

 (0.0294) (0.0197) 

Members 0.547*  

 (0.0491)  

Weeding Non-Members  -0.265 0.118 

 (0.124) (0.0597) 

Members -0.147  

 (0.0643)  

Harvesting Non-Members  1.094** -1.0616** 

 (0.0453) (0.0844) 

Members 0.0320  

 (0.0392)  

Storage Non-Members  0.946** -0.2074* 

 (0.0174) (0.0239) 

Members 0.738***  

 (0.00652)  

Labor Non-Members  5.385*** -1.521** 

 (0.0450) (0.0583) 

Members 3.864***  

 (0.0133)  

Location Non-Members  1.434* -1.3201** 

 (0.133) (0.0618) 

Members 0.114  

 (0.0708)  

Animals Non-Members  0.0279** -0.00953 

 (0.00141) (0.00231) 

Members 0.0184**  

 (0.000895)  

Time Selling Non-Members  0.111 0.213** 

 (0.0202) (0.00689) 

Members 0.324**  

 (0.0134)  

Literacy Non-Members  0.798* 0.0909 

 (0.0676) (0.0662) 

Members 0.889***  

 (0.00138)  

Farming 

experience (Firm 

age) 

Non-Members  0.0653* -0.121** 

 (0.0103) (0.00321) 

Members -0.0554*  

 (0.00708)  

Cooperative   11.10**  

membership  (0.553)  

Constant  -20.75***  

  (0.208)  

Village fixed 

effects 

 Yes  

Observations  367  

R-squared  0.311  

Note: Standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1. Standard errors are clustered across 

membership status. Δ Non-Members/Members reports contrasts of marginal linear predictions in the slope 

between members and non-members.  
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3.5 Discussion 

Members and non-members reach comparable profit-levels that do not differ 

significantly, yet do so in different ways. Assuming similar input factors non-

members are expected to outperform members significantly. This is an important 

and interesting finding based on rigorous data that can shed light on why so 

many cooperatives in Africa fail to utilize their potential (see World Bank 2007). 

Our data suggest that farmers as collectives have difficulties in exploiting the 

input factors to which they have better access than non-members. It is only 

because of the exploitation of one input factor, namely selling late in the season, 

that profit-levels between members and non-members do not differ significantly. 

If non-members were not constrained by the absence of spot-market traders or 

the minimum delivery quantity of 50 quintals by the ECX, non-members would 

perform much better than members. Reversing this statement we can argue that 

if members of cooperatives would be able to make as efficient use of the input 

factors plowing and sowing, harvesting, storage, labor, location, and number of 

animals as non-members their profit would be much  larger.  

Speculating on price fluctuations is a common tactic in the agribusiness industry. 

We can learn from the data that speculating on price can also be highly lucrative 

to farmers. More interesting, however, is that only members benefit from this 

tactic. This is not only the result of productive outcomes of collective action, but 

also the consequence of the subsidization by the Ethiopian State of the ECX. An 

important question is why farmers fail to exploit the theoretical potential of 

collective action. The explanation most likely has to be found in intra-group 

heterogeneity and relatedly selection mechanisms for cooperative membership, 

similar to previous discussions such as by the World Bank (2007). The costs and 

benefits of heterogeneity are highly debated in collective action literature. As 

mentioned before, heterogeneity with respect to complementary inputs is 

required in order to create synergy effects, but homogeneity is required with 

respect to the collective goal. The current institutional fabric in Ethiopia does not 

allow for more than one cooperative per village (except for a handful of privileged 

farmers, such as former fighters). The cooperative is also considered to be more a 

provider of public goods rather than club goods. This may result in free-riding 

and other forms of opportunistic behavior as well as little incentives to invest and 

take risks. Farmers can choose to become member of a cooperative that is a 

melting pot of members heterogeneous with respect to goals or choose not to 

become a member. As a direct consequence of the problems of collective action the 

efficiency with which input factors are utilized may reduce, which explains why 

members make less efficient use of the input factors. Another complementary 

explanation is that the institutional fabric creates incentives for those farmers 

who do know how to make efficient use of input factors not to become member. 

After all they know that membership may results in reduced efficiency. For most 
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farmers the possibility to benefit from selling late in the season may not be 

sufficient reason to join the cooperative. Most farmers sell (part of) their produce 

right or shortly after the harvest in order to repay loans with excessive interest 

rates. Only richer farmers who do not borrow money and have excess capital to 

live without selling sesame short after the harvest for a while can benefit from 

selling later in the season. Indeed, when we consider the number of animals as a 

proxy for capital, we see from the t-test that member farmers are significantly 

richer than non-members. The number of animals often represents the savings 

accounts of poor rural families who do not have bank accounts. In times of 

successful harvests animals can reproduce, whereas in times of bad harvests 

animals can be sold in order to cover daily expenditures. 

The cooperative does not seem to provide instruments to increase the efficiency of 

the utilization of input factors by members. This could be explained by the 

perspective on cooperatives in Ethiopia as organizations that provide public 

rather than club goods. Unless contributions result in rents that can be 

appropriated by the members, contributions (investments) are unlikely to be 

made and hence growth opportunities are constrained. It should therefore not 

come as a big surprise that the cooperatives fail to provide instruments for 

efficient utilization of input factors. 

3.6 Conclusion and policy implications 

Collective action provides small farmers in theory the potential to benefit from 

jointly created and utilized input factors. Nonetheless, as the World Bank (2007) 

and others argue, the theoretical potential often remains unrealized in 

developing countries. With a rigorous quantitative study we confirmed and added 

depth to what the World Bank (2007: 155) wrote in the 2008 World Development 

Report: “In the name of inclusion, organizations have difficulty excluding 

members who do not comply with obligations. In the name of solidarity, they are 

pressed to cross-subsidize poorer-performing members at the expense of better 

performers, thereby weakening rewards for efficiency and innovation. They are 

also frequently pressed to deliver public goods to the community, putting a drain 

on their resources.” Similarly in the current chapter we argue that the absent 

possibility for farmers to join other farmers with similar goals results in collective 

action problems that reduces the efficiency of farmers’ utilization of input factors 

and creates incentives for others not to join the cooperative. Farmers are often 

considered to be homogeneous and hence it is often thought that any group of 

farmers producing a certain crop can cooperate. However, we conclude that for 

collective action to succeed farmers need to work together with others who have 

similar ambitions. We already demonstrated that the access to and utilization of 

input factors varies among farmers despite their homogeneity. Similarly we can 

argue, albeit mostly on theoretical bases, that farmers vary with respect to their 
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goals, their aspirations as well. Small business management literature 

distinguishes entrepreneurial small business owners from managerial business 

owners. The former are more innovative, risk-taking, and pro-active than the 

latter and hence are often the ones realizing high growth of new firms (Wiklund, 

Patzelt, and Shepherd 2009; Busenitz and Barney 1997; Chen, Greene, and Crick 

1998). Similarly aspirations between farmers, as small-business owners, will 

differ, particularly between those who are pre-dominantly driven by necessity 

and those who are pre-dominantly driven by opportunity to engage in farming 

(Naudé 2010; Carsrud and Brännback 2011). 

Policy implications 

Our findings do neither make us suggest members to quit the cooperative nor 

non-members to become member in case benefits arising from speculating on 

price outweigh efficiency losses of input factors. The most important reason is 

that such a recommendation would not tackle the problems where they originate, 

namely in the perception of policy makers that farmers are homogeneous. Their 

heterogeneity in terms of skills, entrepreneurial intent (goals), innovativeness, 

risk-taking propensity, trustworthiness, et cetera, is ignored. Currently there are 

no opportunities for farmers who know how to utilize input factors efficiently to 

benefit from collective action. Available options are not attractive to them and 

they are prevented from creating other options. A first policy recommendation 

therefore is to allow free organization by farmers and support them in working 

together with similarly ambitious others. Success factors of collective action need 

to be well understood and the ostensible homogeneity of commodity producers is 

not a criteria for grouping them. Criteria for grouping should be based on farmer 

goals. Secondly a policy recommendation is to allow all farmers to benefit from 

speculating on price. Speculating on price is a common tactic in agribusiness, but 

often not done by farmers. However, as the results show, farmers can benefit 

highly from speculating on price. A policy recommendation therefore is to aim for 

inclusion of all farmers, independent of cooperative membership, in the 

commodity exchange. Relatedly a policy recommendation is to provide low-

interest loans to farmers. Low-interest loans would reduce the necessity for 

farmers to sell their sesame directly or shortly after the harvest. A third policy 

recommendation would be to consider cooperatives as organizations delivering 

club goods rather than public goods. We find from the data that the cooperative 

does not result in any output increasing the efficient utilization of members’ 

input factors. To reverse this inefficiency, benefits from investments should be 

accrued to members rather than the wider community. This policy 

recommendation does not only concern the Ethiopian governmental policy 

makers, but policy makers of non-governmental organizations (NGOs) as well. 

From primary and secondary data we learned that NGOs often considered 

cooperatives to be vehicles for pursuing the ‘millennium-development-goals’. 
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NGOs invest in gender equality in cooperatives, the provision of schools and 

education by cooperatives, and the inclusion of the poorest of the poor, among 

other things. While these are all highly noble and important objectives to pursue, 

cooperatives are not the vehicles to realize these objectives. When NGOs use a 

millennium-development-goal-agenda when supporting cooperatives women may 

lead cooperatives in a culture that does not accept female authority, investments 

by members may be demotivated because profits are spent on public goods, and 

the inclusion of weak members may dilute profits per existing member and hence 

motivation. Even among scholars inclusion of the poorest of the poorest farmers 

in cooperatives is considered important for poverty alleviation without 

understanding how this all-inclusiveness may constrain entrepreneurial behavior 

(Bernard and Spielman 2009; Fischer and Qaim 2012). While we do not advocate 

against supporting the poorest of the poor, we do argue that these farmers only 

should become member of a cooperative which’ goals align with their individual 

goals. Successful cooperatives may ultimately bring the outcomes that many 

NGOs target directly: improved income may lead to improved sanitation, access 

to healthcare and education, tax payments, et cetera (cf. Van Lieshout, Went, and 

Kremer 2010). Tobias, Mair, and Barbosa-Leiker (2013) refer to certain processes 

as “transformative entrepreneuring.” To improve competitiveness cooperatives 

and their supporting organizations need to search for the best fit between the 

cooperative’s input factors, market demands, and member and group aspirations.  

Further research 

We suggest further research to study in greater depth how collaborative 

agreements between firms succeed in bundling and creating input factors in 

order to gain insights from best practices. We also suggest further research on 

the effects of the institutional environment on the performance of firms in 

developing countries. An important question is how firms and entrepreneurs 

maneuver amidst restrictive official and officious institutions in an effort to gain 

and sustain a competitive advantage. We furthermore suggest further research 

on how aid organizations can contribute to the competitiveness of farmer 

organizations. Studies on the effects of what is called “aid for trade” are currently 

in a stage of infancy (cf. Brazys 2013; Calì and Te Velde 2011; Nowak-Lehmann, 

Martínez-Zarzoso, Klasen, and Herzer 2009; Schulpen 2002). To date these 

studies focused on bilateral and multilateral aid rather than non-governmental 

aid. In addition the focus has been on the effects of aid on export, but export 

cannot be held synonymous to competitiveness. Which market is best to target for 

firms from developing countries depends on the fit between the market’s 

demands, and the firm’s input factors, capabilities, and aspirations. In 

development, political economy, and economic geography research there is often a 

‘market myopia’ in the sense that high-value markets in the West are considered 

the best markets to target for developing country firms, without understanding 
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whether there is a fit between what a market demands and what a firm can offer. 

We therefore suggest further research on this topic. 
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Chapter 4 - Markets and institutional swamps: 

tensions confronting entrepreneurs in developing 

countries 
 

4.1 Introduction 
Entrepreneurs are catalysts of economic development (Seelos and Mair 2007; 

Mair et al. 2012),  but, in developing countries in particular, their potential is not 

realized (Sutter et al. 2013). This stunted contribution of entrepreneurs to 

economic development is attributed to a weak institutional environment (Khanna 

and Palepu 1997; 2000; Mair and Marti 2009; Sutter et al. 2013). Institutions 

prescribing certain behaviors and dissuading other behavior, allow markets to 

function and firms to at least survive, if not to enjoy some measure of success 

(North 1990; 1991). When institutions are absent, markets are dysfunctional and 

most firms face a situation too uncertain to be successful. Small scale and 

entrepreneurial firms are particularly vulnerable in a weak institutional 

environment.   

Weakness of institutional environments is defined as a dearth of formal, market-

based institutions (or their enforcement). Examples include weak (absent) 

contract law and property rights law. Khanna and Palepu (1997) introduced the 

concept of institutional voids to describe such situations. The term ‘institutional 

void’ suggests emptiness, a vacuum that can relatively easily be filled (Mair et al. 

2012).  Adding formal, market-based institutions, ready-made from other 

jurisdictions, is then expected to stimulate economic development.  

In reality, however, entrepreneurs do not face institutional voids, even for 

activities where no formal market-based institutions exist in a country 

(jurisdiction), but a rich and complex fabric of institutions that affect them 

instead (Mair et al. 2012). Informal institutions, or formal institutions that aim 

to regulate adjacent activities, will impinge on a practice for which no formal 

institutions exist. An institutional fabric thus is rich and complex even when 

some formal institutions are lacking. No sphere is institutionally void. Formal 

institutions regulating other practices may indirectly affect a focal practice, and 

informal institutions may directly or indirectly affect a focal practice as well. 

Moreover, as institutions are developed to address different practices, they may 

produce tensions. A tension arises when different institutions impinge on the 

same focal practice yet prescribing behaviors that are inconsistent or even in 

conflict with each other. Tensions arise even when different formal institutions 

directly relevant for a focal practice prescribe different behaviors. An 

institutional fabric that regulates a focal practice can be riddled with institutions 

that prescribe such diverse behaviors that the actors in it find themselves caught 
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in what we call an institutional swamp. Actors caught in an institutional swamp 

are not likely to be successful economically since they are vulnerable to 

unexpected enforcement actions. However, the swamp can also be seen as a 

challenge, as it may give room for institutional entrepreneurship that changes 

the institutional fabric and forms the root for successful entrepreneurial activity. 

While previous research on institutions – especially in economics and political 

science – focuses on formal institutions, such an emphasis tends to omit that 

these institutions interact with  other institutions (Rakner and Randall 2011: 

60). We argue that the outcomes of institutional arrangements can only be 

understood when taking into account the various interactions between 

institutions – especially when those interactions cause tensions. In the current 

chapter we provide an analytical framework to understand the ‘on-the-ground 

dynamics’ and complexities (Mair et al. 2012: 819)  in an institutional fabric that 

is not characterized by voids but by possible institutional swamps. Analyzing all 

the different institutions impinging on a particular practice - entrepreneurial 

behavior  in a well-defined and recognizable market setting – allows us to 

identify tensions resulting from contradicting prescriptions for behavior from 

diverse institutions, as well as heterogeneous responses to tensions. What 

opportunities and difficulties entrepreneurs face, what choices they make, and 

what chances of success they have, is best understood when realizing that 

institutional spheres are always filled rather than void, but that behaviors 

prescribed can be in conflict.  

We do so by presenting and analyzing empirical data on farmer organizations in 

a developing country, as here entrepreneurs are confronted with different types 

of institutions prescribing conflicting or contradicting behaviors. We submit that 

any practice, even the entrepreneurial activities of smallholders producing a 

highly homogenous agricultural commodity such as sesame seed in Humera, 

Ethiopia - a remote, barren corner of Africa - will have institutions that regulate 

the behavior of actors in it. We argue that this is an interesting setting for 

understanding an institutional swamp and the behavior of actors, formal  and 

informal institutions. The major reason for this is that the sesame market in 

Ethiopia is quite young and booming in the last decade. As in many developing 

and emerging markets, the institutional fabric that governs decisions of the 

actors involved is changing quickly and, therefore, provides an interesting 

context for our analysis. The case studies show that if the concept of institutional 

voids is adopted the on-the-ground-dynamics are insufficiently understood as too 

much attention is paid to missing formal market-based institutions, while the 

importance of tensions between these institutions and informal and indirect 

institutions is ignored. This also leads to the neglect of the role of individual 

actors and collective action to accommodate tensions between institutions. We 

find that both entrepreneurial failures and successes can better be understood 
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and explained by means of studying the richness and complexities of the 

institutional environment of the entrepreneurs using the framework that we 

propose than by means of studying only what the ‘voids’ are.   

We proceed by first discussing relevant literature in Section 2, suggesting a 

conceptual framework. Section 3 elaborates on method and data, which are 

analyzed in terms of the framework in Section 4. We discuss our findings and 

provide conclusions in the final section (5). 

4.2 Literature 
Institutions are societies’ devised rules, norms, values, or agreements that 

constrain certain behaviors in order to stimulate others (North 1990; 1991). An 

institutional environment at any aggregation level – country,  industry, market – 

will be affected by a number of different institutions (North 1990; 1991; Mair and 

Marti 2009; Sutter et al. 2013). Some claim that a lack of economic development 

and entrepreneurial failure is due to missing formal institutions, an institutional 

void (Khanna and Palepu 1997, 2000; Mair and Marti 2009). In reality, 

institutional fabrics are complex and rich in character, even when (some) formal 

institutions that regulate a practice elsewhere are lacking in a country under 

study. Not recognizing this deprives one of an explanation of complexities and 

“on-the-ground dynamics” (Mair et al. 2012: 819) in a practice. What expectations 

of success players in a market have depends on the institutions they are 

confronted with.  

The institutional fabric: 4 types of institutions 

To analyze the institutions entrepreneurs are confronted with, and moreover 

competition between contradicting or conflicting institutions, we distinguish 

between four types of (interrelated) institutions. Conceptually, our framework is 

aligned to Helmke and Levitsky’s (2006) notion of competing institutions, i.e. 

interactions between institutions that cause dysfunctionality. In order to study 

such interrelations it is beneficial to first identify the relevant institutional 

dimensions that allow identification of fabrics of interrelated institutions in 

which, as we argue below, a swamp can develop. The first dimension that is 

relevant in our context is the differentiation between formal and informal 

institutions. Formal institutions comprise societies’ “constitutions, laws, [and] 

property rights” (North 1991: 97). Formal institutions are codified, written down, 

and enforced by State bodies. Within countries formal institutions generally 

apply in the whole country and are equal for all the citizens. Informal institutions 

concern societies’ “sanctions, taboos, customs, traditions, codes of conduct”, 

(North 1991: 97) and “religious beliefs” (Mair et al. 2012: 820). Informal 

institutions may differ between countries, groups and even individual actors. We 

believe that this dimension is of such importance since informal and formal 

institutions can have a variety of interrelations enhancing effectiveness (e.g. 
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formal and informal institutions being complements and increasing their joint 

effectiveness, or informal institutions substituting non-functional formal 

institutions) or the opposite (e.g. formal and informal institutions competing with 

each other or being in an accommodating interrelationship) (cf. Helmke and 

Levitsky 2004).  

Next to this differentiation, we argue that a second dimension is of crucial 

importance to understand the context in which institutional swamps may 

emerge, since competing and contradicting institutions may not only occur 

between formal and informal institutions but also among formal and informal 

institutions. In addition, while markets are a universal institution of exchange, 

institutions regulating behaviors of actors in markets are not only based on 

general grounds of market exchange (Rawls 1995). Market exchange is embedded 

in a wider space of social exchange. As such it can be argued that market 

exchange also depends on institutions that do not primarily address market 

exchange. In other words there are institutions directly targeting the practice of 

market exchange, while other institutions are based on other grounds but may 

yet indirectly still affect markets. Therefore, we distinguish between institutions 

that directly target the market and those that influence behaviors and outcomes 

indirectly. Direct institutions are best described with existing definitions of 

economic institutions “that define the production, allocation and distribution 

process of goods and services” (Jütting 2003: 14), comprising property rights, 

market mechanisms, contracts, money, and technology. Indirect institutions are 

those that do not primarily aim to influence production and allocation – but may 

indirectly do so (Rawls 1955). Such indirect institutions are closest to the concept 

of nonmarket forces comprising “social, political and legal arrangements that 

structure […] interactions outside of, and in conjunction with, markets” (Baron 

1995: 48). 

Conceptually then, we can derive four types of institutions (Figure 1): 

1. Direct formal institutions 

2. Direct informal institutions 

3. Indirect formal institutions 

4. Indirect informal institutions 

To make the abstract logic above more clear, consider the examples below that 

we derived from literature. Firstly, concerning direct formal institutions, the 

before-mentioned contract-law enforcement, protection of property rights, as well 

as established capital markets, and other supporting apparatuses serve as 

examples (North 1990; 1991; Mair and Marti 2009; Sutter et al. 2013). Secondly, 

an example of direct informal institutions may concern the status of an 

entrepreneur. While in Western societies entrepreneurs may enjoy status, 



  

67 

 

scholars found that in communist regimes and transition economies there were 

negative connotations to the term private enterprise or entrepreneurship. 

Entrepreneurs may lack status and respect (De Clercq, Danis, and Dakhli 2010). 

According to Aidis, Estrin, and Mickiewicz (2008: 658) entrepreneurs in the 

Soviet Union were “equated with ‘speculators’ and often deemed criminals for 

making a profit”. Another example includes the acceptance of interest payment. 

Islamic banks do not permit contracts in which interests are paid or received 

(Ergeç and Arslan 2013), even if this is formally allowed. Furthermore, a recent 

study found that ethnicity plays an important role in selecting business partners 

(Hegde and Tumlinson 2014). Thirdly, concerning indirect formal institutions, 

one may think of a society’s political system. Acemoglu and Robinson (2006) 

model how political institutions (“including dictatorships, absolute monarchies, 

oligarchies, and corrupt or even populist democracies”(p. 325)) affect economic 

institutions and outcomes. Furthermore, one may think of the ways in which 

marriage law and inheritance law (cf. Carney, Gedajlovic, and Strike 2014), or 

environmental regulations may affect entrepreneurial behavior. Concerning the 

latter, Dean, Lovely, and Wang (2009) found that a country’s  regulations 

concerning pollution is, under certain conditions, one of the factors affecting 

foreign direct investment decisions. Fourthly, and finally, indirect informal 

institutions include examples of culture in general. Hawkins (1993) contrasts the 

individual character of entrepreneurship to the group / collective orientation of 

Japanese culture. Individual acts of entrepreneurship go against accepted 

wisdom and are not valued in society. In other societies there are clear gender 

roles that prevent women from participating on the market. “Many societies 

continue to define women primarily through roles associated with family and 

household responsibilities. […] Further, the entrepreneur’s role is often 

characterized as being more masculine than feminine” (Baughn, Chua, and 

Neupert. 2006: 689). Citing Platteau (2000) Bernard, De Janvry, and Sadoulet 

(2010) argue that conservatism in African societies may prevent 

entrepreneurship. A major obstacle is that individual success is attributed to luck 

and not to effort. Since success is a consequence of luck, successful people are 

expected to share their success in the community. In addition if one is repeatedly 

more successful than others he or she can be thought to manipulate supernatural 

forces. Incentives to work hard are consequently reduced. 

The figure below illustrates the four types of institutions in four different 

quadrants and where the above-mentioned examples fit. We refer to this figure 

as the institutional fabric. Although we use an idealized categorical distinction of 

institutions it is sometimes difficult to precisely delineate formal from informal or 

a direct from an indirect institution (cf. Helmke and Levitsky 2006). Indeed, we 

argue that the degree of formality or directedness should be rather understood as 

a continuum, while categorical representation eases clear representation. 
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Figure 1 - The Institutional Fabric 

 

Tensions between institutions: institutional swamp 

The four types of institutions form the institutional fabric. Mair et al. (2012) 

already observed that this fabric is complex. We argue that this complexity 

results from inconsistencies, or tensions, between institutions. The concept of 

tensions forms a central part of the framework. We refer to a tension when actors 

in a certain institutional environment are confronted with two or more 

institutions prescribing different kinds of behavior that cannot coexist. In such a 

situation the actor will try to accommodate the tension by adhering more or less 

to a certain institution, while avoiding, though not ignoring, another institution 

(see also Oliver 1991).  

Tensions may exist between institutions within a quadrant but also between 

institutions from different quadrants. For example, some formal direct 

institutions may stimulate market exchange while other institutions may result 

in high start-up or labor costs and, therefore, compromise market exchange (De 

Clercq et al.2010; Hawkins 1993;  Duvanova 2014; Estrin, Korosteleva, and 

Mickiewicz 2013; Fredriksson 2014). Similarly, market exchange is generally 

based on institutions that make no gender differences, however, informal 

institutions may create tensions if gender issues, as indicated above, influence 

the market behavior of men and women differently.  

We use the metaphor of a  swamp since differences in prescribed behavior may 

make entrepreneurs drown when they are not able to align the tensions. This is 

not to say that it is simply a matter of choice to the entrepreneurs whether or not 

they drown. It is merely to say that institutions may vary and so may  behavior 

and behavioral outcomes. What behavior to choose, what institution to adhere to, 

may not necessarily be obvious to individuals, hence the tension. We stress that 

the concept of tension not only involves conflicting institutions prescribing 

different kinds of behavior that cannot coexist, but also includes the actual 
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behavior. Institutions are ontologically different from behavior and the one 

cannot be reduced to the other (Dolfsma and Verburg 2008). 

Tensions between institutions: institutional entrepreneurship 

The actual behavior concerns more than a choice. Individual entrepreneurs are 

embedded in an institutional context but their behavior may also change this 

context. This is also called the ‘paradox of embedded agency’, referring to 

tensions between institutional determinism and agency (Seo and Creed 2002). 

Several studies analyze institutional change processes and focus on the role of 

institutional entrepreneurs (Di Maggio 1988; Garud, Jain, and Kumaraswamy 

2002). Institutional entrepreneurs are actors who have an interest in modifying 

institutional fabrics and have enough resources to do so (DiMaggio 1988). We 

follow Battilana, Leca, and Boxenbaum (2009: 72) in defining institutional 

entrepreneurs  as “agents who initiate, and actively participate in the 

implementation of, changes that diverge from existing institutions, independent 

of whether the initial intent was to change the institutional environment and 

whether the changes were successfully implemented”. Although we acknowledge 

that contradicting institutions may drown institutional entrepreneurs in the 

swamp it is also possible that successful institutional entrepreneurs are able to 

change the institutional context and finally benefit from the tensions. It is even 

possible to see the tensions as a prerequisite or an enabling condition for 

institutional entrepreneurship (Seo and Creed 2002). From this we derive two 

important observations.  First, tensions are not necessarily counterproductive as 

they may provide room for institutional entrepreneurship. Second, the 

institutional environment is not fixed for individual actors but can be moderated 

through their actions. In particular in young markets where the institutional 

environment is weakly developed or enforced, individual action may affect the 

institutional context.     

Following the example on gender roles above, a woman in a certain society may 

choose not to become an entrepreneur because of informal institutions, or may 

decide otherwise because law allows her to do so, or even invites competitive 

actors to share their value-creating capabilities. Whichever behavior she chooses, 

in both cases she simultaneously adheres to certain institutions while avoiding or 

defying others (see also Oliver 1991). This implies that direct formal institutions 

are not absent, as the term ‘voids’ suggests, but rather that they may conflict 

with other institutions in the society. As a consequence of choices made by 

entrepreneurs within tensions, institutions and institutional fabrics may evolve. 

Continuing the example, this means that if women on a sufficiently large scale 

decide to start their own business, informal institutions may change as well as a 

consequence by accepting female entrepreneurship to a greater degree (North 

1990). 
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We will illustrate the use of the framework with case study data from Ethiopia. 

4.3 Methodology 

We collected case study data among cooperatives of sesame seed farmers in the 

Northwest of Ethiopia. This county of the region Tigray called Kafta-Humera 

borders Sudan and Eritrea. Agriculture is the most important economic sector of 

Ethiopia. Tigray has provided the scenery of severe fights during wars between 

the DERG regime and liberation fronts (until 1991) and between Ethiopia and 

Eritrea (around the year 2000). During these wars, particularly the former one, 

many inhabitants either fled to Sudan or participated in the fights. It was not 

until after the war with the DERG regime that many farmers settled in the ‘low-

land’ area Kafta-Humera that provides perfect conditions for cultivating the cash 

crop sesame. Increasingly farmers started cooperatives to increase benefits from 

sesame production and trade, particularly around the year 1997, 1998. We 

conducted 131 interviews during six visits to Ethiopia. We made use of 

qualitative data collection and analysis techniques as suggested by Eisenhardt 

(1989; 1991) and Yin (2003). 

Selection of the research site 

We made use of theoretical rather than random sampling, which is common for 

case study research. Theoretical sampling is important to increase external 

validity, which can be a weakness of case study research (Eisenhardt 1989). We 

developed different criteria for selecting Ethiopia / Kafta-Humera as the region 

for collecting data on institutions and responses.  

We were interested in collecting data in a developing country where institutional 

environments are quickly changing. In addition we wanted to be able to study 

how competing firms each responded to institutional structures in this context. 

When searching for an industry to collect data we decided to collect data among 

sesame seed farmers in Northwest Ethiopia for a number of reasons. Firstly we 

chose for Ethiopia because the country is characterized by a high need to create 

institutions. After a long war the new government was installed in 1994.  At that 

time formal direct institutions were changing quickly as a result of the regime 

change. The country has been developing quickly and the economy has been 

growing at a fast pace since the beginning of the twenty-first century. Secondly, 

sesame seed is a crop of major importance to the Ethiopian economy and 

therefore highly susceptible to policy making. After coffee it is the second largest 

source of export revenues. In the case of sesame seed farmers, institutions 

concerning the Ethiopia Commodity Exchange and cooperative formation and 

management were designed and enforced, among many other institutions. 

Thirdly, production of sesame increased tenfold the past decade. Particularly in 

Northwest Ethiopia production increased rapidly the past decade and the quality 

of the sesame is considered to be high. Since the last war major investments have 
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been  made. Land which was formerly not used is now used for the production of 

sesame.  

The emphasis in our data collection was on both the institutional environment 

and the behavior of entrepreneurs. We collected secondary data in terms of laws, 

proclamations, and principles concerning the formation of cooperatives and the 

trade in agricultural produce. Furthermore we interviewed a range of industry 

experts in order to map the institutional environment. Once we came to 

understand the institutional environment we interviewed farmers and leaders of 

cooperatives to study how they respond to the institutional environment. In the 

initial exploratory phase of our data collection we studied 9 cooperatives as 

potential cases in our study. Cooperatives were expected to be of crucial 

importance if the dynamics on-the-ground are to be understood. Collective action 

among relatively small farmers  may allow them to develop the resources needed 

to accommodate the tensions and to develop institutional entrepreneurship 

(DiMaggio 1988).  Interestingly, in this region many cooperatives operate 

according to the same regulations, but have yet developed differently. Eventually 

we used 4 cases as exemplary cases to be included in our study. These cases are 

used to draw our findings while avoiding too much data in our text. These 4 cases 

each demonstrated distinguishing characteristics that the other 5 cases could not 

complement (Eisenhardt 1989; Langley 1999). Most cooperatives behaved in 

similar ways as the cooperative Adebay. Adebay therefore represents the 

majority of cooperatives, while the other cooperatives, Humera 1, Humera 2, and 

Maikadra, are included because their behaviors differed despite the same 

institutional environment. These variances demonstrate how entrepreneurs can 

respond to tensions and how it affects performance. 

We verified our results with industry experts to make sure that we had identified 

the relevant range of institutions and responses to institutions. In total we 

conducted 131 interviews with industry experts, managers of cooperatives, 

farmers (both member and non-member), consultants, exporters, researchers, 

NGO-staff, and government staff (Appendix B details the different types of 

interviews we conducted). The interviewees included what Eisenhardt and 

Graebner (2007: 28) call “highly knowledgeable informants who view the focal 

phenomena from diverse perspectives.” In addition we studied a number of 

reports on sesame production and trade, which were mostly developed by NGOs. 

Finally, we spent in total close to seven months in Ethiopia, because of which our 

observations became an important data source as well. 

Research process 

For our research aim both data on institutions and behavior needed to be 

collected. Data at both levels were collected in a reiterating process. We started 

with studying the formal institutional environment. Next we studied the farmers 
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and cooperatives, what they do, and how they perform. We sought explanations 

for the behavior of cooperatives by placing the cooperatives in the institutional 

environment and by complementing data on institutions to the extent that we 

could best understand how and why farmers and cooperatives performed in 

certain manners. Data collection was a reiterating process in which we started 

with industry experts and secondary data. Next we went to farmers and their 

organizations to verify and elaborate the data obtained from industry experts and 

secondary data. We went back to industry experts, farmer organizations, 

industry experts, et cetera. In addition we also conducted interviews with 

government staff and NGO staff in each of the stages of the data collection (in 

two-and-a-half years we visited Ethiopia 5 times and came back a year later for 

the sixth time to discuss results and analyses with industry experts) and read 

reports of NGOs and governmental organizations. By collecting data in this way 

and analyzing data halfway (see below) we aimed to be as specific as possible in 

describing firm behavior and to eliminate alternative explanations (Yin 2003). 

Analysis 

We selected polar cases in line with Eisenhardt and Graebner’s (2007) arguments 

for finding convincing case study data. We analyzed what explains different 

behaviors related to institutional constraints by competing organizations that are 

confronted with the same institutional environment. We presented our 

observations to a range of industry experts and researchers who each 

complemented, corrected, and, or, reaffirmed the insights we were developing. 

We analyzed data three times: after our first visit, halfway, and after our last 

visit (Eisenhardt and Graebner 2007; Yin 2003). For our presentation of the data 

and findings we relied on insights by Eisenhardt (1989) and Eisenhardt and 

Graebner (2007). We tried as much as possible to show the depth and richness of 

our data while limiting case descriptions to the minimum amount necessary. 

4.4 Findings 
Direct formal institutions 

According to direct formal institutions sesame seed farmers in Kafta-Humera 

have three sales outlets to choose from: 1) the cooperative, 2) the spot market 

trader, and 3) exporters via the Ethiopia Commodity Exchange (ECX). Currently 

most farmers sell to a spot market trader, while the remaining group of farmers 

sells to a cooperative. Small-scale farmers do not sell via the ECX. We shall 

explain this below. 

Cooperatives have not been existent for a while since the fall of the DERG regime 

in 1991. At the time of the DERG regime cooperatives were seen as instruments 

of the regime – in which farmers were forced to become member and meet certain 

production quota – because of which there has been a taboo concerning 

cooperative membership. In 1997 the first new cooperatives started to emerge. 
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Membership bases are growing gradually, and the taboo is slowly disappearing, 

mostly due to increased recognition of the potential of collective action. According 

to law, cooperatives are organized at three levels: the region, the county, and the 

village. Ethiopia consists of 9 so-called ‘regions’ and two federal cities. Each of the 

nine regions is divided in counties called ‘woredas2’. Woredas consist of villages 

called ‘kebeles’ or towns consisting of different ‘kebeles’. At kebele-level farmers 

are supposed to organize in so-called primary cooperatives. The primary 

cooperatives at kebele-level are supposed to unite in a union at the level of the 

woreda. The major role of the union in this model, or the second-level cooperative, 

is to sell the farmers’ produce in large quantities, for example by means of 

exporting. The idea is that at the level of the union required exporting 

capabilities can be developed and exploited such as language skills, legal skills, 

quality control, and quantity accumulation. In some cases, such as in Tigray, 

there is even a third-level cooperative called a federation. A federation operates 

at the level of one of the 9 regions. Its distinctive functions are unclear as it 

assumes similar roles as the union, albeit with a more diverse range of products 

and a larger scale. Primary cooperatives are by law allowed to export (supposed 

that they have the required resources), to sell to the union, or to sell to exporters 

via the ECX. The union can similarly export, sell to the federation, or via the 

ECX to exporting firms. 

Law prescribes that any group of farmers can start a cooperative in a kebele as 

long as the purpose of the cooperative differs from existing cooperatives. 

Members of a cooperative can determine the share price of the cooperative, 

though cooperatives should exist of at least 10 members and no member is 

allowed to have more than 10% of the shares. The law furthermore states that of 

the profit made 30% has to be put in a “reserve fund” (although it is unclear what 

a reserve fund is), while 70% has to be distributed to members in the form of 

dividend. One member has one vote. Members can elect a leader for a period of 

three years which can be extended by one more period of three years. Only 

citizens of the village in which the cooperative is located are allowed to become 

member, although in case of shortage of money a cooperative may accept 

members from another village.  

Individual farmers can become member of a primary cooperative. A majority of 

farmers, however, chooses to sell their produce to spot market traders, for 

reasons that will become clear below. Spot market traders bulk the produce of 

farmers and sell the sesame at large quantities via the ECX.  Currently small-

scale farmers are not selling directly via the ECX. The ECX is an auction hall 

through which buyers and sellers of sesame can agree on a price. Small-scale 

                                            
2
 Please note that translations of Ethiopian terms may differ from other documents. Ethiopia has its own scripture 

and characters and there is not yet one standard for translation resulting in slightly different ways of spelling in 

documents using the alphabet.  
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farmers are not selling via the ECX for two major reasons. Firstly, to sell via the 

ECX a license is required. There is a limited number of licenses because of which 

the price of a license is too expensive for individual small-scale farmers. Secondly, 

to sell via the ECX a minimum of 50 quintals3 has to be delivered. Small-scale 

farmers are not capable of delivering such quantities individually.  

Almost all sesame in Ethiopia is exported as raw, unprocessed sesame. Exporting 

firms are by law obliged to buy their sesame via the ECX. There are two 

exceptions to this rule. Firstly, when cooperatives (at any of the three levels) 

export the produce, they can bypass the ECX. The underlying logic is that 

otherwise they would buy to and sell from themselves via the ECX which is of no 

use. Secondly when exporting firms assume processing activities they are allowed 

to engage in contract farming schemes with primary cooperatives. 

Direct informal institutions 

In addition to institutions that are directly targeting sesame production and 

trade and are formally written down and enforced, there is a set of institutions 

that similarly directly targets sesame production and trade, but are not formally 

codified. Remarkably it is mostly government staff that ignores the formal 

institutions and intervenes to enforce informal ones. The government does so 

because it fears that without intervening the formal institutions cause farmers to 

be excluded from market participation and cooperative membership. Much of the 

staff (though not all of them) envisions a market in which every farmer can 

participate, preferably in one collective. The idea is that all-inclusiveness 

(including all farmers in one cooperative) will benefit the farmers. Based on these 

solidarity principles – which are often observed in developing countries when 

policy makers need to consider the position of the most vulnerable and poor 

farmers (World Bank 2007) – staff from both federal and regional governments 

enforce certain institutions. A first institutions is that, though formally allowed, 

government staff does not permit farmers to establish more than one cooperative 

per village. Government staff circumvents this law by interfering in the 

formation of cooperatives and ensuring that only so-called ‘multi-purpose 

cooperatives’ are formed with the effect that no other cooperative with a unique 

purpose can be formed anymore. The government furthermore prevents direct 

export by primary cooperatives, even when they have capabilities to do so. This 

requires a union for farmers to benefit from selling at export margins. However, 

staff from the regional government of Tigray set up a federation, a third-level 

cooperative, and used its political powers to ensure that primary cooperatives 

supplied sesame to the federation rather than to the union. It did so by engaging 

in long and repetitive meetings with leaders of cooperatives and by enforcing a 

new regulation that allowed primary cooperatives only to sell to the union if they 

                                            
3 The local measuring standard of 1 quintal is 100 kilogram 
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were able to proof the descent of their members. The latter is close to impossible 

in a region with such weak administration and so much illiteracy as in Kafta-

Humera. The meetings functioned furthermore to ‘convince’ the leaders of 

cooperatives to buy fertilizer from the state-owned monopolist. Cooperatives are 

also convinced to keep the share price low in order for the cooperative to remain 

accessible to new members and to provide benefits to the wider community, 

including non-members. Leaders are supposed to receive a salary for every day 

worked independent of how much profit a cooperative makes. Staff of the regional 

cooperative agency (RCA) of Tigray explained that these meetings are “a type of 

democratic approach: farmers cannot be forced to do things, but should be 

convinced. You cannot simply impose cooperatives and members to do something, 

but they need to be convinced of what they need to do by giving understanding.” 

They furthermore explained that because Ethiopia is a developing country the 

government functions to explain to leaders of cooperatives what the best thing is 

to do. 

At the level of the individual farmer there are institutions regulating the 

provision of loans by spot market traders to farmers. Farmers engage in high pre-

selling costs due to the need to rent a tractor for plowing, hire laborers for 

weeding and harvesting, buying bags for sesame, and other costs. Cooperatives 

often cannot provide such loans due to free riding of members in the past. As a 

consequence of free riding by members, cooperatives were defaulting on their 

loans provided by banks and government who are therefore currently unwilling 

to provide loans to the cooperatives. Access to loans from spot market traders is 

therefore highly attractive to farmers. 

Indirect formal institutions 

The number of indirect institutions relevant to sesame trade is smaller than the 

institutions mentioned so far. A first one concerns access to land, whether or not 

used for farming. All land is State-owned, but land can be leased from the State. 

Where most civilians can apply for the lease of two hectares, certain former 

fighters as a kind of retirement scheme received 10 hectares of land and 5,000 

Ethiopian Birr (ETB) after the war. Some former fighters use this advantage to 

invest in sesame farming. A kind of opposite effects occurs due to inheritance 

laws. While land can only be leased for a certain period of time, entitlements to 

land use can be inherited by children. A problem, however, is that when a farmer 

has two hectares and a number of children, the resulting divided plots of land 

quickly become too small to make investments for cash crops in addition to food 

crops used for home consumption. A final formal, though indirect, institution 

concerns neighboring country Eritrea – which used to be part of Ethiopia – being 

an official enemy with which Ethiopia is still at war (though there is hardly any 

fighting). Kafta-Humera borders Eritrea. Farmers are constrained by the war 

because it prevents cross-border trade. 
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Indirect informal institutions 

Finally, concerning indirect informal institutions, perceived gender roles still 

determine leadership of cooperatives. People in rural Ethiopia do not accept 

female authority or leadership by a young person. This means that leaders are 

not elected based on competencies, but on gender and age instead. Though 

institutions on authority are not directly designed to address markets or firms, 

they do affect markets as well. Religion plays furthermore an important role. In 

Kafta-Humera people differ in their religious expressions (although close to 

everyone is member of the Ethiopian orthodox church), but recurrently farmers 

responded in interviews that only God can provide good harvests and that there 

is not much they can do themselves. This answer was also repeated when 

querying about opportunities for irrigation, use of chemicals, and farmer 

organization. In other words, religious institutions prescribe that God is 

controlling everything and that there is little that man can do to be successful. 

Finally, throughout the country soldiers that participated in liberating the 

country from the former regime enjoy much respect and status. This status is 

sometimes accompanied with certain privileges former fighters or the current 

military force enjoy. These privileges may also affect markets. 

The institutional environment 

The picture below summarizes the institutional environment discussed above. 

 

Figure 2 - The Institutional Fabric of Ethiopia 

 

Tensions and behavior: 

Of particular interest in using the framework we suggest are the resulting 

tensions and behavior. After all, it are the tensions and behavior that can make 

the institutional environment a swamp. We will summarize a number of tensions 

and how different cooperatives responded to these tensions. We will start with 

the cooperative ‘Adebay’. This cooperative represents the majority of cooperatives 

which clearly struggle not to drown. We continue with three other cooperatives: 
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Humera 1, Humera 2, and Maikadra. These cooperatives each found ways to play 

the institutional environment in such a way that it improved their performance. 

Tensions 

Most tensions in the case of sesame seed cooperatives in Ethiopia come from 

conflicting direct formal and direct informal institutions. Where formally each 

group of at least ten farmers is allowed to start a cooperative, this is prevented 

through informal institutions that prescribe that farmers interested in collective 

action can only become member of the one cooperative per village. Similarly 

leaders of cooperatives are formally allowed to determine the share price, but are 

pressured through informal institutions to keep the share price as low as 50 ETB 

(approximately 3 US Dollars), such that the cooperative remains accessible to 

everyone. Cooperatives are furthermore formally allowed to determine how to 

reimburse the leaders and staff of the cooperative, but according to informal 

institutions the most preferred reimbursement is the ‘per diem’ salary in which 

leaders are paid for each day they have worked. In addition cooperatives formally 

can choose to sell to different buyers (ECX, union, importer, spot market trader), 

but are informally pressured to sell to the federation. Other solidarity principles 

prescribe the cooperative to bring benefits to the community and not just to its 

members only. In other words, the cooperative is expected to consider the goods it 

creates more as public goods than as club goods. Cultural, informal indirect 

institutions furthermore prescribe that authority is a masculine role for senior 

people. These tensions confront farmers and leaders with choices to make: 

1. Do we start our own cooperative with people whom we trust, have similar 

ambitions, and complementary resources or do we become member of an 

existing cooperative? 

2. Do we increase the share price such that it closely resembles the 

organization’s value or do we keep it as low as 50 ETB such that the 

organization remains accessible? 

3. Will we pay leaders per day and create an incentive to sit in office as much 

as possible or will we create incentives for the leaders to pursue profits? 

4. Will we sell to the federation, or will we sell to the most profitable buyer? 

5. Will we create club goods or public goods? 

6. Will we elect leaders based on seniority and gender or based on 

competencies? 

Most cooperatives behaved similarly to the cooperative Adebay, and were 

drowning or almost drowning in the swamp. Three others were acting differently 

and turning their behavior into success. 

Adebay 

The cooperative Adebay is almost drowning in the swamp. Concerning the 
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tensions above it often chose for institutions prescribing non-entrepreneurial 

behavior. The share price was kept low despite the organization’s investments in 

a warehouse, office, and tractor, among other things (tension 2). Leaders were 

paid per day, and sitting in office as much as possible (tension 3). Leaders had 

little incentives to increase profits since this would not affect their salaries. The 

cooperative sold its supply to the federation (tension 4), made its assets (such as 

the tractor) available on a first-come-first-served basis (tension 5), and elected 

leaders based on seniority and gender (tension 6). 

The resulting problems causing the cooperative to nearly drown were various. It 

starts with a leader which is not elected because of his competencies. The 

incompetent leader hardly enjoyed education and has little understanding of 

managing businesses. This makes him very susceptible to ‘advices’ from the RCA. 

We observed much dissatisfaction concerning the cooperative among both 

members and non-members. Members were about to lose their patience after not 

having received dividend for four to five consecutive years. Without dividend 

there is no price difference between what the cooperative pays to farmers and 

what spot market traders pay, but more importantly members started losing 

their trust in the organization. They did not know what was done with the profits 

of the organization. The cooperative also did not have an accountant and was not 

transparent at all concerning revenues and costs. The leaders argued that the 

money was kept in the safe and that they were hoping for a government 

accountant to come (which had not come for over four years), but nobody knew 

exactly how much money was in the safe. Given incidences of fraud and theft in 

the past in other villages, leaders are not easily trusted.  

Aside from the lack of trust and incompetence of the leader, the cooperative could 

not trade in much sesame. The reason was that they were selling to the 

federation. The federation got into large financial problems and it took about four 

months before cooperatives received the money. In the meantime, cooperatives 

did not have money to finance other transactions. Cooperatives are not 

considered trustworthy lenders by banks and government, so borrowing money is 

not an option. The cash flow problems resulting from selling to the federation 

limited the amount of sesame the cooperative could trade in. The cooperative 

furthermore allowed new farmers to become member of the cooperative for only 

50 ETB. Though willingness to become member was low among non-members, 

the regulations more importantly resulted in little willingness to invest among 

existing members. In the past the cooperative used profits made on buying and 

selling sesame from its members partially to buy assets. Non-members have 

equal access to these assets as members. Members are not even given priority in 

the use of the assets (such as the warehouse or the tractor), even though they 

forfeited the dividend the cooperative would have been able to pay had it not 

invested in these assets. Moreover, new members can become co-owner of the 
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assets for only 50 ETB. In the last interview the leader said it would increase the 

share price to 100 ETB, but even if this is done, the share price would not reflect 

the value of the assets properly. It would neither change the policy to serve not 

only members, but non-members as well. 

Humera 1 

That it is possible to play the institutional environment differently than Adebay 

and all the cooperatives it represents, is illustrated by three other cooperatives, 

of which the first one is Humera 1. Humera 1 has an educated leader. This is 

interesting since the leader determines much of the cooperative’s behavior. The 

cooperative is fortunate to have a senior male leader who is competent (tension 

6). Most older people in the region are not well educated. This is mostly the 

consequence of various wars that made people fight or flee to Sudan. It is 

interesting to study what a competent leader can mean for an organization. 

The leader of Humera 1 understood that for the cooperative to succeed it is vital 

to create trust among the members and willingness to invest. He therefore 

employed a certified accountant and created transparency by communicating 

clearly all the money streams. He furthermore decided not to have a per diem 

salary, but a commission based salary with which he would receive 2% of the 

profits made as reimbursement. As such he created an incentive to make as much 

profit as possible (tension 3). To make as much profit as possible he wanted to 

engage in continuous acts of buying sesame from members and selling, such that 

the limited cash available at the organization would continuously be in motion. 

This ambition was, however, partially frustrated when he did not get paid 

quickly for the sesame he had sold to the federation. This delayed payment made 

him threaten the federation to start a law suit. The threat alone was sufficient 

for the federation to pay him quickly. The reason is that Humera 1 is one of the 

few cooperatives with an ECX license. The federation is a project originating from 

the regional government, while the ECX is one originating from the federal 

government. The federal government has high stakes in making the ECX succeed 

and prefers cooperatives to sell via the ECX rather than to the federation. The 

federation feared its chances of success in a law suit at federal level. For a 

cooperative selling via the ECX is interesting because buyers deposit money at 

the ECX prior to bidding and therefore sellers receive the money guaranteed 

within two days after sales (tension 4). 

The leader of Humera 1 furthermore increased the share price to 400 ETB such 

that the share price would more closely reflect the organization’s value (tension 

2). From the data we learn that members are highly positive about the 

organization, new farmers were joining, and revenues and profits have been 

increasing for a number of years. In addition it paid dividends to its members. 
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We must stress that the actions taken by the leader of the cooperative are not 

simply choices. The pressures to do otherwise are high. Staff of the RCA, for 

example, told us in an interview that they did not like this commission-based 

salary and high share prices, and that they would take steps to inform the 

cooperative that these practices are not desirable. We do not know what steps the 

RCA effectively took, but up to the last interview the leader was sticking to his 

commission-based salary and share price. The pressures of the RCA, however, do 

make up the tension and make it less obvious for a leader what kind of 

reimbursement scheme to choose. 

Maikadra 

The third cooperative, Maikadra, is not drowning in the swamp, most 

importantly due to the acts of agency of a sesame seed processing firm. Maikadra 

was not so much different from Adebay, except that it had an accountant 

(although it was not a certified accountant with a diploma). Maikadra was 

therefore also running the risk of drowning. There was, however, a processing 

firm interested in buying sesame directly from the cooperative (tension 4). The 

processing firm is organic certified and needs produce from farmers which are 

equally so certified. However, at the ECX there is no grade or standard for 

organic produce. Sesame is bulked based on other criteria, making it impossible 

to buy organic produce via the ECX. The processing firm lobbied for over a year 

in order to be permitted to source sesame directly from Maikadra. Again two 

years later the law changed and allowed any processing firm to source directly 

from cooperatives, thereby bypassing the ECX. The government changed the law 

because it considered the importance for the country that more value-adding 

activities take place within its borders. The benefit for Maikadra is that in 

addition to a new sales outlet, it also gained access to organic fertilizer that the 

state-owned monopolist could not provide and the processing firm provides loans 

to the cooperative.  

The challenge for Maikadra is currently to remain supplier of the processing 

firm. They do make investments in warehouses and trucks, and only organic 

certified members can make use of it (tension 5), but the share price is still kept 

low despite the investments (tension 2). The access to loans (sesame farming 

requires high pre-selling costs), and organic fertilizer may be sufficient reason for 

members to participate actively in the cooperative and new members to join, but 

more potential can be realized if, for example, the share price is increased, a 

certified accountant is employed, and leaders receive a performance-dependent 

reimbursement.  

Humera 2 

The name of this cooperative, Humera 2, already hints at a first tension that is 

challenged by its founders / members. Humera is the name of a village. According 
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to informal institutions only one cooperative per village is permitted, even though 

formally many more are allowed. The founders of Humera 2 found a way to play 

tension 1 and started their own cooperative with their own governance style, 

refusing new members, but enjoying high profits. 

Humera 2 is an organization quite distinct from all the other cooperatives 

because it was not institutionalized according to the same blueprint as other 

cooperatives. When data collection approached the end, Humera 2 even changed 

its legal status from cooperative to a limited liability company. Humera 2 was 

founded in the year 2002 after the last war that Ethiopia fought with Eritrea. As 

mentioned before, Kafta-Humera is located in Tigray and on the border with 

Eritrea, the region where severe fights took place. In 1991 different “liberation 

groups”, including the Tigray People’s Liberation Front (TPLF), defeated the 

DERG regime. The TPLF was seen as the great victor and since the parliament 

established in 1994 this front is still the most dominant group in the ruling 

party. During the latest ‘elections’ the party won 498 out of 500 seats. Humera 2 

was founded by 18 former fighters for the TPLF. They met each other during a 

TPLF meeting and decided to start a cooperative. The cooperative engaged in all 

kinds of activities including sesame farming and trade. Humera 2 formulated 

clear governance regulations. Its starting share price was 3,000 ETB (tension 2), 

which is much higher than the conventional 50 ETB that other cooperatives 

charge. The 3,000 ETB was paid from a 5,000 ETB reward that fighters received 

after the Ethiopian-Eritrean border war in 2000. The members formulated strict 

agreements concerning commitment and tasks were distributed according to 

competencies. Profits would be invested immediately in new business activities 

and salaries would be equal for all members. If a member does not participate 

actively he is sanctioned by means of not receiving a salary. No new members are 

allowed unless they know the potential member well and trust this member 

(tension 5). Recently they set the share price to 50,000 ETB. One member left the 

cooperative shortly before our last interview in May 2013 and hence the 

organization currently consists of 17 members. 

Summary 

Above we discussed six different tensions. The tensions confront the leaders of 

the cooperatives with choices to make. These choices affect their success. Most 

cooperatives, as represented by Adebay, are having large problems to survive. In 

other words, they are almost drowning in the swamp. Humera 1, Maikadra, and 

Humera 2 found ways to play the institutional environment and turn the 

tensions into opportunities to gain advantages. They used different mechanisms 

to do so. For the sesame seed cooperatives in our study most tensions resulted 

from contradicting and conflicting direct formal and direct informal institutions. 

However, resulting tensions may vary over time and place. 
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4.5 Discussion and conclusion 
No societal sphere, including a market, is an institutional void – even when no 

formal institutions directly seek to regulate actors’ behavior in one sphere, 

informal institutions and formal institutions from another sphere will (Rawls 

1955). Rather than an institutional void, a plethora of possibly conflicting  

institutions, creating what we call here an “institutional swamp” can hamper 

entrepreneurs. Institutional fabrics are complex we argue, and show that 

tensions that confront entrepreneurs arise. Attributing a lack of entrepreneurial 

behavior to the absence of direct formal institutions (or their enforcement), to 

‘voids’, may be misleading. Voids ignore the “on the ground dynamics” (Mair et al. 

2012: 819), and the interactions between institutions. We propose a framework to 

understand these dynamics, allowing for a better sense of what affects 

entrepreneurs.  

In remote, barren Humera where few formal institutions exist in direct support 

of entrepreneurship and market exchange, informal institutions and formal 

institutions from others spheres impinge. From such other spheres, an important 

example is the principle of solidarity that conditions the market. A consequence 

is that each municipality is officiously only permitted to have one cooperative. In 

addition, partly informally, no farmer can be excluded from a collective, despite 

obvious  free-riding problems that will result (cf. World Bank 2007).   

When some institutions – formal or informal, directly aimed at a sphere or not – 

prescribe one kind of behavior, and other institutions prescribe different, 

conflicting behaviors, ambiguity and tensions arise. Some actors are able to  play 

the environment and act more entrepreneurially, while others are paralyzed and 

risk ‘drowning in the institutional swamp.’ Institutional entrepreneurs make 

choices that avoid the tensions that arise from conflicting institutional 

prescriptions for behavior. Institutional contexts do allow for agency (Dolfsma 

and Verburg 2008). Institutional entrepreneurs do not simply ignore institutions 

that prevent them from adopting preferred behaviors in pursuit of their goals. 

Rather, they can reach their goals by adopting behaviors that are, for instance, 

ostensibly in line with institutions that could be seen to hamper reaching a goal. 

Humera 1, for instance, is strongly focused on market transactions and the 

pursuit of profits, in apparent contrast with principles of solidarity, but can do so 

as it also invests in the community. In addition, it can resist regional government 

pressures to supply the federation by drawing on its cognitive and financial 

resources as it threatens legal actions. These are actions that cannot be 

construed as illegitimate, but only when properly played. Actors to play this 

should have resources, but should also be seen as legitimate themselves (cf. 

Oliver 1991). Members of Humera 2 have a strong reputation having served for a 

long time as officers in  the army against the former DERG regime. If the leader 
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of a cooperative is chosen because of seniority, rather than merit, however, 

chances that he can effectively act as institutional entrepreneur avoiding an 

institutional swamp may be lower. 

The room to play the institutional environment, but also the difficulty for some to 

do so, has hardly been recognized in studies on institutional environments and 

entrepreneurship in developing countries. Recognizing this room is of importance 

to current literature as it maps the space in which (institutional) entrepreneurs 

can maneuver, avoid drowning in an institutional swamp, and be successful. 

Humera 1, Humera 2, and Maikadra mostly adhered to market institutions, each 

in their own way, while the other cooperatives, represented by Adebay, mostly 

adhered to institutions far less friendly to market exchange. As a consequence, 

the prime goal to have a cooperative in the first place, from a market point of 

view – seeking scale economies to better position in the market – cannot be 

reached. 

An institutional fabric affects entrepreneurial behavior. In order for researchers, 

actors and policy makers to understand this, a societal sphere must not be 

perceived as an institutional void if some formal institutions are absent. The 

framework we propose allows one to understand the ‘on the ground dynamics’ in 

a sphere in society. Informal institutions and formal institutions, direct, or 

indirect, can prescribe behaviors. The behaviors prescribed can conflict, causing 

tensions in a sphere, and giving rise to what we call an institutional swamp.  

Institutional entrepreneurs, skilled and possessing legitimate resources that they 

employ in a way that is seen as legitimate, can resolve some of the conflicts and 

indicate worthwhile solutions for further economic development. Successful 

cooperatives that play the institutional environment can become inspiring 

benchmarks for others and fuel future development. 

In conclusion we argue that not only unrealized potential of entrepreneurial 

activity in developing countries can be attributed to institutional environments, 

but so can realized potential. The crux is not just to study what is absent, the 

voids, but more so what is present. The richness of societies institutional fabrics 

explains to a greater extent entrepreneurial activity than do so-called voids. Mair 

et al. (2012) already made this argument, but to date no framework for studying 

institutional fabrics has been developed or used in literature. We argue that the 

framework that we propose in the current chapter, as well as the 

conceptualization of the institutional swamp, increases the rigor of studies on 

institutional environments and entrepreneurial activity in developing countries. 

Managerial and policy implications 

Perceiving of a societal sphere as an institutional void in case there are no or few 

formal institutions that directly prescribe behaviors in it, as much of current 
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literature does, naively ignores the fact that informal institutions as well as 

formal institutions that are primarily focused on a different sphere do impinge on 

it too (cf. North 1990). Ignoring that will give rise to the naive policy suggestion 

to import formal institutions that elsewhere regulate such a sphere. To include 

women as active participants on a market in a culture where this is not the 

informal norm (Mair et al. 2012) may not work even in the longer term  - informal 

institutions to prevent women entering the market sphere may not change 

overnight (Williamson 2000; North 1990).  For policy makers an important 

implication is to find the balance in institutional fabrics that satisfies the 

principles that a society values yet reduces ambiguity. In other words, 

institutions targeting the practice of market exchange need to be aligned with 

institutions targeting other values, preferably in such a way that society’s values 

are hardly compromised. Furthermore the importance of legitimacy is important 

to recognize. Top-down designed and installed institutions may not bear 

legitimacy in society and evoke acts of defiance, avoidance, resistance or other 

acts of agency (see Oliver 1991).  

For managers an important implication from our study is to detect the room for 

maneuvering, the room existent in institutional fabrics to play the environment. 

Particularly in the context of ambiguity varied acts of behavior may be possible. 

If a firm requires more room for maneuvering, as did the processing firm above, 

an important strategy is to lobby for more such room. In other words, 

institutional entrepreneurship can be a source of competitive advantage in such 

settings. Similarly, NGOs supporting firms in developing countries can benefit 

from recognizing the complexities of institutional fabrics, and to understand room 

existent to exploit tensions in the benefit of supported firms. We suggest firms 

and NGOs not just to focus on what is absent, on voids, but more so on tensions 

and how they can serve the interest of entrepreneurs. 
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Chapter 5 - Global value chains and smallholder value 

appropriation through cooperation 
 

5.1 Introduction 
Modern agriculture in developing countries “is led by private entrepreneurs in 

extensive value chains linking producers to consumers and including many 

entrepreneurial smallholders supported by their organizations” (World Bank, 

2007: 8). “Farmers are increasingly supplying long and sophisticated supply 

chains and have to meet stringent food safety standards, particularly in 

discerning international markets” (Markelova et al. 2009: 1). In studies on 

international trade the GVC approach has been used to analyze opportunities for 

small businesses and farmers from developing countries (Gereffi et al. 2005; 

Humphrey and Memedovic 2006). Inclusion in export chains, is seen as an 

instrument in the struggle against poverty. However, to date the results of these 

policies are rather bleak: even if smallholder market organizations are involved, 

their financial benefits are generally small (Kaplinsky 2000; World Bank 2007; 

Minten, Singh, and Sutradhar 2013; Donovan and Poole 2014). To increase 

benefits from participation in global value chains for farmers from developing 

countries, the emphasis of the GVC approach is on governance in the chain, 

upgrading, productivity improvements and meeting the demands of Western 

customers or lead firms (Gereffi et al. 2001; 2005; Humphrey and Schmitz 2001; 

2002; Gilbert 2008; Neilson, Pritchard, and Yeung 2014). Development policies, 

aiming at a reduction of poverty, try to facilitate the inclusion of smallholders in 

these GVCs. Similarly, NGOs support Fair-Trade. All these policies use the GVC 

approach to assess the opportunities for smallholder inclusion in export value 

chains. 

Collective action is seen as a promising instrument to improve access to markets 

and global value chains for rural households (Thorp, Stewart, and Heyer 2005). 

Markelova et al. (2009) explain that despite growing market opportunities, there 

is a danger that smallholder farmers will be squeezed out: they face scale 

disadvantages, high transaction costs, difficulties in accessing knowledge through 

business development services and a decline in state-funded agricultural support. 

They discuss collective action as an instrument to address these disadvantages. 

Insights from studies of collective action in natural resource management are 

used to derive conditions that facilitate effective producer organizations for 

smallholders’ market access, with special attention to the characteristics of user 

groups, institutional arrangements, types of products, markets, and the external 

environment.  
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Several case studies show that through collective action farmers are able to solve 

resource constraints that hamper their activities in the chain. Just to mention a 

few, Hellin, Lundy, and Meijer (2009) provide a case to show that scale effects 

can be created and transaction costs can be reduced, Narrod et al. (2009) give an 

example of effective public-private partnerships and Kaganzi et al. (2009) discuss 

successful credit and saving, upgrading and better business management, 

through collective action. These cases show that collective action may help 

farmers to become competitive. However, many other studies discuss the failures 

to compete and relate it to a lack of ‘control’ in the chain (Gereffi et al. 2005), a 

lack of ‘power’ (Kaplinsky 2000; Thorpe et al. 2005; Devaux et al. 2009) or not 

being involved as one of the ‘driving forces’ (Altenburg 2011; Jespersen, Kelling, 

Ponte, and Kruijssen 2014; Ponte and Sturgeon 2014). This outcome leads 

Markelova et al. (2009) to the conclusion that it is important to understand better 

when farmer organizations make sense and that the opportunities for 

smallholders finally depend on their ability to compete in the market.   

Although the issues addressed in the GVC literature and the discussion on 

collective action are all relevant for finding opportunities of smallholders in value 

chains, we claim that this literature does not sufficiently address the key issue 

involved, namely the resources needed to create and, in particular, to sustain a 

competitive advantage. Put differently, the resources needed to coerce control, 

power or a driving force. None of the abovementioned studies discusses the 

features of resources that may allow smallholders to exercise control or may 

allow farmers to create a sustainable competitive advantage. Although some of 

these case studies show that smallholders were successful in targeting the 

identified market opportunities, it is important to understand which resources 

should be invested in to avoid that the success is easily copied, or that the 

benefits evaporate. We argue that it is the bundle of resources, rather than a 

market opportunity that establishes the root of the smallholders’, or farmers 

organization’s, competitive position (Wernerfelt 1984; Barney 1991). It is this 

insight that is helpful to select promising opportunities and to avoid investment 

failures of an already poor target group.  

The literature on Strategic Management and in particular the Resource-Based 

Theory (RBT), helps to assess the opportunities for smallholders from developing 

countries. Unlike most economic theories that  focus on competitive market forces 

and perceive smallholders as homogenous players having access to the same 

resource base, strategic management literature provides theoretical insights to 

understand firm heterogeneity and to analyze the importance of ownership, or 

control, of strategic resources that secure value appropriation. Smallholders in 

developing countries require strategic resources and capabilities to compete 

internationally and to establish favorable terms of trade with suppliers and 

especially buyers (Dawar and Frost 1999). Put differently, firms and farms from 
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developing countries should develop strategic resources and capabilities of value 

that make them an indispensable partner for firms from developed countries 

(Hitt et al. 2000).   

This requirement establishes a major challenge for smallholders in global value 

chains as many of them are severely resource-constrained. We argue that some of 

these problems may be solved jointly, through horizontal cooperation and by 

developing ‘relational assets’ that strengthen the strategic position of 

collaborating firms in the GVCs  (cf. Dyer and Singh 1998; Markelova et al. 2009; 

Wincent et al. 2010). In addition to these insights, we suggest a number of 

propositions regarding the governance of relational assets. Without due 

recognition of the strategic position of smallholders, insights from GVC literature 

may fail to explain why smallholders do not appropriate value and why inclusion 

may lead to ‘immiserising growth’ (Kaplinsky 2000). A strategic analysis 

complements the recommendations drawing on this literature as it identifies the 

smallholders that are able to create the appropriate resource base and, 

consequently, may benefit from participation in global value chains. 

Concomitantly, those smallholders that are not able to create the needed resource 

base are advised to position themselves in an alternative market for which they 

are able to create the required resources (Humphrey 2006; Ponte and Ewert, 

2009). 

The chapter is structured as follows: Section 2 discusses existing literature on 

Global Value Chains. Subsequently, in Section 3, the RBT is discussed, 

highlighting the strategic difference between value creation and value 

appropriation; Section 4 discusses where the resource based theory and the 

global value chain approach complement each other. Sections 5 to 8 argue that 

the relational assets that resource-constrained small firms and farmers from 

developing countries require must be managed in a proper governance structure. 

We suggest some testable propositions on conditions for successful cooperation to 

develop and maintain relational assets. The final section concludes and suggests 

further research.  

5.2 The Global Value Chain 
Opportunities for farmers to benefit from international trade are argued to come 

from so-called ‘global value chains’ linking globally dispersed farmers to globally 

dispersed consumers (World Bank 2007). In academic literature global value 

chains (GVCs) are defined as the full range of international production and 

trading activities by legally independent firms to realize a specific end-product. 

Important themes include (1) the amount of value created by each firm in the 

chain, (2) the vertical governance (coordination and control) in the chain, and (3) 

the options for firms from developing countries to participate in GVCs (Sturgeon 
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2007; Kaplinsky 2000, 2006; Gereffi et al. 2001; 2005; Humphrey and Schmitz 

2002; Humphrey and Memedovic 2006; Craviotti 2012).  

Governance of GVCs is argued to be the responsibility of a ‘lead firm’ that 

determines “what is to be produced, how, and by whom” (Gereffi et al. 2001: 1). A 

lead firm governs the chain to facilitate and benefit from cost-effective 

outsourcing (Gibbon, Bair, and Ponte 2008). To enable smallholders in developing 

countries to supply lead firms, lead firms may need to help upgrade the farmers 

in developing countries. This type of upgrading is considered to bring benefits for 

both firms involved (Humphrey and Schmitz 2001; 2002). Public parties, non-

governmental (e.g. Fair-Trade certification schemes) or governmental 

organizations may try to influence the governance of GVCs in order to benefit 

small farmers relatively more since they constitute the least privileged and most 

vulnerable group of actors in developing economies (Sturgeon 2001; Bitzer 2011; 

Humphrey and Memedovic 2006; Ruwanpura and Wrigley 2011). 

Coe et al. (2008) criticize the GVC concept and propose a Global Production 

Network (GPN) approach: “First, GCCs4 and GVCs are essentially linear 

structures, whereas GPNs strive to go beyond such linearity to incorporate all 

kinds of network configuration. Second, GCCs/GVCs focus narrowly on the 

governance of inter-firm transactions while GPNs attempt to encompass all 

relevant sets of actors and relationships” (Coe et al. 2008: 272). They conclude 

that the Global Production Network approach is a better instrument to analyze 

the global economy and its impact on territorial development needs. The GPN is 

a more comprehensive perspective in which more attention is paid to regulatory 

systems, labor, consumers and civil society organizations, and networks of 

cooperation and conflict. The authors note that: “The major difference between a 

GPN and GVC approach, therefore, is that the former aims to be more inclusive 

than the latter, even though this poses considerable practical problems.” 

We agree that from the perspective of the global economy and territorial 

development this broad approach is appropriate (Johns 2006; Yeung 2009; 

Murphy and Schindler 2011; MacKinnon 2012). However, the broadness may 

turn into a weakness if differences in the performance of individual stakeholders 

have to be understood. The GPN stresses the importance of regulations and 

institutions. Indeed, these are one of the determinants in the value distribution 

process among actors in the chains. However, only part of the outcomes of value 

distribution is rooted in constraining rules and regulations set by governments, 

market authorities and non-governmental organizations, that is, the formal rules 

of the game (Cramer 1999; Williamson 2000).  This chapter calls attention for 

another determinant in the value distribution process: the play of the game, 

which is driven by the firms involved in transactions in the supply chain and 

                                            
4 GCCs = Global Commodity Chains 
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based on the resources and capabilities they own. This focus sheds light on the 

strategic behavior of individual firms and may explain why some firms are 

successful while others fail in the same GPN or GVC. 

In this play of the game value creation, power and value appropriation are key. 

Value creation is defined as the difference between the value that resides in a 

finished good and the value that is sacrificed to produce the finished good (i.e. the 

sum of the consumer surplus and the producer surplus). Value appropriation is 

that part of the total value created that is appropriated by the firm (capture of 

rents). The latter results from the relative power of the firms involved. The key 

question now is to understand the roots of that relative power for the firms 

involved. We agree with the GPN approach that part of the relative power can be 

explained by institutions (formal rules of the game), however, another part is 

rooted in the firm’s resources and capabilities. Remarkably, available resources 

and capabilities at firm level are given scant attention in the GPN framework. 

The GVC approach does not provide the instruments needed to solve this query 

either. In line with the definition of GVCs given above the unit of analysis 

encompasses all firms involved in the value chain. In this approach upgrading is 

generally seen as an instrument to allow firms from developing countries to 

produce more sophisticated products (product upgrading), to process more 

efficiently (process upgrading), to become active in higher value-adding activities 

in the chain (functional upgrading), or to participate simultaneously in separate 

GVCs (inter-sectoral upgrading) (Gereffi 1999; Gereffi et al. 2001; Humphrey and 

Schmitz 2002). The GVC literature suggests that, through governance and 

upgrading, trade between globally dispersed and legally independent firms can 

be realized. However, the fruits from upgrading may not accrue to the small 

firms and farmers. This is acknowledged by several researchers who point their 

fingers at inappropriate governance in the chain, for instance by the lead firm. 

Upgrading may mean that value is created in GVCs and, simultaneously, that 

the firms from developing countries may not appropriate the value created. This 

can lead to ‘immiserising growth’: increased economic activity and improved 

products are accompanied by decreasing economic returns to players in 

developing economies (Kaplinsky 2000; 2006).  Similarly, Humphrey and Schmitz 

(2002) distinguish different forms of upgrading and discuss serious barriers to 

functional upgrading. They note the importance of strategic intent and that 

significant investments have to be made. Ponte and Ewert (2009) criticize the 

focus on upgrading and argue that in some cases, downgrading may be more 

promising. In the same vein, Humphrey (2006) argues that regional market 

opportunities may provide more attractive options for smallholders in developing 

countries. Although most studies provide industry-specific details to understand 

the position of the stakeholders in the value chain, a major drawback of this 

literature is that not much insight is given into the generic forces that determine 



  

90 

 

the distribution of value among actors in the chain. In other words, the focus is 

on higher value creation without paying explicit attention to the factors that 

determine value appropriation. 

Gereffi et al. (2005) provide a theoretical framework for better understanding the 

governance structures between firms involved in GVCs. The governance 

structures distribute not only the activities and responsibilities among actors in 

the chain, but also the created value. In the framework, power is a factor, but it is 

unclear on which features this power is based. Reference is made to Penrose 

(1959): ‘how and whether firms can capture value depends in part on the 

generation and retention of competencies (that is resources) that are difficult for 

competitors to replicate’ (Gereffi et al. 2005: 81). Reference also is made to the 

doctrine of ‘core competence’, such that firms that rely on the complementary 

competencies of other firms and focus more intensively on their own areas of 

competence, perform better than firms that are vertically integrated or 

incoherently diversified (Prahalad and Hamel 1990). These remarks are 

interesting, but the framework does not elaborate on how these insights work in 

value chains. In other words, it does not give much insight into the drivers of 

value appropriation in the supply chain. An analysis at the individual firm level, 

or at a specific business relationship in the chain, is needed to shed more light on 

this process. 

An important question in GVC literature should then become how farmers can 

appropriate value. This obvious question has not been adequately addressed so 

far. Kaplinsky (2006) merely suggests that farmers should ‘innovate’, as 

innovation results in entry barriers and consequently rents from scarcity. 

Although Kaplinsky’s suggestion is a step in the right direction, it remains 

unclear how small firms and farmers from developing countries (1) may create 

the strategic resources required to innovate, and (2) have the opportunity to 

appropriate the value from innovation (Teece 1986; 2006).5 We argue that the 

Resource Based Theory (RBT) provides some valuable insights to address these 

queries (Barney 1991; Grant 1991; Teece et al. 1997; Sirmon et al. 2007; Sirmon 

et al. 2008). 

5.3 Competitiveness: Outside-in vs. Inside-out 
A key issue in strategic management is the development of a business strategy 

that creates a competitive advantage over rival organizations. A competitive 

advantage means that a firm is able to outperform its rivals, that is, to earn a 

higher profit or to appropriate a relatively large share of the created value. Firms 

may take the environment as a starting point (outside in) to choose an 

advantageous market position, or firms may take their own resource base as a 

                                            
5 Even in developed economies firms see the majority of the benefits emerging from innovation flowing to others and to 

consumers (Baumol 2002). 
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starting point (inside out). Except for Penrose (1959), early work on firm 

competitiveness focused on environmental factors that explained industry 

attractiveness (cf. Porter 1985).  An outside-in perspective to competitiveness 

argues that firms should try to enter attractive industries. Kaplinsky’s (2006) 

emphasis on entry barriers resembles aspects of outside-in analyses of 

competitiveness. However, the resources and capabilities needed to operate 

successfully in an industry may be complex and thus entering may be a daunting 

process for smallholders. In addition, an outside-in perspective on 

competitiveness can explain the attractiveness of industries, but not performance 

differences between firms within that industry (Teece et al. 1997).  

The literature on RBT stresses the importance of an inside out approach and 

focuses on the firm’s resources and capabilities. We follow Amit and Schoemaker 

(1993) in defining resources as stocks of available factors (patents, licenses, 

property, plant, equipment, human capital) and capabilities as a firm’s capacity 

to deploy resources to effect a desirable end (a product or service for the market). 

The RBT argues that resources that are Valuable, Rare, Inimitable, and Non-

substitutable (VRIN) have strategic value and, consequently, are denominated 

strategic resources providing firms the opportunity to gain a competitive 

advantage relative to other firms in the same industry (Barney 1991; Priem and 

Butler 2001a; Sirmon et al. 2007; 2008). The features of these resources make 

them difficult to copy or imitate and therefore the RBT concludes that these 

resources may form the basis for value appropriation. These resources make the 

producer unique and difficult to replace by other suppliers in the chain, i.e. they 

form the power in the negotiation process with buyers. As long as the VRIN 

features of the resources hold they may establish the root for a sustainable 

competitive advantage. However, VRIN features are not sufficient for a 

competitive advantage. The potential of VRIN resources to gain a competitive 

advantage depends on the firm’s capabilities to bundle, deploy, or ‘orchestrate’ 

these resources (Armstrong and Shimizu 2007; Sirmon and Hitt 2009). This 

means that the bundling of VRIN resources may lead to the creation of a 

competitive advantage, but only if it results in a product or service that is valued 

by the market. 

5.4 Integrating RBT and GVC 
From research in the field of RBT it is evident that if small firms want to 

appropriate more value of the value created in a global value chain they need to 

make a strategically attractive value proposition that leverages resource 

advantages (Sirmon et al. 2008). Just like a ‘lead firm’ that owns and controls 

resources to orchestrate the upgrading by an army of primary producers, 

heterogeneous small firms and farmers must develop and orchestrate VRIN-

resources themselves too if they want to appropriate value. RBT logic even 
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implies that upgrading of large groups of homogenous farmers cannot result in a 

competitive advantage for these farmers. Instead, the RBT prescribes firms to 

distinguish themselves from competitors and to deploy their resources for 

opportunities in those value chains where they fit best. Studying strategic 

opportunities of farmers to gain advantage from participation thus requires firm- 

and industry-specific analyses on their uniqueness (cf. Rouse and Daellenbach 

1999).  

Although currently no empirical RBT data or analyses on farmers from 

developing countries are available in the literature, some propositions can be 

formulated that suggest conditions for farmers to be able to make an attractive 

value proposition to other actors in a GVC. These propositions are formulated 

below. 

A key insight from the RBT literature is that firms involved in a GVC should 

create VRIN resources in order to be able to capture a reasonable part of the 

value created. Current literature has addressed resources that are a prerequisite 

to accessing a specific value chain (Markelova et al. 2009). Meeting demands set 

by lead firms, i.e. qualifying for orders, does not distinguish them from others 

active in the same stage in the value chain. Based on the RBT logic small firms 

and farmers would be well advised to develop and control resources that 

distinguish themselves from others. Thus, they can make a unique proposition 

that is valued in the markets. From this we derive the first proposition. 

Proposition 1: The success of smallholders’ involvement in GVCs depends   

strongly on the extent to which these farmers control or create 

strategic resources that can be bundled to make a unique value 

proposition. 

5.5 Joint Production and Relational Assets 
Central to the remaining propositions formulated below is the importance for 

smallholders to cooperate among themselves. There is a clear need for joint 

production (Thorp et al. 2005; Markelova et al. 2009; Foss and Lindenberg 2011; 

Craviotti 2012) since many primary producers are resource-constrained in 

important ways. When poor and small farmers cooperate horizontally6 they may 

be able to create access to missing resources. Inter-firm cooperation has received 

some attention in RBT research, making the argument that an ‘atomistic view’ of 

firms prevents one from gaining insights into relational sources of 

competitiveness and the assets that may arise from joint investments and 

production. Firms can but need not act alone (McEvily and Zaheer 1999; Uzzi 

                                            
6 We stress the importance of horizontal cooperation as a first step in creating a stronger market position. Vertical 

cooperation may become interesting in a later stage. We expect that resource constrained individual smallholders have 

difficulty in finding partners upstream or downstream in the chain that are willing to team up with a weak partner, i.e. 

individual smallholders lack the resources to negotiate an attractive agreement. Horizontal cooperation is also a condition 

for getting access to Fair-Trade value chains. 
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1997). Cooperation enables firms to obtain “relational rents” that give rise to an 

“inter-organizational competitive advantage”. Potential sources of inter-

organizational competitive advantage are “(1) relation-specific assets, (2) 

knowledge-sharing routines, (3) complementary resources/capabilities, and (4) 

effective governance” (Dyer and Singh 1998: 660).  

Relational rents, or “supernormal profit jointly generated in an exchange 

relationship that cannot be generated by either firm in isolation and can only be 

created through the joint idiosyncratic contributions of the specific alliance 

partners” (Dyer and Singh, 1998: 662), may be especially important for small- 

and medium-sized firms and farmers in developing countries (Mesquita and 

Lazzarini 2008; Markelova et al. 2009). Such primary producers tend to face scale 

and infrastructure limitations. From this the second proposition is derived: 

Proposition 2: Joint investments in relational assets allow smallholders to  

create strategic resources that provide them a stronger position 

in the GVC, to appropriate a larger share of the benefits. 

The idea of small firm cooperation is not new – there is a relatively well-

established literature on formal market-oriented farmer cooperatives as an 

organizational form (cf. van Bekkum 2001; Beverland 2007). Since this is mostly 

studied in developed market economies, what is relevant for understanding the 

conditions under which small firms and farmers cooperate in developing 

countries is not straightforward. In the following sections we propose a number of 

propositions that indicate boundary conditions and potentially successful 

directions for strategic action when these firms aim at making an attractive 

value proposition to seek competitive advantage. The propositions refer to a 

number of important dimensions to cooperation, such as composition of the group 

in terms of member characteristics, the number of participants, goals for the 

cooperation, and governance mechanisms. 

5.6 Group Composition  
Proposition 2 discusses the potential of bundling different resources of 

smallholders. In order to compete, a collective of small farmers should leverage 

its bundle of resources such that a unique “club good” is created. A club good is a 

good produced by a group and, as opposed to public goods, only the members of 

the group can enjoy the benefits (Torre 2006). However, with differing individual 

farmers, the question arises what persuades them to contribute voluntarily to the 

creation of a club good, especially if contributions of other farmers and outcomes 

of the cooperation are uncertain. Heterogeneity in terms of contributions is in 

line with Olson’s (1965) reasoning that smallholders will voluntarily contribute to 

a club good if individual gains are higher than individual costs, even if this allows 

others to enjoy benefits from the club good as well, while hardly contributing to 
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it7. Thus, there is room for intra-group heterogeneity in terms of the size of firms 

and their contributions.  

Intra-group heterogeneity also aligns with RBT logic that members contribute 

complementary resources and capabilities to the development and maintenance 

of a club good (cf. Hitt et al. 2000; Araujo et al. 2003). Olson (1965) and 

Williamson (1975) emphasize that there should not be too much heterogeneity 

concerning the importance of a common goal to each of the members. Agarwal et 

al. (2010) tested this logic empirically and found support for it. Put differently, 

groups may be composed of heterogeneous members with respect to contributions 

and gains (individual interest), but should be homogenous with respect to group 

goals (group interest). 

Although there seem to be reasons for expecting intra-group resource 

heterogeneity to benefit group performance outcomes, it is impossible to be exact 

in how heterogeneous a group should be (Barham and Chitemi 2009).  If 

heterogeneity in terms of resources (such as knowledge and experience) is 

relatively important, a group of small firms that cooperate to create relational 

assets may be in a good position to compete with a large farmer. However, 

reversing Olson’s (1965: 35) exploitation of the great by the small, the 

exploitation of the small by the large should be prevented by ensuring that 

differences between group members in terms of contributions to the group are not 

too large. Resource dependency theory (Pfeffer & Salancik 1978; Casciaro and 

Piskorski 2005) and appropriability theory (Teece 1986; 2006) suggest that 

mutual, rather than one-way, dependency is what needs to characterize the 

situation (cf. Ozcan and Eisenhardt 2009).  

Proposition 3: Groups consisting of smallholders heterogeneous with respect 

to  contributions to a club good, though homogenous with 

respect to the common interest, are better capable of making a 

value proposition by using a club good than groups composed 

otherwise.  

5.7 Group Size 
Formal farmer cooperative models are often characterized by open membership 

and one of their main aims is to gain benefits from economies of scale (Van 

Bekkum 2001). Little research is devoted to possibilities of small firms and 

farmers using a cooperative to help develop an attractive value proposition in 

order to appropriate more value in a value chain. One exception is Beverland 

(2007), claiming that cooperatives could make a unique value proposition if the 

                                            
7 The reasoning by Olson (1965) is, needless to say, based on the assumption that firms and individuals act according to 

their self-interest. In practice individuals, including commercial actors, also act in the interest of others (Van de Ven, 

Sapienza, and Villanueva 2007) or the collective (Wagner III 1995). This may particularly be true in collectivist cultures 

(Wagner III 1995), such as in many developing countries (Hofstede 2001). Nonetheless when the issue is one of value 

appropriation and circumstances are dire, it can reasonably be assumed that if a firm can appropriate value it will.  
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cooperative is small or if a large cooperative makes use of fixed term contracts, 

tradable shares, appreciable equity shares, defined membership, and minimum 

up-front investments.  

Addressing this problem, Olson (1965) reasons that firms will voluntarily 

contribute if expected individual benefits from contributing to a collective good 

exceed individual costs. Although this raises the opportunity that firms 

contributing little or nothing at all can benefit from such a situation (“the 

‘exploitation’ of the great by the small” [Olson 1965: 35]) it may be beneficial for 

an individual firm to contribute. The likelihood that such a situation occurs 

depends on the size of group: there is a need to keep group size restricted. The 

reasons are that the larger a group becomes, the more members will have to 

share the benefits created, and governance costs increase with group size. This 

means that the larger the group the lower the likelihood of providing an optimal 

supply of a club good; “very large groups normally will not, in the absence of 

coercion or separate, outside incentives, provide themselves with even minimal 

amounts of a collective good” (Olson 1965: 48). 

Wincent et al. (2010: 45) hereby refer to the “paradox of group size”. The paradox 

or trade-off is that the larger the group of firms that cooperates, the more 

resources are accumulated, yet, at the same time, the larger the group, the more 

difficult it is to realize and govern voluntary contribution8. Wincent et al. (2010) 

test the possibility of an external board to mitigate problems associated with 

large groups, and although they do find that an external board can perhaps 

mitigate the disadvantages associated to a large group size they still find that 

small groups are generally better at generating funds for innovation than large 

groups.  

Proposition 4: Larger groups may deliver more investment for strategic   

resources but also face more daunting governance challenges.  

5.8 Governance mechanisms 
To realize participation in the creation of club goods by a group, opportunistic 

behavior should be prevented through the regulation of the membership. In inter-

firm cooperative agreements some firms may be “keen to appropriate more than 

their fair share of rents streaming from the combined use of such assets. 

Cooperation is thwarted by the fact that, whoever invests first, runs the risk of 

being held to ransom by the owners of complementary assets” (Araujo et al. 2003: 

1258). Restricting entry to high contributors increases overall individual 

contribution to club goods, yet, preventing exit by high contributors may reduce 

                                            
8 The objective of a cooperative would be to jointly develop a new resource or capability, rather than, as the strategic 

alliance literature, leverage the combined, existing resources and capabilities of alliance partners (e.g., Sampson 2007).  

Since no formal agreement is made (see further below) and no equity is invested, a cooperative is not like a joint venture 

either. 
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the pressure on low contributors to pay their share (Ahn, Isaac, and Salmon 

2008). This issue relates to the voluntary nature of cooperatives. 

An important question then becomes how a group contributing to a common good 

is governed,  distinguishing between formal and informal, or relational, 

governance mechanisms. Each may have their function and they can exist 

alongside another (Poppo and Zenger 2002; Torre 2006). Formal governance 

mechanism may “promote more cooperative, long-term, trusting exchange 

relationships […] promote longevity in exchanges by increasing the penalties that 

accompany severing an exchange relationship” (Poppo and Zenger 2002: 708). 

Informal mechanisms, by contrast, may “heighten the probability that trust and 

cooperation will safeguard against hazards poorly protected by the contract” 

(Poppo and Zenger, 2002: 708). It is expected that small firms and farmers in 

developing countries do not have the resources to realize formal governance 

forms, and thus may need to rely on informal self-governance (Ostrom, Walker, 

and Gardner 1992).  

Formal mechanisms may function well for farmer cooperative models in which 

benefits from economies of scale are sought (Beverland 2007), given that these 

may require capital investments, and provided that the institutional 

environment ensures contract enforcement (Mesquita and Lazzarini 2008). 

However, the creation of club goods also requires voluntary action as complete 

contracts never exist. The common good that needs to be contributed to will 

involve uncertainties about the future returns that cannot all be included in a 

formal agreement. Contributions to a club good regulated at least partly through 

informal governance are based on reciprocity. Terms of exchange are deliberately 

unclear and subject to discretion. If a group member fails to reciprocate 

proportionally according to moral norms of reciprocity and social solidarity, 

exclusion from the group results. Reputation, benefits of continued cooperation, 

moral norms of reciprocity and social solidarity include forces by which the 

system is regulated (Dolfsma and Van der Eijk 2010: 65). To value reciprocated 

favors according to perceptions of justice, communication is vital (Luo 2008; 

Agarwal et al. 2010; Ahn et al. 2008). In cooperative agreements in which parties 

have varying “private intents” and “asymmetrical dependence”, procedural 

justice, as opposed to distributive justice, removes fears of exploitation, creates 

reciprocal behavior, and decreases the need for inter-firm rivalry (Luo 2008: 28; 

Kumar 1996). The process through which a distribution of benefits from joint 

production is reached is thus much more important than the distribution that 

actually results. 

Although the cooperation is based on voluntary action, this does not mean there 

is no bargaining over the sharing of gains among the group members (Olson 

1965). Consequently mechanisms to govern the sharing of gains need to be put in 
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place. The emphasis will be on informal mechanisms. Informal mechanisms 

appear effective in groups that rely on voluntary self-governance (Ostrom 1992). 

Furthermore firms in developing countries often reside to informal mechanisms, 

including in cooperative agreements (Luo 2008; Mesquita and Lazzarini 2008). 

Proposition five then is: 

Proposition 5: Intra-group value appropriation may be best governed  

informally through entry and   exit institutions generally 

perceived as procedurally just, and based on well-

communicated and agreed-upon norms for equitable sharing of 

benefits. 

5.9 Conclusion 
It is of great importance for smallholders in developing countries to understand 

in what ways they can gain advantage from integration in global value chains. 

Farmer strategies that leverage resources such that an attractive value 

proposition can be offered to the varying actors in the chains can help them to 

upgrade through creating value. Yet, for small farmers also to be able to 

appropriate more value of the value created, they have to control, or create, 

strategic resources. Insights from strategic management are useful to identify 

these resources and may explain why so many smallholders fail to appropriate 

the alleged benefits of inclusion. A major conclusion is that strategic 

management may complement the GVC literature and can be used to identify 

smallholders or SMEs that are expected to benefit from the market opportunities. 

Put differently, inclusion and upgrading may be attractive, but not necessarily 

for all suppliers in the chain. 

Being resource constrained and otherwise in vulnerable circumstances, it is 

expected that cooperation will be a promising instrument for small firms and 

farmers to create these strategic resources in the quality of club goods. Success of 

cooperation, however, is dependent on group composition, group size, and 

governance mechanisms. If the necessary conditions formulated in a number of 

propositions in this paper are met, the development and deployment of strategic 

resources and capabilities may be expected. As a group, small firms and farmers 

can then strategically develop a sustained competitive advantage and prevent 

‘immiserising growth’. The propositions need to be tested empirically and provide 

an agenda for further research in this field.  

Small firms and farmers are heterogeneous entities with varying opportunities to 

gain competitive advantage. Each player in a value chain can make strategic 

decisions about choosing among different chains to enter. In addition, such a firm 

can develop resources, itself or in conjunction with others, to help ensure that 

value is not only created but also appropriated. Theoretically, then, the focus of 
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attention shifts from the lead firm in a value chain that the GVC literature 

focuses on, to  the strategic resources and capabilities of all players in a chain 

including small firms. Farmers are then perceived as strategic actors rather than 

as price-takers of commodity produce (Beverland 2007). To realize structural 

change it should be understood how even resource-constrained smallholders can 

strategically position and compete in (global) value chains on the basis of 

resources and capabilities developed either by themselves but most likely jointly 

with others. The outcome of this exercise is not necessarily upgraded entry in a 

GVC. It is well possible that domestic or regional markets provide more 

attractive opportunities to find a fit between available resources and the required 

value proposition. 
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Chapter 6 – Conclusion 
 

In the current thesis we addressed the question “What strategic opportunities do 

primary producers in global value chains have to realize the entrepreneurial 

potential of their activities?” On both theoretical and empirical grounds we can 

draw various conclusions. While each of the chapters provides specific 

conclusions in relation to the chapter’s discussions, we focus in the current 

chapter on the overall conclusion of this thesis. 

In order not just to create value but appropriate it as well, firms need to develop 

and deploy a resource-base with valuable and rare resources.  While this as such 

is not a new insight, the criteria of value, rareness, inimitability, and non-

substitutability (VRIN) have not been applied to date in global value chain 

research. As we discuss in chapter five, the VRIN criteria can provide important 

insights in discussions on effective upgrading and ways to avoid immiserising 

growth. When studying the resources of sesame seed farmers in Ethiopia, as 

documented in chapter two, we indeed found that the deployment of resources 

and capabilities that are simultaneously valuable and rare can explain 

performance differences to a certain extent. Also seemingly homogeneous 

smallholders in competitive markets are heterogeneous in their performance and 

deployment of resources and capabilities. As such we demonstrate not only on 

theoretical grounds, but also on empirical grounds that primary producers in 

global value chains have strategic opportunities to realize the entrepreneurial 

potential of their activities to a larger degree. 

Strategic opportunities, however, do not only exist at the individual level. In 

chapter three we demonstrate that, though largely unrealized, there are 

opportunities for farmers to benefit from collective action. Currently, however, 

the institutional environment is not supportive of effective collective action. In 

the words of the World Bank (2007), policy makers are searching for the balance 

between efficiency and equity. In Ethiopia this is manifested in policies aiming at 

all-inclusiveness: preferably all farmers are member of one cooperative. An 

import conclusion to learn from current practices is that policies of “all-

inclusiveness” in cooperatives lead to the violation of goal homogeneity and 

contribution heterogeneity, and consequently to malfunctioning or inefficient 

cooperatives. Due to malfunctioning or inefficient cooperatives, membership-

bases are small, and participation, trust, and willingness to invest by members 

are low. In other words, farmers at a large scale choose not to become member or 

to participate actively, implying exclusion rather than inclusion. Making 

cooperatives function efficiently, will attract members, and result in inclusion. 

Currently,  however, the institutional environment in Ethiopia does not provide 
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the freedom to like-minded farmers whom trust one another to engage in 

collective action. 

Though the former conclusion that much of the theoretical potential of collective 

action is not realized due to an unsupportive institutional environment, the 

positive side is that due to the very definition of developing countries, change is 

rapidly occurring. The institutional development that we observed and 

documented in chapter four, demonstrates that there are opportunities for 

entrepreneurs to play the institutional environment in such a way that 

entrepreneurial behavior is possible. The study shows that Ethiopia is in the 

middle of a process of finding the balance between efficiency and equity, and is 

willing to make changes, such as with the changed law allowing cooperatives to 

supply to processing firms. In addition institutional entrepreneurs operate on the 

edge of what is allowed or permitted given the society’s current institutions and 

even aim to increase the room for entrepreneurial behavior. Contrary to previous 

research on institutions and entrepreneurship in developing countries, this 

means that the quest for developing countries is not one of simply filling the 

institutional ‘voids’, but one of balancing the different principles that societies 

value. For entrepreneurs this means that opportunities exist to benefit from 

collective action and to maneuver as such in the institutional environment that 

entrepreneurial opportunities can be exploited.  

In short we can conclude that primary producers have strategic opportunities to 

exploit at both the level of the individual as well as the collective, and that 

institutional environments may evolve to increasingly favor the exploitation of 

these opportunities. Farmer entrepreneurs use resources, collective action, and 

institutional agency in their efforts to exploit strategic opportunities. Both 

theoretical and empirical arguments support this conclusion. 

Theoretical implications 

The findings and conclusions of the current thesis bring a couple of theoretical 

implications. Firstly, in the field of economic geography, scholars working on 

GVC, GPN, and upgrading studies, can substantiate their research by 

incorporating insights from the field of strategic management. Current  research 

discusses opportunities for primary producers in GVCs to enjoy benefits from 

upgrading, yet the current research faces the phenomenon of immiserising 

growth. To date no theoretical underpinnings were developed in literature 

discussing how to avoid or counter the phenomenon of immiserising growth, 

except for the suggestion that primary producers should be innovative (Kaplinsky 

2006). This suggestion, however, raises a number of other questions that we 

aimed to address with our conceptual study as documented in chapter five. Our 

discussion relies on insights from the field of strategic management. We proposed 

different ways in which these insights can be incorporated. Of particular 
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importance are the resources that primary producers need to make an attractive 

value proposition in the chain. In line with the resource-based theory (Barney 

1991) we argue that such resources need to be Valuable, Rare, Inimitable, and 

Non-substitutable. We furthermore argue under which conditions such resources 

can be developed, bundled, and deployed by a collective of primary producers. In 

chapter two we demonstrate using empirical evidence, that primary producers 

are heterogeneous in their performance, despite their ostensible homogeneity, 

and that part of this performance variance can be explained by access to and use 

of valuable and rare resources by primary producers. Given that part of the 

heterogeneity is valuable and rare, this implies that farmers do have sources of 

competitive advantage, as well as disadvantage, which can respectively be 

developed and deployed further, and be neutralized. We suggest in order to 

further GVC, GPN, and upgrading literature, to incorporate these insights on 

strategic management and collective action.  

In chapter three we take a closer look at the conditions of success of collective 

action. We study the efficiency with which farmer members of cooperatives make 

use of their input factors and find that they generally do so less efficient than 

non-members. We explain this difference in terms of the conditions of success of 

collective action. A number of these conditions are violated in the context in 

which we studied collective action. This should not come as a surprise, according 

to the World Bank (2007), as in developing countries often a quest is observed to 

balance efficiency and equity. In the name of solidarity, the World Bank (2007), 

argues, farmers are included in cooperatives which may reduce efficiency. Our 

study is relevant to current research on collective action since it is one of the first 

to provide empirical evidence for phenomena and relationships that had been 

theorized before. In addition, we demonstrate our empirical evidence using novel 

research methods that, as we argue, increase validity and reliability. Finding 

statistical support for theories under development brings theories to a more 

mature and established stage (Armstrong and Shimizu 2007).  

Our study also has relevant theoretical implications for the RBT. The RBT has 

been one of the most, if not the most, prominent theory in the field of strategic 

management for the past two decades. Nonetheless, despite its prominence, 

methodological debates on how to operationalize the intuitive theory remained to 

date. In existing empirical research scholars failed to measure both specific 

resources as well as their characteristics (VRIN), and they failed to measure the 

characteristics simultaneously. This resulted in studies demonstrating the 

importance of certain specific resources and capabilities of firms to competitive 

advantage without knowing whether these resources and capabilities are actually 

VRIN, and in studies demonstrating that firms with resources and capabilities 

that are VRIN do realize a competitive advantage, albeit without exactly 

knowing which researches specifically carry these characteristics. In addition, 
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concerning the latter, scholars to date failed to study whether resources and 

capabilities carried the characteristics simultaneously. This is important since 

resources need to be simultaneously valuable and rare in order to contribute to a 

competitive advantage. While a need to develop novel ways to conduct empirical 

RBT research using mixed methods has been identified (Barney et al. 2011), no 

methodological suggestions have been made to date. We argue that the template 

that we developed can further RBT research. We furthermore argue that another 

important theoretical implication for the RBT is its proven relevance in the sector 

that we studied. To date the RBT has not been used in a certain sector, among 

commodity producers in a developing country. It demonstrates that the theory is 

robust and validated and relevant not just in sectors commonly studied, but also 

to commodity producers in Africa.  

Finally, an important theoretical implication in the field of entrepreneurship 

research is a shift from the focus on so-called voids to the complexity and richness 

of societies’ institutional fabric as already suggested by Mair et al. (2012) and 

further developed and substantiated in the current thesis. The framework that 

we developed allows to study institutional fabrics in all their richness, and 

resulting behaviors. Applying this framework implies for current literature the 

recognition that failures to utilize the potential of entrepreneurship in developing 

countries is not, as commonly argued, so much the result of missing institutions, 

but more so one of competing institutions and the responses of entrepreneurs to 

these ‘tensions’. The multiplicity of societies’ institutions and the resulting 

tensions may make the institutional environment a swamp in which 

entrepreneurs can drown. On the other hand, institutional entrepreneurs may 

identify opportunities resulting from tensions and exploit tensions to their 

benefit. Understanding the richness of societies’ institutional environments is 

important in studying and understanding entrepreneurship in developing 

countries.  

Managerial and policy implications 

In addition to the theoretical implications, a number of practical implications can 

likewise be derived from the current thesis. Firstly, a large number of 

governmental and non-governmental organizations (GOs and NGOs) are working 

on programs to improve the income of poor farmers in developing countries. 

These organizations base their work on the idea of upgrading. However, as we 

argued, upgrading may result in immiserising growth. Programs aimed at 

improving agronomical yields of farmers provide such an example. Assuming 

success, increased supply will, ceteris paribus, lead to decreasing prices, 

according to the general economic law of supply and demand. In other words, it 

may lead, to a smaller or greater degree, to immiserising growth. While it is 

probably beneficial for farmers and many other stakeholders to improve 

agronomical yields, it is an insufficient condition for appropriating more value. 
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Without recognizing the sources of a competitive advantage, other actors in the 

chain, if not consumers, will appropriate value created when improving 

agronomical yields. A first implication therefore is to recognize the importance of 

strategic resources in development programs. 

Secondly, as both the third and fifth chapter demonstrate, it is important to 

recognize the conditions for success of collective action. Practitioners, 

predominantly staff from GOs and NGOs, often aim at building markets for the 

poorest people, or including them on the market. One way of doing that, as we 

also observed in Ethiopia, is by assuring that there is a cooperative that is 

accessible to everyone. However, by organizing cooperatives in this way, 

conditions for success of collective action are violated. As the World Bank (2007) 

argues, cooperatives function less efficiently due to the aim to realize principles 

of solidarity. We argue that if cooperatives are more accommodated to the 

(heterogeneous) goals and needs of its members, they can function well and 

create value for its members. If goals, willingness to take risk, innovativeness, et 

cetera vary per farmer, than so must likewise vary the number of cooperatives a 

farmer can choose to become member of, or there must be the opportunity for her 

or him to start her or his own cooperative. As such all farmers, or most farmers, 

can, if desired, be part of one of the available cooperatives that meets their goals, 

and farmers are not simply, as is currently the case in Ethiopia, confronted with 

only the choice to become member of the one cooperative, or not. Since currently 

the existence of multiple cooperatives per village is not yet permitted in Ethiopia, 

a variety of problems result that prevent the cooperatives from utilizing their 

potential. In case it were permitted, exceptions to the rule (such as the 

cooperative Humera 2 from chapter four) demonstrate the value-creating 

capabilities that can result. Increased efficiency is not only important in terms of 

value creation (and spin-off effects as a consequence of increasing incomes of 

farmers), but also in terms of inclusiveness. Currently a majority of sesame seed 

farmers in Tigray is still not member of a cooperative. This is largely due to the 

ineffectiveness of cooperatives. Realizing more effective cooperatives will attract 

more farmers. An important implication for policy makers and supporting 

organizations is therefore to recognize the conditions for success of collective 

action and to create an environment in which these conditions can be met. This 

may in addition help resolve part of the current ambiguity in Ethiopia’s 

institutional fabric.   

A third practical implication from our research is that there is room to play the 

institutional environment. This is important to both entrepreneurs as well as 

NGOs. Institutions compromising entrepreneurial behavior are not necessarily 

the only institutions affecting entrepreneurs. There are most likely other 

institutions as well that facilitate entrepreneurial behavior. The challenge is to 

maneuver in this environment in such a way to avoid compromising institutions 
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and to pursue entrepreneurial behavior. For both NGOs and entrepreneurs it is 

important to recognize and understand the room existent to do so.  

Fourthly, and finally, an important practical implication from our study concerns 

the extent to which institutions evolve from bottom-up. As our data suggest, 

institutions are not merely designed, installed, and enforced top-down, but are 

also shaped by the behavior of the institutional environment’s constituents. In 

societies’ balancing act in shaping institutional fabrics, it is important to 

recognize the interactions between the institutional environment and agents.  
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Appendix A 
Table A1: Summary statistics (chapter 4) 

 Mean Standard 

deviation 

Min Max 

Profit per hectare (in 1000 

ETB) 

3.358462 4.970967 -4.1795 29.6234 

Plowing and sowing 2.579927 0.6589718 1 4.33333 

Weeding 3.457766 0.6520153 1 5 

Harvesting 3.978202 0.5863325 1 5 

Storage 2.608992 1.40336 1 5 

Labor 1.852861 0.3024718 1 3.16667 

Location 3.215259 0.573777 1.5 5 

Animals 15.92643 33.00526 0 414 

Time Selling 4.469292 4.630922 0 28 

Literacy 0.5722071 0.4954341 0 1 

Sesame farming experience 13.92371 7.606415 1 48 

Cooperative membership 

(1=Yes) 

0.5340599 0.4995196 0 1 

Village     

Rawiyan (1=Yes) 0.2016349 0.4017687 0 1 

Maikadre (1=Yes) 0.1989101 0.3997252 0 1 

Bereket (1=Yes) 0.2070845 0.4057698 0 1 

Baekar (1=Yes) 0.1907357 0.3934175 0 1 
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Table A2: Correlation table 

  1 2 3 4 5 6 7 8 9 10 11 

1 Profit per hectare 1           

2 Plowing and sowing 0.0992 1          

3 Weeding 0.0238 0.0365 1         

4 Harvesting 0.1495* -0.0445 0.0050 1        

5 Storage 0.2779* 0.0127 0.0683 0.1273* 1       

6 Labor 0.2655* 0.0045 0.0961 0.1098* -0.0259 1      

7 Location 0.1182* 0.0234 -0.0245 -0.0921 0.0962 0.0181 1     

8 Animals 0.2061* 0.1327* 0.0920 0.0068 0.1698* -0.0178 -0.0341  1    

9 Time Selling 0.2667* 0.0140 0.0326 0.1087* 0.2196* -0.0298 0.0333  0.0601 1   

10 Literacy 0.1158* -0.0277 0.0116 0.1027* 0.0069 0.0482 0.0514  0.0452 0.1079* 1  

11 Sesame farming experience -0.0409 0.0672 -0.0159 -0.0749 0.0281 -0.0457 0.0176  0.0685 -0.0172 -0.2175* 1 

12 Cooperative membership 

(1=Yes) 

-0.0246 0.0815 0.1068* -0.0207 0.1803* 0.0383 0.0280  0.1306* -0.0077 -0.0002 0.1863* 

Note: Pairwise correlation coefficients. * indicates significance at p<0.05. 
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Table A3: Predictions for all-members vs. all-non-members based on results 

reported in Table 3 

 Margin Delta-method Std. 

Err. 

t-value P>t [95% Conf. Interval] 

Cooperative 

membership 

      

No 4.060216 .0956131 42.47 0.015 2.845336 5.275096 

Yes 2.85639 .0659407 43.32 0.015 2.018534 3.694245 
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Appendix B 
 

We conducted the following number interviews: 

Cooperatives (leaders and staff): 

Humera 1 :      3 

Humera 2:      2 

Maikadra:     3 

Adebay:     3 

Central:     1 

Aydola:     1 

Bereket:     2 

Baekar:     2 

Tirkan:     1 

Other farmer organizations: 

Large-scale farmers’ cooperative: 1 

Sesame farmers’ union Humera  3 

Sesame farmers’ union Sanja  2 

Oromiya Coffee Union   2 

Federation:     3 

Farmers: 

Members of cooperatives:   9 

Non-members:    7 

Large-scale farmers:   11 

Other: 

Government staff    16 

Industry experts    32 

Export and processing firms  20 

ECX staff     4 

Spot market traders:   3 
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Appendix C 
The survey can be found on the next page 
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A questionnaire for the PhD research of Matthias Olthaar of the University of Groningen (The 

Netherlands) in cooperation with the Ethiopian Institute of Agricultural Research on farming resources 

and capabilities of sesame seed farmers in Ethiopia 

 

Location:   Kafta Humera (Kebeles: Humera, Maikadra, Bereket, Adebay, Baekar, Rawiyan) 

Respondents:  Sesame seed farmers 

Data collectors: Humera:  Muez (0914741376; makdamuez@yahoo.com) 

   Maikadra:  Hawlit (0921326347; Hawelt_a20@hotmail.com) 

   Bereket:  Goshu (0931101173; goshuweleabzgi@yahoo.com) 

   Adebay:  Kiday (0914248214; kidayberihu@yahoo.com) 

   Baekar:  Tuum (0914122281; tuumye@gmail.com) 

   Rawiyan: Gezu (0914158162; gezugebremedhin@gmail.com) 

 

Name Data Collector: _______________________________________________________________ 

Signature:  _______________________________________________________________ 

Signature supervisor: _______________________________________________________________ 

Date (international): _______________________________________________________________ 

Ethiopian time:  Start of interview (hh:mm) ________End of interview (hh:mm) ________ 

Kebele:   ______________________________________________________________ 

Ketena:   ______________________________________________________________ 

Respondent is:  Member of a cooperative / Not member of a cooperative 

Does the respondent meet the following criteria (if no, stop the interview) 

 Sesame is the major crop:   yes  /  no 

 Respondent owns 1 -30 ha:   yes  /  no 

 

PLEASE READ THE INSTRUCTIONS FROM THE INSTRUCTIONS MANUAL CAREFULLY 

BEFORE DATA COLLECTION 

Phone number Matthias Olthaar in Ethiopia: 0924116278  
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GENERAL INSTRUCTION FOR THE INTERVIEWER 

 Please, make sure that the interviewee has  fully understood the objectives of the interview and the information she/he 
gives will be confidential, 

 It is absolutely necessary to win the confidence of the interviewee by creating climate of friendship and trust, and asking 
his/her convenient time and place to get reliable information. 

 Don’t make any promises of help. 

 Write any additional information you get from interviewees on your note book and/or the bottom of the pages of the 
questionnaire in the language you are comfortable with. Supervisors please enter these notes in the special note box at 
the end of the online survey. 

INTRODUCTION AND INFORMED CONSENT 

Hello. My name is _______________________________________ and I am working with the Ethiopian Institute of Agricultural 

Research and the University of Groningen from the Netherlands. We are conducting a study on sesame production and marketing. 

We would very much appreciate your participation in this survey. 

I would like to ask you about some important information related to sesame production, marketing, as well as your household 

composition. This information will help us learn how sesame production and marketing can be improved. It will take us about 60 

minutes to complete the interview. Whatever information you provide will be kept strictly confidential and will not be shown to 

other persons. Participation in this survey is voluntary and you can choose not to answer any individual question or all of the 

questions. However, we hope that you will participate in this survey since your views are important. At this time, do you want to 

ask me anything about the survey? 

May I begin the interview now?   1. Agree           2. Disagree 

 

RESPONDENT AGREES TO BE INTERVIEWED . . . . . . . . . . . . . . . . . 1 GO TO A01 

RESPONDENT DOES NOT AGREE TO BE INTERVIEWED . . . . . . . .  2 END 

 

Questionnaire Number:__________ 

 

 

A. Demographic characteristics of the respondent 

A01 What is your name? 
 

 

A02 What is your phone number? 
In case the respondent has no phone, ask for phone 
number of friend or relative and write down the 
name belonging to the phone number and relation 
to respondent. 

 

A03 For how many years have you been 
farming sesame? 
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 A04 A05 A06 A07 A08 A09 A10 A11 A12 A13 
M

em
b

er
 

co
d

e
 

Name of household member (start with respondent and 
make a complete list before moving to A05) 

Sex 
(Code A) 

 

Age 
(years) 

Relation to 
respondent 
(Codes B) 

Marital 
status 

(Codes C) 

Educational 
level 

(code D) 

Completed 
years of formal 

education 

Main 
Occupati

on 
(Code E) 

Secondary 
Occupation 

(Code E) 

Estimated 
net annual 

income  
(in ETB) 

01           

02           

03           

04           

05           

06           

07           

08           

09           

10           

11           

12           

Sex (Codes A) 

0. Female 

1. Male 

Relation to respondent  (Code B) 

1. Household head 

2. Husband / Wife  

3. Son / daughter 

4. Parent 

5. Son/daughter in-law 

6. Grand child 

7. Other relative 

8. Hired worker 

9. Other, specify:__________ 

Marital Status (Code C) 

1. Married living with 

spouse/s 

2. Married but spouse away 

3. Divorced/separated 

4. Widow/widower 

5. Never married 

6. Other, specify…… 

Education (Code D) 

0. None/Illiterate  

1. Elementary (some) 
2. Elementary (finished) 
3. Secondary (some) 
4. Secondary (finished) 
5. Tertiary (some) 
6. Tertiary (finished) 
7. Others, specify: _____ 

(e.g. religious or adult 
education) 

Occupation (Code E) 
1= farming 
2=salaried 
3=casual labor  
4=housekeeping  
5=student  
6= Business 
7= N/A (e.g. baby, old age, or no 
secondary occupation) 
8= Other, specify: _______________  
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B. Household assets 

 

 

 

HOUSING  Code  Answers  
B01 Do you own or rent the house where you live? 1= Own  

2= Rent 
 

B02 How much rent or mortgage interest do you pay 
per month? 

Write down the answer in ETB  

B03 Major material wall is made of 1=Wood and Mud  
2=Wood and Grass  
3=Reed and Bamboo  
4=Mud and Stones  
5=Corrugated iron 
sheets 

6=Cement and 
Stones 
7=Hollow Bricks  
8=Bricks  
9=Other (specify) 

 

B04 Major material floor is made of 1=Earth/Mud  
2=Wood  
3=Cement 

4=Ceramics/Tiles  
5=Other (specify) 

 

B05 Major material roof is made of 1=Wood and Mud  
2=Thatch and Grass  
3= Reed and bamboo 
4= Clay 

5=Corrugated iron 
sheet  
6= Cement 
7=Other (specify) 

 

B06 Total number of rooms in the house N/A  

B07 Does the house have access to electricity? 1=Yes 2=No   

B08 Does the house have access to piped water? 1=Yes 2=No   

B09 How much does it cost if you want to sell it Write down the answer in ETB  

Assets owned by the household 

 Type B10 
Number 

B11 
Estimated  total value in ETB 

1 Mobile phone   

2 Hand watch   

3 Bed   

4 Radio/ CD Player   

5 Television   

6 Chicken / cocks   

7 Goats   

8 Sheep   

9 Donkey   

10 Cows   

11 Oxen   

12 Camels   

13 Caro (donkey cart)   

14 Bicycle   

15 Motor cycle   

16 Tractor   

17 Gun   

18 Jewelry   

19 Car   

20 Water pump    

21 Other……………………………………..   
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Loans this farming season (2004-2005 E.C.) 

 B19 B20 B21 B22 B23 B24 B25 

Loan Loan 
provider 
(Code A) 

Loan size in ETB Annual 
interest rate 
in % 

Repayment 
(Code B) 

Repaid to date in 
ETB excluding 
interest paid 

Repaid to 
date in kind 

Paid interest 
in ETB 

1        

2        

3        

4        

5        
Loan provider (Code A) 
1 = Cooperative 
2 = Micro Finance Institution 

3 = Relatives 
4 = Friends 
5= Bank 

6 = Informal money lenders 
7 = Other, specify: 

Repayment (Code B) 
1 = in cash 
2 = in kind 

 

Cash (total for the household) this farming season (2004-2005 E.C); Including borrowed money at the time 

 Deposited  B12 
Amount in ETB 

1 At home before sowing sesame (including borrowed money)  

2 In the bank  before sowing sesame (including borrowed money)  

3 At home after harvesting sesame (including borrowed money)  

4 In the bank after harvesting sesame (including borrowed money)  

5 At home at the time of interview (January-March 2013;  including 
borrowed money) 

 

6 In the bank at the time of interview (January-March 2013;  including 
borrowed money) 

 

7 At home one year before the interview (January-March 2012;  including 
borrowed money) 

 

8 In the bank one year before the interview (January-March 2012;  
including borrowed money) 

 

Borrowing and lending 

B13 How much money did you lend to others? (ETB) Answer only if > 1,000 ETB  

B14 If you lent money to others, what annual interest rate did you charge?   

B15 How much money did you borrow this year? (ETB)  

B16 If you borrowed money, how many different loans did you obtain?  

B17 Was the total amount of money obtained sufficient to cover farming costs?  

B18 If no, how much more money did you need? (ETB)  
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C. Production and Marketing 

Crop production: List all plots and identify crops planted in the year 2004 E.C. and harvested in 2005 E.C. (the current year) 
  C01 C02 C03 C04 C05 C06 C07 C08 C09 C10 C11 C12 C13 C14 

Plot Name of 
plot 
location 

Type of 
crop 
planted 
(Code A) 

Distance 
from 
home in 
km 

Distance 
from 
investor 
in km 

Size 
of 
plot 
in ha 

Organic 
certification 
(Code B) 

Fertility 
status 
(Code 
C) 

Owner
ship 
(Code 
D) 

Costs of 
renting 
in ETB 

UREA 
used in 
quintals 

DAP 
used 
in 
quinta
ls 

Did you 
use 
improved 
seeds 
(Code E) 

Total 
harvested 
per plot 
in 
quintals 

Number 
of 
quintals 
sold to 
date 

Total 
revenue 
in ETB 

1                

2                

3                

4                

5                
Crop (Code A) 
1 = Sesame 
2 = Sorghum 

 
3 = Cotton 
4 = Other, specify: 

Certification (Code B) 
0 = No 
1 = Yes 

Fertility (Code C) 
1 = fertile 
2 = medium 
3 = degraded 

Ownership (Code D) 
1 = owned 
2 = rented-in 
3 = rented-out 

Seeds (Code E) 
0 = No (traditional / local seeds 
were used) 
1 = Yes 

 

Sesame plots: Copy the plot locations of the sesame plots from the table above in the table below and answer the questions 

 Plowing Sowing Weeding 
  C15 C16 C17 C18 C19  C20 C21 C22  C23 C24 C25 

Plot Name of 
plot 
location 

How 
many 
times did 
you 
plow? 

What is 
the right 
number of 
times of 
plowing? 

If gap 
between 
C15 and 
C16, why? 
(Code A) 

When did 
you sow? 
(Code C) 

What is 
the best 
time of 
sowing 
(Code C) 

If gap 
between 
C18 and 
C19, why? 
(Code A) 

Did you receive 
training on 
plowing / 
sowing?  
(Code B) 

How 
many 
times 
did you 
weed? 

What is the 
right number 
of times of 
weeding? 

If gap 
between 
C22 and 
C23, why? 
(Code A) 

Did you 
receive 
training on 
weeding? 
(Code B) 

             

             

             

Code A 
1 = shortage of 
time 
2 = shortage of 
machinery 
3= shortage of 
capital 

4 = shortage of 
labor 
5 = excess 
rainfall 
6 = other, 
specify: 

Code B 
0 = No 
1 = yes, from 
development 
agents 
2= yes, from NGO 

3= yes, from cooperative 
4 = yes, from a company 
5 = yes, from research 
institute 
6 = yes, from other 
(specify:) 

Code C 
1 = Before the first rainfall 
2 = In the first week of the first rainfall 
3 = In the second week of the first 
rainfall 
 

4 = Between the first and second rainfall 
5 = In the first week of the second rainfall 
6 = In the second week of the second 
rainfall 
7 = After the second week of the second 
rainfall 
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Sesame plots: Continue with the plot locations of the sesame plots from the table above in the table below and answer the questions 

 Weeding Harvesting 
  C26 C27 C28 C29 C30 C31 C32 C33 C34 C35 

Plot Name of 
plot 
location 

When did 
you weed 
the first 
time? 
(Code C) 

What is the 
right time of 
first weeding? 
(Code C) 

When did 
you weed 
the second 
time? 
(Code C) 

What is the 
right time of 
second 
weeding? 
(Code C) 

If gap between 
C26 and C27 or 
C28 and C29, 
why?  
(Code A) 

Did you weed 
after flowering 
the year before 
this year? 
(Code D) 

When did 
you 
harvest? 
(Code E) 

What is 
the right 
time of 
harvesting 
(Code E) 

If gap 
between 
C32 and 
C33, why? 
(Code A) 

Did you 
receive 
training on 
harvesting? 
(Code B) 

            

            

            
Code A 
1 = shortage 
of time 
2 = shortage 
of machinery 
3= shortage 
of capital 

4 = shortage 
of labor 
5 = excess 
rainfall 
6 = other, 
specify: 

Code B 
0 = No 
1 = yes, from 
development 
agents 
2= yes, from NGO 

3= yes, from cooperative 
4 = yes, from a company 
5 = yes, from research 
institute 
6 = yes, from other 
(specify:) 

Code C 
1 = 1-6 days after emergence 
2 = 7-14 days after emergence 
3 = 15-29 days after emergence 
4 = 30-35 days after emergence 
5 = ˃ 35 days after emergency 

Code D 
0 = No 
1 = Yes 

Code E 
1 = When all of my pods were yellow 
2 = When most (~75%) of my pods were yellow 
3 = When half of my pods were yellow and half 
were green 
4 = When most (~75%) of my pods were green 
5 = When all of my pods were green 

 

Sales of sesame. First ask in how many times the respondent sold the sesame 
 C36 C37 C38 C39 C40 C41 C42 C43 C44 C45 C46 

Batch Date in 
weeks after 
harvest 

Why did you sell at 
this point in time? 
(Code A) 

Buyer  
(Code B) 

Why did you sell to this 
buyer (Code C; multiple 
answers possible) 

Quantity 
in quintals 

Quality  
(Code 
D) 

Price in 
ETB per 
quintal 

Payment 
(Code E) 

Time of 
payment 
(Code F) 

Transport 
mode  
(Code G) 

Transport 
costs in 
ETB 

1            

2            

3            

4            

5            
Reason time 
(Code A) 
1= I had to repay 
a loan 
2= I needed cash 
3= Price was high 
4= I had no 
storage place 
5= other, specify: 

Buyer (Code B) 
1 = spot market 
trader 
2 = Cooperative 
3 = ECX 
4 = Other 
farmer 
5 = Other, 
specify:___ 

Reason buyer (Code C) 
1 = No other buyers 
available at that time 
2 = they offered the 
best price 
3 = they provide 
transport services 
4 = they provide 
storage services 

5 = they provide credit 
6 = they pay a dividend 
7 = the cooperative is 
an important 
organization for 
farmers 
8 = we are obliged to 
sell to the cooperative 
9 = other, specify:___ 

Quality  
(Code D) 
1 = low  
2= average 
3 = high 

Payment  
(Code E) 
1 = in cash 
2 = sesame is 
repayment of 
loan from 
buyer 

Time of payment  
(Code F) 
1 = immediately 
2 = within 1 week 
3 = after 1-3 weeks 
4 = after 4-6 weeks 
5 = after > 6 weeks 

Transport 
(Code G) 
1 = donkey 
without 
caro 
2 = Caro 
3 = Tractor 

4 = Camel 
5 = Lorry / 
truck 
6 = Car 
7 = Other, 
specify 
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Labor for sesame only per activity 
 C48 C49 C50 C51 C52 C53 

Activity Paid laborers Were these 
paid laborers 
the same as 
last year? 
(Code A) 

Total 
costs of 
paid 
laborer
in ETB 

Household 
members 
(unpaid labor) 

Working 
days of 
respondent 

Days of 
supervision 
respondent 

Num
ber 

Days 
(total) 

Num
ber 

Days 
(total) 

Plowing and Sowing 
of sesame 

        

Weeding of sesame         

Harvesting of sesame         

Threshing of sesame         

Code A: 0 = No; 1 = Yes, some; 2 = Yes, all 

 

Camping conditions laborers for sesame only (this is additional to salary) 

  Code Answer 

C54 Did you provide water to laborers? 0 = No; 1 = Yes  

C55 Did you provide food to laborers? 0 = No; 1 = Yes  

C56 Did you provide wood for cooking to laborers? 0 = No; 1 = Yes  

C57 Did you provide cooking utensils to laborers? 0 = No; 1 = Yes  

C58 Did you provide shelter to the laborers? 0 = No; 1= Yes, from plastic, 2 = Yes, from 
grass, 3 = Yes, from corrugated iron 

 

 

Storage of sesame after last harvest 

  Code Answer 
C59 How many quintals of sesame did you store in 

your house? 
N/A  

C60 How many quintals of sesame did you store in 
a shelter (DAS in Tigrigna) 

N/A  

C61 How many quintals of sesame did you store in 
a warehouse? (If >0 continue with C62-C65) 

N/A  

C62 Major material the wall of the warehouse I 
used is made from 

1=Wood and Mud  
2=Wood and Grass  
3=Reed and Bamboo  
4=Mud and Stones  
5=Corrugated iron 
sheets 

6=Cement and 
Stones 
7=Hollow Bricks  
8=Bricks  
9=Other (specify) 

 

C63 Major material the floor of the warehouse I 
used is made from 

1=Earth/Mud  
2=Wood  
3=Cement 

4=Ceramics/Tiles  
5=Other (specify) 

 

C64 Major material the roof of the warehouse I 
used is made from 

1=Wood and Mud  
2=Thatch and Grass  
3= Reed and bamboo 
4= Clay 

5=Corrugated iron 
sheet  
6= Cement 
7=Other (specify) 

 

C65 Who owns the warehouse? 1=Cooperative 
2=Spot market trader 
3=Investor farmer 

4=Business owner 
5 = Me 
6=Other, specify 

 

 

  

C47 Is a plot on which you grew sesame on any of the following locations: 
Bowal, Redem, Shelela, Lugudi, Mechach, Bahre-selam? 

0 = No 
1 = Yes 

 
If yes, which plot(s): 
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D. Costs of sesame production 

Costs of sesame production this year 

  ETB 

D1 What were your total costs for sesame  this farming season?  

D2 What were your costs for sesame transport from plot to warehouse?  

D3 What were your costs for bags for sesame?  

D4 What were your total costs for storage of sesame?  

D5 What were your total costs for herbicides, pesticides, and insecticides for sesame  

D6 What were your other costs for sesame?  

 

E. Cooperative 

Membership 

  Code Answer 

E01 Do you know any cooperative in your 
kebele? 

0 = No 
1 = Yes 

 

E02 If yes, what is the name of the 
cooperative? 

N/A  

E03 Are you member of the cooperative? 
 

0 = No 
1 = Yes 

 

E04 a. If yes, why? 1=The cooperative is an important organization for the kebele 
2=The cooperative is an alternative selling outlet 
3=The cooperative strengthens the market position of farmers 
4=The cooperative provides important information 
5=Other, specify: 

 

 b. If no, why not? 1 = I am not eligible 
2 = There are no benefits of being a member 
3 = The cooperative is far 
4 = Other, specify: 

 

E05 A major problem within the cooperative 
in my kebele is: 

Totally 
disagree 

Somehow 
disagree 

Neither agree 
nor disagree 

Somehow 
agree 

Totally 
agree 

a. Bad management of the cooperative      
b. A too large number of members      
c. A too small number of members      
d. Opportunistic behavior      
e. The value of shares is incorrect      
f. No investments are made for the long 
term 

     

g. The cooperative takes little risks with 
respect to investment 

     

h. Members need to provide more capital      
i. The cooperative does not disseminate 
relevant market information 

     

j. The cooperative does not disseminate 
farming systems knowledge 

     

k. Other problem, namely:      
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Questions on this page are for members of cooperatives only 

E06 For how many years have you been a member? N/A  

E07 What is your role in the cooperative? 1 = Ordinary member 
2 = Committee member 
3 = Chair 

 

E08 Do you participate in meetings (regarding activities of the 
cooperative)? 

0 = Never 
1 = yes, rarely 
2 = yes, regularly 
3 = yes, always 

 

E09 How much did you pay for registration? (in ETB) N/A  

E10 How many shares do you own? N/A  

E11 How much did you pay for each share? (in ETB) N/A  

E12 Did you receive dividend this year? 0 = No; 1 = Yes  

E13 If yes, how much dividend did you receive? (in ETB) N/A  

E14 Did you receive dividend last year? 0 = No; 1 = Yes  

E15 If yes, how much dividend did you receive? (in ETB) N/A  

 

Perceptions on the services of the cooperative (only for members) 
Do you agree on the following statement? Please tick one box 

  Totally 
disagree 

Somehow 
disagree 

Neither agree 
nor disagree 

Somehow 
agree 

Totally 
agree 

E16 The cooperative is my preferred buyer for 
sesame 

     

E17 The cooperative strengthens the position 
of smallholders in the market 

     

E18 Farmers selling through the cooperative 
receive better prices 

     

E19 I sell through the cooperative because I 
think that cooperatives are important 

     

E20 The cooperative is my preferred supplier 
of inputs 

     

E21 When I want I can always sell all my 
sesame to the cooperative 

     

E22 The cooperative provides accounting 
details every year 

     

E23 The cooperative makes good investments      

E24 When I want I can always store all my 
sesame at the cooperative 

     

E25 The cooperative provides the loans I need      
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F. Aspirations 

F1 Suppose you would win 
50,000 ETB with a lottery 
ticket. How would you spend 
the money? 
 
 
 
 
 
 
 

 

F2 Suppose you would win 
50,000 ETB with a lottery 
ticket and you have to spend 
the money on farming 
activities. How would you 
spend the money? 
(Note, this question is on 
farming in general and can 
also be about investments in 
cattle, sorghum, et cetera). 
 
 
 

 

F3 Suppose a bank offered you a 
100,000 ETB loan for an 
annual interest rate of 9%. 
Please indicate how you 
would allocate the money 

Allocation ETB 

Immediate repayment  

Spend on house  

Spend on household assets  

Spend on animals (donkey)  

Spend on occasional activity such as wedding  

Invest in a non-farm business  

Covering costs of next sesame farming season  

Invest in the sesame farm  

Invest in the cooperative  

Other, namely:  

 

G. Final notes data collector 

G1 Did the respondent find some 
of the questions difficult, 
embarrassing or confusing? 

 

G2 If yes, which questions? 
Elaborate 

 

G3 What is your evaluation of the 
accuracy of the respondent’s 
answers? 
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Appendix D 
The value scores were calculated using the formulas below. ‘Codes’ refer to the 

survey, which can be found in Appendix C.  How to calculate the value scores and 

weigh separate elements was discussed during the two focus group discussions. 

Plowing and Sowing 

 Number of times of plowing (a) 

 3 or 4 times plowing = 5 

 2 times plowing = 3 

 1 time plowing = 1 

 Sowing (b) 

 Code 5 = 5 

 Code 3 = 4 

 Code 2 = 3 

 Code 4, 6, 7 = 2 

 Code 1 = 1 

 Seeds (c) 

 0 = 1 

 1 = 5 

 Value Score Plowing and Sowing = 2a+3b+c / 6 

 

Weeding 

 

 Number of times of weeding (a) 

 3, 4 or 5 = 5 

 2 = 3 

 0 or 1 = 1 

 Timing of weeding 

 First time code 2 = 5 (b) 

 First time code 1 = 3 

 First time code 3 or 4 = 1 

 Second time code 4 = 5 (c) 

 Second time code 3 = 3 

 Second time code 2 or 5 = 1 

 Weeding after flowering last year code 1 = 5 (d) 

 Weeding after flowering last year code 0 = 1 

 Weeding = a+b+c+d / 4 

 

Harvesting 

 

 Harvesting 
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 Code 2 = 5 

 Code 1 = 4 

 Code 3 =3  

 Code 4 = 2 

 Code 5 = 1 

 

Storage 

 

 Storage 

 Wall (excl. 9) + floor (excl. 5) + roof (excl. 7) / 3 (Minimum score 3; 

Maximum score 5) 

 House = 2  

 DAS = 1  

 

Labor 

 

 Labor 

 Provision of water (1 No  = 1; 2 Yes = 5) (a) 

 Provision of food(1 No  = 1; 2 Yes = 5) (b) 

 Provision of wood for cooking (1 No  = 1; 2 Yes = 5) (c) 

 Provision of cooking utensils (1 No  = 1; 2 Yes = 5) (d) 

 Provision of shelter (1 No  = 1; 2 Yes, from plastic = 2,5; 3 Yes, from grass = 

3,5; and 4 Yes from corrugated iron = 5) (e) 

 Total Working days /ha HH labor (f) 

 0 = 1 

 0,01 – 4 = 2 

 4,01 – 8 = 3 

 8,01 – 12 = 4 

 >12 = 5 

 Total working days per ha respondent (g) 

 0 = 1 

 0,01 – 4 = 2 

 4,01 – 8 = 3 

 8,01 – 12 = 4 

 > 12 = 5 

 Total supervision days per ha respondent (h) 

 0 = 1 

 0,01 – 4 = 2 

 4,01 – 8 = 3 

 8,01 – 12 = 4 

 > 12 = 5 
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 Labor = a + b + c + d + 2e + 2f + 2g + 2h / 12 

 

Location 

 

 Location 

 Top location (C47): 1 No = 1; 2 Yes = 5 (a) 

 Soil fertility: 1 = 5; 2 = 3; 3 = 1 (b) 

 Distance to home (c) 

 0-2 km: 5 

 2,01 – 6 km: 4 

 6,01 – 12 km: 3 

 12,01 – 20 km: 2 

 > 20 km: 1 

 Distance to investor (d) 

 0-2 km: 5 

 2,01 – 6 km: 4 

 6,01 – 12 km: 3 

 12,01 – 20 km: 2 

 > 20 km: 1 

Location  = a + b + c +d / 4 
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