










































































































































































































































































not interested in sighing contractual agreements and neither are sellers. The

sale is on the basis of a guaranteed price (e.g. in Germany 0.14 ct/stem).

The firms interviewed report the majority of sales to Germany, and a smaller
share through the Dutch auction. In Germany, the firms scll through a singlc
consignment agent, in exchange for a commission rate of 12% to 17%, or USD
0.02/stem. The agent may also reject the product on quality grounds, although
the rejection rate is fairly low, 3% on the 'averagc, although it sometimes goces

up to 5% to 7%.

The major export markets of Ethiopian cut-flower exports have so [ar focuscd
mainly on Germany, the Netherlands, UK and Italy while the others include
- France, UAE, Saudi Arabia, Sweden, Norway, Djibouti, Sudan, and Swaziland.
As can be seen in the table below, the Ethiopian floriculture scctor has an
insignificant role as an export item. If Ethiopia is to work towards making cut-
flower an important export commodity, it is then useful to understand some of
the major current developments taking place in the global floriculture

marketing.

At present, it is gencrally expected that consumption will grow in the ncar
future. In fact, growth in cut-flower consumption is greatly dependent on the
economic development of the different parts of the world and of course on
flower-minded culture, making the role of the consumer all the more important.
However, more certain is the fact that competition on the world market will
increasc and that supply is growing quicker than demand, thereby resulting in
a flerce competition in the world cut-flower markets (http://www.

cthiopianreporter.com)eng- newspaper/htm/No358/r356eco.2.htm)

In terms of market competition, interviewed exporters indicated that there is
limited competition at the moment due to supply constraints to meet demand of

their buyers. On the other hand, however, Kenyans are their major compelitors.
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Their competitiveness is through the availability of an organized and strong
supply chain. Although Ethiopia has competitive advantage in terms of cheap
labor (50% to 60% lower than Kenya), favorable weather condition and a saving
of 30% freight cost, it would be difficult to beat its competitors like Kenya due

to lack of a strong supply chain.

Ethiopia currently cannot justify more than a few flights per week to Europcan
markets. This will not satisfy the needé of Europe’s three biggest flower
auctions (Bloemenvelig Aalsmeer, Flora Holland and the NBV/UGA), nor thosc
of importing wholesalers and supermarket clients, all of whom prefler fresh
flower arrivals five days per week.

The limited number of flower and fresh cut foliage species exported by Ethiopia
has led to particular dependence on the Duteh flower auctions, which aceepl
single species and mono-color shipments, but return conscquently lower per
unit flower prices. Bouquet-making for FEuropean wholesalers and
supermarkets requires a diversified balance of flower species, and a wide range

of rose lengths and colors: This is beyond current Ethiopian capacity.

4.4. Analysis of the Ethiopian Floriculture Industry

In this section the Ethiopian floriculture industry is analyzed in terms of export
performance by volume and value, share from the total export carning, and
destinations. An attempt is also made to analyze the socio-cconomic
contributions of the floriculture industry. Morcover, detailed investigation of the

major constraints facing the industry and its future prospects are presented,

4.4.1. Cut-flower Export Performance by Volume
Like most other agricultural commodities, the total export of cut-flowers for
Ethiopia fluctuates in growth over time and is insignificant in its volume. This
fluctuation is party attributed to the instability in the supply. The insignificant
export volume of cut-flowers is due to the under utilized potential of the sector

and the high capital and knowledge intensive nature of the sector.
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Table 7: Performance of Ethiopian Cut-flower Export by volume

Year | Volume (in Million Stems) Growth (%)
2000 1.64 -

2001 4.02 145

2002 B2 o7

2003 16.0 138

2004 32.0 100

2005 83.0 159

2006 112.0 34.94

Source: Computed from the Data of Ethiopian customs Authority

The annual growth of volume of cut flower éxport between 2000 and 2001 was
145%. In the following period, it was not sustained. It declined to 67% bctween
2001 and 2002. The rcason for this declined to 67% between 2001 and 2002.
The reason for this decline, according to the Ethiopian Export Promotion
Agency, is mainly because of the gencral price decline in the international
market for flowers. However, the year 2005 has shown the highest growth rate
of 159% which is attributed to the increasing number of investors engaged in
the production of cut-flowers. In general, the rate of growth in volumc
fluctuates from time to time though the export volume of cut-flowers is on the

increase from year to ycar.

4.4.2. Cut-flower Export Performance by Value
There is positive relation between the growth rate in volume of cxports ol cul-
flowers and the growth rate of export income from cut-flowers. In the period
under consideration, there is considerable fluctuation in the export earnings
and its growth rate. The fluctuations occur due to the price changes in the

international {lower market.
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Table 8: Average Price of Cut-Flower

Year Price (USD/stem)
2000 0.23
2001 0.16
2002 0.18
2003 0.18
2004 0.16
2005 0.15
2006 0.17

Source: Computed from the Data of Ethiopian customs Authority

Table 8 shows that the price of cut-flower has been fluctuating from year to

year which resulted in the fluctuations of export value.

Table 9: Performance of Ethiopian Cut-flower Export by Value

Ycar Value (in USD) Growth (%)
1996 216,158 -
1997 157,000 277
1998 247,000 B
1999 118,052 -52
2000 382,346 224
2001 660,038 73
2002 1,212,968 84
2003 2,904,000 139
2004 5,050,000 74
2005 12,645,000 150

Source: Computed from the Data of Ethiopian customs Authority

Table 9 depicts the fluctuating cut-flower export earnings starting from year
1996 on wards. As has been said, this is due to the fluctuating cut-flower
prices in the international market. The unprecedented rise of 224% in valuc in
the year 2000 in attributed to the bacterial attack on other Alrican exporters
that degraded their quality and volume of exports. This phenomenon boosted
the price of Ethiopian cut-flowers. On the other hand the 1999 export valuc of
118, 052 USD in a decrease of 52% from the previous year’s value of 247,000
USD. This is the highest drop in export earnings expericnced by Ethiopian

floriculture industry.
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Table 10: Share of Ethiopian

Export Earning

Cut-flower Export Value from the Total

Income from the
Total Export (USD)

Year Income from Cut-
flower Export (USD)

1996 216,158

1997 157,000

1998 247,000

1999 118,052

2000 382,346

2001 660,038

2002 1,212,968

2003 2,904,000

2004 5,050,000

2005 12,645,000

419,447,000
602,295,000
550,832,000
431,659,000
418,040,000
447,976,000
436,310,000
842,700,000
596,521,000
793,228,000

% Sharc of Income
of Cut- flower from

| the Total Export

0.05
0.03
0.04
Q.03
0.08
0.15
0.28
0.60
0.85
1.89

Source: Computed from the Data of ECuA and EEPA

The share of cut-flower export value from the total export earning during the
first four years (1996-1999) is characterized by a series of fluctuation. However,
after 1999 it showed an increasing pattern. When compared to the years after
2003, the share of cut-flower export from the total income of exports is very low

during the year between 1996 and 2002. This is due to the corresponding low

volume of cut-flower exports.




Table 11: Flower Export by Destination for the 1998 E.C (2005/2006)
Budget Year

Weight in Stem
Value in USD

Country | Weight value % Share
Netherlands 73,367,782 6,418,297 | = 4242
Germany _ 29,418,360 4,852,104 |  32.07
United States of America 758,380 770,094 | s, 09
Belgium o 7,859,058 654,737 - 4.33

| United Kingdom 3,051,002 | 546,604 3.61
ltaly 2,925,395| . 476,317 | 3.15
Sweden - - 851,445 225,187 1.49
United Arab Emirate 968,053 | 206,855 @ 1.37
Israel i 1,767,770 194986  1.29
France 334,270 | 166,349 1.10
Russian Federation 1,657,460 44009 095
Saudi Arabia - 663,850 108,530 0. 72_
Norway _ 554,419 93,137 0.62
Poland 179,700 87,164 ~0.58
Portugal ) 179,780 58,131 0.38
Kenya | 69,860 | 46,065 0.30
Romania 320,361 20,568 - 0.14
Lebanon 90,610 9,996 | 0.07
Yemen - 102,440 __..9983 0.07
Hungary ) 20,700 8,134 0.05
Costa Rica - 1,760 | 6,865 0.05
|Zambia | 16240 6,074 BECAY
| Zimbabwe 7 | 24660 ‘ 5,015 0.03
Japan 1. 63,100 3,422 0.02
Slovenia - 1,680 2,905 0.01
RE Union 31,840 1,881 | - 0.01
South Africa 25340 1491|001
Bosnia 11,500 1,373 0.01
Uganda 25,000 1,176 0.01
Cauman Island ‘ 1,060 931  0.01]
Sudan - 8,520 911 0.01
Djibouti 3,040 891 001
| Congo 1,290 __198] 000

Source: Ethiopian Export Promotion Agency
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As shown in table 11 in the 1998 E.C (2005/06) budget year, close to half
(42.42%) of the Ethiopian cut-flower exports were sent to the Netherlands
followed by Germany which accounted for 32.07%. IFrom this it can be said that
the EU countries are the major importers of Ethiopian cut-flowers. As
compared to the EU countries, there was an insignificant share ol export madc
to other countrics. From African countries, the highest sharce of cut-flower

exports (0.3%) were made to Kenya followed by Zambia (0.04%)

4.4.3. The Socio-Economic Contributions of Floriculture Industry
With only a small area (20/30 hectares) needed to generate substantial output
and employment-20/25 people are employed on average per hectare-the
floriculture sector has been able to exert significant impact on the Ethiopian
- economy. That growers are now giving up their forms in the world’s most
successful exporters of flowers, Colombia, Kenya and Isracl, to move and re-
establish their business in Ethiopia, is evidence of the growing confidence in
the Ethiopian floriculture market, and reflection of its perceived future

potential.

According to the data obtained from the Ethiopian Horticulture producers and
Exporters Association (EHPEA) on average 20-25 people are required to work on
a hectare of land and due to the nature of the work, more than 70% of the
workers are female. And this is going to benefit women who have been excluded
from economically gainful employment.

Totally the number of employees working either in farms that have started
production or undergoing construction is about 21,356 up to March 2006
(EHPEA). From this the total number of employees engaged in the farms that
produce flowers is about 10,622 from which 64.4% are female. Farms that arc
undergoing construction have 10,734 employees from which 28.6% arc femalc.
From these data we can conclude that the sector gives better opportunitics and

advantages for female workers.
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For very long years, the export sector of Ethiopia used to gencrate more than
50% of the hard currency earnings from the export of coffee. However, the
recent fluctuations in the prices of coffee in the world market had seriously
affected the earning from coffee. Income from cut-flower exports per hectare of
farm land is far greater than income from other products. The study conducted
by EHPEA shows that in Ethiopia income from roses grown on 1 hectare of land
would be equal to the income derived from coffee planted on 107 hectares of

land.

Infrastructural developments (road, telephone, clectricity, water) are necessary
in order to bccome competitive in the export of cut-flowers o the foreign
market. Conscquently these infrastructure will benelit the socictics living

around the areas of the flower projects.

4.4.4. Constraints Facing Cut-flower Industry
From the exchange of interviews held with Golden Rose, ENYI, and Ethio-
Dream flower exporters, the major technical, institutional and marketing
problems associated with the production and export of cut-flowers arc

summarized as follows:

A. Lack of Skilled Manpower and Training

In the country there is limited technical and markeling cxpertise and
knowledge about floriculture. There is no adequate skilled manpower that is
trained in Horticulture. As a result of this, the floriculture industry is highly

dependent on expatriates who are paid large sums of moncy.

B. Inadequate Infrastructure

The lack of adequate road, electricity and telecommunication facilities forces
cut flower investors to concentrate around the capital. Due to the absence of all
weather roads that lecad from the farms to the main asphalts, exporters arc
facing transportation challenges. This inhibits investors from utilizing vast

lands in far rural areas.

86



C. Shortage of Capital and Poor Banking Systems

Interviewed exporters indicated that there is lack of capital either to start or
expand their businesses. The cut-flower industry is highly capital intensive that
needs a huge amount of money for the start of the business. Nevertheless, the
financial institutions in the country are not well developed to meet the capital

needs of cut-flower exports.

Ethiopian banks, especially government banks are not in a position to provide
the desired amount of credit for investors to set up or expand the cut-flower
industry. Nowadays, some private banks are providing a limited credit lacility
for investors. This has to be well developed and practiced by all the banks in

the country.

D. Cargo Bottlenecks/Limited Air freight Capacity

Cut-flower is highly scnsitive to quality. To keep up the quality of cut-flowers,
high quality transportation is necessary. Ethiopian Airlines lacks enough air
cargos specialized in transporting cut-flower. Interviewed exporters indicated
that currently there is no contingency plan to handle the risks of insufficient
cargo freight capacity, nor a master plan to assure that high volumes of cut-
flowers can be exported on a daily basis as well as during pcak holiday periods.
Furthermore, the Addis Ababa airport suffers from insufficient cold storage
facilities for cut-flowers if flights are cancelled and shipments arc more oflen

delayed due to burcaucratic export paper work.

E. Shortage of Chemicals and Fertilizers

All the interviewed cut-flower exporters point out that currently the only
company that supplies chemicals and fertilizers is Azrom. They also requested
for other chemical and fertilizer supplier companies. However, none prove to

supply at the right time and quality.

87



F. Lack of Suitable Packaging

The low quality level of the packages available in the country decreases the
overall quality of flowers to be exported. The firms interviewed also indicated
that the high weights of the packaging materials available incrcases the
transportation cost of the exported flowers which in turn minimizes their
competitiveness abroad where others use the lightest possible packages that
minimize transport costs and increase price competitiveness. In addition to this
the short supply of the packages and their cxpensive price hinder the
development of the industry. ENYI and Ethio-dream have an acute problem

associated with packaging.
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CHAPTER FIVE

5. Conclusions and Recommendations

5.1. Conclusions
As is the case in many developing countries, the major export items of Ethiopia
are dominated by few agricultural products that earn very small amounts in the
international market. Moreover, most of the exports are destined to only few
countries. This fact calls for export diversification in an effort to increase the

kinds of export items and searching new markets for both the existing and ncw

items.

Ethiopia has been operating in the floriculture industry for over 20 years.
However, the industry is still at its nascent stage. The reason for this is the low
level of emphasis given to the contribution of the sector to the country’s [oreign
exchange earnings. To this effect, so as to promote economic growth through
diversifying agricultural production and broaden foreign exchange carnings, the
government of Ethiopia,“which now pursues a market-led economic policy,

needs to place proper ecmphasis on the potential of the floriculture industry.

An Ethiopian cut-flower exporter goes through a lengthy customs and bank
clearing procedures discussed in the previous chapters. Given the perishable
nature of the cut-flowers, these bureaucratic customs and bank lormalitics arc
hindering the quality and competitiveness of Ethiopian cut-flowers in the

international market.

The floriculture value chain in Ethiopia is process intensive in both the pre-and
post-harvest phases, including strict requirements on chemical application and
timing, temperature and humidity control, irrigation, cooling temperature and
length, packing maltcrials, and quality differentiation and sorting. It is

interesting to note that what clearly differentiates this sector from the
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traditional agriculture model is that, not only is production year-round and
highly industrialized, but also the post-harvest processing is tightly coordinated
with a three-day period from harvest to arrival in destination market abroad.
Given the highly capital intensive nature of production and processing, rosc
farming is not a smallholder activity. It is also important to note the extremely
tightly controlled time dimension of the logistics process, given the product
attributes desired and the fragility and perishability of the roses.

The export volume and value of cut-flowers éccounts for a small proportion of
the total exports of Ethiopia. In recent years the sector is showing
improvements in terms of the quality and quantity of exports to the
international market. Nevertheless, the technical, institutional and marketing
constraints discussed in the previous chapter and the fluctuations in the prices
of international cut-flower market have been and still arc restricting the scetor
from generating adequate foreign exchange earnings that the country could
have realized.

5.2. Recommendations
Based on the discussions and findings of the analysis in the preceding
chapters, the following recommendations can be made:

e Export support scrvices extended by the Ethiopian Export Promotion
Agency (EEPA) should encompass intensive promotion of Ethiopian cut-
flowers on international markets. This can be done by providing special
assistant to cut-flower exporters in organization of and participation in
regional and international trade fairs and exhibitions. The Agency should
also grant hands-on technical assistance and organize short-term trainings
in management, harvesting and exporting of cut-flowers.

e The government in collaboration with the Ethiopian Horticulture Producers
and Exporters Association (EHPEA) and other stakeholders has to set-up

an independent cut-flower Research and Development Institution that
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undertakes Market Research for the identification and development of new
export markets; conduct, aralyze and disseminate cut-flower trade related
information to the business community and provide inquiry reply and
consultancy scrvices.

The Ethiopian customs Authority (ECuA), taking into account the
perishable nature of cut-flowers, should provide special privileges to cut-
flower exporters for prompt clearance of the cut-flower export cargo. The
authority should also develop a fully automated system to avoid the long
customs clearing procedures and unnecéssary paperwork.

Both government and private banks in the country should broaden the
range of services they offer to help the cut-flower exporters receive fast and
secured payments {rom international customers. Ethiopian banks nced (o
adopt state-of-thc-art banking facilities such as electronic payments,
foreign currency accounts and electronic banking.

The Ethiopian Horticulture Producers and Exporters Association (ETTPICA)
have to exert at most effort to create an organized and strong rosc supply
chain so as to increase the sector’s competitiveness. This can be done by
sharing the experience of the neighboring countries like Kenya.

Even though there are some incentives that are given to cut-flower
producers by the government, there is still a need to improve these
incentives more and provide other incentives which were not provided
before to attract more investors to the sector e.g. extending the tax
exemption period.

To solve the marketing related problems, strong agencics have to be
established and the existing ones have to be supported in terms of finance
and skilled manpower.

To solve infrastructural problems, the government has to give priority to
the arcas where the cut-flower projects are located by expanding road,

water supply, power supply and other infrastructure.
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The government should facilitate negotiation and dialoguc between
exporters and the Ethiopian Air Lines officials so as to provide cargo air
planes for the exclusive transportation of cut-flowers.

The concerned stakeholders have to find a way to produce domestically the
inputs that are imported from abroad such as fertilizers because this gives
domestic producers cost advantage in production that cnable them to
compete with other countries’ exporters.

To solve problems of packaging and shortage of plant materials, the cut-
flower exporters and their association té)gcther with the government have
to strive for the creation of a strong carton industry and enabling of the

import of plant materials from abroad at a lower cost.
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Appendix-A

Interview Questions for Cut-flower Exporters (Goldon Rose,

ENYI, and Ethio-Dream)

This interview is held to gather data for the MBA project paper entitled “Export

Marketing, Customs and Bank Clearing Operations of Floriculture in Ethiopia”.

[ assure you that your responses are used only for academic analysis of the

study.

Thank you in advance for your cooperation.

LI

= oov o R

10.

Why do you choose to engage in the cut flower exporting business?

Since when have you been exporting flowers?

In acquiring the export license, what requirements and procedures did you
follow?

In locating international customers, what techniques do you employ?
Which countries are your company’s targets?

What challenges do you face in exporting cut-flowers?

In your opinion, how do you see the government’s incentive plans (o
promote the export sector?

Describe the kinds of support you get from the Ethiopian Export Promotion
Agency?

What role do banks play in your exporting business?

How do you think is the Ethiopian Customs Authority’s formalitics for cut-

flower exports?



Appendix-B

Interview Questions for Ethiopian Customs Authority (ECuA)

This interview is held to gather data for the MBA project paper entitled “Export

Marketing, Customs and Bank Clearing Opecrations of Floriculture in Ethiopia”,

I assurc you that your responses are uscd only [or academic analysis of the

study.

Thank you in advance [or your cooperation.

1.

(8]

Describe brielly the procedures an Ethiopian cut-flower exporter needs Lo
follow for effective customs clearance.

What are the principals custom clearing documents used in exporting cut-
flowers from Ethiopia?

Explain the quality control and pre-shipment inspection requirements of
cut-flower exporters.

Which documents should be necessarily presented to the Customs
Authority by I?r(-:ight,- Forwarders?

Given the perishability of cut-flowers, what mecasures arc taken by the
Ethiopian Customs Authority for prompt clearance of cut-flowers?

What are the major problems faced by cut-flower exporters in fulfilling

customs formalitics?



Appendix —C

Interview Questions for Ethiopian Export promotion Agency

(EEPA)

This interview is held to gather data for the MBA project paper entitled “Export

Marketing, Customs and Bank Clearing Operations of Floriculture in Ethiopia”.

I assure you that your responses are used.only for academic analysis of the

study.

Thank you in advance [or your cooperation.

(US]

S I T T

What are the major duties and activities of your organization?

What measures does the government take to strengthen the floriculture
sector?

How do you promote cut-flower exporting and what supports do vou give
for exporters?

Explain briefly the major problems faced in exporting cut-flowers?

What is the contribution of cut-flower in generating forcign exchange?
What is your contribution to the cut-flower exporters association?

What are the mechanisms used by your organization to acquire market
information?

How do you see the organization of cut-flower exporters in terms of skilled
manpower, capital and other facilities?

How do you evaluate the relationship of flower exporters with banks and

other financial institutions?

10. What are the key success factors in export of cut-flower?
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