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Cut Flowers Production

1.Background.

Cut flowers introduction program was started in 1980/81 crop season in collaboration with GTZ by importing planting materials from Canary Islands and Holland. Production operation for commercial purpose was commenced in 1981/82 production season in the first time at Zwai state farm. 

Next to Zwai farm, Debere Zeit and Tibila state farms were involved in producing fresh cut flowers. The Horticultural Development Corporation, a state owned enterprise, was the first enterprise to enter into the venture.

During the trial and adaptation periods, about 20 species of different cut flowers were introduced into the country from abroad. Out of these, the common varieties of cut flowers under production by the state farms were Statice, Dill, Ammi, Euphorbia, Carthamus and Allium. Table 1 below shows the estimated yields of these varieties in the initial years of their development. 

      Table 1. Estimated Yields of Cut Flowers In Stems.
	S.no.
	Cut flower type
	Yield/ha (stems)

	1
	Statice:

· White
	350,000

	
	· Purple
	350,000

	2
	Delphinium
	150,000

	3
	Euphorbia
	220,000

	4
	Ammi
	200,000

	5
	Dill
	200,000

	6
	Allium
	220,000

	7
	Carthamus
	220,000


Source: Bateno Kebeto (Dr) & Taddesse Debebe (Ato), Cut flowers in Ethiopia: Growing Conditions, Feb.4, 1999,P.19

Roses have recently been introduced in the Country with better and effective production and marketing opportunities.

During the previous government, there were only two (Horticultural Development Enterprise and Upper Awash Agro- industry Enterprise) state- owned enterprises operating in the floriculture industry. At present both state owned and private farms are operating in fresh cut flower production. Out of the approved private fresh cut flower projects, Meskel Flower, Ethioflora, Golden Rose Agro-farms, Ethiodream, Summit Agro Industry, ENYI General Business, Mengesha Flowers, Teppo Agricultural Development and Trade Enterprise have begun production.  There are also some which are currently under implementation. . 

Despite its large potential, however, the Country’s floriculture industry is still at its nascent stage. As shown in the following table, cut flower exports from Ethiopia to the international market is insignificant.

Table 2: Ethiopia’s Export of  Fresh Cut Flowers ( 2000/01-2006/07)
	Year
	Quantity Number of exported stems
	Value (US$)

	2000/01
	
	

	2001/02
	1,700,000
	305,000

	2002/03
	16,000,000
	2,900,000

	2003/04
	32,000,000
	5,500,000

	2004/05
	83,000,000
	12,700,000

	2005/06
	186,000,000
	29,900,000

	2006/07
	1,114,000,000
	113,000,000


   Source: Ministry of Trade & Industry 

Similarly, the position of Ethiopia in cut flowers and flower buds export to  the world market  is near to none (Table 3 ). 

Table 3. Ethiopia’s Position  In the World Cut Flowers and Flower Buds Export Market.

	Country
	                            1995-1999

	
	Value (‘000 US$)
	Share (%)
	Rank

	Netherlands
	11,700,847
	56.61
	1

	Colombia
	2,879,784
	13.93
	2

	Ecuador
	864,985
	4.18
	3

	Israel
	858,254
	4.15
	4

	Kenya
	608,878
	2.95
	5

	Zimbabwe
	292,676
	1.42
	9

	Morocco
	63,800
	0.31
	25

	Zambia
	56,405
	0.27
	26

	Uganda
	33,676
	0.16
	30

	Ethiopia
	1,550
	0.007
	63

	Others
	3,917,110
	18.963
	-

	World total
	20,669,087
	100
	-




      Source: Ibid,P.42

2.Resource Bases/Growing Conditions

   2.1. Altitude

Ethiopia has a wide range in altitude from 126 meters below sea level in Dallol Depression to 4620 meters above sea level at the summit of Ras Dashen.  Optimum altitude for cut flower crops production is between 1500 and 2300 meters above sea level.  Large areas of the Country lie within this range of altitude.

2.2. Climate

Humid weather favors the outbreak of disease and causes higher losses.  The best range of temperatures to grow cut flowers lies between 10oc and 30oc.   Since the Country constitutes large areas with this climatic range, there is tremendous potential to develop different varieties of cut flower farms. 

2.3. Water/Irrigation 

Ethiopia is believed to be the “water tower” of North-East Africa. There are 12 river basins in the country. There are also lakes with abundant fresh water resources suitable for irrigation. The total available water (mean annual flow) is estimated at 122.19 billion cubic meters and the ground water potential is about 2.2 billion cubic meters. The Country has, therefore, a large area of inland waters having irrigation potential of about 10 million hectares, out of which only about 1% is currently under irrigation. 

2.4.Soil

Cut flowers require well-drained sandy loams soils with a Ph range of 5.5-7.00. Most of the soils in the Country, which satisfy this requirement, are fertile, well drained and suitable for fresh cut flower production.  Areas of arable soils in the Country by soil type are presented below.

Table 4. Areas of the Major Arable Soils in Ethiopia.

	No
	Soil types
	Rank
	Area Km2
	%

	1
	Nitosol
	1
	143,796
	23

	2
	Cambisol
	2
	119,960
	19

	3
	Vertisol
	3
	118,746
	18

	4
	Luvisol
	4
	59,448
	9

	5
	Fluvisol
	5
	59,324
	9

	6
	Xersol
	6
	54,652
	9

	7
	Solonchaks
	7
	37,903.
	6

	8
	Acrisol
	8
	18,173
	3

	9
	Others
	
	24,943
	4


Source: Bateno Kebeto (Dr) & Taddesse Debebe (Ato), Cut flowers in Ethiopia-Growing conditions, Op.cit, P.20

2.5.Labour
Cut flower production is labour intensive.  With a population over 70 million, Ethiopia  has abundant, cheap and easily trainable labour resources.  The average daily wages for Un skilled labor generally ranges from birr 12-15 (US$ 1.24 – 1.55) perday.  The salaries of fresh University graduates normally ranges from birr 1000 – 1300 (US$ 104-135)

Therefore, the existence of cheap labor offers a great potential for cut flower development in Ethiopia.  Moreover, an investor (foreign or local) can employ qualified expatriate experts required for the operation of his business without any restriction.
3. Market
The world flower trade was worth US$ 7 billion in the year 2000*.  The European Union (EU) is believed to consume over 50% of the world’s flowers, and includes many countries with relatively high per capita consumption of cut flowers.  There is strong demand in Germany, the Netherlands, the United Kingdom, Switzerland, Italy and France.  Germany, USA, France, the United Kingdom and the Netherlands as a whole accounted for approximately 28%, 18%, 10%, 9% and 8% of the total world import of cut flowers between 1995 and 1999 respectively (Sisay Habte, 2001).

Flower is a delicate commodity, which has to reach the market, either for local sales or export, in a good condition. As Ethiopia is located in close proximity to the Middle East and Europe, its export products can easily reach the markets of these regions with relatively short period of time and cheaper transportation costs than most flower exporting African Countries.

4. Investment Incentives

To encourage private investment, the Ethiopian Government has developed a package of incentives under Regulations No.84/2003 for investors engaged in new enterprises and expansions, across a range of sectors. These incentives are available both to foreign and domestic investors and the said Regulations doesn’t discriminate between a foreign and domestic investor or between foreign investors of different nationalities. The type of incentives that are available both to foreign and domestic investors are the following:

     4.1.Customs Duty Exemption

· A 100 percent exemption from the payment of import customs duty and other taxes levied on imports is granted to investment capital goods and construction materials necessary for the establishment of a new enterprise or for the expansion or upgrading of an existing enterprise as well as spare parts worth up to 15 percent of the value of the imported capital goods;  

· Investment capital goods imported without the payment of import customs duties and other taxes levied on imports may be transferred to investors enjoying similar privileges;

· Exemptions from customs duties or other taxes levied on imports are granted for raw materials and packing materials necessary for the production of export goods. Taxes and duties paid on raw materials and packaging materials are drawn back at the time of exports of finished products.  The voucher system and bonded manufacturing warehouse facilities are also in place.

·  All goods and services destined for export are exempted from any export and other taxes levied on exports.

    4.2.  Income Tax Exemption
· Any income derived from an approved new manufacturing, agro-industrial or agricultural investment is exempted from the payment of income tax ranging from 2-8 years depending up on the area of investment, the volume of export and the location in which the investment is undertaken.

· Income derived from an expansion or upgrading of an existing manufacturing, agro-industrial or agricultural enterprise is exempted from income tax for a period of two years if it exports at least 50% of its products and increases, in value, its production by 25%.

   4.3  Loss Carry forward
Business enterprises that suffer losses during the tax holiday period can carry forward such losses for half of the income tax exemption period, after the expiry of such period.

5. Remittance of Funds
Foreign investors are entitled to make the following remittances out of Ethiopia in convertible foreign currency at the prevailing rate of exchange on the date of remittance:

· Profits and dividends accruing from investment;

· Principal and interest payment on external loans;

· Payments related to a technology transfer agreement; 

· Proceeds from the sale or liquidation of an enterprise;

· Proceeds from the transfer of shares or of partial ownership of an enterprise to a domestic investor;

· Expatriate employees may remit, in convertible foreign currency, unspent salaries and other payments accruing from their employment in hard currency.
6. Investment Guarantee and Protection
In Ethiopia both the Constitution and the investment Code protect private property.  Ethiopia is also a member of MIGA, which issues guarantees against non-commercial risks to enterprises that invest in signatory Countries.  Besides, the Country has signed bilateral investment promotion and protection treaties with a number of Countries and is also in the process of signing such treaties with a number other Countries.

7. Cost of Land and Utilities(
    7.1 Land


In Ethiopia, land is public property.  Both urban and rural land is available for investment on leasehold basis.  Lease right over land can be transferred, mortgaged or sub-leased together with on-build facilities.  The period of lease may also be renewed.

The rental value and the lease period of rural land are determined and fixed by land use regulations of each regional state.  The cost of rural land in four regional sates are shown below:

· Oromia…………………..……US$ 7.28 – 13.98 per hectare per year

· Amahra……………………….US$ 1.47 – 8.21 per hectare per year

· Southern Nation,.

Nationalities and Peaples’

Region………………………..US$ 3.10  – 12.11 per hectare per year

· Tigray……………………...…US$3.1-4.14 – 4.14 per hectare per year

    7.2 Utilities 


     The cost structure of utilities is as follows:

a) Electricity

· Low voltage time-of-day industrial: 


Equivalent flat rate…………..…US$ 0.06 per KWh

· High voltage time-of-day industrial 15kv:  

            Equivalent flat rate  …………….US$ 0.042 per KWh

· High voltage time-of-day industrial 132kv:  


Equivalent flat rate……………. US$ 0.039 per KWh.

b) Telephone

· Fixed telephone………………….US$ 0.02 per six minutes 

· Mobile telephone 

· Mobile to mobile………....US$ 0.074 per minute

· Mobile to fixed………...…US$ 0.155 per minute

c) Water (in Addis Ababa)

· Residential

· 0-7 m3…………………....US$ 0.18 per m3
· 7-20 m3……….……….…US$ 0.27 per m3
· above 20 m3  …………….US$ 0.34 per m3
· Non-residential…………………US$ 0.34 per m3
8. Taxation

    The principal tax rates of the Country are as follows:

· Corporate income tax…………..……….30%

· Turnover tax

· From goods supplied to the 

 local market and rendering

 of  construction, grain mill,

 tractor, combine harvesting 

 services undertaken in the 

 Country……………………….2%

· On other sectors……………..10%

· Excise tax………………….……..…..10-100%

· Customs duties……………….…..……0-35%

· Export tax………………………………..nil

· Withholding tax………………………….2%

· Value added tax…………………..…….15%

· Dividend tax…………………………….10%

· Royalty tax…………………………...…..5%

· Capital gains tax

· Shares of companies…………….30%

· Building held for business,

  factory and office………………15%

· Building held for residence.. …....nil

· Income tax from employment …    ……..0-35%

9. One-stop Shop Service

Foreign investors obtain pre-and post-approval services from the Ethiopian Investment Agency (EIA).  In addition to facilitation and promotional services, the EIA offers the following services under the one-stop shop arrangement:

· issuance of investment permit……………………….…….….in  6 hours  

· issuance of commercial registration certificate ………………» 6   »
· issuance of  business license ………………………………….» 6   »
· issuance of work permit…………………………………….…» 2 hour

· registration of technology transfer agreement………….……..» 1 hours

· registration of export oriented non-equity based

      foreign collaboration………………………………………….» 1 hour

· facilitation of the acquisition of land and utilities . 

Generally, the conducive agro – climatic conditions, the availability of abundant and cheap labour force, the growing world demand for flowers and the favourable investment climate existing in the Country justify commercially attractive investments in the production and export of cut flowers. 

* WWW.agric.nsw.gov.au/reader/ornamentals/export-flowers.httm.  


( 1US$ = Birr 8.7923 (as of May 25,2004)
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