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1.Background 

Ethiopia is a homeland for many spices, such as korarima (Aframonum Korarima), long pepper, Black cumin, Bishops weed (‘Nech azmud’) and coriander. As a result, the history of spice use in Ethiopia is an ancient one and spices have always been and remain as basic food items in the diet of the Ethiopian people. The cultivation of spice for centuries are predominantly stayed traditional by small scale land holding farmers. Recently the average land covering by spices has been a222,700ha and the production reached 244,000 ton/annum.The seed spices potentials area are  Amhara and Oromia regions while for the low land spices dominantly produced and potential in SNNP and Gambela regions. In general the total potential for the low land spices is estimated to be 200,000 ha.

Commercial industrial scale spice extraction was started by the Ethiopian Spice Extraction Plant, which was built in 1971 by Kalsec International from Kalamazoo, Michigan. The company established the plant primarily to extract oleoresin paprika from red pepper grown in the Southern part of Ethiopia. Formerly, the entire product was exported to the United States. When the company was nationalized in the late 1970’s under the socialist Derg regime, Ethiopia found other markets in Western Europe, mainly in the then West Germany and Spain. 

Currently, there are only two spice extraction plants in the country, one public and the other under private ownership. The public spice extraction plant, the Ethiopian Spice Extraction Factory, has a processing capacity of180 tons per year. The plant is capable of processing ginger from locally grown ginger root, capsium oleoresin from red pepper, and turmeric. However, over 85% of its business is for paprika. The privately owned spice extraction plant in Ethiopia is Kassk Spices and Herbs Extraction PLc. This factory was built in Addis Ababa in 1997 and has a processing capacity of 120 tons per annum. All of the extracted spice is exported overseas for food coloring, flavoring, etc. to Europe mainly Germany, Spain and Italy.  The table below shows the total export value of spices from the Country as compared to total value of exports between 1999 and 2002.



Table 1.  Spices export as compiled to Total Agricultural Exports

                  








                   Ton 000USD

	
	2005/2006
	2006/2007
	2007/2008
	2008/2009

	Item
	Qt.
	Value
	Qt.
	Value
	Qt.
	Value
	Value
	Qt.

	Spices
	8555
	9867
	13040
	10751
	14264
	10837
	15441
	354075

	Total Agri.
	
	886,067
	
	1,023,185
	
	1,307,515
	
	




Source: MOTI Annual Magazine 2008

As can be seen from the above table, export of spices from Ethiopia is very small as compared to the available potential, currently contributing only about 1% of the Country’s total agricultural export. 

The two spice extraction plants in Ethiopia are presently not operating at full capacity due to machinery obsolescence and shortage of raw materials. However, since there is vast area of suitable land for the production of spices in the Country it is possible to increase spice production, even by designing an out growers scheme and the rehabilitation of existing plants. 

2. Resource Base
2.1 Raw Material 

As mentioned above, Ethiopia is a homeland for many spices, such as korarima, long pepper, Black cumin, Bishops weed or ‘Nech azmud’, coriander, etc. Wild ginger is also abundant in many areas. 

· Korarima grows naturally at altitude ranging from 1000-2000 meters. Accordingly, its growing places in the country are shown in the following table:   

Table2. Korarima Growing Places of Ethiopia 

	Zones
	Specific areas

	Jima 

Wellega

Sidamo

Bale

South and North Omo

Illubabour

East and West Gojam
	All Weredas 

Gimbi, Nekemet, Horo Guduru, Arjo

Sidama, Arero

Wabe, Genale, Dolo

Kulo, Gamo, Galeb and Hamer Bako, Gofa

All Weredas

Deber Markos, Kola Dega Damot, Metekel, Agew mider


Source: Edossa Etissa, Spices, Research Achievements and experiences, Research Report No.33, Institute of Agricultural Research, Addis Ababa, 1998.  

· Ginger is cultivated in many places of the Country than any other spices. The following table shows ginger growing areas of Ethiopia.

Table 3.Ginger Growing Places of Ethiopia

	Zone
	Specific areas

	East and West Gojam

Ilubabuor

Jima

North and South Omo

Bale

Sidamo

Wellega
	Bahir Dar, Dejen, Debere Markos, Kola Dega Damot, Metekel and Agew Mider,

All

All

Gamo, Galeb and Hamer Bako, Gofa and Kulo Konta,

Wabe, Dolo and Genale,

Sidama and Arero

Gimbi, Nekemte, Horo Guduru and Arjo


Source: ibid, p.6

· Turmeric ‘Ird’ is used as a ground spice and in curry powder, mainly as a food-coloring agent as well as a coloring material in the textile industry. Before 1972, Ethiopia is one of turmeric importing countries. In 1972, two varieties of turmeric were introduced from abroad for adaptability study from India and China and planted at Jima, Metu, Bebeka, Tepi, Wenago, Awasa, Magi and Bako. At all locations turmeric performs well. Turmeric can be grown up to an altitude of 2000m in areas with high rainfall. At present, because of the suitability of Southern humid regions, turmeric is widely grown.  

· Cardamom ‘Yeshaikimam’ is a perennial herb, belonging to the ginger family. It is an expensive spice known as ‘Queen of spices’. It is the highest priced spice in the world markets. It is introduced to Ethiopia in 1972. After its introduction to Ethiopia, multiplication of the plant was done at Jima, Bebeka, and Tepi, while adaptability and evaluation studies were done at Jima, Metu, Maji, Wonago, Tepi and Bebeka. Results show that Tepi and Bebeka are ideal for cultivation. Cardamom plant needs a rainfall of 2000 to 5000 mm per annum with a uniform distribution and no distinct dry season. 

· Black pepper ‘kundo-berbere’ was introduced to Ethiopia from abroad from 1979 to 1980. This cultivar was planted to test its adaptability at Bebeka, Jima, and Tepi adaptations. At Bebeka and Tepi the cultivar grew with excellent performance. Therefore, in Ethiopia it is possible to cultivate black pepper successfully in wider range, from 1250m to extremely lowlands of Southern Ethiopia, where there is high rainfall through out the year.      

· The diverse climatic conditions of Ethiopia are suitable for the production of different type of red peppers in different areas of the Country. Red Peppers are widely cultivated in Mareko (SNNPR), Alaba (SNNPR), Ziway (East Shewa), Dembi Dollo (West Wellega), Todalle (Jima Route), Gojam-Gonder Agricultural Development, etc. In 2001/02 the production and yield of red peppers was estimated at 779.6 thousand qt and 13.87 qt/ha respectively (CSA, 2003).

· Cinnamon ‘kerfa’ is an evergreen tree. It can grow well in almost all soil types under a wide variety of tropical conditions ranging from semi-dry to wet zone. It requires a warm and wet climate with average temperature of 200c to 300c and high rainfall. The cinnamon variety was introduced in Ethiopia in 1975. In Ethiopia it grows at wider agro-ecology than black pepper and cardamom.

· Shallot and garlic are the indispensable vegetable crops used as condiments in Ethiopian dishes. They are produced mainly by subsistence farmers in the middle and highlands of the country. Fedis in Harerghe, Huruta, Sire, Shirka and Bekoji in Arsi; Arsi Negelle Ambo, Wolliso,  Kesem and Majete in Shewa; Bure and the vicinities of Debere Markos in Gojam; and Wara Ilu and Wara Babo in Wello, are among the major shallot producers. Ambo, Debre Werk, Adet, Sinana and many other areas of Ethiopian highlands produce the bulk of garlic. The crops are produced mainly as cash sources for farmers. The garlic production has high yield per unit area (i.e., 131.44qt/ha)(CSA, 2003)

· In South, Southwestern, Western and Southern parts of Ethiopia exotic spices are grown due to favorable climatic conditions. Accordingly, spices namely: insilal (Anethum spp.), besobila (ociumum spp.), mints and thyme grow in wild.   In addition to this, a number of private farms have been licensed to engage in the production of spices in the country. Furthermore, an out grower scheme can be designed to support a spice processing plant through the provision of agricultural inputs (improved seeds, fertilizer, pesticides) and extension services. 

2.2 Labour 

With a population over 70 million, Ethiopia has abundant, hard-working, inexpensive and easily trainable labour force.  The average wage for unskilled labour generally ranges from Birr 20-30 (US$ 1.58-2.37) per day.  The salaries of fresh university graduates normally range from Birr 855-1050 (US$ 70.64- US$82.90) per month.

3.  Market 

   Spices cultivation is scattered through out the Country and is carried out by smallholder farmers.   In most cases, traders act as middlemen between farmers and spice extraction factories hiring trucks to collect spices from farm gate or intermediate markets. 

Spice is an important additive to Ethiopian meals. Therefore, the domestic demand for spices is large. The current estimate of world imports of spices is 5.25 million tones valued at US $ 1,500million, with an annual growth rate of 4 percent.  This is against a world production of 8.5 million tones valued at US $ 25 billion.  The difference between world production and import is domestic consumption of producing countries.  As far as the product mix is concerned, the bulk of spices are exported in “whole” or “un ground” form, while only 15-20 percent of spices are sold in ground form, as mixtures of ground spices and as essential oils and oleoresins.

The substantive shift towards natural products in the West has stimulated the demand for spices in recent times.  Added to this is the new demand wave for organic spices in Europe, USA and Japan.  Though the size of this market is small (around 1 percent of the total market), the annual growth rate is to the tune of 25-30 percent (WWW.etagriculture.com).

Hence, there is a large and growing world demand for unprocessed and ground spices as well as spice extracts such as essential oils and oleoresins.  

4. Investment Incentive 

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.  Leaseholders have the right to use urban land for up to 60 years in Addis Ababa and in a town designated as of the grade of Addis Ababa, and up to 80 years in other towns.  The period of lease may also be renewed.

The average costs of land in industrial zones designated so far are as follows;

· Addis Ababa …………….US$ 11.60-21.55 per m2 for the lease period

· Dire Dawa…………… ….US$ 0.44-0.77 per m for the lease period

· Oromia………………….. US$ 5.55 -6.55 hectare per year

· Southern Nation,

      Nationalities and Peoples’

      Regional State……….…..US$ 3-5 per hectare per year 

· Tigray*( ………………….US$ 0.05 m2 per year

· Gambella US$ 2.37 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$ 0.046 per KWh

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

            Equivalent flat rate  …………….US$ 0.032 per KWh

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


Equivalent flat rate……………. US$ 0.03 per KWh.

b) Telephone

· Fixed telephone………………….US$ 0.016 minute

· Mobile telephone 

· Mobile to mobile………....US$ 0.057 per minute

· Mobile to fixed………...…US$ 0.057 per minute

c) Water (in Addis Ababa)

· Residential

· 0-7 m3…………………....US$ 0.14 per m3
· 7-20 m3……….……….…US$ 0.25 per m3
· above 20 m3  …………….US$ 0.30 per m3
· Non-residential…………………US$ 0.30 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…………………………………….…» 1 hour

· registration of technology transfer agreement………….……..» 2 hours

· registration of export oriented non-equity based

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

· facilitation of the acquisition of land and utilities . 

To conclude, the favourable agro-climatic conditions to grow different varieties of spices, the availability of abundant and relatively cheap labour force, the growing world demand for spices, the proximity of the Country to the major spice markets of the European Union, and the conducive investment climate existing in the Country create attractive conditions for investing in spice extraction plants.  

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





(( Free of charge if the investment is Agro-industry and exports at least 50% of its output.
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