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ABSTRACT

Ethiopia has passed through a lot of changes folast two decades in terms of economic
reforms where by several policy proclamations amavisions had been taken up by the
government. Since May 1991, the climate for foramgrestment has improved dramatically.
Private investment policies are more liberal, comuiaé performance standards have been
applied to public enterprises, tax and tariffs haeen reformed, and the currency has been
devalued. In 1996, a revised investment proclamatias approved that created additional
incentives for foreign investors. Major provisiomeluded duty-free entry of most capital
goods and a cut in the capital gains tax from 4008&. In addition, the government opened a
number of previously closed sectors of the econtmfgreign investment, although financial
services, large-scale power production, telecomoatiains, and other public utilities remain
off limits. This study assesses the policy meastaken up by the government and how it
impacts investment flow to the country’s economffidial figures indicate that as of from
1992 to 2011 out of a 55, 265 investment projectgofeign investors had been given
licenses. In 1998, amendments to the 1996 investmpestlamation allowed Ethiopian
expatriates and permanent residents the abilitgviest in industries that had previously been
reserved for nationals only. The inflow of investindoy domestic, foreign and public
investors peaked in 2011 at $40billion. Investmprdjects launched between the period
2002 to 2011 creates job opportunity to 7.3millipeople of temporary and permanent

employment.

Floriculture industry is an agro industry activitijat experienced a dramatic boom in
Ethiopia since 1992, particularly following the eomic reform and investment policy

provisions by the government that creates condumivestment climate and more stable
economic environment. Attempt has made and detaitedysis got due attention to assess
the impact of the investment policy and how it apexp the door for the emergence of

floriculture industry and its economic impact, fycb creation.

Number of investment projects launched to underfedwer farming showed a sharp rise
from 1992 where it reaches to peak at 351 in 20 fwghest number in 2008, in which 79
new flower farms are established. It creates aojgiortunities for 386,074 personnel of both
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skilled and unskilled labour for permanent and terapy employment during the mentioned
period. This in turn resulted in improving the Ib@od of the rural community where the
flower farms are located. A total of USD184.1millitoreign earning has been gained by the
country in 2011 and it reaches to USD301millionnird2000 to 2010. Furthermore,
technology transfer and experience sharing fronsehexpertises of other countries counts
significantly and impacts the sector, undeniabbsifively.

Although the sector is contributing to country’soeomy and being one of the sectors that
contribute to the country’s foreign earning, thare some concerns from different groups on
its environmental and social impact particularhaltte and safety of workers on flower firms.
It should be taken as centre of discussion amohgaaicerned parties to minimize the
negative implications and support the sector toimepe country’s potential benefit from the
industry.

17



CHAPTER ONE: INTRODUCTION

1.1 General background

Ethiopia is the second most populous country in-Sabaran Africa next to Nigeria with a
population size of more than 84 million in 281According to the medium variant of the
national population projections, the populationlywiss the 100 million mark by the year
2017, implying an average growth rate of 2.43 par¢gvorld Bank Report, 2012). Even
under this favorable scenario that assumes a steelme in fertility to 3.32 by 2030, the
population growth will continue to exert seriousegsure on the environment and the
provision of basic social services will remain aroenous challenge to the country for the
foreseeable future. With a per capita income ofualdS $400 per annuinEthiopia is
ranking the sixth poorest country in the world. THRDESA 2011 Human Development
Report ranks Ethiopia 174ut of 177 countries (UNDESA, 2011).

Agriculture is the main stay of Ethiopia’s economwhich accounts 46.6% of the gross
domestic product (GDP) and 85% of total employm&srvice and industry sector are
placed second and third with a share of 38.9% ah8% respectively. Ethiopia pursues a
public sector-led growth strategy that focuses ocomwting growth through high public
investment supported partly by low nominal interasés. While the strategy has contributed
to robust economic growth in the past, recent dprakents indicate a buildup of
vulnerabilities, which need to be addressed inralesustain this economic growth. Growth
prospects according to the International Monetanyd=(IMF) remain robust. While inflation
is a continuing concern, real GDP growth is praddb remain relatively strong (at 6.5%) in
subsequent years under the continuation of cup@nties.

Empirical evidence suggests that countries withh letandards of living are those that have
altered successfully their production structuremfrdependence on agriculture to a more
diversified one, with manufacturing and servicest@s as lead sectors. With regard to
developing nations, development of agriculture &y lsector to take off this process of
change. Integral to the process of diversificadod development is laid on a commitment to
investment, both private and public. For Africaruetrsies, a major challenge is how to
provide an enabling environment for investmentstliy private sector, given the current

development paradigm of making the private sedtoe €ngine for growth”. While a sizable

! World Bank Countries Economy Overview Report, September 2012
http: //mww.worldbank.or g/en/country/ethiopia
2\World Bank Countries Economy Overview Report, September 2012
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number of firms in the private sector tend to bermgll size, there is a possibility for some to
grow into medium sizes over tinfeAgainst this backdrop, this paper examines the
investment policy proclamations and regulationaasisby the government of Ethiopia and its
implication on the rural employment creation in tgadar with reference of the newly
emerging floriculture industry where a number ofaimmedium and large-sized enterprises
have been involved.

As the economy of a given country grows, it is saggul to create sufficient earning
opportunities for the masses by large. This isappen through the expansion of private and
public, formal and informal sectors where eitheg tiovernment or individuals invest on.
Having conducive environment for small enterprideselopment of both on- farm and off-
farm in the rural areas is inevitable to promot&estment in each sector. In this regard, for a
couple of times, the government of Ethiopia hagadspolicies and subsequent amendments
on incentives and investment areas reserved foredtinvestors. The post 1992 period is
highly known for its economic liberalization meassir compared to its predecessor
government system and economic policy. Among thaous structural changes in the
economic sphere, in-placing new investment poliegt astruments of implementation was
among the major ones. Subsequent amendments aadtivec packages are the salient
feature s of this new policy undertaken to make ltheiness environment conducive for
investors. The first investment policy was proclathin 1992 labeled to be ‘Investment Code
No. 15/1992.Subsequent proclamations were madegldPnation No. 37/1996 and
Proclamation No 116/1998. Under these subsequditlygaroclamations amendments and
introduction of incentives packages, areas resefeedovernment and domestic investors,
redefinition of statuses of different categoriesmyestors i.e. domestic and foreign investors
have been done. Furthermore, with the aim of ngakie environment more conducive re-
enactment of the investment proclamation was ahroat in 2002, Proclamation No.
280/2002; in 2003, Proclamation NO.373/2003; and2008, Regulation N0.146/2008.
Although there are different organs involved in thanagement of investment at different
level and sectors, the Ethiopia Investment Agesdahe apex government body instituted to
administration of investment in the country.

Creating employment opportunities to citizens @iven nation is becoming one of the key

responsibilities of countries regardless of itsginof remaining in power. The agenda of

% Defining small firms to be those employing 1-19 workers, the survey of private enterprises by the World Bank
between 2002 and 2006 suggests that about 52% of firms in low-income countries in Africa could be regarded
as small-sized firms. In the case of middle-income countries in Africa, 46% of the firms fall into the small-sized
category.
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development and all associated efforts at all eaeé to achieve better living condition for
the people where creating gainful employment is finending and key element of the
process. About 86% of Ethiopia population is dimgllin the rural areas, ranging from rural-
towns to very remote marginal lands with no infrastural amenities Of the total active age
group of the rural population, those employed ascalgural labourers and people engaged
on small income generating occupations accounts4tmb% and 45.1%, respectively.
Generally, non-farm and on-farm enterprises prowg®me-earning opportunities to those
lacking alternative options and supplementary ineofar farming households. Hence,
examining the trend of investing on rural smallegptises and assessing its impact on rural
masses in terms of creating employment opportuniitées got paramount importance.
Following liberalization of the economy and prowiss availed by the government to
promote investment and protect private businessuves; the floriculture industry is one of
the booming sectors that back the economic perfoceaf the country at large. Both private
domestic and foreign investors were attracted ieogbctor where more than 83 flower farms
were came into operation between 2005 and 2011biggest and most direct impact of the
emerging floriculture industry on Ethiopia is thm@oyment creation, which is projected to
be more than 100,000 jobs in 5 yé&drsthe rural areas particularly. Not only the n@&nbf
jobs but also the social impact of the job creatisnhuge extending to training of
disadvantaged groups of the community and hirigntat farms and development of small
rural villages to well structured towns.

Governments of both developing and developed natourilined several policy instruments
in this regard in which investment policies, redgiaias and proclamations are among those to
feed to the wider macro and micro economic poli¢ythee country depending on their

socioeconomic context.

As the economy of a given country grows, it is saggul to create sufficient earning
opportunities for the masses. This is to happeoutyin the expansion of private and public,
formal and informal sectors where either the gowvesnt or individuals invest on. Having
conducive business environment for small enterpriteyelopment of both on- farm and off-
farm in the rural areas is inevitable to promot&estment in each sector. In this regard, for a
couple of times, the government of Ethiopia hagadspolicies and subsequent amendments

on incentives and investment areas reserved foedboinvestors.

* FDRE CSA Report on National Labour Force Survey, May 2006.
® Ethiopian Horticulture Producers and Exporter s Association, Annual Report, May 2008
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About 86% of Ethiopia population is dwelling in theral areas, ranging from rural-towns to
very remote marginal lands with no infrastructwmalenitie§. Of the total active age group of
the rural population, those employed as agricultiafaourers and people engaged on small
income generating occupations accounts for 45.5804&11%, respectively. Generally, non-
farm and on-farm enterprises provide income-earnapportunities to those lacking
alternative options and supplementary income foniiag households. Hence, examining the
trend of investing on rural small enterprises asgkasing its impact on rural masses in terms
of creating employment opportunities has got patamhonportance.

Rural areas are home and workplace to half of théde population. Seventy five per cent
of the poor and majority of the jobless and undgreyed are residing in the rural set up.
Ninety-five per cent of total rural population lsvén developing countri€sContexts are
complex: modern, productive and high-return commaégriculture and industries co-exist
with widespread small-sized, traditional and sualstype rural activities. Some developing
countries, mainly in Asia, have achieved rapid ptyveeduction through increased agricul-
tural productivity. Improved local processing, sige, transportation, and access to global
markets, as well as better-enabled human resouraes,also strengthened results.

The issue of creating employment to the citizena given nation is becoming one of the key
responsibilities of countries regardless of its-alge duty of the incumbent government
anywhere. The agenda of development and all assdceforts at all levels are to achieve
better living condition for the people where cregtgainful employment is the founding and
key element of the process. Governments of botkldping and developed nations outlined
several policy instruments in this regard in whicivestment policies, regulations and
proclamations are among those to feed to the witkaro and micro economic policy of the

country depending on their socioeconomic context.

As the economy of a given country grows, it is saggal to create sufficient earning
opportunities for the masses. This is to happeoutyin the expansion of private and public,
formal and informal sectors where either the gowvemnt or individuals invest on. Having
conducive environment for small enterprises devalemt of both on- farm and off-farm in

the rural areas is inevitable to promote investnremach sector. In this regard, for a couple

® FDRE CSA Report on National Labour Force Survey, May 2006.
" The States World Population 2011, Population Division of the United Nations Department of Economic and
Social Affairs
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of times, the government of Ethiopia has issuedc@sl and subsequent amendments on
incentives and investment areas reserved for darrigsestors.

About 86% of Ethiopia population is dwelling in theral areas, ranging from rural-towns to
very remote marginal lands with no infrastructualenitie§. Of the total active age group of
the rural population, those employed as agricultiataourers and people engaged on small
income generating occupations accounts for 45.5804&n1%, respectively. Generally, non-
farm and on-farm enterprises provide income-earnapportunities to those lacking
alternative options and supplementary income foniiag households. Hence, examining the
trend of investing on rural small enterprises asgkasing its impact on rural masses in terms
of creating employment opportunities has got patarmonportance.

This study will answer the questions of how doeBcgaqorovision, by the government of
Ethiopia, in the last two decades to promote investt dictates investment by individuals,
groups or companies particularly in floriculturedurstry and to what extent it impacts

employment opportunity for the rural people.

1.2 Statement of the problem

For countries like Ethiopia where agriculture is thainstay of the economy and more than
three-fourth of the population residing in the fuaieeas, growth in agriculture is essential,
and growth in the rural non-farm economy is esplgdiaportant.

Policies aimed at the rural sector should be cgkribwards providing incentives that
stimulate the provision of rural agricultural andnagricultural jobs, as well as the capacity
of households to respond to such signals. In resptm this, as part of its overall effort the
Ethiopian Government has issued several proclamsmtend regulations for investment,
particularly in the past two decades. The objeatfvthese proclamations is to encourage and
promote investment so as to accelerate the econdevelopment of the country and to
improve the living standards of its people. It alophasizes that domestic investors are
deemed essential to widen the scope of participatioforeign investors and to facilitate
conditions. In this regard, the system of admiaigtn of investment needs to be transparent
and efficient. Accordingly, the existing law on @stment has been amended for a couple of
times. In response to this, a number of domesticfareign investors are engaged on a wide
range of enterprises in general and rural entepiiis particular that creates employment for
the rural people.

8 FDRE CSA Report on National Labour Force SurvesyN006.
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Currently, agriculture is still the single largesturce of employment in rural areas, though
non-farm activities are becoming increasingly intpot. These comprise a highly diverse
range of activities: from manufacturing, usualltisan, to trading, to the provision of
services of some kinds. Combined with farming,lfitdeverse, this produces a wide variety
of occupations. Despite the heterogeneity, somtrfes of rural work are common across
sectors and locations. Most rural workers are egployed, whether it be on their own farms
or in the small, often very small, enterprises ¢gpiof rural nonfarm activities. Following the
investments undertaken by various entrepreneuttseimural areas, wage labourers constitute
a significant employment opportunity for the rupglople, which are believed to experience
an increasing trend over the past decades. Theenaf the employment is temporary and
seasonal, particularly in some sector, which isrmfal and casual. On the other hand, formal
and contractual or permanent jobs in some areasamoéher feature of employment by
enterprises in the rural area.

This study, therefore, will focus on the differepblicy measures undertaken by the
Government of Ethiopia on investment in the past t@nsecutive decades and its particular
impact on employment creation for the rural masmnde, enterprise establishment by private
or company investors and their implication on jobation with particular reference to the

floriculture industry of both products/goods andvgees are to be analyzed.

1.3 Objectives of the study

This descriptive and exploratory study aims at yiag the effects of investment policy and
amendments made on it, particularly from 1992 odway the Ethiopian Government on
rural employment creation with particular referemnadloriculture industry. In due course, it

will try to summarize the impact on the living catnah of the rural mass.
The specific objectives comprise:

S To examine investment policy provisions and itstdess with reference to
development or promotion of rural enterprises.

2 To study the growth of new and existing enterprisieforiculture industry initiated
following the investment policy provision by thevgonment.

2 To analyze the trend and feature of employmenttedely enterprises of floriculture
set up as a result of the investment policy inrthral areas.

2 Torecommend possible research questions for fustieies.
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1.4 Significance of the study

Several changes happening with regard to policséstegies and social, political and
economic structures in Ethiopia following the charmd government in 1992, the growth and
development focus of the country is experiencinfedint direction. The impact of policy
changes, particularly economic liberalization pekcin some sectors, brought the emergence
of alternative and diversified business venturethwn the sector and revival the various

sectors in the countries economy.

Ethiopian business climate and investment engagesmeere one of the areas significantly
impacted following the changes since 1992. Scritigi and researching the status and
performance of investment policy measures undemtdiiethe government is still an area
need to be further assessed and studies as & isethinstrument playing the central role in
terms of spinning both private and public sectarghe country. In light of this, the set up and
the emergence of modern floriculture industry, Whis encouraged by the policy changes
and amendments undertaken in the economy sectonlystwo decades old despite of its

contribution to foreign earnings and employmenatoms in the country.

This study provides the picture how the differentastment policy proclamations carried out
by the government impacts the economy of the cguaid the lives of the rural people.
Furthermore, it raises issues and concerns entartlgke floriculture industry and potential
fears in the sector that needs further investigatamd due attention by concerned

stakeholders.

1.5 Hypothesis of the study

Following the proclamation of investment policy asdbsequent amendments by the
government of Ethiopia, it is believed that indivadls and companies are encouraged to
invest in the rural areas. This, obviously, letgrowth in investment and a possible set up
of new enterprises in the rural areas that resutliedreating an opportunity for the rural

people to win employment opportunity on both omfand non-farm enterprises.

1.6 Scope and limitations of the study

The study is carried out at the national level wibhiaboration from the Ethiopian Investment
Agency. The office facilitates review of the diféett investment policy proclamations,
amendments undertaken, regulations and delibestroanaged by the government of

Ethiopia since 1991G.C. For the purpose of thigstienterprises or associations and
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agencies institutionalized by the government whlke tesponsibility of operations of the
floriculture industry has been contacted. On tophad, different flower farms/companies set
up in the rural areas are visited as facilitatedEbiDA and EHPEA and employment created
by these enterprises is analyzed. In doing so,t digtver farms located in four .different
locations, which are sampled from the whole, wellemsed during the study. This farms or
flower companies are located in four different dilens of the rural areas and outskirts of
Addis Ababa.

This study is limited to the assessment of the ggnmpact of different investment policy
measures undertaken by the government of Ethiopata outcome on floriculture industry
in employment creation. The different issues andcems rising in association with the

emergency of the industry is not covered undergtudy.

1.7 Structure of the thesis
The thesis is organized in six chapters excludiegaiready covered chapter one. Chapter two
deals with review of literature that includes thetmal frameworks of investment policy and
employment, overview of investment policies of Bffia and empirical studies made in the
country and elsewhere in the world. Chapter thnesgnts description of the methodology
while chapter four deals with results obtained disgdussions. Chapter five presents summary

and conclusions of the study with chapter six dedgprofile of references.
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CHAPTER TWO: LITERATURE REVIEW

2.1 Conceptual framework and definitions
Investment:

The very essence of investment is seen differdmtlglifferent ventures. In general terms, it is
about the use of money in the hope of making mavaay. This commitment of money to
gain profitable returns in different forms, is deieg consumption. Investment is involved in
many areas of the economy where rural areas are@niee potential targets that have
significant impact on the livelihoods of the runaéss.

Rural Employment creation:

Employment is getting someone engaged on activitiegccupation where she or he gains
income (source). FAO Rural Employment Strafeydid not understand the super script.
What is it? Is it a source to be placed in theresfee? ) defines rural employment as, any
activity, occupation, work, business or servicefgened by rural people for remuneration,
profit, social or family gain, in cash or kind, lading under a contract of hire, written or
oral, expressed or implied, and without regard teetlver the service is performed on a self-
directed, part-time, full-time or casual basis.r B purpose of this study emphasis will be
given to both self employed and wage—earning enmpéoyt of full-time or part-time on
various on-farm and non-farm activities initiategl tingoing or new investment due to the
investment policy of Ethiopia.

Investment-in light of Foreign Direct Investment

The very essence of investment is seen differdmtlglifferent ventures. In general terms, it is
about the use of money in the hope of making masaay. This commitment of money to
gain profitable returns in different forms, is defeg consumption. Investment is involved in
many areas of the economy where rural areas are@nie potential targets that have

significant impact on the livelihoods of the runaéss.

Similarly, the main concepts and definitions of F&H it is vital constituent of the whole

concept of investment, foreign direct investmentasjust a capital movement. In addition to

°® FAO Rural Employment Strategy, “Productive, Faid@ust Employment for Rural Development & Food
Security” — 2009
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capital, a controlled subsidiary often receivesdirinput of managerial skills, technology
and other tangible and intangible assets. Unlik&f@mm investors, direct foreign investors
have substantial control over the management dadidar subsidiary. In fact, “balance of
payment accountants define FDI as any flow of legdb, or purchase of ownership in, a
foreign enterprise that is largely owned by theidasts (usually firms) of the investing
country” (Thomas and Peter 2000). According to tE- (1993) balance of payment
manual, an investment by a foreign investor is még@ as FDI if the direct investor holds at
least 10 percent of the ordinary share or votingggroof a firm. There are different types of
FDI. These include Greenfield investment, crossdeormerger and acquisition, and
reinvested earnings. Greenfield investment referthé establishment of a new firm that in
turn enables to create productive assets in admsitry. Usually, it is financed by capital
coming from the investor’s country. A transfer afreership of local productive assets to a
foreign investor is referred as international oossr border merger and acquisition.
Reinvested earnings refer part or all of the prdfat is not repatriated to the investor’s
country but reinvested in the host country (UNCTAD98). FDI can also be classified into
market-seeking, export- oriented and governmeritated FDI. A market-seeking FDI is
highly determined by the growth potential and ttze ©f national market, reliable business
and investment environment, access to regional &ajl markets and country-specific
consumer preferences. When a foreign firm produaesmaterials, intermediate and final
goods and sells these products for non-local matket FDI is referred as export-oriented
FDI. An investment is called government initiateBIFwhen governments of developing
countries invite and give incentives to direct fgreinvestors to invest in specific sectors and
industries with a view to addressing socio-econopnablems like unemployment, regional
disparities and deficits in the balance of paym@mucolley et al, 1997). In a similar vein,
again based on the primary motives of the direi¢m investors, FDI can also be classified
into the following three groups: Market seekingsaarce/asset-seeking and efficiency
seeking (UNCTAD, 2007). A resource/asset seekingjiE@ttracted by availability of low-
cost unskilled & skilled labour, strategic naturasources and raw materials. An efficiency-
seeking FDI is significantly determined by produityi of labour resource, costs of inputs
and intermediate goods (UNCTAD, 1998).

Understanding the benefits and the drawbacks of iEDinperative to formulate a sound
policy. Even if, in recent times, the policy thavburs FDI dominates, there are two
opposing views as to the role of FDI in developgognomies. On the one hand, it is argued

that FDI benefits the host country, for instancecbgating employment opportunities and
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bringing new technologies. In contrast, the otlreug argues that the adverse effects of FDI
outweigh its benefits. Pro-FDI views underscoresnemic growth depends on the rate of
investment which in turn largely depends on savitsvever, gross domestic savings are
too low in the least developed countries (LDCs)elgm direct investment is an alternative
source to fill the gap between savings and theiregunvestment. Foreign firms bring not
only financial capital but also managerial techesjuas well as, entrepreneurial and
technological skills that lack in LDCs and thesdIslcan be transferred to domestic firms
through different channels. The government’s budigdicits can also be filled by profit-tax
may be collected from transnational companies (fT@mdE92). FDI can also play important
role by creating employment opportunities and lggnating the host-country economy in to
the world economy (OECD, 2002). Anti-FDI views adsate that there is a group of scholars
that strongly disagrees with the positive view @1 Ehat has been explained above. The first
counter argument says that Multinational CorporatigMNCs) increase income for low
income groups, which have low propensity to saviedividuals do not save enough, the gap
between savings and investments cannot be closesidés, foreign firms may also fail to
reinvest the profit they generate in the host cgunbhamper the growth of domestic
enterprises and domestic investment by importirggitiput and intermediate product from
their subsidiaries in other countries. FDI mightcalnhibit the development of indigenous
skills as the result of multinational companiesirdoance over local enterprises (Todaro,
1992). Certainly, initial investment of foreign rfis improves the current and the capital
account of the host country. However, in the lomg, Isubstantial import of intermediate and
capital goods, repatriation of profit, interestyatties and management fees may harmfully
affect the foreign exchange position of the hosunty (OECD, 2002). However,
governments often enter in to exclusive agreemeauitis foreign firms and provide tax
holidays, tariff protections, and investment alloes. Due to these reasons, the taxes that
can be collected become quite small. Moreover,etifess can avoid local taxation by
transfer pricing techniques -a method used to redocal profit level by paying artificially
inflated prices to the intermediate products puseldafrom abroad subsidiaries (Thomas A.
and Peter. 2000).

This study will answer the questions of how doeBcgaqorovision, by the government of
Ethiopia, in the last two decades to promote inmestt impacts investment by individuals,
groups or companies particularly in floriculturedurstry, and to what extent it impacts

employment opportunity for the rural people.

28



2.2 Theory of investment

The theory of investment goes back to Keynes (19Géneral Theory’, who first called
attention to the existence of an independent imvest decision function in the economy. He
observed investment depends on the prospectiveimaargfficiency of capital relative to
some interest rate that is reflective of the opputy cost of the invested funds. He further
pointed out that because the rational assessmeheakturn on investment is bound to be
uncertainty, the ‘animal sprits’ of private investovould be the main driving forces in

investment decision

After Keynes, the accelerator principle was the imhamt theory of investment behaviour
during the 1950 and early 1960s. The accelerateorthpostulated a linear relationship
between investment and output. According to therthegiven an incremental capital/output
ration, it is easy to compute the investments agtst with a given target for output growth.
.Hence there is a constant ratio of desired K stcloutput. The theory has several
limitations as it disregards expectations, proflitgband cost of capital as determinants of
investment. Some of the limitations are not remolgdhe modified version of the theory,
i.e. the flexible accelerator model.

The flexible accelerator model based on the optamealmulation of capital associated with
Jorgensen(1907) and Hall & Jorgensen(1971) assinmestment is function of the level of
output and the user cost of capital(which in tuepehds on the price of capital goods, the
real interest rate and depreciation rate). Therthbas some limitations with regard to its
inconsistent assumption of perfect competitive axdgenously determined output. The
theory also disregards dynamic expectations inrdega further price interest rates and

output.

Tobin (1969) postulated that investment decisemesthe function of the ratio the addition to
the value of the firm due to an extra unit of cabpitstalled to its replacement cost. If this
ratio, called Tobin’s q, is greater(less) than wriitms would want to increase or decrease
their capital stock.

As result of the poor empirical performance of flexible accelerator model and later
Tobin’s Q-theory, recent work on investment broadlis in to two categories i.e. the first is
studies on ‘investment, irreversibility and uncerty and the second one is the work that
has attempted to relate investment to measuresliticpl and country risk. The later branch
of the literature is especially relevant to theedetinates of in developing countries, since it
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tends to emphasizes those macroeconomic and tiwtéli features that are specific to
developing counties such as vulnerability to exeshocks, large external debt positions,
credit rationing ,complementarities between pullhd private investment, and shifts in
income distributiort?

As stated above neoclassical argued that investdep#nds on the rate of interest and the
level of income. The theory that investment depemdshe rate of interest focus heavenly
on the cost of finance as the key variable, alldbsts (including the availability of finance,
economic infrastructure, source of capital, polieic) being assumed unimportant or given.
However, private investment behaviour in develogogrtiers cannot be directly explained
by using the standard approach based on the thafotlge firm (Jansen, 1992). This is
because, it has been generally hard to test thikehio developing countries like Ethiopia, as
key assumption (such as perfect capital marketligihel government investment) are not
applicable and data for certain variables likeitegtock ,real wages and real financing rates
for debt and equity) are either unavailable or etadhte .Hence the empirical literature on
private investment behaviour in developing coustriéocusing instead on testing several
hypothesis advanced to explain variations in pevavestment. Accordingly in order to
overcome the limitations of the neoclassicalifiexaccelerator model research which has
proceeded in several directions in the procesntitying number of variables that might be
expected to reflect the institutional and strugkurcharacteristics of developing countries
such as lack infrastructure , finance , unreliableestment or business environment as well
as political factors. The inclusion of such valsbhas often resulted in electric and ad hoc
equations, constructed for econometric conveniengéiout a strong and convincing
theoretical basis. All these show the attempts nigdeesearchers to improve the theoretical
basis of the macroeconomic determinants of investrevironment in developing countries.

Determinants of investment policies:

Macroeconomic determinates (factors): Theoreticahs@eration and empirical findings
suggest that many microeconomic variables affegestment. Investment in developing
countries ,as reviewed by Greene and Villanuég81) and others like Oshikoya(1994), is
determined by the real interest rate, availabilify finance ,economic growth public

investment ,macroeconomic stability(as proxy by i of inflation ),income per capital,

1% Jespersen Frederick, 1995. Trends in private imestin Developing countries statistics for 1970:Bde
World Bank
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the size of debt service burdens, availability fatign exchange, changes of the exchange

rate ( devaluation), change in terms of tradewamzbrtainly .

Avalilability of finance: The rates of interest cgad by lending institutions do not always
change when others rates change, so they do nasesp the cost of credit to the private
sector. The period of loan given by banking ingtos is usually short term, and then the
cost of bank credit is not very relevant to longrieénvestment decision. It seems rational to
take into account the availability of finance reggeted by the proportion of credit dispersed
to private investors, as a determining factorsamathan the interest rate. Because the real
interest rate does not change much and is not high,availability of finance is rather
important because of scarcity of fiancé. The exgmkcsign is positive because as the
availability of finance increase people can hawe fihance and investment which increase
the rate of private investment (Harvey, 1985). divect positive impact of credit availability
on positive investment in confirmed in the studgBlejer and Khan (1984).

The Real per capital growth rate: A balanced egjmemof aggregate demand is critical to the
success of investment led growth strategy, sintleowt an increase in demand, firms have
no reason to expand capacity .It has been hypa#akshat positive investment is positively
related to the growth of real output. Studies alsggest that the rate of growth of real out put
(real GDP) per capital should be positive relatedthe positive investment rate, as is
common in industrialized countries (Blejer and Khh884)..

Public investment: The application of the neoclzssmodel to developing countries has led
to identification of the public investment rategthatio of public investment to GDP) has a
factor affecting the rate of private investmenttliese countries (Blejer and Khan 1984).
However the theoretical level of the effect of palslector investment is ambiguous Serven &
Solimano (1992), Greene and Villanueva (1991), &bdier & Khan (1984) found a
complementary relationship between public sectorestment and private investment
activities. On the one hand, public investmentamedoping countries can be hypothesized as

crowding-out private investment because;
1. Public investment displaces private investors fpoofitable project opportunities
2. Domestics funding of public investment reduces itigpoport to the private sector.

3. Funding by monetary expansion causes inflationtarsiness uncertainty and;
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4. Funding by external debt increase the perceivek Ibig foreign and domestic

investors.

On the other hand public investment activity maycdoeplementary to and thus support
private investment, particularly where public inweent involves useful infrastructure-
transportation systems, schools, and water andrageesystem and so on. Projects in this
area tends raise the expected rate of on privatesiment lead to faster aggregate out put
inducing higher private investment demand increag®rts, providing foreign exchange for

capital goods imports and aggregate increasedtgrsavings as real income rises.

Uncertainty is key for investors first there is artainty in relation to future benefits and
costs. Second investors can control the timingheéstment, waiting for relevant information
and reliable business environment that may redoeestment uncertainty. Once the capital
stock is installed, it cannot be put to new use$auit incurring a substantial economic cost
which is the irreversibility of investment decisg(Dixit and Pindyck, 1994). In this context,
private investors both domestic and foreignerd, malreluctant to commit large expenditures
on fixed investment when they are uncertain abbatftiture political, social and economic
environment changes uncertainty, usually assochaitd unpredictability, instability of the
incentive structure as well as lack of sustaingbiand imperfect credibility of macro
economic policy reforms can have a very signifiaargact on private investment. This leads
to new thinking (options approach) which sees aestment opportunity as an option to buy
an asset at different points in time, balancingvilee of waiting with the opportunity cost of
post panning investment decisions. The option amtrehows that the standard net-present
value rules of investment (invest when the pusehand installation cost equals the expected
return) must be modified. The correct rule is thatanticipated return on the new investment
project must exceed the purchase and installatish loy an amount equal to the value of

keeping the investment option alive (Schmidt, Seraed Solimano, 1996).

The economic process of a country and in partidi@rinflow of FDI into a country can be

disrupted by unsettled, implicit or explicit, inbed or external political disputes and crises.
Without stable political conditions, whatever trmeomic environment may be, a county’s
effort to create a more hospitable environment deerseas investors cannot be fruitful.
Political instabilities can delay FDI until the sto weathers away or diverts away for good
(Birhanu and Kibre, 2003).
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While stable, transparent and reliable legal angulegory frameworks promote both
domestic and foreign investment, an inefficient aredfective legal system is an impediment
to enforce laws and contacts. (Birhanu and Kibr@)32. However, UNCTAD (1999)
indicated that an efficient and transparent legatesn, and in particular LDCs, does not
automatically make a country more attractive fol.FD

Privatization provides a concrete vehicle for TN©Snvest in a country. It has generated
substantial amounts of FDI in many developing ecaies. Sound privatization programs
have three main characteristics: political committmbusiness orientation, and transparency.
Large-scale privatization programs send a signdbteign investors that a government is
taking steps to create a climate conducive to Hus, FDI in privatization of infrastructure
enterprises (e.g. telecommunications) and indusgngerprises would have great impact on
other FDI flows (IFC & FIAS, 1997).

Investment incentives are FDI policy instrumentgduso attract foreign investors. These
include tax reductions & exemptions, special tdavednces, financial incentives such as low
interest loans, subsidies as well as grants. Imest guarantees (e.g. guarantees for
repatriation of capital and transfer of profits,daguarantees for provision of foreign
currencies) can also be seen as an incentive tacffNCs. Bilateral and multilateral
investment treaties are also an incentive to isae@mvestment, through creating a
predictable investment climate, thereby improvingead foreign investors confidence
(Birhanu and Kibre, 2003). However, investment mioes are not substitutes for other
determinants like infrastructure and market siZ@s Tlearly indicates that the effectiveness
of investment incentives is highly determined bg thost country’s level of development
(UNCTAD, 2000). As regards investment promotiomrf® economists argue that, and if
countries would only get their investment policieght, investors would search out all
worthwhile investment opportunities” (IFC & FIAS997:49). In reality, not all prospective
investors search for opportunities; as a resuitesiment promotion is vital particularly in
least developed countries (LDCs). Image buildingyestment generation and investors
servicing are the three main elements of successidstment promotion. Investment
promotion agencies can help the investment prafeksy indentify sectors and clusters of
activities where comparative advantages exist amerevnew ones can be developed (IFC &
FIAS, 1997).

33



2.3 Overview of Ethiopian floriculture industry:
In recent decades, the global demand for cut fleveass grown considerably. This growth in

market demands and its diversification value haaaed increasing numbers of developing
countries to the global fresh flower trade. Thes@sons seem to make Ethiopia come in to
the picture of this business. But some people salyEthiopia gives attention for this sector
because the European production cost skyrocketadpEan cut flower growers (especially
Netherlands) have been looking to other continsitier more affordable conditions as
experienced other East African countries like Kemyanzania and Uganda (Laws, 2006).
Though floriculture development in Ethiopia bloogpinn recent years, it started for
commercial purpose in 1980/81 which is now twemtyysars ago. The first fresh cut flowers
production was commenced in 1981 /82. The Dergemediad established Horticulture
development corporations where government was ns#ple both for regulation and
production even for marketing of horticultural poots including flowers. During that time
the production and export of cut flowers in Etheopvas not established with well planned
and aiming of profit seeking but foreign exchangenangs (Ethiopian Horticultural Strategy,
2007 p. 10).

As a result of this, the industry was one of thghly subsidized sub-sectors during the Derge
regime (Habte, 2001). Floriculture was startedhiows modest increase in 1990s by 2-3 %
from the agricultural output of the country. In 20@ contributed $ 4.7 million to the
country’s foreign currency earnings. But it was aetsuch significant enough to say it was
important sector to develop the country’s econoimyfive years the total export earnings
increased at least five times that figure. (EthaopHorticultural Strategy, 2007 p.10).
Because of the Government of Ethiopia gave morentin for favorable investment
condition and a more enabling atmosphere for peisEctor development the floriculture
sector started to grow fastly in the last few yedise first private floriculture producer
started around 1997, a second in 1999. From 200/Amis, other growers started coming in
and according to Ministry of Trade and Industryrittulture industries under production
reached 65 in the year 2006 (ibid.). Governmenifgcation of a substantial amount of
finance for investors who would like to engagehie sector and special loans are provided

through the Development Bank of Ethiopia.
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Table 1: Ethiopian government support to export-hoticulture

o According to the revised investment law, a foreilgwestor can invest on
his/her own or jointly with a domestic investor.

o o The Investment law guarantees capital repatriadod remittance of
Ethiopia’s o
dividends.
Investment . ]
L The Investment law provides investment guarantee.
aw
Investment guarantee and protection; in Ethiopih tiee Constitution ang

The Investment Code protect private property

A package of incentives under regulation No.84/2883loped
Investment . ] . o
_ Incentives are available both to foreign and doroésvestors.
Incentives S _ o
No discrimination between a foreign and domestestor.

Customs duty exemption
Income tax exemption
Types of Loss carry forward

Incentives Remittance of fund

O O O 0O 0ol o o ol o o o

Land availability for investment on leasehold basis

Utilities: electricity, telephone, water and road

Source: Ministry of Trade & Industry (2006)

These government support initiatives attract mowe more foreign and local invertors to the
country to participate in the floriculture developmt. According to Ministry of Trade and
Industry totally in the Horticulture sector, modttbem are floriculture investors there are
235 licensed projects with an aggregate capital. 5fBillion Eth. birr, out of which foreign
investors owned projects of 171 with capital of Biion Eth. birr and local investors owned
projects of 64 with aggregate capital of 2 Billigth. birr (Ethiopian Horticultural Strategy,
2007).

These high level support not only attract more armte investors and it helps Ethiopia has
better comparative advantage as compared to oftwtugtion countries in the region

together with near to ideal agro climatic conditioproximity to EU market and relatively

cheap labour. Hence the sector is growing dranibtica 2006 Ethiopia was the second
largest exporter of large roses to the Dutch awosti(after Kenya) and the third largest
supplier for small roses (after Kenya and Ugan&#)iopian Horticultural Strategy, 2007).
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Government of Ethiopia formulated a comprehensigeetbpment strategy for the period
2005/06 — 2009/10 called ‘Plan for Accelerated 8ndtained Development to End Poverty’
(PASDEP) to attain the Millennium Development Go@ldDGs) by 2015. Under this
PASDEP it set program target an intensificationhef recently initiated flower production in
areas with altitude between 1,600 — 2,600 meteovelsea-level. Accordingly out of the
total of 2,031 ha of land leased to investors,lémel covered by greenhouses is expected to
reach 1,600 ha; an additional 400 ha of land vellpoit under green house shelter. The area
under flower production (roses, cuttings, summew@érs) would thus increase from 519 ha
in 2005/06 to 2,000 ha in 2009/10. In terms of expient generation the policy objectives
is to increase the number of employees from webro21,000 in 2005 (64.4% female
workers) to a total of 70,000 in 2009/10 (Ethiopkémrticultural Strategy, 2007).

The recently initiated flower production areas @@&nly around Addis Ababa, Upper Awash
valley and Lake Ziway. Addis Ababa, the capitalthwts altitude elevated about 2000 meters
is the most suitable place for the production ajhhguality roses. Besides its suitable
weather, all the infrastructures like roads, powelecommunication and water have been
availed for the investors in floriculture sectoro#f of foreign and domestic investors on
flower production have started their productiontbis area. It is also practically witnessed
that Ethiopian highlands provide “Near Ideal” gragicondition for roses. In the Upper

Awash Valley with an altitude spanning from thegarof 1200 to 1400 meters and the farms
are located along the length of the River Awasknwit149 — 220 km away from the capital.
Lake Ziway which is located in the southern regainthe country (165 km from Addis

Ababa) the farms situated between Lake Ziway aednthin highway with altitude ranges

between 1600-1700 m above sea level(http://wwwopthémb.org.cn/investpolicy.htm ) .

Among the resources which make Ethiopia favorabteflbriculture development is water
and irrigable land resources which the countrydrasthe flower needs in abundant. Ethiopia
has 122 billion cubic meter surface water, 2.6idnllcubic meter ground water, 12 river
basins, 18 natural lakes including the rift vallalges and a potential of 3.7 million hectares
irrigable land (http://www.ethiopiaemb.org.cn/isyeolicy.htm ). About 80 — 90 percent of
these resources are located in the west and soesh of the country where close to 40
percent of the Ethiopian population lives and D-percent of these resources are located in
the east and central part where most of the papuoldtas settled. But the above principal
production sites are located within the low reseuawailable and highly populated areas

(http://www.ethiopiaemb.org.cn/investpolicy.htmVjost of the Floriculture farms are largely
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confined around the vicinity of Addis Ababa. Mogrrhs are located in Weshewa
particularly located irHolleta, Sebeta and Addis Alem while the rest are more or less evenly
distributed in the Rift Valley and the Awash Rigasin systems (Laws, 2006).

The fact of the matter is that Ethiopia is stilltihre beginning stages of floriculture industry
and there are a number of challenges that musédmved to continue the development of
the sector with the present rapid speed. Among d¢hallenges include social and

environmental impacts of the sector which can ergaessure on the sustainability and
market acceptability of flower industries. Accorglifo recommendation given on the
“Development strategy for the export-oriented looture in Ethiopia” based on the

stakeholders discussions at the workshop on Febgihr 2007, Ethiopia needs development
of a conducive legislative framework and pesticidgistration system which is felt under

responsibility of Government especially Ministry ®fade and Industry and Ministry of

Agriculture and Rural Development as well as depelent of a Code of Conduct at sectoral
level to demonstrate compliance with general stedsdéenvironment, workers’ welfare, etc)

with responsibilities of Ethiopian Horticultural dtlucers and Exporters Association
(Ethiopian Horticultural Strategy, 2007).

EHPEA currently take the initiative of developingGode of Conduct for the Ethiopian
export horticulture with support from the Dutch tp@rship program. This is very timely and
relevant. Having a certified code of conduct ieonfseen as a way to lower transaction costs
and improve market access and customer loyalty.offixyg countries with no code of
conduct have a rather low level of export growth.atdition the first groups of Ethiopian
growers are in the process of obtaining MPS-cedtiion. A Code of Conduct for the export
horticultural sector is very important to securerke& access for the sector in general. The
certification for quality standards such as MPSI viié beneficial, particularly at the
individual company level. It contributes to the imoped reputation of the suppliers and as

such lead to greater customer loyalty (Ethiopiamtidoltural Strategy, 2007).

2.4 Socio-economic significance of floriculture ikleveloping countries

For many developing countries, declining revenuesnftraditional commodities and the

opportunities of a globalized market have led te #doption of high-value agricultural

exports to diversify production and achieve natiagrawth and development. Over the last
decade, these exports have generated significamtir@nof foreign exchange, contributed to

upgrade agricultural production skills, and creasastantial opportunities for waged

37



employment and self-employment. In many countridsersification into high-value

agricultural exports has become a key means ofniinkhe world's developing nations to
global product markets. Women in particular havenbable to profit from these new labor
market opportunities both as smallholders and agveaployees. (Dolan and Sorby, 2003).

From these high value agriculture productions €alture industries are the major one. Most
developing nations which have geographic advantake it as a solution to achieve rapid
economic growth. Cut flowers are often taken byiamati governments and international
development agencies like World Bank as alternatteetropical crops like coffee, bananas,
and palm oil. Flowers need good light for at leE&thours per day, possibly all year around.
The temperature should be between 10-25 oC. Iniaddob these it needs water, land and
labour (Frank & Cruz2001). Most developing nation especially tropicalimtries can offer

in abundance all these resources.

Indeed, the emerging floriculture industries beteefithe economy of developing nations.
Today, nearly one-third of cut-flower trade on therld market originates in the developing
nations where flower production started only 35rgesgo. From 20.8 % in 1990 the market
share increased according to the internationakt@entre of United Nation Conference on
Trade and Development (UNCTAD) to an estimated Z8id 1995. Although at a lower
level, this tendency is continuing. In 1999 thecpetage of the South of world wide export
of cut-flower had exceeded 30%. Generally, develpgiountries' share in world exports has
been risen an average annual growth rate of 7 pe(EEC, 2001) and they have increased
their income with an average growth rate of 32 @erqer year (PANUPS, 2002). If one
takes into account that the majority of the produitom the third world are roses and
carnations; in these segments the percentage adeeloping nations especially in winter
times is much higher. According to internationaddi center in the US and in many
European countries form December to April at leastry second rose is coming from Africa
or Latin America (ITC, 2001).

World demand for cut flowers also increased sultistiyn. The world market was 4 billion in
1998 since then it is constantly growing by abo&%levery five years since the early
eighties. The industrialized North, the consumptdrcut flowers is highest amounting to a
total of approximately 30 Billion US-Dollar per ye@rank & Cruz 2001).

In terms of social development the flower indussrymportant since it's creating many jobs

due to the labour intensive production patteracttommodates 10-25 or even 30 workers per
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hectare and is more than any other agro-industigrof Approximately 190,000 people in
developing countries are employed in the cut flolwasiness, mainly women (PANUPS,
2002). This figure is possibly between 20-30 % mforeindirect jobs in transport, plastic,

construction, commercial,etc. sectors (David, 2002)

Some literatures like Frank and Cruzl (2001) seae jbb opportunity creation with its
shortcomings. Even if the floriculture industry whicreated many jobs during the last 30
years in developing countries, the industry is Ement of the international partition of
labour with economic advantages for the North, social and environmental disadvantage

for the South , but important gains in the generatif employment.

2.5 Socio-economic and environment view of floricture industry in

Ethiopia

Since the industry is at its infancy stage andgtreernment as well as optimistic society of
the country were very pleased at the beginning rebsg that it will increase the nation’s
foreign exchange and give a work opportunity of yngobless society. More than hundred
thousands of citizens got a job directly or indiledrom the sector and most importantly
women accounted for 70% of the total work force mhailocated at rural areas (Gudeta
Dejiyitinu, 2011-2012). Due to the fact that womeithin such a developing country have
some difficulties of having their own job it is tuout to be an important source of income
and one way escaping from being dependant onhislvand or family’s shoulder. However,
through time the initial reputation of the industiyallenged after some concerned political
figures and press actors disseminates informatigpiaming the industry has a negative
impact on social and environmental aspect quotsgxperiences of other countries like

Kenyans flower industry.

2.6 Review of previous empirical studies

Globally, many empirical studies were conducteddentify the factors that influence the
inflow of investment including FDI. Neverthelesbetvariables which were identified as
determinants of FDI vary from study to study andmircountry to country. Therefore, in
reviewing these studies it is difficult to driveeotist of determinants of FDI, especially as
some have gained or lost importance over time (UNE,T1998). This review focuses on the
empirical studies conducted on determinants of iRRleveloping countries and Arica. Batra
et al (2003) argue that the determinants of FDAftica are different from the determinants
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to the other parts of the world. Asiedu (2004) agreith this argument and states that the
lessons from East Asia and Latin America count@sot apply to African countries.

Blegier & Khan (1984) examined the impact of goveemt economic policy on private
investment in 24 developing countries. This stuégeived that the level of private
investment activity positive related to the chamgal GDP, negative to excess productive
capacity and positive to the availability of funfds the positive investment. The study also
found the level of positive sector investment waggoaitive function of the trend level of
government investment which was taken as repreggimvestment infrastructure , but not
of the deviations from that trend .This findingggested that there is a long-run
complementarily of private and public sector inmestt ,but short-term substitutability, in
the since that short-run increase in public serteestment appear to crowd out private

sector investment

Green and Villenve (1991) conductors study in 28ettgping countries and found that the
rate of private investment is related positivelyréal GDP growth and negatively to real

interest rates, domestic inflation, the debt servation, and the ratio debt to GDP.

A World Bank Report (1991) indicated that thereaisd apparent relationship between
higher levels of private investment and higher Gip&wth rate for developing countries as
confirmed by econometric analysis. The report shibthat as the share of public investment
to total investment increase, its contribution tovgth decline.

According to the World Development Report (199umtries that have kept inflation low
and real interest rates moderate, and that haowed sufficient credit to flow to the private
sector have been more likely to have high levelsprfvate investment as a share of GDP. A
large external debt and wide policy swings raides variability of output and the real
exchange rate which determines private investniem. report added that macroeconomic

stability increase confidence and there by fogpersate investment.

Based on recent literature which emphasize meast@ipaditical risk and external linkages as
determinants of investment in developing countrdespersons, Fredersit, et al (1995) found
that having high growth rates, access to source$inahce and low international risk
measured by either international liquidity (reserwe imports ratio) or the institutional
investors index-aged proxy for the external deb&@P ratio. High inflation rates and large

government deficits were found to be insignificatiigh private sector investment rates also
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tend to occur in countries with relatively open mmmies and reformed investment and

business macroeconomic policies.

As with economic liberalization and reform, investm liberalization should also take into
consideration what impact (positive and negativel)i have on the enterprises development
of any scale and any sector. Theoretically, investmliberalization affects firms and
investors in a number of ways. On the positive ,siaebetter investment environment
generates many new firms or/and encourage existings including private agricultural
investment projects to expand their production cejes. In most literature FDIs have been
claimed as positive factors for developing coustrdiems for breaking entry-barriers into
export markets. Several studies have appearedainieg the export-spillovers effect of FDI
on domestic firms and this often take place throsigibcontracting arrangements (Pradéan
al. (2006). FDI is an important source of technolagansfer to local firms in developing
countrie$®. Based on his study on the role of FDI in the alled Newly Industrializing
Countries (NICs) such as South Korea, Taiwan, H#&mypng, and Singapore, and the
upcoming developing countries in Africa Soesastr@9g) states the following : there is no
doubt that FDI plays an important role in crosseeorflows, transfers and the diffusion of
technology. The story of technology flows in theigARacific region has centered on the
dramatic surge in FDI, particularly in the develapieconomies. It is generally believed that
FDI brings in more advanced technologies than radtére channels. This is particularly the
case with modern agricultural investment projebegause they play a dominant role in the
generation of foreign earnings and promotion of riompd production technologies
(Soesastro,FDlI,page 312)

A country’s investment climate is key specificattythe promotion of private sector activity.
The quality of the investment climate is determirmdthe risks and transaction costs of
investing in and operating a business, which in are primarily determined by the legal and
regulatory framework, barriers to entry and exmndaconditions in markets for labour,
finance, information, infrastructure services, aoither productive inputs. Governments
influence the quality of their country’s investmetimates through policies, institutions, and

their relationship with the private sector. The lgyaof the investment climate is linked to

1 Kim (1997), Marcotte and Niosi, 2005), Yusuf (2003) and Saggi (2002)
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poverty reduction by the impact of better investtngdimates on private sector activity, and
thus on economic growth and employmént.

Investment climate refers to the opportunities gmeentives for firms to invest productively,
create jobs, and expand (World Bank, 2004a). Anaihgrs, the investment climate includes
factors that are incentives or disincentives fartstg and running a business, including
financial services, infrastructure, governance, ulaipns, taxes, labour, and conflict
resolution. The investment climate is recognized iagportant to improve output,
employment, and enterprise productivity (Dollar asttiers, 2005), all of which hold the
potential to stimulate employment growth and redpeoeerty. Micro entrepreneurs in rural
areas create jobs needed to increase income. Theil@ goods and services and often pay
taxes needed to (partly) fund local investmentg, tha size of their contribution largely
depends on the environment in which private busirees operate. Both risks and barriers
can undermine rural entrepreneurship, hence, iinortant to understand the conditions
necessary to develop rural nonfarm enterprises.

The Ethiopia Rural Investment Climate AssessmenCAR is among the first to take a
comprehensive look at the business environmenuial rareas® Rural areas have lower
population densities, making infrastructure and ynsgrvices costly to maintain. Transaction
costs are high, there are relatively more markirés, and the rural economy has distinct
seasonality and employment patterns. The most t@pbrssues is that the rural population
typically works on farms or in micro-enterprises. Ethiopia, where some 85 percent of
employment is in the rural areas, it is thus esakettt conduct comparable analyses in rural
areas.

The macro economic measures taken by a governnmehia@ailability and provision of
policy packages contributed significantly in theowth of sectors. Following the policy
reform in investment made the business environroenducive and attracts investors where
rapid growth in the cut flower industry is among tmajor ones. The rapid development of
this sector is originally due to the attempts byesal private cut flower farms which began
operation in the early 1990s (Gebreeyesus and diz@K10). These farms included both
foreign and domestic farms. Following the initialceesses, the government realized the

importance of this sector and began providing sespecific supports from the end of 2002.

12 Ethiopia: Diversifying the Rural Economy. An Assessment of the Investment Climate for Small and
Informal Enterprises Leoning, Josef and Mikael Imru, Lakech, World bank , 06 October 20009.

13 Ethiopia: Diversifying the Rural Economy. An Assessment of the Investment Climate for Small and Informal
Enterprises Leoning, Josef and Mikael Imru, Lakech, World bank , 06 October 2009.
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Thereatfter, the sector has expanded rapidly asisgbe annual growth rate of this sector of
444% in 2008 (NBE report cited in Gebreeyesus andkd, 2010). Huge investment capital
inflow and generation of employment generation tyafor the rural poor are among the
main features of this industry. Studies prove thatexisting reports point out that Ethiopia
has an agro-climatic condition that is well-suitied flower cultivation (Gebreeyesus and
lizuka, 2010). Apart from the agro-climatic suitélyiof the country, the strong initiative of

the Ethiopian government has also contributed ¢odéévelopment of the cut flower industry.
The government exempted taxes for inputs, revisedrtvestment law for foreign investors,
leased land with basic utilities at low prices, amevided special loans through the
Development Bank of Ethiopia. As a result, the stagent climate in Ethiopia has drastically
improved over the past few years, which has led huge capital inflow into the Ethiopian

cut flower industry.Observing the production preetin Ethiopia, the cut flower industry can
be said both capital-using and labour-using. Duth#ohigh sensitivity and vulnerability to

climatic conditions such as temperature, sun-shiwewl, and rain, flowers are grown under
centrally-controlled greenhouses equipped with camditioning units and refrigerated

storehouses. Similarly it employs a huge laboucdowhere efficient flower production

requires at least 20 to 30 workers per hectarefiicad(Whitaker and Kolavalli, 2006).

Historical Perspective of Investment Policy in Ethopia:

Imperial Era (1930 — 1974): this period refers @gn of the last emperor, Emperor
Hailesilassie | (1920 — 1974). It was only betwd®50 and 1960; the imperial government
enacted legislation and implemented a new policgrioourage foreign investment in the
Ethiopian economy. This new policy provided investoenefits in the form of tax
exemptions, remittances of foreign exchange, impod export duty relief, tax exemptions
on dividends, and the provision of financing throufe Ethiopian Investment Corporation
and the Development Bank of Ethiopia. In 1966, tE#iopian government enacted
Proclamation No. 242, which elevated the Investnf@ommittee's status as an advisory
council to that of an authorized body empowerethéke independent investment decisions.
Thus, by the early 1970s, Ethiopia's industrialaatpolicy included a range of fiscal
incentives, direct government investment, and gqatticipation in private enterpris&s.

The government's policy attracted considerableigarénvestment to the industrial sector.

For instance, in 1971/72 the share of foreign e&jpit manufacturing industries amounted to

¥ Industrial Development Policy of Ethiopia,
http: //en.wikipedia.org/wiki/Industrial_development_policy of Ethiopia

43



41 percent of the total paid-up capital. Many fgreenterprises operated as private limited
companies, usually as a branch or subsidiary ofinasional corporations. The Dutch had a
major investment (close to 80 percent) in the suigdwstry. Italian and Japanese investors
participated in textiles; and Greeks maintainedirdarest in shoes and beverages. Italian

investors also worked in building, constructiond agricultural industries.

Dergue Regime (1974 — 1991): this covers the tina the military came to power with a
socialist ideaology where the government took tbe share to run the the business in the
economy. In 1983, the government issues a Prodamaio. 235 (the Joint Venture
Proclamation) signaled Ethiopia's renewed intenestattracting foreign capital. The
proclamation offered incentives such as a five-yganod of income tax relief for new
projects, import and export duty relief, tariff pgotion, and repatriation of profits and
capital. It limited foreign holdings to a maximurh4® percent and the duration of any joint
venture to twenty-five years. Although the procléioma protected investors' interests from
expropriation, the government reserved the righgurchase all shares in a joint venture "for
reasons of national interest." In 1989, the govemmssued Special Decree No. 11, a
revision of the 1983 proclamation. The decree atldwnajority foreign ownership in many
sectors, except in those related to public utdlitieanking and finance, trade, transportation,
and communications, where joint ventures were Hotvad. The decree also removed all
restrictions on profit repatriation and attemptegtovide more extensive legal protection of

investors than had the 1983 proclamation.
This study differs from the above studies cited in:

a. It expends the works mentioned by extending assas#sto provide further
analysis by emphasizing the macroeconomic policgnge which favored

investment particularly private investment;

b. It detailed the impact of this macro economic ppliparticularly the

investment policy in employment;

c. Most importantly the study complements other stsidie private investment
by assessing the business environment (investmaittypclimate) through
document review and interviewing investors on timrye operational and
expansion constraints they face. The idea of tlidyscomes from the belief

that liberalization and investment policy reform affecting the business
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expansion, particularly in agriculture, and generabf employment for the

rural poor.

But it is also by the business environment in whichy operate in. The main elements of
what might be labeled as the business environmemnttlze degree of certainty about
government polices and the legal and regulatoméravork.
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CHAPTER 3: RESEARCH METHODOLOGY

3.1 Sampling design and sample size

Both deductive and inductive approaches of reseasrlk employed as each of them deemed
necessary. To achieve the very purpose of thidyspurposive sampling technique was

deployed. Hence, the floriculture enterprises eamfaclustered into four groups based on
their directional-location from Addis Ababa as mafsthem are set up around the capital and
on the major outlets from the capital to differpatts of the country following highway road

infrastructure. Therefore, four clusters of flof@ms were identified comprising:

A. cluster one comprises those farms established a\@gj of the capital Addis Ababa
( on the way to Holeta town);
B. 2nd cluster covers those to the east of Addis Aljadna the way to Nazareth out of
the capital);
C. 3rd cluster covers those to the north of Addis Abébn the way to Sululta); and
D. 4th cluster comprises those floriculture entergrisguated South-West of Addis
Ababa (on the way to Wolisso town from the capital)
Likewise, representative samples were selectedaking in to account the homogeneity of
the business and nature of the venture regardlests docation of set up. Thus, two
floriculture farms from each group/cluster wereesgdd randomly that makes up a total of 8
farms to be interviewed. From each selected fartotal of 10 staffs that constitutes two
management persons, two professional or techniais sand 6 workers of any employment
contract type have been interviewed. With thisytaltof eighty persons participated from all
the eight samples selected from the four clusters.
In addition to this, three staffs (one managemeut 4 technical personnel) from Ethiopian
Horticultural Producers Association and Ethiopiartitaltural Development Agency were
contacted and gave their opinion to look into thifecent aspects and prospects of the
floriculture enterprise in light of rural employntesreation.
The required data or information was also gathén@d government and private institutional
sources where concerned government line officesemmeneurs and employees of the
floriculture enterprises were the major ones. Hemovernment bodies such as Ethiopian
Investment Agency, Oromiya Investment Agency atelvent departments of the Ministry of
Agriculture and Rural Development (MoARD) and Mimysof Labour and Social Affairs
(MLSA) contacted. Three staff members from eachistenal and agency offices, one from
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higher management team member and another twotdeg@ror programme level staff or

experts will be interviewed.

3.2 Data type and data collected
Combination of tools was employed for data collattio get more relevant information to
meet the overall objectives of the study and tantyulate gathered data. This covers both
primary and secondary data gathering techniques frath primary and secondary sources.
Interview scheduled using structured and semi-sgirad questionnaires and direct
observation were the two main data collection taaepted for this project as a primary
source of information. The interviews using struetl questionnaire mostly contain close-
ended queries whilst the respondents were alsengav chance to explain their opinion
unlimitedly as provided in the questionnaire asemdtl during the data collection. However,
interviews using semi-structured questionnaire duasists of both open-ended queries and
close-ended questions utilized to collect informatifrom interviewees in all the three
categories i.e. management, technical staff andames or local community members. The
interview questionnaire is developed by taking o dccount the very objective and
hypothesis of the project. It is pre-tested anah thiandardized after incorporating feedbacks
from the field pre-test. Please see Annex 7 an@r8tHe interview questionnaire to be
employed to the rural community employed by the pames and the technical staff working
in the companies either at the headquarters oraterffice base and field level operation.
Moreover, open-ended questions were used whileustsog with concerned staff from
targeted government line ministries and agenciesicptar from Ethiopian Investment
Authority and Ethiopian Horticultural Developmengéncy (EHDA).
Based upon the nature of the study and time horiz@ny of the data used for the research
were secondary in nature. Typically, they are efftilowing type:

* Documentary or document review — written or nontlen (media based) materials.

* Multiple sources — region specific journals or calegbtime series data.

Generally, these types of secondary informationneestment and employment creation are
available in policy proclamations by the governmedmtoks, journal articles, magazines,

conference papers proceedings, archives, and @lcttatabase.

3.3 Data analysis and interpretation of findings
The data obtained using the various tools discusseddr 3.3 above are both quantitative and

gualitative. The raw data, particularly from primaources collected through interviews, is
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summarized and coded in to three main categoriesmafiagement; technical staff and
communities for accommodate the different opiniansl perspectives hanging around the
sector, and to validate the information so as totam its quality to its level best.

Since the nature of the study is more of dedudcive interpretive to some extent statistical
tools like descriptive statistics and averages/mmeare used frequently during the data

analysis.

3.3.1 Quantitative Analysis

Taking in to account the nature of the study ared ghrpose aimed to attaint, the analysis
carried out is more of secondary and exploratorgescriptive in nature. Summarizing data
in the form of charts, tables, percentages andagesrforms the major part of the analysis. In
the event that the survey is carried out, the ddtained is also represented in terms of
frequency.

3.3.2 Qualitative Analysis
Generally, non-quantifying method is used throughibe data analysis and interpretation
process. This involved categorization, ‘unitizirfgita, recognizing relationships and making

arguments to test hypotheses so as to reach cantlus
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CHAPTER 4: RESULT AND DISCUSSION

For the purpose of this study the historical pecspe of investment development in Ethiopia
is seen under three distinctive periods with aitketaaccount for the period 1992 onward.
The period from 1942 to end of Italian occupatiorl®74 (the overthrow of the Monarchy)
may be referred to as the Imperial Era, followedh®/Dergue Era (1975-1991), and the post
1991 period.

4.1 Development of the investment policy since 1992

Following the ascent of the current government ihidpia in to power several actions has
been undertaken to make the investment environemrducive fro investors. Ethiopia was
ranking 7" in terms of investors’ protection out of 20 coiggrin Africa (Source: World
Economic Forum and Harvard Institute for Internadlo Development, The Africa
Competitiveness Report, 1998). In May 1992, then3iteonal Government of Ethiopia
(TGE) issued Investment Proclamation No. 15/199 i view to encourage, expand and
coordinate investment in the country. Based onrifgmation gathered from publication by
the Ethiopia Investment Agency and Ethiopia Tradeé bBadustry Ministry, under this Code
areas eligible for investment incentives were retsttl to broad sectional categories such as
agricultural development and agro-processing; naetufing; large scale capital-intensive
road and building construction; the developmenttemtion and preservation of natural
resources; rural transportation; as well as suppw@thinery and services. The incentives
provided were 100% duty exemption for imported tapgoods and equipment including
spare-parts worth up to 15% of the value of thatahgoods imported and exemption from
the payment of income tax for periods ranging fr8+8 years depending on the type and

location of investment.

Proclamation No. 15/1992 was enforced for duratbriour years (July 1992-June 1996).
Later, it was found necessary to issue a new praatian to overcome the shortcomings
identified in the course of the four years. As sute Investment Proclamation No. 37/1996

was issued in June 1996. The main changes intrddockide:

Areas eligible for incentives were clearly spedfibased on the ISCIC Code and were
classified into two categories (Pioneer and prooheigtivities) reflecting their importance to

the development of the national economy;
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- Education, health, tourism, engineering and tediniconsultancy as well as
construction contracting below grade 1, were inetliah the incentive scheme;

« Many small-scale agricultural and manufacturingveteds each with an investment
capital of less than Birr 250,000 hitherto excludexin incentives were exempted
from the payment of import customs duty on cagtaids;

- Some areas of investment that were reserved foergawent were allowed for the
participation of private investors (e.g. large-schldropower generation above 25
MW for all private investors);

- The minimum capital required of a foreign invesioresting jointly with domestic
investor(s) was reduced from US$500,000 to US$3W),cand the minimum
investment capital required of a foreign investaveisting in engineering or other
technical consultancy services was lowered to USRID;

- The requirement for foreign investors to depositiiblocked account US$ 125,000

was removed.

Further, Proclamation No. 37/1996 was amended ime JU998 by Proclamation No.
116/1998 in order, mainly, to redefine domesticestors so as to include foreign nationals
who were Ethiopian by birth, to allow private int@s to invest jointly with the Government
in defense industries and telecommunication sesviceaddition to this, with the approval of
the council of Ministers, to enable the Federalebtimnent Board grant additional incentives
other than what is provided under the Investmeoentive Regulations. In connection with
this Proclamation, Regulation No. 7/1996 was alseraded by the Regulation No. 36/1998
in June 1998 in order to grant additional incergtit@ selected activities in the education and
health sectors and to investments in telecommuaitatervices, defense industries and

industrial estates.

4.1.1 Entry and ownership laws

Through these years, Ethiopian government haszeshthe importance of foreign investment
for the development of the national economy. Foreiyestors are, therefore, welcome to
invest in most sectors of the economy except inftHewing areas, which are reserved for
domestic investors (the Government of Ethiopiansgifn nationals who are Ethiopian by
birth and wish to be treated as domestic investsrsvell as foreign nationals permanently

residing in Ethiopia):
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« Excluding generation of electricity from hydro-pawgeneration transmission and
supply of electricity;

« Air transport services

« Banking and insurance business

- Ralil transport services Postal services with threeption of courier services; and

« Areas reserved for domestic investors as shownhm €ouncil of Ministers
Regulation N0.35/1998. These are mostly small-scagufacturing and trading
activities. Examples include retail trade, wholesatade (Excluding supply of
petroleum and its by-products as well as wholesgleforeign investors of their
products, locally produced), import trade, and ekpa@ade of raw coffee, oilseeds,
pulses, hides and skin and live sheep, goats, aitleé oot raised or fattened on own

farm.

Foreign investors wishing to invest in defense stdas and telecommunication services can
do so only in joint venture with the Governmentrdtgn investors may also acquire existing
local firms in sectors open for foreign investmehtforeign investor can invest in a project

on his own, holding a 100 percent equity capitahership or jointly with local partner(s).

A foreign investor intending to invest on his overrequired to allocate a minimum capital of
US$500,000 for a single investment project. Howgtke capital required of a foreign
investor investing in engineering, architecturalodher technical consultancy services; in
accounting and audit services; in project studiebusiness and management consultancy
services is only US$100,000 per project. In caser@ign investor intends to invest jointly
with local partner(s), the minimum capital requirefl him is US$300,000 per project.
However, the equity share capital of the domestidner(s) in a joint-venture investment

should by no means be less than 27%.

There is no local content requirement, althouglesters are encouraged to use domestic
resources in their manufacturing processes as @siplossible. Moreover, investors are not

obliged to sell their products in the domestic neark

4.1.2 Investment incentives
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In order to encourage and promote private investnam the inflow of capital and
technology to the country, the Investment Code iples/ packages of fiscal incentives for

both foreign and domestic investors engaged in e@erprises and expansions.

The investment incentives include;

« All investors investing in areas dligible for incentives are granted 100% exemption
from the payment of import customs duties and other taxes levied on all capital goods
including plant, machinery and equipment as well as spare parts worth up to 15% of
the value of imported capital goods,

« Depending on the location and type of investment, an income tax holiday ranging
from 1-5 yearsis granted to investors engaged in new enterprises,

» Business enterprises that incur losses during the tax holiday period are allowed to
carry forward such losses, following the expiry of the income tax holiday period, from
3-5 years depending on the location and type of investment;

«  Depending up on the choice of the investor either a straight line or an accelerated

method can be employed in the calculation of depreciation allowances.

Furthermore, any investor, foreign or local, isiteed to have deduction of expenses incurred
for research, improvement studies or training filamtaxable income. Any remittance made
by a foreign investor from the proceeds of the saldransfer of shares or assets upon

liquidation or winding up of an enterprise is exeetpfrom the payment of any tax.

4.1.3 Labour laws

According to the Investment Code, employment ofagsi@tes is permitted without any
restriction for key management posts of an investnpeoject, including those of general

manager, finance controller, technical managermarketing manager.

Expatriates may also be employed for non-managenpasitions. However, before
employing the expatriates, the employer must asicertoy way of making a proper
announcement, that Ethiopians with comparable ficetiions are not available. In case of
planned employment of expatriates, a statement@tirne schedule for their replacement by
Ethiopians and the training program designed fahseplacement should be submitted to

the EIA for approval.
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4.1.4 Immigration, rules and work permits

Any foreign national with the exception of natiomalf Kenya and Djibouti, who comes to

Ethiopia to establish private business or industrig to engage in other independent
enterprises within Ethiopia or to be employed biygie business enterprise, is required to
have an entry visa issued by diplomatic and consulasions of Ethiopia abroad or by the

Ministry of Foreign Affairs (EMFA).

Any foreigner who enters Ethiopia under an entryavis required to be registered by the
Immigration and Nationality Affairs Main Departmenithin 30 days of the date of his

arrival. A foreign national who has completed hagistration will be issued with a residence
permit valid for a period of one year form the datdis registration. The residence permit is
renewable provided that the foreigner presentsréugired documents such as renewed

investment license work permit, etc.

Dependents of a foreign national who has alreadyrsd a residence permit can also be

issued with entry visas and are entitled to residgrermits.

A multiple business visa is issued on request lgyithmigration and Nationality Affairs
Main Department for a foreign national residingHBthiopia for duration not exceeding the

validity periods of his residence permits.

The diplomatic and consular missions of Ethiopieoall also issue a multiple business visa
for a foreign national who wishes to enter Ethiofuaa duration to be determined by the

purpose of entry.

The EIA is delegated, under the one-stop shop geraent, by the Ministry of Labor and
Social Affairs (EMLSA) to provide work permits fadl types of expatriates to be employed
by a private investor. A work permit for a foreigmployee is issued for a maximum period
of three years. However, this can be extended fpereod of another three years provided
that the Ethiopian national assigned to replacefoneign employee is not yet capable of
doing the job or the foreign employee is believed¢ indispensable to the job he is doing
and that the job is found to be continuous. A wpgmit is renewable annually upon
presentation of a written justification to the El.the justification submitted by a foreign
employee is found to be inadequate, the EIA caettdjis application for renewal.
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The process of acquiring work permit from the ElAdats renewal is fairly simple and
unbureaucratic and the time it takes is less thatays if al the required documents are

submitted.

4.1.5 Settlement of disputes

According to Investment Proclamation No. 37/199Gew an investment dispute arises
between a foreign investor and the Governmentthallnecessary efforts will be made to
reach an amicable settlement through mutual dismssA dispute which can not be settled
amicably may be submitted to the competent courtthef country or to international

arbitration within the framework of any bilaterat multilateral agreement to which the
Government and the country of which the foreignester is a national are contracting

parties.

To facilitate the settlement of any dispute thayraase between the Government and foreign
investors, Ethiopia has signed Bilateral Investni@oimotion and Protection Agreements
with Italy, Kuwait, Switzerland, the Netherlanddjia, Malaysia, Russia, Sudan, Turkey
and Yemen. Ethiopia has also signed the ConveptioBettlement of Investment Disputes
between States and Nationals of other States (ILSID

4.1.6 Guarantee and protection

The Investment Code provides adequate guaranteepantdction for foreign investors.
Accordingly, no private investment may be natiaredi or expropriated except when
required by public interest and only in strict cdiapce with the requirements of the law. In
case of expropriation or nationalization of an stweent for public interest, adequate
compensation, corresponding to the prevailing markkie, will be paid without any delay.
A foreign investor has also the right to remit cemgation paid to him, out of Ethiopia in
convertible foreign currency. The constitution ajgovides adequate protection for foreign
investment. As discussed above, Ethiopia has &ged bilateral investment promotion and
protection agreements with several countries. Aballg Ethiopia is a signatory of the
Multilateral Investment Guarantee Agency (MIGA); World Bank (WB) affiliated

organization, which provides guarantee for non-cemumal risks such as expropriation,

convertibility of local currency, etc.
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Capital repatriation and remittance of dividendd arterest is guaranteed to foreign investors
under the investment Code. Any foreign investor thesright, in respect of an approved
investment, to make the following remittances duEthiopia in convertible currency at the
prevailing rate of exchange on the date of remitan

Remittance allowed to be made out of Ethiopia:

- Profitsand dividends accruing from investment;

« Principal and interest payments on external loans;

« Paymentsrelated to technology transfer or management agreements,

« Proceeds fromthe sale or liquidation of an enterprise;

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

4.1.7 Investment administration

For the administration of private investment in gtwuntry, investment Proclamation No.
37/1996 has established the Federal InvestmentdBtiae Ethiopian Investment Authority
(EIA) and the Regional Investment Offices (RIOd)eTFederal Investment Board consists of
8 members with the Prime Minister being its chammBhe General Manager of the EIA is a
member of the Board along with 6 other membersgiesed by the Prime Minister. The

Board has its own secretariat.

The function of the Federal Investment Board ismyasupervisory and decision making on
key policy issues related to private investment.

The EIA is the principal government organ respdesilor promoting, coordinating and

facilitating foreign investment in Ethiopia. The/Eis accountable to the Federal Investment
Board. The EIA, as a one-stop-shop for foreign stveent in Ethiopia, provides all required

information to foreign investors; processes investimapplications and issues investment
permits to foreign investors; provides registratgarvices to newly incorporated business
organizations; approves expatriate posts in apprawestments and issues work permits to
foreign employees; issues trade and operatingdeemo approved foreign investment; and

provides match making services for joint-ventuneestment.
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Besides, the EIA is also entrusted by the courfdilimisters Regulation NO. 6/1996 with the
responsibility to approve duty exemption of capgabds necessary for development projects

undertaken by governmental and non-governmentangtions.

On the other hand, the RIOs are responsible foptbmotion, expansion and facilitation of
domestic investments in their respective regiorer@ is a strong linkage between the EIA
and RIOs with respect to the exchange of infornmatmd the facilitation of investment

activities.

4.1.8 Access to land

In Ethiopia, land is public property. Both ruraldamrban lands are made available to
investors on a lease hold basis. Leaseholdersthawgght of use over urban land for periods
ranging from 50 to 99 years. With respect to riaat, the rental value and the lease period
are fixed by land lease regulations of each redictate. Lease right over land can be

transferred with on-built facilities.

On the other hand, according to Urban Land Leaddiktp Proclamation NO. 80/1993, the
Government may grant freely or without public temaig urban land, which is to be utilized

for investment that the government encourages.

The EIA, in cooperation with the concerned regiogallernment organs, facilitates and
follows up the allocation of land for approved figreinvestment.

4.2 Trend of investment performance post 1992

4.2.1 Status of projects launched
Measures undertaken by the government to creatducore investment climate and promote

the business environment was generally perceivedrbpading to open up the years old
creeping practice of investment and private busimeshe country in many aspects. Investors
of various origins i.e. domestic and foreign ineestand public investment have been
overarching across the country with in short penbtme.

It is clear from Table (1) that until February 20around 48,750 projects were picked by
domestic private investors where as 6392 entemre® taken up by private foreign

investors. Similarly, the government implements 128 public investment projects. Sector

diversity of investment projects by all three inweent sources or groups ranges from
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agriculture to manufacturing industries and serviéeetors where ordinary agricultural
ventures, medium level manufacturing, hotels aradl estate are the main activities carried
out by the domestic investors. Foreign investoesmaainly attracted to invest in consultancy,
modern agriculture, electricity and manufacturinghere as infrastructure including
communication and electricity, and manufacturing among the main public investments

done by the government. (Please refer Annex 3)amex

Table 2: Amount of investment capital in flow and mmber of projects launched by

origin of investors, 2002 to February 2011

Type of investment % share of o % share of
- , , ) Capital in _
by Origin of No. of Projects  investment projects — Capital
irr
investors launched Invested
Domestic private 48,750 88.2% 436,995,611  40%
Foreign 6,392 11.6% 365,420,068  33%
Public 123 0.2% 290,073,422  27%
Grand Total 55,265 100% 1,092,489,101 100%

Source: EIA, 2012

Amount of investment capital flowed to the differesectors reached to around
USD87,750,128,592by the end of the year 2011 that is shared amontedtic investors
which accounts for 40%, foreign investors 33% amdlip investment 27%. Still the
capital investment done by domestic investorsketathe lion share, but one can see the
value of the investment projects take up by foramgrestors is relatively high. Ratios
calculated from the information on the number eestment projects carried out given in
Table (1) revealed that the ratio of number of gtt§ owned by domestic owners to
private foreign investors is rounded to 1:7 i.e.dwery one investment project picked by
a foreign investor there are seven projects unkiemtdy domestic investors. However,
the ratio of investment capital between domestut faneign investors is rounded to 1:1,
which validated the value of the investment prgeetken by foreign private investors

have reasonably high value in terms of capitaloAfsggure 1 shows that the amount of

15 Average exchange rate from 1/1/2007 to 28/2/2011 for USD1=ETB12.45, Commercial Bank of Ethiopia,
www.combanketh.com/home.php?id=49
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investment capital correlates directly with the twemof projects in the case of Ethiopia
from 1992 — 2011.

Figure 1: Status of number of investment projects foall sectors by origin of investment,

numbers of projects launched and capital invested,992 - 2012
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Source: EIA, 2012

Record review and data from different sources s the number of investment
projects and capital flow increased drasticallyrabe years. On one hand this points out
the new investment policy creates conducive investntlimate in the country and
investors both from homeland and abroad feels sdcto invest their capital and
attracted to devote in various sectors regardléssme constraints, which needs further
study.

The number of investment projects increased fro®i84he year 2002 to 4412 in 2011
that reached its maximum number in the year 2008ble 2 and Figure 2). Data from
EIA shows a total of 55,265 investment projectsehbgen officially licensed and started
operation in Ethiopia with a total outlay of 1,0929,100.00 between 2002 to Feb 2012.
Number of investment projects increased year gar and experienced a sharp rise with
an average of 31% from 2002 — 2007. However, theabmu falls slightly with an
annually average of 17% for the second four yei88 — 2011, reaching to 136 projects
in the first two months of 2012. Similarly, emplognt creation experienced a general
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trend of increment over the years from 2002 to 2@0®I face a reduction from 2009 —

2011 as numbers of investment projects were alslindeg.(See Figure 2 below).

Table 3: Number of investment projects initiated, aepital and employment opportunity
generated from 1992 - 2012

Year of No. of Projects Investment Capital ‘000’ Employment
Investment undertaken Birr Generated(Permanent &
Temporary)
2002 894 10,233,397 51,449
2003 1,368 12,378,394 148,967
2004 2,500 33,955,051 255,019
2005 3,408 47,203,129 716,926
2006 5,956 84,567,685 540,966
2007 6,178 83,694,751 958,478
2008 10,395 157,834,029 1,573,672
2009 6,936 229,728,590 934,216
2010 7,089 122,375,283 754,745
2011 4,412 244,566,821 623,803
2012* 136 2,967,284 13,983
Grand Total 55,265 1,092,489,100 7,256,576

Source: Ethiopia Investment Agency, 2012
*The data for the year 2012 is covering only 2 months of the year (January and
February).

Figure 2: Number of all Investment Projects Initiated, 2002 - 2012
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years of 2002 — 2012 experienced a general tremacogment over the years. There was an
average increase of investment capital with an alnaverage increment of 21% from 2002
to 2011 where by the increment trend reached tvarage of 38% during the first four years
period of 2003 — 2006. According to the informatiom EIA and EMTI, the total value of
investment projects operationalized in the countalued for about ETB1.1trillion between
the years 2002 — 2012. The capital inflow expe®ena sharp rise from 2002 to 2009 from
ETB10, 233,397(‘000) to ETB229, 728,590('000). (Sexble 2 above and Figure 3 below).

Figure 3: Capital investment for the projects, 2002 2012
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Generally, employment opportunity generated assaltref investment projects observed
very much encouraging over the years under revieerg/millions of people recruited on
permanent and temporary job. Data from EIA revedbatl a total of 7,256,576 jobs have
been created both for skilled and unskilled persbby all investment projects launched
in all sectors of the country by private and pubhewestment projects. It has been
observed that there was an average of 57% increwfejib opportunity every year
between 1002 — 2004 and jobs generated in 2008ased by 32% compared to 2006.
(See Table 2 above and Figure 4 below)

Figure 4: Employment generated, both permanent antemporary, 2002 - 2012
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Source: EIA, 2012

Combined growth trend analysis of investment pigjecapital and employment
opportunity created indicates that there is a gdrsvarp increase over the past decade
with particular rise at an increasing rate espgcaliring 2002 to 2008. The presentation
in in the above figures tells us that there wemaesdluctuations of performance over the
years. Increase at an increasing rate has beervetddeom 2002 to 2007, which quickly
turned out to a sharp rise in 2008 and 2009. Duthey period of 2009 — 2011 it

experienced a notable fluctuation ended up witpileysvoke up at the end of 2011.

4.3 Rural employment and emergence of floriculturenterprises in
Ethiopia

4.3.1 General overview of rural employment in Ethipia
According to the information from FDRE CSA rural gloyment of Ethiopia, both paid and

unpaid employment, accounts for only 7% of theltetaployment of the country where
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males make up 4.2% and females 2.2%. This statfesrarof employment is classified as an

employer, paid employee, self-employed, unpaid lfamworker, and member of producers’

cooperative, apprentice, and ‘other’ categoriesid Ramployees comprise government

employees, government prostate employees,

privaganzation employees,

employees, domestic employees and other paid eegdoyPlease see table 4 below)

NGO

Table 4: Distribution of employed rural population aged ten years and above by sex and

employment status, 2005

Employment Status

Paid employees
Total | oriv Unp App
Employed | paid | 2°¥¢| Gove| 2 | NG | Dom | Othe | Self| aid | | rent
Sex populatio | empl rgrr]r: rnm r?irzg;t Os | estic| r em | famil plo ce
n oyee ent | . empl | empl | empl | PlO | Yy ers and
0 empl Ions ed | work | ¥ othe
(%) ovee | Prost| .-, | oyee | oyee| oyee y (%)
ys ate | epe s s s |(0) | ers rs
o | @ 3; %) | %) | (%) (%) (%)
(%)
Male 15,021,951 4.7 1.1 0.4 2.2 0.4 0.5 0.1 56.737.3 0.9 0.2
Female 12,967,06! 2.3 0.6 0.4 0.5 0.3 04 0.1 2z.774.7 0.2 0.2
Total population employed 27,989,016

Source: FDRE Central Satistical Agency Report on the 2005 National Labour Force Surve
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The rural employment is typically characterized itsy low rate of paid employment. As
indicated in the table above, it is only 4.7% ofmaand 2.3% of women are paid employees
either by government/public, private, or NGO outlwé total paid employment both for men
and women respectively. Hence, the remaining 950f%nen and 97.7% of women are
earning their income from self-employment, unpagsinily work, as an employer, and
apprentice and other activities.

Gender segregated data in the above table revdalad women are still the most
disadvantaged groups in the rural employment. Mdl@sinate gainful, formal and paid
employments where as women'’s contribution to thgaichfamily work out of the employed
women remains very high, 74.7%.

Employment status of both paid and unpaid of thalrpopulation is found to be at its
meager condition. According to the information fr&fdRE central Statistical Agency report,
in rural areas the percentages of the unpaid famdgkers make up 54.6%, which is more
than half of the employed population. This is faled by a sizable number of self-employed
persons (41%) and small proportion of paid empley@&6%). The picture in urban areas is,
however, different. Here, the proportion of unpfadily workers is relatively lower (about
15.0 percent), while the proportion of paid empksy/és considerably high (42.8 percent). In
terms of gender composition, the majority of fersaterural areas working as unpaid family
worker are 74.7%, where as rural males were donimaself employment, 56.7%. (Please
refer Table 4 above)

Rural employment in Ethiopia is mix of various opational groups including professional
and traditional field. Although farming or agricuftal activities are spearing the source of
income and food and remained major economic anahlsactivity, there are few areas of
opportunities practiced by different professionaisdifferent parts of rural areas in the

country.
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Tzl Major Occupational Group
Employ Technicia Service, Crafts Machine
ed Legislat | Professio n and School Skilled and operators | Eleme
Person | OFS and nal Associate teachers and| agricultural related and ry
Senior | Manager | Profession| Clerk | market sales| and Fishery trade assembler| Occuy
Offiers S als S workers work works S on
15,021,9
Male 51 19,194 23,010 84,408 11,68296,659 9,188,572 343,157 23,390 5,026,
12,967,0
Female 65 4,844 11,369 38,508 6,684 952,772 3,255,617 71380 28,129 7,589,
27,989,0 12,61¢
Total 16 24,038 34,379 122,916 18,368,249,431 12,444,189 1,420,487 51,519 O
% share of occupational group to
total employed persons 100.00% 0.09% 0.12% 0.44% 07%. 4.46% 44.46% 5.08% 0.18%  45.07¢
% share for male by
occupational group to total
employed male 0.13% 0.15% 0.56% 0.08% 1.97% 64.17 2.28% 0.16% 33.46¢
% for women by occupational
group to total employed women 0.04% 0.09% 0.30% .05%® 7.35% 25.11% 8.31% 0.22%  58.53¢
% share of male to a particular
occupational group to a total 63.61
employed person for the same 79.85% 66.93% 68.67%% 23.74% 73.84% 24.16% 45.40% 39.84¢
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occupational group

% share of female to a particular

occupational group to a total

employed person for the same 36.39

occupational group 20.15% 33.07% 31.33% % 76.26% 26.16% 75.84% 54.60% 60.16¢

Source: FDRE Central Satistical Agency Report on the 2005 National Labour Force Survey

Table 5: Distribution of employed rural population aged ten years and above by sex and major occupated group, 2005
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4.3.2 Establishment of EHPEA
The Ethiopian Horticulture Producers and Expor#ssociation (EHPEA) is established in

September 2002 with the mission to promote andgsafel the competitive position of the
Ethiopian horticulture sector within the global ketr Its members are registered businesses
engaged in production of flowers and other hortigal crops. Although five companies
engaged in horticultural business found it, mendgerprises grew to ninety by the end of
2011, which is estimated to be 73% of the compgpmieducing and exporting horticulture in
Ethiopia. Out of the ninety member enterprises 88 angaged in flower farming.
Safeguarding the overall rights and benefits ofniners, representing sector’'s and members’
interests, facilitating market access and busitiakage, supporting promotion of socially
and environmentally responsible production prasticgganizing and supporting capacity
building measures for members and relevant partaeis initiating partnership building and
networking among stakeholders in the sector arengntlee major features of the work by
EHPEA.

4.3.3 Floriculture industry and job creation
Generally, the existing flower farms in Ethiopi@ aategorized in to three based on the types

of flowers planted. This comprises rose flower farrsummer flower farms and cutting
flower farms. Figures from EHDA revealed that totél1,335.2ha of land is covered by
flower plantation until end of 2011, out of whiabse flower are cultivated on 1093.55ha and
summer flower farms operating on 148.15ha whereuéting flower covers around 93.15ha

See Table3 below.

Table 6: Landholding and area covered under flowermlantation by types of flowers

produced in Ethiopia

Type of flower Total Land Area covered by % of the holding
farms Holding Green House cultivated
Rose flower farms 2431.2 1093.55 45%
Summer flower 270 148.15
cutting 55%
Cutting flower
farms 323 93.5 29%
Grand Total 3024.2 1335.2 44%
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Source: Ethiopia Horticulture Devel opment Agency, 2012

Out of the total 3024.2ha of land granted for flovpdantation managed by eighty three
officially licensed companies until the end of 20bhly 1335.2ha is covered by green house
cultivation, which accounts for 44% of the totalnooissioned by the government. This
constitutes 45% of rose flowers farms, 55% by sumitogvers farms, and 29% by cutting
flower farms.

Information from EIA and analysis of relevant datdicate a total of 351 projects carried out
throughout the country particularly in Administ@ais except Somali region. Regional
distribution of flower farms is concentrated to ©Gwa Region, 68%, which is mainly
attributed to the favourable geographical set & tegion and access to road and air
transportation infrastructure. Amhara, Addis Abaved SNNPR are regions in order of
importance in terms of number of flower farms opieralized since 1992 following the
proclamation of the new investment policy by thevajoment of Ethiopia. Please refer
Table7 below.

Table 7: Summary of liecensed floriculture investmet projects by region, October 06,
1992 - September 26, 2011

Region where the _ % share of total projects
_ ) Number of project
investment is done

Addis Ababa 30 9%
Afar 1 0%
Amhara 38 11%
Gambella 1 0%
Multiregional 19 5%
Oromia 237 68%
SNNPR 23 7%
Tigray 2 1%
Grand Total 351 100%

Source: EIA, 2012
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Investments in floriculture industry were passihgotigh an increasing trend over the years
following the issuance of investment policy in tb@untry. Based on the information from
EIA revealed that there was a sharp rise of investrfrom the year from 2003 to 2005 and
did the same from the year 2006 to 2008. There avgsneral trend of increasing over the
mentioned period. It reached to a rise of 51% iar 908 as compared to the achievement of
the year 2007. Different amendments done, rangesolify provisions presented by the
government and promotional efforts accomplishedtiy government were key moves
triggered this drastic achievement in the floriatdtindustry. Please see Table 8 and Figure 5

below for further information.

Table 8: Summary of licensed flower firms from 200+ 2011

Number of flower Number of flower Number of flower
Year Year Year

farms launched farms launched farms launched
2001 8 2005 46 2009 30
2002 4 2006 35 2010 32
2003 21 2007 39 2011 4
2004 38 2008 79

Source: Ethiopia Investment Agency, 2012

Figure 5: Trend of flower farms operationalized indifferent parts of Ethiopia from
2001 - 2011
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Analysis of Impact of Floriculture Enterprises abXreation to the Rural People
Employment

Wide job opportunity creation of the floriculturedustry was a predominant positive social
concern and perception of almost all authors wgitam the sector. The creation of wide job
opportunity especially for unskilled labour was rmemned by different authors. Most authors
agreed that the sector created job opportunityo@ih skilled and unskilled labours for the
local as well as the surrounding rural community.

Based on study by PANUPS (2002), in terms of saealelopment, the flower industry is
important since it's creating many jobs due to led®ur intensive production pattern of the
sector. In addition to the direct job creation, feetor also creates indirect jobs through the
spillover effects of the development (small locafes, tea rooms, home rental etc. were
established around the floriculture farms whichegservices for directly hired workers and
also create indirect job opportunity for businessers). Approximately 190,000 people in
developing countries are employed in the cut flolmesiness, mainly women. This figure is
possibly between 20-30 % more for indirect jobs transport, plastic, construction,
commercial, etc. sectors (David, 2002).

The rural employment opportunity generated by theculture industry is of paramount in
the country. A total of 386,074 rural people wereptoyed on temporary and permanent
basis from 2000 — 2011. It grew up persistentlyrfrgear after year. It rises sharply from
2002 — 2007 with the employment figure reached 94,025. The available employment
from the industry experienced some fluctuation fr2@®8 onwards where only 840 people

got employed in the year 2011.

Table 9: Employment opportunity created over the yars by the floriculture industry,
2000 - 2011

Employment Employment
Year Year
Generated Generated
1992 - 1999 3,001 2006 19,914
2000 116
2001 3,304 2007 194,025
2002 1,222 2008 111,399
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2003 6,790 2009 5,965

2004 13,415 2010 10,470
2005 15,613 2011 840
Total Employment Created 386,074

Source: EIA, 2012
As one can see from the figure below(Figure 6),ttead of rural employment opportunity
generated experienced a general rise over the.ydalike other years, the number of people
employed drastically increased in the year 200ToWohg the opening of several flower
farms in the country. As mentioned above, durirgl#st three years of 2009, 2010 and 2011
oscillates between 5965, 10470 and 840 respectively

Figure 6: Trend of employment generated through flaver farming over the period of
2000 — 2011
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The status of rural employment created by the flofeems is mainly categorized in to
permanent and temporary employment. Temporary emmat, which is also called
seasonal employments, refers to casual jobs stdginghort period contracts most of the

time 1week to three months and has seasonal nalthrere as permanent employments is
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done on permanent basis mostly their contractnigsior sometime logger than a year. In
most cases, temporary jobs are given to low-skillabdour compared to permanent
employment. However, discussions with farms managenteam revealed that, recently
most of the companies are urged to review theiodalstrategy from the use of low-skilled
workers on repeated short-term contracts with maibenefits to a more stable workforce
on permanent and seasonal contracts. This chargdden driven by a combination of
factors such as pressures exerted by civil someg@nizations and code provisions that
discourage the use of temporary labour, the quatiperatives of the European market that
necessitate somewhat more skilled, trained workfdoc perform value added processing
(e.g., bunching, sleeving, labeling and mixed batsj and year round production with less
seasonality in production cycles.

Table 10: Employment opportunity created by floricuture production by status of
employment, 2000 - 2011

Employment type  No. of rural people employed % share

Permanent 147,915 39%

Temporary 235,042 61%
Total 382,957 100%

Source: EIA, 2012

Out of the total employed 382,957 people in thevéiofarms in the last ten years, 235,042
got their earnings from temporary employment onfdren which accounts for 61% of the
job available due to the flower farms. On the othand, 147,915 people from the rural areas
have been employed permanently in the same s&dtarh accounts for 39% of the total job
generated by the sector during the past decadmag®kee Table 7 above and figure 5 below)
The ratio between permanent and temporary or sehsomployment or labour varies from
farms to farms. While this may reflect the fact ttteome farms experience greater
fluctuations in labour requirements (due to lessscxient orders, for example), it also reflects
differing attitudes towards the role that laboumbdity plays in overall company
competitiveness.

Figure 7: Employment status of rural people employe by flower farms, 2000 — 2011
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Permanent
Employment

39%

Marketing

The market destination of flowers exported fromigjtha reaches almost all the continents of
the globe. Europe, Asia, Middle East, Far East,tls@nd Central America, and different
Africa countries are the final destinations of preducts of the flower farms. Europe takes
the lion share of the total markets, which accodot94.17% where as countries of South
and Central America picks the numbers, 0.04%. Blesas Table 11below.

Table 11: Market destination of flowers and exportquantity, 2008 - 2011

Market Destination Total exported in %Share
number of stems

Europe 5,416,643,606 94.17%
Asia, Middle east and Far 173,552,101
3.02%
East
North America 137,098,282 2 38%
South and Central 2,468,087
_ 0.04%
America
Africa 22,218,455 0.39%
Grand Total 5,751,980,531 100.00%

Source: Ethiopia Horticulture Devel opment Agency, 2012
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Asia, Middle East and Far East countries altogetakes 3.02% of the total market share
where as North America and Africa countries acceufdar only 2.38% and 0.39%
respectively. For details of market destinatioricthiopian flowers by countries, please refer
Appendix 3.

Figure 8: Share of market destination for flowers gported from Ethiopia, 2012

O Europe

B Asia, Middle east and Far
East

O North America

O Soutth and Central America

B Africa

O Unspecified

Information from Ethiopia Horticulture Developmergency revealed that the market
volume of flowers particularly exported out of tbheuntry experienced a general increase
over the past four years in almost all market dastons of different countries. The amount
exported to the different countries, which is meadun number of stems, is increased with
an average of 20% and 22% in 2009 and 2010 respBctiaking the amount exported in
2008 as a base figure. Similarly, the market volum@011 was also raised by 9%. The
amount exported approximately reached to 1.8bilstems of all kinds of flowers in 2011,
which was growing successively from 1billion in 30t 1.3, and 1.6 billion in 2009 and
2010 respectively.

In the same manner foreign earning had experieadeehd of increase over the year, 2008 —
2011. According to the information from EHDA, themas 8% - 23% annual increase of
foreign earning over the years between 2008 and 204t reached to USD184.1million of

annual earning in 2011. Please see Table 9 andeFggelow.
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Table 12: A summary of amount of flower stems expded and corresponding value, 2008 - 2011

Market Budget Year
Destination
2008 2009 2010 2011
Quantity(Stem) | Value(USD) | Quantity(Stem) | Value(USD) | Quantity(Stem) | Value(USD) | Quantity(Stem)| Value(USD)
Europe 936,629,357  103,438,748.691,207,980,978 120,861,890.001,556,497,819 149,849,434.291,715,535,452 166,442,18¢
Asia, Middle east
and Far East 29,762,164 4,445,703.02 36,246,246 804,380.71 48,618,845 5,508,563.70 58,924,846 838206
North America 56,768,947 4,347,782.17 35,982,951 02%,301.00 26,525,699 2,406,887.84 17,820,685 1646203
South and
Central America 568,844 85,736.84 89,040 15,669.00 213,797 19,651.00 1,596,406 176,683.
Africa 2,943,794 380,632.85 3,257,342 362,201.00 016,941 406,761.69 11,000,378 971,821
Unspecified 1,626,558.29 12,038,641.48 8,218.48
Grand Total 1,026,673,106 112,698,603.58  1,283,556,557 130,700,000.00  1,636,873,101 170,229,939.99 1,804,877,767 184,051,236.5¢

Source: Ethiopia Horticulture Devel opment Agency, 2012
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Figure 9: Trend of flower exported to different market destinations and respective
earning value, 2008 - 2011
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Comparison among the different market destinatiansoss the globe shows amounts
reaching to Europe market are relatively high axghads ever more. The market volume of
Europe widen progressively during the period of2@H2011.There was a general increasing
trend of the market volume 22% in 2009 and 2010 ais® 9% in 2011. The amount
exported to different Europe markets take over \aittecord volume of 1.8billion stems in
2011 that expands consecutively from 936millionmrsten 2008 to 1.2 and 1.6billion in 2009
and 2010 respectively. Please see Figure 10 below.

Figure 10: Trend of Flower Market to Europe, 2008 — 2011
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Markets of North America countries particularly US#Ad Canada shrink over a period. In
20009, it fell by 58% of the previous year export.2010 the export further shrink by 36%
from the total amount reached USA and Canada namket009. In the year 2011 it was only
49% less amount of flower stems were able to expdttiese two markets of North America.
Data EHDA shows that the market volume in 2008 wesund 57million that falls to
36million in 2009, 27 million stems in 2010 ar@irillion in 2011.See Figures 11 below.

Figure 11: Market trend of flower to Figure 12: Market trend of flowers
North America Countries, 2008 — 2011 exported to Asia and Far East Countries
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Asia (especially Middle East) and Far East coustwere the second market destinations for
flowers from Ethiopia following Europe. The marketlume was expanded by 18% in 2009
from 2008 export. This growth was keeping grow w2 and 17% in 2010 and 2011

respectively. Around 30million flower stems wergrerted to these countries in 2008. This

amount further grows following the expansion of kedrdestinations in the following years.
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A total of 36million, 49 million an 59million stentsave been destined to these Asia and Far
East markets in the years of 2009, 2010 and 20ddentively. (Please see Figure 12 above).
Unlike Europe and Asia markets, export of flowersSobuth and Central America countries
shows some fluctuations. The amount of flower steard to these countries drastically falls
to 0.09million in 2009 from 0.6million of 2008. Btlie market revived suddenly and around
0.2million stems have been exported in 2010, whsclexpend by 58% compared to the
previous year export to these countries. SimilaHg, market further expanded and a total of
1.6million flower stems supplied to Latin Americaountries market in 2011 that boosted by
87% of the 2010 export. Please refer Figures 18umeter.

Figure 13: Market trend of flowers Figure 14: Market Trend of Flowers
exported to South & Central America Exported to Africa Countries, 2008 -
Countries, 2008 — 2011 2011
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Different African countries are also the market toedion of flowers from Ethiopia. A
general expansion of market volume has been olddovehe last couple of years in these
countries. In the year 2008, 2.9million stems afwiérs have been exported followed by
3.3million and 5million in 2009 and 2010 respedyvd his export was reached to 11million
in 2011. This shows that there was a 10% expod ims 2009 compared to 2008, and
similarly 35% and 54% in the year 2010 and 201tesmondingly. (Please see Figure 14
above).
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CHAPTER 5: SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Summary and conclusion

The government of Ethiopia, particularly after 199@s undertaken several measures to
improve the performance of the countries economgreitby promotion of investment was
picked as one of the key economic activity. Herthe, government issued several policies
and amendments among which declaration of new imed policies, subsequent
amendments, proclamations and regulations of invast and re-instituting management and
administration of investment were among the majueso This and associated efforts by the
government to create conducive investment climateapportunities impacts various sectors
of the economy positively and ranges of economiivities were boomed all of a sudden at
an alarming rate. Apart from the measures exergseti as macro-economic policy reform
and stability, legal framework for private investmevas re-frames. The first Investment
Code No. 15/1992 was released in 1992, and twostmaent proclamations were adjourned
in 1996 and 1998 — Proclamation No0.37/1996 anctl&nmation N0.116/1998.The first
proclamation issued in 1992 was emphasizing onninee packages provided for broad
sectors of agriculture, manufacturing and natueslource development. Proclamation No.
37/1996 is an amendment of the previous policy igion that specifies areas eligible for
incentives, inclusion of other sectors under theemive package such as health, education,
tourism and consultancy services; rationalizatibmoimum entry capital; removal of the
requirement of foreign investors to deposit reqlitéSD prior to operation; and exemption
from payment of customsduty for small scale investmactivities. Proclamation No.
116/1998 further extends new provisions includirgglefinition of domestic investors,
allowing private-government joint investment in ele$e and telecommunications, and

opening up hydropower generation to local and gprémvestment.

The floriculture industry is one of the newly emargy industries with a new spirit in

Ethiopia. Since its modest beginning in the earBOQs, it has created employment
opportunities for a large section of the populatidtealizing its capacity to generate
employment, foreign exchange and the country’s ggay advantage, the government is
also encouraging investments in the sector regesdié some of the concerns by different
groups in regard to the prons-and-cons of the immgu$he industry is booming across the
country and received a much bigger appreciationsnagy, undeniably, and is able to get a
frontline due attention in a very short period ohd as it performs commendably in
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particular in generating jobs for significant numlzé the rural poor and hunting foreign

earnings instantly unlike other sectors of the eamn

In order to evaluate the impact of floriculture uistky in the country this study has set up a
scenario to scrutinize and analyze the policy miows given by the government to create
conducive investment environment, investment ptejegcitiated and their profile, capital
inflow to the sector, market destination, foreigarrengs, and most importantly rurual
employment creation. Number of investment projéedtsgated to undertake flower plantation
both by domestic and foreign private investors Bggderienced a sharp rise for a couple of

years.

It has been clearly observed that investors estaddi promising level of confidence to invest,
and relatively reliable macro economic environmianthe country resulted in a number of
investment projects to be launched. Hence, thisbaunincreased from for more than a
decade continuously where by a sharp rise of flolalmns launched experienced more than
51% rise between 2007 and 2008 with an averageaammurease of 28% from 2003-2008.

Lastly, foreign earning the country generates frtma floriculture industry apart from
supplying to the in-country demand for flower, @edhnology transfer due to the in flow of

technical and managerial personnel and experiemcgubtedly, benefits to a greater deal.

5.2. Recommendations

Based on the discussions, findings of the analgsid experience of other countries
producing floriculture products, the following resmendations are stated to sustain the
floriculture industries with its economic benefits the country and minimize some of the

suspicion over the sector i.e. social and envirartaiempacts.

o0 Encourage investors engaged in floriculture indushrough providing more
incentive packages and ensure that the investrmmrioement is conducive, and
socio political situation is stable and well sted@tl economic sector operatives
are in placed.

o Ensure that the government bureaucracy and admatist of investment need to
give particular attention and provisions to diffgrénvestment sectors in general
and to sectors that are booming in the country @mdributing to the economy

significantly in particular.
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o As environmental and social impact of the indugtrgo controversial, initiate and
promote floriculture farm owners by giving incems/to exercise integrated pest
management (IPM) practices and use of environmdn&aidly agro-chemicals
will help to address the issue. The government rtalgt the responsibilities of
facilitating any sort of possible incentives.

o Improving health and safety concerns of workers, @gebates around the industry
in this regard need to get due attention where dyemment, farm owners and
workers can jointly work out.

o Promote and create awareness for floriculture fatonsertify international and
the newly developed local code of practices. Themmtions and awareness
creation job should be made by socially and enwviremtally responsible
government organizations, concerned civil societied organizations and/or by
floriculture farm owners associations in their limfeoperation.

o Allow workers to establish their own association$iich can represent them in
matters dealing with the management and their wedkrity and safety.

0 Setting national minimum labour wage (including diayour) for all development
works, including floriculture industries is vital.

Taking these points into consideration, it is polesito run the floriculture industry in a
sustainable manner keeping the balance of its esmnadvantages without or with minimal
negative social and environmental impact becaudlewér farming practices in the country.
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6.2 APPENDICES

Appendix 1: Summary of Licensed Investment Project®f all Sectors by Year & Status of operation, Janary 01, 1992 — February 24,

2012
Implementation Operation Pre-Implementation Total
: : : : Temp
Capit | Perma| Temp Capit | Perma| Temp Capit | Perma| Temp | No. | Capita | Perma
vear | NO- of _ No. of _ No. of _ ) orary
. al in nent | orary . al in nent | orary . al in nent | orary of l'in nent
Projec Projec Projec ) Empl
. '000'B | Emplo | Emplo . '000'B | Emplo | Emplo . '000'B | Emplo | Emplo | Proj | '000'B | Emplo
S S S oyme
irr yment | yment irr yment | yment irr yment | yment | ects irr yment yt
n
306,47 323,84 457,84 1,088,
1992 14 7| 2,584 23 54 1| 4,595 60 122 8| 5,759 482 190 165| 12,938 565
543,14 1,750, 1,952, 4,245,
1993 63 9| 3,093 490 140 033 11,502| 3,598 364 362| 14,674| 6,628 567 544 | 29,269| 10,716
246,16 1,567, 1,717, 3,531,
1994 41 1| 1,523 182 169 771| 10,999| 61,584 166 786 | 13,466/ 6,348| 376 717 | 25,988 68,114
637,86 2,764, 131,32 1,676, 5,078, 135,04
1995 90 5| 4,776 207 404 589 17,509 4 250 332| 10,077| 3,509| 744 786 | 32,362 0
1,003, 3,238, 1,936, 6,178,
1996 117 842| 5,446| 6,312 404 345 14,016| 49,053 269 356 | 10,204| 36,460 790 544 | 29,666| 91,825
1997 128/ 893,51 5,818 301 366| 3,356, 11,405 13,528 239| 2,057, 11,766 3,231| 733| 6,307, 28,989 17,060
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Implementation Operation Pre-Implementation Total

Capit | Perma| Temp Capit | Perma| Temp Capit | Perma| Temp | No. | Capita | Perma Temp

Year No..of alin | nent | orary No..of alin | nent | orary No..of alin | nent | orary | of lin e |

Projec Projec Projec ] Empl

s '000'B | Emplo | Emplo s '000'B | Emplo | Emplo s '000'B | Emplo | Emplo | Proj | '000'B | Emplo oyme

irr yment | yment irr yment | yment irr yment | yment | ects irr yment ot

3 237 935 685
1,582, 4,156, 2,324, 8,063,

1998 147/ 011| 7,883| 10,193 359 764| 11,872| 17,704 290 701| 11,431| 3,166| 796 476| 31,186| 31,063
6,430, 3,427, 2,401, 12,259

1999 1090 918| 5,669| 4,183 192 035| 7,242 4,936 222 585| 9,063| 11,600| 523 ,538| 21,974| 20,719
1,646, 1,827, 2,966, 6,439,

2000 118 231| 6,161 3,069 177 052| 10,365| 9,632 328 520| 13,756| 2,191| 623 803| 30,282| 14,892
1,683, 3,023, 5,084, 9,791,

2001 79 739| 5,382 1,362 147 204| 8,975 7,800 425 486| 17,034| 11,151| 651 428 31,391| 20,313
633,72 2,133, 7,465, 10,233

2002 63 9| 2431 192 121 787| 6,259| 5,619 710 881| 27,663| 9,285| 894 ,397| 36,353| 15,096
1,365, 2,854, 8,159, 1,36| 12,378

2003 1020 270| 6,075| 53,188 282 079 18,318| 12,869 984 044 | 41,447| 17,070 8 ,394 | 65,840| 83,127

2004 230 3,936,| 25,881 13,163 432| 4,959,| 24,008 35,726| 1,838| 25,058 84,646 71,595| 2,50| 33,955 134,58 120,4
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Implementation Operation Pre-Implementation Total

Capit | Perma| Temp Capit | Perma| Temp Capit | Perma| Temp | No. | Capita | Perma Temp

Year No..of alin | nent | orary No..of alin | nent | orary No..of alin | nent | orary | of lin e |

Projec Projec Projec ] Empl

s '000'B | Emplo | Emplo s '000'B | Emplo | Emplo s '000'B | Emplo | Emplo | Proj | '000'B | Emplo oyme

irr yment | yment irr yment | yment irr yment | yment | ects irr yment ot

773 624 ,655 0 ,051 5 4

4,420, 4,210, 38,572 539,25| 3,40| 47,203| 105,75| 611,16

2005 246| 226| 10,715| 22,168 657 468| 16,116| 49,746 2,505| ,436| 78,927 4 8 ,129 8 8

39,073 4,374, 41,119| 194,17| 252,09| 5,95| 84,567| 241,50| 299,46

2006 301 ,838| 24,827| 21,080 745 115| 22,498/ 26,291| 4,910, ,732 5 5 6 ,685 0 6

8,808, 3,780, 71,105| 273,11| 549,62| 6,17 | 83,694| 309,24| 649,23

2007 255 974 20,724| 60,276 367 363| 15,409| 39,329 5,556| ,414 2 8 8 ,751 5 3

29,342 108,38 5,035, 123,45| 415,13| 943,08| 10,3| 157,83| 480,48| 1,093,

2008 442 ,299| 36,355 6 349 389| 28,999| 41,713| 9,604| 6,340 2 7 95| 4,029 6 186

8,408, 8,949, 113,94 212,37| 231,93| 517,83| 6,93| 229,72| 275,48| 658,73

2009 325 644| 28,099| 26,952 312 362 | 15,451 9| 6,299| 0,583 1 4 6| 8,590 1 5

15,537 2,301, 104,53| 217,50| 474,06/ 7,08| 122,37| 236,59| 518,15

2010 215 ,839| 15,079| 24,475 187 580| 4,013 19,611| 6,687| 5,865 2 5 9| 5,283 4 1
2011 40, 4,714, 2,636 3,483 48| 375,05| 2,413 3,499| 4,324| 239,47 145,27 466,4 4,41 244,56 150(32 473,47
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Implementation Operation Pre-Implementation Total
: . . : Temp
Capit | Perma| Temp Capit | Perma| Temp Capit | Perma| Temp | No. | Capita | Perma
vear | NO- of _ No. of _ No. of _ ) orary
_ alin nent | orary _ alin nent | orary _ alin nent | orary of lin nent
Projec Projec Projec ] Empl
. '000'B | Emplo | Emplo . '000'B | Emplo | Emplo . '000'B | Emplo | Emplo | Proj | '000'B | Emplo
S S S oyme
irr yment | yment irr yment | yment irr yment | yment | ects irr yment yt
n
897 7 6,867 5 7 2| 6,821 4 9
2,963, 2,967,
2012 2 3,649 13 12 134 635| 5,692 8,266| 136 284| 5,705| 8,278
Gran 1,092,
d 131,21| 221,15| 359,68 64,412| 261,97| 647,58 896,86| 1,832, 3,933, 55,2| 489,10| 2,315,| 4,940,
Total | 3,125| 6,394 7 5| 5914| 344 7 3| 46,226| 0,363 732 442 65 0 866 710
Source: Ethiopia Investment Agency, February 2012
Appendix 2: Summary of all Investment projects by Rgion and Status of Operation, January 1992 - Febary 2012
Region Implementation Operation Pre-Implementation Total
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N— Capita| Perman| Tempor N Capital | Perman| Tempor N— Capital| Perma| Tempo| No. | Capita| Perma| Tempora
_ [in ent ary ) in ent ary _ in nent rary of lin nent ry
Project Projec _ Project _ _ _
. '000'B | Emplo | Employ s '000'Bir | Employ | Employ . '000'Bi | Emplo | Emplo | Proj | '000'Bi | Emplo | Employ
irr yment | ment r ment ment rr yment | yment | ects rr yment | ment
Addis 13,27 19,894, 321,44| 636,92| 935,47| 24,5| 354,61| 779,14| 1,012,24
Ababa 1,094 8,183| 56,017 28,694| 2,144 004| 86,200 48,081| 21,262 7,140 3 1| 00| 9,327 0 6
6,908, 4,220, 11,578
Afar 25| 877| 10,851 7,873 29| 448,400, 1,602| 6,611 196 755| 8,523| 80,143| 250 ,032| 20,976 94,627
19,31 4,494.0 105,99 83,326| 229,39| 721,63| 6,04| 107,13| 277,37
Ambhara 401 2,953| 15,588| 18,574, 766 94| 32,391 41 4,876 ,053 2 9 3| 3,100 1| 846,207
Benisha
ngul 647,2 1,052,2 83,634 85,334
Gumze 168 69| 3,907| 24,157, 174 37| 7,277 25,044 322 ,980| 9,380| 69,600, 664 ,486| 20,564| 118,801
Dire 1,200, 32,059 1,57| 33,515
Dawa 63 631| 3,574 1,807 48| 255,934| 1,275 477| 1,463 ,185| 43,365| 46,307 4 ,750| 48,214 48,591
Gambell 4,013, 9,143, 123,79 13,992
a 5/ 563| 2,277 7,850 14| 835,745 2,678| 5,610 229 022| 15,106 4| 248 ,330| 20,061| 137,254
132,1 1,536, 1,743,
Harari 70 00| 1,881 212 25| 75,091 832 5 452 757| 9,036| 6,700| 547 948| 11,749 6,917
Multireg 14,78 7,884,3 66,019| 191,31| 248,85 88,693| 237,19
ional 107| 9,160, 33,487 42,997 144 48| 12,401 91,938 606 ,866 1 1| 857 ,373 9| 383,786
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Implementation Operation Pre-Implementation Total
Capita| Perman| Tempor Capital | Perman| Tempor Capital| Perma| Tempo| No. | Capita| Perma| Tempora
Region No..of lin ent ary NO'_Of in ent ary No..of in nent | rary | of | lin nent ry
Project Projec _ Project _ _ _
'000'B| Emplo | Employ '000'Bir | Employ | Employ '000'Bi | Emplo | Emplo | Proj | '000'Bi | Emplo | Employ
> irr yment | ment s r ment ment > rr yment | yment | ects rr yment | ment
51,98 19,361, 191,42| 470,83| 978,15 12,5| 262,76| 594,46| 1,099,50
Oromia 388 4,206| 58,022| 52,089 1,010 666| 65,611 69,261| 11,109, 0,553 1 8| 07| 6,424 4 8
South
Nations
&
National
ities
People 10,21 4,664,6 66,573| 140,65| 534,42| 4,70| 81,450| 182,15
Region 330 2,105| 17,480 93,095 847 29| 24,021| 60,606| 3,528 ,587 2 7 5 ,320 3| 688,128
28,22 4,475, 4,643,
Somali 6 5 454 100 22| 139,646 923 444 321 392| 15,292| 18,351| 349 263| 16,669 18,895
8,709, 5,306,5 233,51 33,003 170,00| 3,02| 47,018| 107,30
Tigray 468| 123| 17,619 82,237 691 51| 26,766 2| 1,862 ,073] 62,921 1 1 147 6| 485,750
131,2 1,092,
Grand 16,39| 221,15 64,412, 647,58 896,86| 1,832,| 3,933,| 55,2| 489,10 2,315,| 4,940,71
Total 3,125 4 7| 359,685/ 5,914 344 261,977 3| 46,226| 0,363 732 442| 65 0 866 0
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Source: EIA, 2012
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Appendix 3: Amount of investment capital, number ofprojects launched and employment opportunity creagd by sector and origin of

investors, 1992 - 2012

Type of investment by . No. of Capital in Permanent Temporary
ector
Origin of investors Projects '‘000'Birr Employment Employment

Agriculture, hunting and forestry 8,769 71,539,686 315,668 2,065,205
Fishing 16 30,481 847 568
Manufacturing 11,636 125,729,679 543,196 435,016
Mining and quarrying 166 1,748,414 7,107 3,916
Education 2,085 17,879,239 98,117 43,702

Domestic Health and social work 949 10,620,269 42,170 21,057
Hotels (Including Resort Hotels, Motels and
Lodges) and Restaurants 4,843 47,178,830 158,120 155,541
Tour Operation, Transport and Communication 1,493 8,194,865 23,975 16,248
Real estate, Machinery aiguipment Rental and
Consultancy Service 12,192 105,228,547 238,175 216,329
Construction Contracting Including Water Well
Drilling 4,616 33,164,025 141,464 431,909
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Type of investment by S No. of Capital in Permanent Temporary
ector
Origin of investors Projects '000'Birr Employment Employment

Electricity (Generation, Transmission and

Distribution) 24 5,226,559 294 584

Other community, social and personal service

activities 654 3,872,824 18,870 16,894

Wholesale, retail trade & repair service 1,307 6,582,193 29,251 23,534
Domestic Total 48,750 436,995,611 1,617,254 3,430,503

Agriculture 1,442 101,747,217 315,054 831,009

Manufacturing 2,048 177,527,464 190,161 159,925

Mining 46 969,318 2,062 2,897

Education 162 1,831,742 7,300 5,719

Foreign

Health 127 4,741,060 9,418 3,327

Hotels (Including Resort Hotels, Motels and

Lodges) and Restaurants 370 13,020,848 17,607 10,812

Tour Operation, Transport and Communication P64 980,442 3,209 4,259

Real estate, Machinery aiguipment Rental and 1,418 32,648,002 75,616 77,936
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Type of investment by S No. of Capital in Permanent Temporary
ector
Origin of investors Projects '000'Birr Employment Employment
Consultancy Service
Construction Contracting Including Water Well
Drilling 381 30,129,783 33,011 65,904
Electricity (Generation, Transmission and
Distribution) 5 472,849 230 455
Others* 129 1,351,344 3,819 7,252
Foreign Total 6,392 365,420,068 657,487 1,169,495

Agriculture, hunting and forestry 7 68,111,723 15,883 176,745
Manufacturing 45 3,426,065 5,733 1,493
Mining and quarrying 1 6,351 5 0

Public Education 1 212 6 0
Hotels (Including Resort Hotels, Motels and
Lodges) and Restaurants 1 2,000 10 65
Tour Operation, Transport and Communication 2,205,000 2,225 0
Real estate, Machinery aiguipment Rental and 41,400 20 0
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Type of investment by S No. of Capital in Permanent Temporary
ector
Origin of investors Projects '000'Birr Employment Employment

Consultancy Service

Construction Contracting Including Water Well

Drilling 4 75,916,943 15,608 150,007

Electricity (Generation, Transmission and

Distribution) 61 140,357,228 1,622 12,377

Wholesale, retail trade & repair service 1 6,500 13 25
Public Total 123 290,073,422 41,125 340,712
Grand Total 55,265 1,092,489,100 2,315,866 4,940,710

Source: EIA and Ethiopia Trade and Industry Ministry, 2012

N.B.: Others*: Recreation,

/Through Bonded Warehouse Systenv, Fud Oil

Gymnasium, Golf and Amusement Centre, Konfu Karate Training, Import of Chemicals for Leather Industry

and LPG Depot
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Appendix 4: Market Destination of flowers over theyears, 2008 - 2011

Year
Market 2008 2009 2010 2011
Destination uantit uantity in uantity in uantity in Value in
Q d Value in USD Q d Value in USD Q d Value in USD Q Y
In Stem Stem Stem Stem USD)
Europe
. 5841.24 598902.00 1564808.00 1818975.71
Belgium 56,032 10834630 16209480 21,554,145
_ 3382.22 16726.00 11011.03 11067.65
Bulgaria 36,500 165804 165000 150,510
90550.38 57903.00 6208.00 2922.82
Cyprus 225,24( 250810 19270 21,300
Czech
_ 1299.99 3464.89 709.98
Republic 24,000 25080 5,120
. 25362.05 16946.00 66874.00 24779.44
Finland 334456 211620 417160 194,720
423047.30 417254.00 1013266.99 1749811.83
France 4,656,381 2382358 8872253 18,652,322
13309283.03 12453629.0C 12891525.84 10069740.54
Germany 129,805,024 135830689 151721366 126,556,449
Greece 69200 10916.61 69780 12252.00 54380 10610.36 15879.14
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Year

]

Market 2008 2009 2010 2011
Destination uantit uantity in uantity in uantity in Value in
Q d Value in USD Q d Value in USD Q d Value in USD Q Y
In Stem Stem Stem Stem USD)
108,670
108461.56 3308.00 1158327.03
Hungary 697,56( 42323 12,668,355
116925.12 264983.00 254886.42
Italy 1,259,022 3331868 2595919
Latvia 18,000 1712.51
85077624.17 104888626.0C 131277424.19 148080571.94
Netherlands 773,664,782 1039900556 1352190515 1,504,570,829
463272.15 635364.00 1410184.53 2175341.30Q
Norway 3,516,310 4840656 13282348 19,358,244
9186.67 640.00 243.74 5207.13
Poland 136,400 8000 4000 77,875
Portugal 62,276 5451.75 40700 1962.00 1220 159.00
_ 67630.70 46608.00 50739.74 97236.15
Spain 664,580 675005 866200 1,270,805
174846.60 50934.00 21963.96 21969.08
Sweden 2,017,758 495890 141860 164,674
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Year

Market 2008 2009 2010 2011
Destination uantit uantity in uantity in uantity in Value in
Q d Value in USD Q d Value in USD Q d Value in USD Q Y
In Stem Stem Stem Stem USD)
_ 57797.35 46364.00 117294.08 161909.74
Switzerland 548,080 369462 1347702 2,284,484
United
. 2328045.35 774081.00 787907.50 943512.58
Kingdom 12,287,159 4756993 6110268 7,364,698
Russian
) 484124.94 556660.00 301139.00 92099.26
Federation 2,761,432 3618759 1946777 430,350
Austria 640 9.24
_ 3856.58 4303.55
Georgia 17,36( 32,832
666702.19
Ireland 3,744,865
) 3419.00 3792.00 5231.02
Slovenia 2630( 53100 40,470
Bosnia 14150 1698.00 18430 2396.00
Denmark 1035 207.00 34795 4254.00
Ukraine 69460 8336.00
Armenia 17330 4715.00
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Year

Market 2008 2009 2010 2011
Destination uantit uantity in uantity in uantity in Value in
Q d Value in USD Q d Value in USD Q d Value in USD Q Y
In Stem Stem Stem Stem USD)
Croatia 27940 4425.00
Ireland 84400 7656.00
_ 6957.00 856.80
Kazakistan 40966 5,040
1928.00 163.20
Kyrgyzstan 11340 960
142.00 1573.19
Romania 1050 22,600
Uzbekistan 5520 1027.60
Albania 52440 6974.00
Andora 250140 23963.42
Europe total 103438748.69 120861890.00 149849434.29 166442189.10
936,629,357 1,207,980,978 1,556,497,819 1,715,535,452
Asia, Middle East and Far East
) 31459.69 427.00 8081.62
China 218300 5475 541,828
Hong Kong 88,10( 12579.92 850 73.71 600 45.00 1288.60
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Year

Market 2008 2009 2010 2011
Destination uantit uantity in uantity in uantity in Value in
Q d Value in USD Q d Value in USD Q d Value in USD Q Y
In Stem Stem Stem Stem USD)
16,398
885299.30 300389.00 307942.74 147473.21
Israel 5,661,509 2036367 1964369 983,155
1168680.78 1513986.94
Japan 7,457,299 21,022,634
Korea,
Democratic
280.40 291.00 464.76
People's Rep
of 3,000 4000 4,950
_ 36605.52 14703.00 9506.00 4390.80
Bahrain 271,830 125760 75560 36,560
_ 6170.40 4528.00 203.40
India 40080 6601 1,660
54373.96 20988.00
Iran 285,370 129585
5415.70 7153.00 17989.00 41261.59
Jordan 25,76( 54480 152340 323,240
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Year

Market 2008 2009 2010 2011
Destination uantit uantity in uantity in uantity in Value in
Q d Value in USD Q d Value in USD Q d Value in USD Q Y
In Stem Stem Stem Stem USD)
_ 26916.86 37735.58
Kuwait 188,090 324,002
79677.96 113828.00 84760.00 131848.47
Lebanon 455,13] 749749 673781 970,264
43213.71 163621.00 135166.59 99952.85
Oman 285,740 1195880 1015100 708,550
46557.68 54986.00 41355.62 46577.39
Qatar 324,450 466163 308840 397,360
. 10632.49 1961.70 37182.78
Singapore 77,648 15090 311,860
9904.36 28348.00 83463.70 75530.00
Yemen 87,24( 266382 635355 684,950
United Arab
_ 1284613.15 1494708.43
Emirates 8,684,226 11,634,262
) ) 743321.13 1008501.00 1723126.8] 2582934.86
Saudi Arabia 5,608,385 8008671 13869228 20,051,338
Australia 636485 113452.00 61890 8044.17 47513.10
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Year

Market 2008 2009 2010 2011
Destination uantit uantity in uantity in uantity in Value in
Q d Value in USD Q d Value in USD Q d Value in USD Q Y
In Stem Stem Stem Stem USD)
354,964
. 660.00 408.20
Indonesia 8293 3,140
Japan 14073409 1824912.00 18557584 1606212.09
Kuwait 5300 644.00 84070 9248.00
. 355.00 2296.00 6264.67
Malaysia 23609 52773 277,619
New Zealand 90 7.00
o 579.00 142.63 124.25
Philippines 3000 10500 8,500
. 139.00 1739.38
Sirilanka 9995 14,870
Taiwan 1000 47.00
1504.00 26418.00 79.20
Turkey 4640 71030 660
Turks and
346.00
Caicos 2880
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Year
Market 2008 2009 2010 2011
Destination uantit uantity in uantity in uantity in Value in
Q d Value in USD Q d Value in USD Q d Value in USD Q Y
In Stem Stem Stem Stem USD)
Islands
UAE 8437063 1151773.00 10979364 1440374.66
Syrian Arab
. 4834.00 22012.79
Republic 44340 191,000
411.00 849.19
Thailand 28550 60,722
Viet Nam 9000 392.00
) 36.00
Pakistan 360
Asia, Middle
east and Far 4445703.02 4807380.71 5508563.70 6302648.06
East Total 29762164 36246246 48618845 58924846
North America
780499.64 583731.00 791244.13 699429.65
Canada 9,069,500 6279199 8714329 8,614,490
_ 3567282.53 2442570.00 1615643.71 743186.38
United States 47,699,447 29703752 17811370 9,206,195
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Year

Market 2008 2009 2010 2011
Destination uantit uantity in uantity in uantity in Value in
Q d Value in USD Q d Value in USD Q d Value in USD Q Y
In Stem Stem Stem Stem USD)
4347782.17 3026301.00 2406887.84 1442616.03
NA Total 56,768,947 35,982,951 26,525,699 17,820,685
South & Central America
) 83046.04 15556.00 1823.00
Costa Rica 555,494 87240 13700
Brazil 4,790 1058.00
Suriname 8,56( 1632.81
Guatemala 1800 113.00
17790.00 176424.01

El Salvador 197670 1,594,410
Suriname 2427 38.00

_ 259.48
Nicaragua 1,996

85736.84 15669.00 19651.00 176683.49
S&C Total 568,844 89,040 213,797 1,596,406.00

Africa
Kenya 256337.31 303060 28829.00 441247 53673.12 30925.37
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Year

Market 2008 2009 2010 2011
Destination uantit uantity in uantity in uantity in Value in
Q d Value in USD Q d Value in USD Q d Value in USD Q Y
In Stem Stem Stem Stem USD)
2,124,644 451,652
Seychelles 14,30 1271.79
2677.49 7902.00 2621.14
Sierra Leone 3330 87800 36,405
61748.61 212797.00 147013.82 692474.36
South Africa 447,862 1616769 1677540 7,320,168
1845.10 5765.59
Zimbabwe 2200( 52,227
Angola 11520 2560.00
937.81 3840.00 3553.00 6300.81
Cote d'lvoire 10,000 32000 33050 56,760
. _ 16546.66 24011.00 20704.79 18350.54
Djibouti 37,628 48892 43646 37,185
22985.16 26340.00 8522.00 5764.20
Egypt 149420 202398 72410 51,610
o 1401.07 40005.99 51236.58
Nigeria 9,330 136035 187,605
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Year

Market 2008 2009 2010 2011
Destination uantit uantity in uantity in uantity in Value in
Q d Value in USD Q d Value in USD Q d Value in USD Q Y
In Stem Stem Stem Stem USD)
1760.36 3215.00 410.00 5074.12
Senegal 9,20 16170 2050 17,905
806.08 9979.00 17742.71 21144.25
Sudan 4,40( 86720 165959 188,218
2000.00 9052.00 26643.57 25823.82
Uganda 20,00( 614480 1714560 1,812,000
United
Republic of 6354.34 675.67 7934.76
Tanzania 4086( 30600 180,768
. 8288.00 20718.00 7614.65
Swaziland 97080 306960 120,100
1481.00 1270.00 7843.59
Gabon 6000 5410 50,300
4951.00 7207.40 6444.90
Ghana 41255 60120 53,410
. 3548.00 1691.00 752.00
Guinea 20960 9860 7,460
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Year

Market 2008 2009 2010 2011
Destination uantit uantity in uantity in uantity in Value in
Q d Value in USD Q d Value in USD Q d Value in USD Q Y
In Stem Stem Stem Stem USD)
Guinea
2496.00
Beasaw 19200
. 7012.00 6375.00 14035.20
Libia 54100 48290 116,960
Mouricius 4160 499.00
Niger 2200 330.00 12600 1382.00
o 1401.07 8958.00 40005.99 51236.58
Nigeria 9,330 60298 136035 187,605
6575.00 110.00 5800.32
Angola 31600 1500 27,280
352.63 143.24
Morocco 23874 10,050
Equatorial
156.00 617.60
Guinea 1200 6,220
Burundi 2000 200.00
302.00 3510.20
Cameroon 3015 25,490
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Year

Market 2008 2009 2010 2011
Destination uantit uantity in uantity in uantity in Value in
Q d Value in USD Q d Value in USD Q d Value in USD Q Y
In Stem Stem Stem Stem USD)
Chad 540 81.00
64.00 65.41
Congo 640 600
342.19
Togo 2,400
. 380632.85 362201.00 406761.69 971821.42
Africa Total 2,943,794 3,257,342 5,016,941 11,000,378
Unspecified 1626558.29 12038641.48 8715278.48
Grand Total 112698603.58 130700000.00 170229939.99 184051236.58
1,026,673,106 1,283,556,557 1,636,873,101 1,804,877,767

Source: Ethiopia Horticulture Devel opment Agency, 2012
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Appendix 5: Flower and other horticultural projects licensed by EIA at different phases of operation\eer the years, 1992 - 2011

Implementation Operation Pre-Implementation Total
No. | Capit | Perma| Temp | No. | Capit | Perma femp No. | Capita | Perma| Temp | No. | Capit | Perma
Year | of | alin nent | orary of alin nent ;ig of lin nent | orary of alin nent | Temp.
Pro | '000" | Emplo | Emplo | Proj | '000' | Emplo Proj | '000" | Emplo | Emplo | Proj | '000" | Emplo | Emp.
ject | Birr | yment | yment | ect | Birr | yment OB:]Te ect | Birr | yment | yment| ect | Birr | yment
1992 1 4,329 326 0 1| 4,329 326 0
1993 1 5,594 20 350 1| 5,594 20 350
1994 1 4,845 96 600 1| 4,845 96 600
1995 1 1,439 20 43 1| 1,707 29 0 2| 3,147 49 43
40,78
1996 1| 2,914 29 0 3| 37,866 457 0 4 0 486 0
84,03
1997 3 84,039 177 220 3 9 177 220
20,73
1998 1 20,733 230 0 1 3 230 0
13,28
1999 1 13,280 26 378 1 0 26 378

108




Implementation Operation Pre-Implementation Total
No. | Capit | Perma| Temp | No. | Capit | Perma Temp No. | Capita | Perma| Temp | No. | Capit | Perma
Year | of | alin nent | orary of alin nent :;Zl of lin nent | orary of al in nent | Temp.
Pro | '000" | Emplo | Emplo | Proj | '000' | Emplo Proj | '000" | Emplo | Emplo | Proj | '000" | Emplo | Emp.
ject | Birr | yment | yment | ect | Birr | yment o;:lrtne ect Birr yment | yment | ect | Birr | yment
2000 1 1,446 16 100 1| 1,446 16 100
340,70 388,5
2001 5 3| 1,086, 1,768 3| 47,840 425 25 8 43| 1,511 1,793
123,74 136,2
2002 3 4 212 969 1| 12,500 31 10 4 44 243 979
241,0 472,99 211,14 925,1
2003 3 04| 1,382 695 13 7] 2,059| 1,316 5 1 488 850 21 42| 3,929 2,861
130,5 978,70 162,72 1,271,
2004 5 40 466 310 26 8| 4,035/ 6,809 7 2| 1,145 650 38 970| 5,646| 7,769
561,6 507,62 406,65 1,475,
2005 14 24| 1,672 4,257 20 8| 1,516| 5,761| 12 3 677| 1,730| 46 905| 3,865| 11,748
118,9 808,47 1,652, 2,580,
2006 5 00 205 845 6 3| 1,220 870| 24 870| 5,421| 11,353 35 243| 6,846| 13,068
78,38 131,66 1,135, 107,44 1,345, 108,65
2007 5 5 510 690 5 8 863 520 29 611| 83,999 3 39 664 | 85,372 3
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Implementation Operation Pre-Implementation Total
No. | Capit | Perma| Temp | No. | Capit | Perma Temp No. | Capita | Perma| Temp | No. | Capit | Perma
Year | of | alin nent | orary of alin nent :;Zl of lin nent | orary of al in nent | Temp.
Pro | '000" | Emplo | Emplo | Proj | '000' | Emplo Proj | '000" | Emplo | Emplo | Proj | '000" | Emplo | Emp.
ject | Birr | yment | yment | ect | Birr | yment o;:lrtne ect Birr yment | yment | ect | Birr | yment
641,1 863,36 6,454, 7,958,
2008 5 25| 5,650| 10,700 9 1| 10,710| 6,560| 65 036| 18,027| 59,752 79 522| 34,387| 77,012
191,0 107,20 265,06 563,2
2009 5 00 122 960 7 0 430 200 18 8 888| 3,365 30 68| 1,440 4,525
962,0 172,00 1,141,
2010 6 68| 1,270, 3,407 1| 7,000 180 40| 25 7| 3,016| 2,557 32 075| 4,466 6,004
30,00 79,76
2011 1 0 30 70 3| 49,765 180 560 4 5 210 630
Grand 2,957, 4,455, 10,631 | 115,02 | 188,39 18,04 | 149,34 | 236,73
Total 50 560 | 11,336 | 21,934 | 103 010 | 22,976 | 26,404 | 198 ,964 9 5| 351| 4534 1 3

Source: Ethiopia Investment Authority, 2012
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Appendix 6: Questionnaire for employees’ interviewfrom local community of flower

farm location
Introduction:

This is a research study examining policy meastaie=n by the government of Ethiopia and
its impact on the employment creation for the rymabple through flower companies and
how it affects the living condition of local peoplell the opinion of the respondent given

during this interview will remain confidential aray no means shall be passed to other

parties without consultation of the individual respgent.

Instruction: The interviewer shall go through each questions sequentially one after the other
as indicated in the questionnaire and the respondent will give his’her opinion accordingly.
Unless some hint is given following to the specific question none from the list will be skipped

and all the questions will be administered accordingly.

Dates should be put in Gregorian calendar.

A. Respondent’s Identification Data

Date of the interview Name of tierimewer

Respondent number/Code

Name of the respondent

Name of the company employing the respondent
Zone Woreda elkKeb

Sex:
1. M 2. F
Marital Status
1. Married 2. Single 3. Divorced 4. Widow
Age:
1. Below 15 years 3. 26— 35 years 5. 46 and above
2. 15-25years 4. 36 — 45 years
Family size
1. 14 2. 5-9 3. 9 and above
Status in the household
1. Head of the house hold 3. Breadwinner
2. Child
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B. Employment, Education, consumption & expenditurigoa
1. Are you member of this community
a. Yes member b.Not member
2. How long have you been working for the company?
a. Less than 3 months c. 1lyear
b. 3 -6 moOnths d. Above 1 year
3. What do you do before you employed by the company?
a. Farming on own land d. Working for other
agencies(government or

b. Farming on rented land .
private)

c. Daily labour .
e. Other(please specify)

4. Have you been working with any other company oraaization other than this where

you sourced your livelihood?

a. Yes b. No

5. If 4is yes which organization/s?

a. Government d. Other (please specify)

b. Private company

c. Cooperative/Self Help Group

6. For how long are you working in a day?(please putdurs)

a. Less than 8hours c. More than 8 hours(please

specify)

b. 8 hours

7. What is your term of employment with the company?
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a. Daily labour/Daily wage

b. Temporary contract
i. Less than a month iii. 6 months and above
ii. 1-3months

c. If Seasonal, which months/time of the year?

8. Do you feel you have job security?
a. Yes b. No

9. If not why?

10.”Generally, there is a belief that setting up ofck companies in the rural areas have

played a great role in creating jobs for the lggabple”. How do you feel with this

statement?
a. Strongly agree d. Strongly disagree
b. Agree e. Not sure
c. Disagree

11.What is your education status?

a. Literate b. llliterate
12.1f literate, what is your level of education?

a. Adult or informal education c. 2" cycle complete

b. 1%cycle complete d. Other(please specify)
C. Earning & Utilization

1. How much do you get on average?

2. What other benefit packages do you receive fronttimepany?

'® please refer guestion number 7 for terms of contract and put the figure here accordingly.
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a. Provident fund

b. Medical/health insurance
c. Education

d. Paid leave

e. Unpaid leave

f. Others(please specify)

. What will you be eligible as a compensation feeamptermination or leaving of the

company?
a. Severance pay

b. Other(please specify)

. Do you have any other source of income?

a.yYes

b. No

. If yes, what is/are this/these source/s?

a. Farming on own or rented land

b. Daily labour

c. Working for other company(private or government)

d. Other(please specify)

. If number 4 is yes, how much of your spending isnested to be covered by your

earning from the employing flower company? (Proiporin %)

. Generally, do you feel the amount you gain is reabty proportional to the amount of
your work you do with the company?

a. Yes b. No
. How do you utilize your income from the employmueiith the company?

a. Home consumption b.Saving
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c. Other(please specify)
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9. How do you proportionate utilization of your incorinem the employment of this company?

Expenditure item % shar

11%

Food

Clothing

Education

Health

Save

Other leisure activities/entertainment

» Others(please specify)

Thank you very much for your time to partake in the study!
Appendix 7: Questionnaire for technical staffs andnanagement in the office
Dear Sir/Madam,

Currently, I am undertaking a research study exsmgirpolicy measures taken by the
government of Ethiopia and its impact on employmemation with particular reference to
floriculture industry and how it affects the livirgpndition of local people. In this regard, | am
kindly requesting your unreserved cooperation Houp this questionnaire and return to me at
your earliest. All your opinion filled up here wilkmain confidential and by no means shall be

passed to others and will be used only for the gaegf this study.
With kindest regards,

Ermias Tamiru

Name:
P.O.Box : Tel: Office/Residenc Mobile
Name of the company you work for
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. How long have you been working in this company?

a. Lessthan 1 year c. Above three years

b. 1- 2 years

. Where have you been working before you employethisycompany?

a. Other agency( government or private)

b. Other(Please specify)

. What is your level of education

a. Above bachelor degree c. Diploma in related fields
b. Bachelor degree d. Certificate level

e. Other( please specify)

. Do you receive any technical capacity buildingrnag/s by this company related to your

work to improve your way of delivering roles/respdnilities?
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a. Yes
b. No
5. What is your term of employment in this company?
a. Daily wage
b. Seasonal/Temporary contract
c. Permanent employment
6. What do you earn based on your contrdofffint: per week or per month or per term, etc

depending on your term of contract)
7. What other benefit packages do you get from thisgamny as an employee?
a. Health insurance/medical benefit
b. Educational support (could be in terms of payingiryechool/study fee or
allowing you paid or unpaid leave for your schogliforeign study, etc.)
c. Provident fund
d. Different types of leaves

e. Others(please specify)

8. How long do you work per day?
a. Lessthan 8 hours
b. 8 hours
c. More than 8 hours(please specify)

9. Generally, how do you feel with the total hours ywark for this company and the
remuneration you received?
a. Below satisfactory
b. Satisfactory
c. Good
d. Very attractive
10.How do you will with the working environment in tloempany particularly at the field

and office level? Please elaborate in terms of ighyenvironment and job security.

Thank you in advance for taking part in the studg kindly mail filled questionnaire to me

via the address below.

" Please refer question number 5.
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Ermias Tamiru

Email: etamiru@gmail.com

Tel.: +251 911 181851
P.o.box 20411 Code 1000

Addis Ababa Ethiopia



