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Abstract

This paper examines the discovery process of antemed extraordinarily successful, non-
traditional, export activity in developing countrynamely the flower industry in Ethiopia. To be
able to break into non-traditional exports, devaigpcountries do not need to invent new
products, but mainly producing at lower cost gotitlst are already established in the world
markets. This necessitates tapping into the glgmal of knowledge and diffusion of the
imported technology in the course of experimentatikhis is an ongoing learning process which
involves continuous interaction among differentoest institutions and networks. The paper
adopts a functional innovation systems framework itatching-up country context, to map the
dynamics of the interactions among various actorsthe discovery process and how
success was achieved. It provides detailed infoomabn sector development based on a
recently conducted census of all flower farms ihi@tia and follow-up interviews with industry
leaders and policy makers. The study highlights dtrategic collaboration required between
government and the private sector in the promotiba non-traditional export in a developing
country. It should enrich our understanding of depment strategies in the context of an
increasingly globalized world.
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1. Introduction

The process of development requires a shift froodpecing simple goods based on traditional
activities to complex goods applying new technatsgand methods, often referred to as
structural transformation(Rodrik, 2007). The importance of exporting in tdevelopment
process has been widely documented. Exports aremdi@ source of foreign exchange,
economies of scale and specialization, and teclggatodeveloping countries (Lall, 2000). Also,
producing for the global market provides opportiesitfor further learning. Hausmann, Hwang,
and Rodrik (2005) find a strong and positive relaship between a country’s level of income
and the income implied by its exports. They shoat ttountries with more advanced export
packages are likely to grow more rapidly.

In an increasingly globalized world, export successnore important than ever for the
economic performance of developing countries anderdification into high-value, non-
traditional exports, therefore, is a major objeetiof many of these countries. However,
successful emergence of new export activities abdexjuent structural transformation, are not a
natural or automatic process. They are challengind require various impediments to be
overcome, and often positive inducements from gavent.

Sub-Saharan Africa (SSA, hereafter) is the devalppivorld region that has the highest
dependence on exports of traditional primary pregluUNCTAD, 2008). Although,
diversification into non-traditional high value exps is advocated as an alternative export
promotion strategy the performance of the sub-ocenti has been generally unsatisfactory.
UNECA and AU (2007) point out that since the edr®80s Africa’s diversification record has
been volatile, and gains fragile and short-livedwdver, in recent years, a few SSA countries
(e.g. Kenya, South Africa, Uganda, Cote d’lvoirghigpia, Ghana, and Zambia) have made
some progress in diversifying into non-traditiohakticultural products for export (UNCTAD,
2008).

The Ethiopian flower industry represents an exttaarily fast and successful
diversification into a non-traditional export praduThe floriculture industry began to emerge in
the late 1990s and in less than a decade, andtel@spate entry into the flower export industry,
Ethiopia became thé"Jargest non-EU exporter to the EU cut-flower marked the ¥ largest

(after Kenya) flower exporter from Africa in 200Riungu, Catherine in her article entitled



“Ethiopia’s flower sector outgrows Kenya” in a léagl Kenyan newspaper, Nation Media, in
September, 11, 2007 describes this spectaculasrpsahce thus:

Ethiopia is now Africa’s second largest flower entpo after Kenya, with its export

earnings growing by 500% over the past year. This keft Kenya stunned, given that

five years ago, the Horn of Africa country was dplass than $20 million of exports

compared with the East African giant's $300 millidh is estimated that, this year,

Ethiopia will close its books at $120 million, $iity less than half of Kenya’s earnings.

‘It has taken Ethiopia five years to achieve hdlfndhat we have in three decades,’ ...

Going by this rate, Kenya could be overtaken bydpih in a decade, he added.

The export promotion strategy adopted by the ine@mhlgovernment in 1998, provides an
extended list of sectors and activities to be jgread for support, but makes no mention of the
flower industry. Government was unaware of the mapportunity offered by this industry and
provided no specific support until the end of 200Re industry emerged based on private,
entrepreneurial experimentation. So what triggehedemergence of the sector and how did it
evolve? What have been the relative roles of theestind the private sector in the process of
discovery of the flower industry? What lessons banearnt from this astonishing success for
the promotion of non-traditional export§fe objective of this study is to address theseadher
related issues in the course of examining the &liscy’ process of the Ethiopian flower industry.
Understanding of this process should enrich ouretstdnding of development strategies for
promoting non-traditional activities. This studypéoits two main data sources, a census survey
conducted in early 2008 and follow-up interviewshaindustry leaders and policy makérs.

The study is organized as follows. Section 2 exgd@ new analytical framework to explain
the successful emergence of non-traditional expiartdeveloping countries. Section 3 gives
some background on policy and the flower indus8gction 4 maps the evolution of the
Ethiopian flower industry using the framework dexgd in Section 2. Section 5 summarizes the

main findings.

! The survey was a collaborative project betweenHttgopian Development Research Institute (EDRKI &me
Japanese National Graduate Institute for Policdi®t(GRIPS). Information was obtained from 64 aiué7 flower
farms (almost 96%) operational in January 2008. Oh¢he authors of this paper coordinated the suraed
conducted face to face follow-up interviews.



2. How do new export activities emerge successfully developing countries? An analytical

framework

Interest in industrial policy and in particular tire right balance between the role of the market
and the role of the state has increased in receatsy Rodrik, (2004, 2007), Hausmann and
Rodrik (2003, 2006); Hausman and Kilinger (2006jausman, Hwang, and Rodrik (2005)
among others, all provide insights on industridigyoand the promotion of new export activities
in developing countries within an increasingly migional context. Despite the widely held
view (commonly referred as ‘resource curse’) thaeification into primary commodities and
natural resources can be detrimental to on cowhtgewth prospects, this literature defines
industrial policy as stimulating specific econonaittivities and promoting structural change in
both industry and also non-traditional agricultarel service sectors (Rodrik, 2007).

This emerging literature perceives successful ptan of new export activity as process of
‘self-discovery’ and ‘ongoing learning’. HausmanmdaRodrik (2003) define ‘self-discovery’ as
the process of establishing the cost structurenada@nomy for the production of goods, already
available in the world market. They argue that fileetor endowment model which predicts a
broad structure of comparative advantage (e.g.rladtensive, natural resource based products,
etc.) is too broad a classification to be helpfislhundreds or even thousands of products may be
included in its categories. To be successful, ppdineed to focus on specific activities. This has
at least two important implications for the promatiof new activities, both of which justify
government interventions.

First, producing a new product involves highly @pe and customized inputs — which may
be both private and public. Firms that venture meav products will face difficulties in securing
the requisite inputs (Hausmann and Klinger, 2066). some, there may not be markets which
can create serious coordination problems (HausraadrRodrik, 2006). Second, the profitability
and success of a new activity cannot be known eéttainty ex ante. There is a large element of
uncertainty in terms of what a country will be gaatdproducing, and much randomness in the
process of discovering this. The discovery proaesgiires entrepreneurial experimentation.
However, entrepreneurial experimentation in newvdids is costly and rife with market failures
(e.g., information externalities and coordinati@ilures). Private businesses are less willing to

take risks; hence, coordination and provision otgeéyy governments are required to stimulate



the discovery process (Hausmann and Rodrik, 20065 process of identification of more
competitive activities should lead to structurahsformations; however, the roadmap is unclear.

Despite providing some very useful insights, titerture offers little guidance about how to
identify the key policy problems and does not psman explicit framework for understanding
the process of emergence of new activities. Thigaisly due to its reliance on the concept of
‘market failure’ to justify government interventisnCimoli, Dosi, Nelson, and Stiglitz (2006)
argue that'... the 'market failure’ language tends to be qurtesleading in that, in order to
evaluate the necessity and efficacy of any poiidgkes as a yardstick those conditions under
which standard normative (“welfare”) theorem holds. In a profound sense, when judged with
standard canons, the whole world can be seen agya market failure!"According to Metcalfe,
(1994) market failures provide a general ratiorfalepolicy intervention but do not provide
specific guidance to policy makers. In fact, thegate problems for policy makers because each
case of market failure requires new policy. Maradiures also increase the real cost of policy
making given their ubiquitous nature.

To be able to break into non-traditional exporteseloping countries does not necessarily
need to invent new products, but mainly producingds that are already established in the
world market at lower cost. This necessitates tappnto global pool of knowledge and
diffusion of the imported knowledge in the courgeepperimentation. According to Jacobsson
and Bergek (2006) the innovation and diffusion psscis an ongoing process of learning, which
emphasizes the importance of continuous intera@mong different actors. It is influenced by
the actors and market related characteristics, aso by the nature of the institutions and
networks. Thus, both market ‘failure’ and institutal and network ‘failures’ or weaknesses can
cause the entire system to fail to develop newvidies. Industrial development and the
associated public policy, therefore, should be apgned from a ‘systemic view’. Structural
transformation, in this context, can be conside®dystem creation or system transition.

Similarly, understanding the factors behind thecsssful emergence of new activities
requires a systemic— ‘innovation system’ (IS) appio A system is defined by Freeman
(1987:1) as “the network of institutions in the paland private sectors whose activities and
interactions initiate, import, modify and diffusew technologies”. The focus of the IS approach
is on the diffusion of new technology. It enablbe tdentification of the relevant actors (firms

and other organizations, networks, and institufdhat may block or induce the evolution of



new productive activities. Identifying the IS sttwi@ and components is not enough, however.
How these actors function through interacting igadly important. In fact, the focus should be
on ‘what is actually happening’ as a result of iatgion (i.e. the functions) in the IS rather than
the existence of institutions and stakeholdersofdsson, 2005). Just as structural transformation
requires changes within the wider web of stakehslddoth vertical and horizontal—to
transform activities from low-value added to higkatue, the systemic approach may provide an
appropriate framework to understand the transppiatess.

Several studies (Galli and Teubal, 1997; Bergek22@&dquist, 2004; Jacobson and Bergek,
2006; Hekkert, Suurs, Negro, Kuhlmann, and Smi@)72 propose lists of key activities or
system functions based on empirical case studiemefging technology in developed countries.
The common features of these studies are exammegdanpiled in Begek, Jacobsson, Carlsson,
Lindmark and Rickne (2008). Their study identifissven functions crucial for the system
building process for emerging technology: (1) kneage development and diffusion; (2)
entrepreneurial experimentation; (3) influence ld tirection of search; (4) market formation;
(5) legitimation; (6) resource mobilization; and ¢evelopment of positive externalities. These
are known as ‘functions of innovations systemsjust ‘functions’. Bergek et al. (2008) argue
that for IS to evolve and perform well requiressiaseven functional requirements to be fulfilled.
They propose that these ‘functions’ can be usednaanalytical framework to understand the
dynamics of emerging new activities and as a pdboy to identify impediments in the system
to the diffusion of new technology.

This methodology was introduced for emerging tetdbgies, mainly environmental, in
developed countries. The emerging technology shamme commonality with emerging
activities in developing countries as stakeholdace similar degrees of uncertainty and require
incentives for certain activities/technology tofdge. Hence, the functions identified within the
framework, with some modifications, can be apphaémb to understanding the emergence of new
activities in developing countries.

To analyze the emergence of the Ethiopian flowelustry systematically, we use the
‘functional IS framework. There have been somengpts to apply this framework by Jacobsson
and Bergek (2006) to analyze industry cases irhagageup countries such as, Brazil (steel and
airplanes), Korea (machinery), and Chile (salmommiag). We build on this work to

conceptualize the seven key processes (functiond)sat the framework in the context of



developing countries. In so doing, we complemest ‘thnctional’ framework by drawing on
other literatures, including the emerging work ndustrial policy. Also, most of the components
of the functions framework (e.g. experimentationpwledge diffusion, resource mobilization,
legitimacy and guiding the search) are identifiedHausmann and Rodrik (2003, 2006), but less
systematically. Our adapted version of functioneigplained below. The main questions we

would like to address in each function are sumnedrin Table 1.

[Insert TABLE 1]

2.1Entrepreneurial experimentation

In a market economy, entrepreneurs occupy a cepipaltion in any economic activity.
Entrepreneurs identify market niches and bear i$les,r and transform the potential of new
knowledge, networks and markets into the concreterss of creating new products and/or
processes through new combinations (Hekkert, et2807). An emerging IS evolves under
considerable uncertainty in terms of technologsgplications and markets. The entrepreneurs,
who are the risk takers, create dynamic regeneratigdhe system into new forms through their
search processes. Entrepreneurial experimentdtierefore, is crucial for a vibrant IS (Bergek,
et al., 2008).

Entrepreneurial experimentation in catching-up ecoies, however, tends not to involve the
emergence of a new product or process, but disgotleat a certain good, already well
established in the world market, can be producededtically at lower cost, described ‘asst
discovery’ (Hausmann and Rodrik, 2003). Entrepreneurial empeitation involves a range of
exercises from selecting and importing appropritgehnology; adapting it to the local
environment; producing the right quality; and mairkg the new product(s). Success in learning
is uncertain because (i) of the large element afetainty and randomness as to what the
country might be able to produce well and at los@st (Hausmann and Rodrik, 2006), and (ii)
catching-up country entrepreneurs enter into thermational IS with lower technological
capabilities and various resource impediments.aiibusinesses are less willing to take risks in

developing countries. Provision of rents (e.g. tigio subsidies or complementary services or
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products) by governments, therefore, plays a crucike in stimulating the cost discovery

process.

2.2 Market formation

Markets for emerging technologies and products nmyexist or may be greatly underdeveloped.
Hence, market formation for new product involvesioids phases such as nurturing, bridging
and maturity. In a catching-up economy, market ftran basically means linking to existing
and established international markets (JacobssdrBargek, 2006). Although well-established
international markets exist for most export produetccess is a big challenge for developing
country firms. First, the required quality for tldeveloped world markets is usually high.
Producers from developing countries may find ificlifit to meet quality requirements due to
their (i) ‘latecomer’ firm characteristics (i.e.ctenologically backward) and (ii) the fact that the
new products for export have not been availabl¢hen domestic market. This implies a gap
between the existing and required knowledge andlghipes for supplying the export market for
non-traditional products (Humphrey and Schmitz,£0C0essing and Lall, 1992).

Second, many developing country exporters facdf tand non-tariff trade barriers in
entering the international market. Despite recemves by developed countries to grant
preferential access to exports from poor counttles,increasingly high standards and power of
global buyers in the value chain create major ehgls for developing countries (Humphrey,
2006). These developments have major policy imptoa for the sustainability of new export
activities and require adoption of national staddarcoordinated transport and logistics related

activities, etc

2.3Knowledge development and diffusion

According to Hekkert et al. (2007), knowledge depehent is a fundamental resource in the
modern economy, and is at the heart of IS and [@earequisite for new activities. The
characteristics of knowledge development in thetexitnof catching-up, however, is not
development of new knowledge but rather knowleagacdcess, transfer and master established

technology in the developed world. Developing coyrtrms need to invest in technological

2 A detail discussion on change in the governandbefjlobal value chain and the impact on develppiuntries
can be found in World Bank (2005), Maertens andnB@em (2006) and Altenburg (2006).
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efforts while at the same time taking risks becdasscquire, master, adapt and improve existing
technologies involves significant uncertainties.

Technological learning does not take place in tsmha It involves a range of actors and
networks (formal as well as informal). The most artpnt interactions are those involving
suppliers of inputs or capital goods, competitocastomers, consultants and technology
suppliers. Linkages can also occur with firms irreleted industries, technology institutes,
extension services and universities, industry aggons and training institutions (Lall , 2005).
Technology diffusion is critical to the overall cgmics of the IS in new activities. There are
different mechanisms through which diffusion také&sce such as, training (formal/informal and
in-house/external), mobility of skilled labor, amtustering. Technology diffusion, however,
implies major externalities. For example, labor rhth one of the major mechanism through
which new technologies and productive capabilitdisseminate among firms, involves

externalities (Hausmann and Rodrik, 2006).

2.4 Guiding the direction of search
The emergence of a new activity may be ‘inducedgbyernment or be the result of a private
initiative (i.e. ‘unplanned’). The factors triggeg a new activity could be a combination of
different developments, for example, regulatioises in current business, technical bottlenecks,
country endowments, sector development in competinotries. However, the development of
an IS requires a range of firms and other orgamizatchoosing to enter it (Bergek, et al., 2008).
New activities are rife with uncertainties and alsquire complementary inputs. Uncertainty
and lack of the necessary inputs/services is matieat in a developing country context, which
may discourage private businesses from investimye@ments in developing countries should
persuade potential investors, both local and forely boosting the expectations and beliefs
about the growth potential of a new activity, amgingdnstrating improvements in governance and
institutional reforms. Government promotion alonégim not be sufficient to generate the
momentum for change in a specific direction. Themast also be provision of adequate
incentives to share the cost of discovery throwgiidr/product prices (e.g. taxes or input prices).
Influencing the direction of search should not brited to governments, but should be an

interactive and cumulative process involving selvestakeholders (Hekkert et al. 2007).
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Influencing the direction of search is closely tethto resource mobilization (function 5) and

legitimation (function 6).

2.5Resource mobilization

Mobilization of a range of resources, such as humapital in the specific field, finance,
complementary products and services, infrastructaneeeded for a new activity (IS) to develop
(Jacobsson and Bergek, 2006). Mobilizing these uress for a new activity is not
straightforward because the complementary inputsextpertise required for the new IS not be
available in the domestic market. Fund raising migh difficult given the higher uncertainty
associated with any new activity. Hence, resourobilization requires the full commitment and

support of government.

2.6 Legitimation

According to Bergek et al., (2008) legitimacy isnatter of social acceptance and compliance
with the relevant institutions. This means the rntewhnology and its proponents need to be
considered appropriate and desirable by relevatdrgcin order for the resources to be
mobilized, for demand to emerge, and for the adtothe new IS to acquire political strength.
Legitimacy is not given; it is formed through coiwgs action which may involve considerable
time and effort. Jacobsson and Bergek (2006) attgate’The formation of ‘advocacy coalition’
sharing a certain vision and the objective of shigpnstitutional setup forms a key feature of the
process of structural change influencing this fiorct (i.e. legitimacy) The process of
legitimacy also is often associated with instito@ib alignment. The relevant institutions to
support the new activities may not exist initiabynd may require the development of an
appropriate institutional framework over time (Bekget al., 2008).

Hausmann and Rodrik (2006), pointed out that lewgitly is the principal motivation for
public-private partnerships in the promotion of awnactivity. The relationship between
government and lobby groups potentially is an d&oglsource of information, but could also
facilitate rent-seeking. Hausmann and Rodrik sugglesee principles for ashared vision
involving government and lobby group. (@penarchitecture whenever possible government
should not predetermine which sectors or activiliewill engage with. (2)Self-organization

forcing groups to organize according to some perdahed criteria, e.g. by sector classification,
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may create groups with few common neg@3.Transparencymaking private sector requests
public knowledge, and committing to performing ipdadent evaluation of such requests in the

interests of public benefit.

2.7Development of positive externalities

Bergek et al. (2008) argue that the generationogitive external economies is a key process in
the formation and growth of emerging IS. They ps®ohree reasons why the entry of new
firms into the emerging IS might be crucial for ttkevelopment of positive externalities. First,

new entrants may resolve the initial uncertainiéh respect to technology and markets thereby
strengthening the functions ‘influencing the direstof search’ and ‘market formation’. Second,

their entry could legitimate the new IS and stréegtthe political power of advocacy coalitions.

Third, the greater the number and variety of thracin the system, the greater will be the
chances of new combinations emerging. The developroé positive externalities is not

independent but works through the strengtheningebther six functions.
3. Policy, economic performance and industry backgroud in Ethiopia

3.1. Overview of industrial policy and economic pdormance
Following the change of government in 1991, Ethaopiopted a structural adjustment program
and began to implement extensive reforms to tranmsfine previous command economy to a
market oriented one. In the mid-1990s governmenbanced its development vision, known as
Agricultural Development Led Industrialization (ADQLhereafter)® In 1998, it adopted an
Export Promotion Strategy. This listed priority s#s—such as manufacturing and agro
industries, which would receive preferential treattn The flower industry was NOT included in
the list of priority sectors.

A comprehensive Industrial Development StrategyS(IChereafter) was formulated in
2002/03. A key element of the IDS is the linkagéwsen industry and agriculture, which is
based on the broader ADLI. Another core elementhef IDS is that sustainable and rapid

3 ADLI is a development strategy based on a philbgaphere agriculture development plays a leading i the
industrialization process by providing the condisdor full-fledged industrialization through thepply of inputs to
the industry sector, generating foreign exchangeanfporting industrial inputs, and creating mark&is industry
outputs.
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industrial development can only be ensured if thet@w is competitive in the international
market. Hence, export oriented sectors should leadistrial development and be given
preferential treatment. Third, the IDS recogniz&s iole of the private sector as a driver of the
industrialization process. Fourth, the strategyestahe importance of government intervention
not only as facilitator but also as a leader (iie.providing direct support, coordinating and
guiding the private sector). It cites two importanechanisms by which government could
engage and promote the private seatoeating a conducivenvironmentand providing direct
support for selected sectorBhe strategy also lists priority sectors for dirgovernment support
(MoFED, 2006).

Ethiopia is one of the poorest countries in thelevarith per capita income of less than 200
USD (at 2000 constant price); however, its econdrag been on a continuous high growth
trajectory since the drought related contractio@002/03 (see Table 2). Between 2004 and 2008,
GDP grew by an annual average of 11.8 percent.ldiggeterm pattern for the structure of the
economy shows an increasing share of the servidersand a still small (even by sub-Saharan
Africa standards) industry base.

Ethiopia’s export structure has barely changedesithe 1990s, and is based mainly on
agricultural products (e.g., food accounted for eofl percent of total exports in 2007).
However, there has been significant growth in etgp@arnings averaging 24 percent in the
period 2004-2008 (National Bank of Ethiopia — NEB07/08). Ethiopia’s pattern of exports in
the last five years demonstrates that the growtagsed mainly on agricultural products, from
diversification to non-traditional exports and imsdication of traditional goods. According to
the NBE 2007/08 annual report, cut flowers, pulsigs, animals, and oil seeds are among the
high performers with (444%), (101%), (73%) and (2586nual growth respectively The cut
flower industry is a particularly successful divécation for Ethiopia.

[Insert Table 2]
3.2. The Ethiopian flower industry
Ethiopia is endowed with the conditions required dosuccessful flower industry (i.e., flat

land at high altitudes, a cool climate, low codbda proximity to major markets, and an

international airport near to the production aredsthiopia (like Ecuador) is regarded as
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especially suited to the production of high qualiyhybrid roses (Reinders, 2008). In the early
1980s there was brief effort made by the state $aonproduce and export summer flowers to
Europe. The potential and basic know-how relatetlower growing existed but was not well
utilized until quite recently.

Initial attempts to establish a flower industry egesl in the mid 1990s and the sector
flourished in the early 2000s with large-scale ekpb cut-flowers. Figure 1 depicts the number
of new entrants, the cumulative population of firrmsd export value in USD by years for 2000-
2008. In 2003, only five farms were engaged ingheduction and export of flowers. The post-
2003 period is characterized by high entry of firamgl spectacular growth in exports. Annual
average growth in number of firms and exports i@ 2008 is around 380% and 638%

respectively.

[Insert figure 1]

In 2008, there were 81 flower farms employing a0,000 workers (over 70% women).
Ethiopia’s flower exports reached 100 million USBDdathe industry is one of the top four
sources of foreign exchange for the country. Iis kbsin a decade of experience, Ethiopia ranks
second in Africa for flower exports (after Kenya)dafifth in Extra-EU exporters to the EU
market (Table 3).

[Insert Table 3]

4. Mapping the functional patterns of the Ethiopian flower industry

In this section we employ the seven key functiamsighlight the flower industry discovery
process and the factors that have contributed @osticcess of the flower export sector in
Ethiopia. Based on the earlier description of flowelustry, each function is explained in terms

of this specific context.
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4.1. Entrepreneurial experimentation: iterative leaning process

(4.1.1) First movers

Meskel Flowers Plc. was the first private companyehgage in export oriented commercial
flower farming in Ethiopia. The farm in Meki, 160ns south of the capital city, Addis Ababa,
began operations in 1993. A second private farrhjoEtlora, was established (in Zeway, 98
kms south of Addis Ababa) soon after. Both farmes Bthiopian owned and produce summer
flowers (field produced) such as alliums, statiaad carnations for export to EU markets.
Initially, the farms recruited domestic expertiseainly former state owned flower farm
employeesBut Meskel Flower recruited a production managemfiKenya. Both farms received
support from the EU, to employ consultants for aqeefrom Kenya and the UK.

Learning took place gradually, and the first entidheskel Flower) made a move in 1999 to
begin rose productionlt started production using wooden greenhousesitéespeel based
greenhouse technology being mature and availabileeinnternational market. In 1996, the EU
financed a half-hectare summer flower (carnatiampdnstration with Ethio-Flora in Zeway. In
1996, neither of the farms was receiving specifipport from the Ethiopian government. Both
farms were unable to continue to export flowerg,foudifferent reasons. Meskel Flower ceased
production and export following the arrest of itwner in 2001% While Ethio-Flora shifted
production to vegetables orlyDespite their early exit, these farms contributedhe initial
accumulation of flower industry knowledge in Ethm@mnd the feasibility for Golden Rose, a

new entrant, relied on the experience of thesedarm

(4.1.2) The pioneer — Golden Rose

In 1999, Golden Rose Agrofarms Ltd. (Golden Roseedfter) — a foreign owned firm — started
rose production using steel structure greenhodgekms South West of Addis Ababa. Although
the pioneers (Meskel Flower and Ethio-Flora) had the foundations for the flower industry
growing summer flowers, Golden Rose is consideoduktthe pioneer by many followers due to

its introduction of modern technology (e.g. steel&ure greenhouses).

* After his release in 2005 the owner launched ardibwer farm business under the same name bisrom land
leased from Sher-Ethiopia in Zeway.

®> The owner of Ethio Flora, Ato Tsegaye Abebe, sthd new rose farm (a joint venture with a Dutchra) in
2005, under the name Ethio Highlands and in anotbeation. He is founder and currently Chairmantiod
Horticulture Industry Association.
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Golden Rose is a subsidiary of RINA Investmentiratian family business, based in the UK.
Before entering Ethiopia, the mother company waslired in several business activities (e.qg.
textile, property, ostrich farming, and flour mjllsy a number of countries including Uganda,
Kenya, and Rwanda in Africa. Initially, the companinterest to enter Ethiopia was to purchase
privatized state firms. The bid for the state ow&aiht George brewery was not successful and
the company had to look for other business oppdrésn It hired a consultant which produced a
promising feasibility study on rose flower farmsad®d on this the company decided to establish
a rose farm in Ethiopia. However, neither the mott@mpany nor the managing director of
Golden Rose had any experience in flower farmingwHlid Golden Rose overcome the initial
difficulties in acquiring the technology and skdl&abor and penetrating the global market?

Golden Rose relied on imported equipment and kedge to start its flower business. It
entered into a turnkey arrangement with an Isreetfisulting company. The consulting firm
constructed all the farm facilities (including tgesen-houses, irrigation facilities, cold-rooms,
etc.) and planted the roses. It provided a farmaganfor the initial stage. Due to the lack of
domestic human resources, Golden Rose recruitedirtdian expatriates to support the farm
manager put in by the consultant, and began to tw@i Ethiopian workers. The company
(management and workers) experienced a major teamirve® On the farm, only the three
experts knew about rose growing. At first, the camp has almost 50% of its production
rejected for export based on poor quality and katbhng. It continued to provide training to its
workers and middle managers to improve their skliswever, the company was also faced with
high turnover of workers after they acquired thesw skills. This problem became critical with
the entry of new firms in the take-off period. B§@ the company had lost nearly all the staff it
had trained to new firms and was forced continuptsladjust wages in order to retain what
skilled labor remained.

Golden Rose began exporting in 2000 through Dutdti@n. According to the managing
director the price was initially acceptable. Howe\adter a few months (around July 2000) the
auction price declined. Moreover, the firm was sabjo a large hidden (service) charge (around
20- 25% of the price obtained according to the rgana which it did not expect and could not

control. Consequently, the company started to veceiegative returns. According to the

® The information on Golden Rose presented in this i based on an interview with Mr. Ryaz Shaitgifounder
and managing director.
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manager “that was a completely confusing and chgiley moment.” Since then Golden Rose

has searched for direct sales opportunities anddaiveed the auction route.

BOX 1: Pioneer firm, Golden Rose
Golden Rose is not only a pioneer but also ondé@fmost successful and most diversified firms @ |th
sector. It continuously expanded up to 2007/08 dralved rapid growth - employment grew from 115
to about 900, production surface area from 7 hestéw 22.5 hectares, and flower value chains were
expanded through the acquisition of trading license import equipment, chemicals and fertilizers
(2003), establish a carton box factory (2004) astdldish propagation facilities (2006).

(4.1.3) Early imitators and diffusion of knowledge

Following the entry of Golden Rose, four other réamens (Summit Agro industry, Ethio Dreams,
SIET Agro PLC, and Eniy Ethio Rose) entered theugty between 2001 and 2003. Three out of
the four new entrants were domestic owned. Moghefowners of these farms had migrated
from another line of business in an attempt to @ivye and had no prior experience in flower

farming. According to Golden Rose’s manager, untite late comers (i.e. after 2003), these
early followers did not try to steal skilled workefrom the pioneer. Rather, the early followers
had very close and cooperative relationships withidén Rose farm. They learned from its

experience through frequent visits to the farm atdcussions with management. The
cooperation included sharing of equipment (e.gckis), storage facilities (cold storage), and
skilled employees.

The early followers imitated some Golden Rose’sdpotion and marketing methods. Like
Golden Rose, the early followers produced and @ggatoses. All imported equipment for the
construction of physical infrastructure (greenhsyusgigation systems) came mainly from Israel
and the Netherlands. They also relied on internatibreeders through licensed royalties, as the

main sources of new varieties.

(4.1.4) Take-off and flow of foreign investors

The sequence of entry of firms in the Ethiopianwi#o industry shows that domestic
entrepreneurs played a major role in the initiages. With the exception of Golden Rose and
Ethio Dream, the first movers and early imitatoerevdomestic owned firms. Foreign firms (in

the form of joint-venture or full ownership) statteo enter mostly after 2003, a period marked
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by high entry and export growth. The majority (faurt five) of the 2004 new entrants were
foreign owned (two fully foreign owned, two joinentures with 99% and with 50% foreign
shares). Of the 21 farms that started productid20ib, 11 were fully domestic owned and only
4 fully foreign owned. But five out of the six jaimentures have 50% and above share of foreign
ownership. In 2006 and 2007, the entry of foreigmed firms surpassed the entry of domestic
firms, 11 to 4 and 10 to 4 respectively. Moreovle, seven joint ventures registered in 2006 had
75% and above foreign share.

A significant number of the foreign firms came framther African countries, including
Kenya (e.g. Linsen, Abyssinia, Maranque, Karutanigd Sher-Ethiopia), Uganda and Zimbabwe.
The better investment climate in Ethiopia compamethese countries may have contributed to
the increasing shift of foreign investment to Ethéo According to our survey, 33% and 23%
foreign owned farms rated climate and governmeppastting policies respectively as the major
reason for investment in the flower industry iniBha.

The large flow of foreign owned firms helped todkeup’ the Ethiopian flower industry in
terms of both export quantity and firm populatiomdaalso diversification of activities and
transfer of knowledge. This is exemplified by thetfthat all the eight summer flower farms and
five cuttings farms are fully foreign owned or goet ventures with higher foreign shares. The
case of Sher-Ethiopia, a subsidiary of Sher-Hollartde biggest flower producer in the world, is
an example of the role of foreign firms in stimulgtthe sector and particularly the transfer of
technology and marketing knowledge (see, Box 2).

The entrepreneurial experimentation went througierse phases. In the formative phase, as
demonstrated by the case of Golden Rose, the gaolyeering firms achieved successful
learning and adjusted to the environment, allowthrgm to establish a new activity through the
acquisition of knowledge in the form of embodiegita, they achieved market penetration by
shifting from the auction market to contract buyensd solved the problem of lack of resources
both human and financial. In the high growth peritide industry received support from
government and the extra boost from foreign direeestment. All this allowed them to
mobilize their resources effectively to diffuse kiedge and to scale up activities which
involved cooperation for example in the form of itause of infrastructures which created

creating positive externalities.
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BOX 2 Sher-Ethiopia
The entry of Sher-Ethiopia in 2005 was a landmarkhe Ethiopian flower industry growth. The
company had been engaged in flower farming busimekenya for over 15 years with production on 320
of farming land(Africa News, 2008) In 2007, it sold its Kenyan farm and moved toigpka to become the
largest investor in the sector. It leased about B®®f land from the government in an area aboQt Kii
from Addis Ababa (known as Zeway) near the highivetyveen Addis Ababa and Nairobi.
Sher-Ethiopia is not only the largest farm but ellviknown for its unique business scheme. It dgwedball
initial infrastructural investments (including cangtion of greenhouses, irrigation systems, paglsheds,
cold rooms and other facilities, installation of eghanes and flower plantations) in the land acquiredn
government and leased them to other private inv&stoprovides packets of 10 ha and over, to estd
businesses on lease arrangements. Ownership &ernad to the lessee after 105 months (just less ©
years). As of 2008, there were 9 companies — foaall and five foreign —operating under this leasing
scheme. In addition to leasing, Sher-Ethiopia Sepeed to nine farms, and handles their expodenthe
trade mark Afri Flora, and provides training ansh&atancy Addis Fortune, 2008 This arrangement makes| it
possible for growers to start immediately on a eeable scale, without having to take on a majoarfsial
and technological risk.

4.2. Legitimation: creation of a shared vision thragh private-public partnership

In the early experimentation stages, entrepreneancuntered various obstacles. A critical
problem for exporters in this stage was lack afaldé and cheap air cargo. For example, in the
early years, air cargo space was only availablepassenger flights operated by Ethiopian
Airlines (EAL) and LufthansaAvailability of finance was another problem sinde tflower
industry is capital intensive and start-up invesitmavolved considerable fixed assets. Prior to
2003, private investors in the flower sector wemnty forced to obtain land by leasing it from
small farmers. This was a slow process that requsmsolidation of several small contiguous
holdings. Even when government offered land to stmes on a lease basis the bureaucratic
procedures involved were cumbersome.

To try to address these and other problems, themeheurs confronted government with
the potential success and profitability of the flswndustry and the opportunity it represented
for the country. They organized themselves to f@amassociation, the Ethiopia Horticulture
Producers and Exporters Association (EHPEA, theoaason, hereafter) established in
September 2002 with five members. The associatiorestly has more than 86 members of

which about 81 are flower producers/exporters.
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The association has been instrumental in the dpwedat of the sector since its
establishment and has acted as a ‘pathfinder’.@Dite early activities was to lobby government
for privileges to be granted to the sector. Theassion has been highly successful in raising
awareness in government about the opportunity septed by the sector and for its harmonious
operation. For example, the Chairman of EHPEA waslved in preparing the first five-year
government plan of action for the sector.

With government help, the association began to em$dia wider audience that included
buyers, NGOs, and the public. The association hsen bnvolved in developing informal
networks with donors and organizing various forismeh as international trade fairs. As a result,
it has created strong connections with the dononnoanity and secured wide support for the
sector. Donors include the UK DFID, the French Depment Cooperation, USAID, and the
Dutch government. The relationship with the Netdwedks is particularly visible. The association
received wide support from the Dutch governmenthivitthe project ‘Ethiopian-Netherlands
Horticulture Partnership’. Different Dutch instilohs such as the Dutch Center for the
Promotion of Imports from Developing Countries (FBhd Wagningen University are helping
with capacity building. The association, therefdras been crucial for building a shared vision
among the various stakeholders through its intenast

The association organized three international tfads in Addis Ababa, in 2005, 2007, and
in March 2009. More than 130 companies (mostlyifpre&eompanies) related to the floriculture
sector (flower growers, breeders, fertilizer ancmlcals traders, greenhouse and irrigation
system constructors, refrigeration installation pames, etc.) participated in the last two
exhibitions which was supported by government. Z0@9 exhibition was opened with remarks
from the Prime Minister, who exhibitors were indt® meet (Afrik.com, 2009).

Another important step in the legitimacy process wlae adoption in 2007 of a code of
conduct for the sector. The association, governjreard donors played important roles in this.
Adoption of international standards in this codecofduct has helped to promote the image of
the Ethiopian flower industry in the internatiomalarket and address concerns among civil
society in Ethiopia about the environmental impadtower farms.

The success of this new activity, therefore, wasbéad by a combination of the collection of

separate efforts through entrepreneurial experiatiemt and also collective action by the various
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stakeholders—public sector and civil society—tovgaadshared vision promoted by EHPEA as

the ‘pathfinder’, to legitimize the trajectory @§idevelopment.

4.3. Resource mobilization and influencing the directia of search

Prior to 2003, there were few programs specificédisgeting the flower industry. The export
promotion strategy adopted in 1998 made no mendiothe flower industry. Although the
flower industry might have benefited from this klaaxport promotion support scheme, take-off
did not occur until industry specific support was\ided by governmert.

By the end of 2002, government realized the oppitt offered by the flower industry to
earn sizeable amounts of foreign exchange. Ethimpm able to enter the top end of the flower
market because the quality of its cut roses condpaiith the best in the world (Ecuador and
Colombia). Government decided therefore to actieglgage in promoting the sector in terms of
resource mobilization and coordination. The Primenider's Office (PMO) requested the
Ministry of Trade and Industry (MoTI) to proposéiae-year action plan for the sector, outlining
constraints and possible solutions. Based on th&lIMeport, targets were set to put 1,000
hectares under flower production after five yednased on the record of Kenya’s output and
export earnings. At the end of 2002, the area ugliess was less than 30 hectares. To scale up
from this base, government came in with multi-fadetsupport starting in 2003, focusing
particularly on access to land, access to long-teradit, infrastructure and air transport
coordination.

After the government decision to support the sedtrd held by government was made
available for flower farms near to the airport iddds Ababa, at very cheap prices of under 20
USD per annum per hectare. Table 4 reports theceswf land and average duration of tenure.
The majority of those surveyed (83%) indicated tietir land was government leased. Land
lease payments were fixed over an extended pefiodnoaverage, 21.5 years. This helped to
reduce the financial burden for investors and mextkey easier. The average tenure period is
27.5 years and the maximum 90 years. Provisiohisfland at low prices and with longer tenure
periods would not have been possible without thease of government land.

" The promotion scheme for export includes 100% et&Em from duties on imports of capital goods aad r
materials necessary for the production of expoatdgo exemption from export tax and tax on transfeshares of
assets, and tax holidays on profits for 5 years.

23



[Insert Table 4]

Government also provided long-term credit on veegegous terms through the Development
Bank of Ethiopia. Investors can borrow up to 70:@@bt-equity ratio with no collateral
requirement. Interest rates are low and do not waurgh. According to our survey, 75% of farms
have a bank term loan and 45% of them reportedobamg from DBE for their initial
investment. The majority of farms (62.5%) indicatbdt firm equity or a project was the only
collateral required for a bank loan (see, Table 4).

Compared to other major horticultural exporter daes in Africa, government support in
Ethiopia is clearly very favorable. For examples fixed interest rate (around 7.5%) is very low
compared to many other African countries’ interasés which are generally around 15%. The
real interest rate that Ethiopian exporters havenbequired to pay since 2005 is zero when
calculated against the growing rate of inflationEthiopia. This translates into a pure resource
transfer (subsidy) to exporters.

Government has also played an important role iolvesy the air transport problem. It
initiated discussion and cooperation between thmorgrs and Ethiopian Airlines (EAL) with
the result that the majority (87%) of flower farmterprises use this airline (see, Table 4). EAL
supports the flower industry by leasing cargo pgafdne airline alsan 2008 relocated its cargo
handling activities from Amsterdam to Brussels &mdliege Airports in Belgium, running 6 to
10 daytime flights weekly, to transport flowerstb@ major flower auctions (Liege Airport press
release, 2008).

Other foreign carriers, such as, KLM, Lufthansah&d, and Emirates, have begun to carry
flowers from Ethiopia and exporters are workingofzen up the air freight market. They claim
that unlike the situation in Kenya, the airfreighérket in Ethiopia is overregulated based on the
concerns of the authorities over foreign exchange.

As well as mobilizing resources, government is lagd in advocacy to attract domestic and
foreign investors. Its strong commitment to thiartsts demonstrated by the involvement of the
top officials, including the Prime Minister throudhs position as the chair of the National
Export Promotion Committee, and frequent interactigth the sector entrepreneurs directly and

through their association.
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Over time, other forms of engagements such as aggual(e.g., Industry Code of Conduct,
foreign exchange use, diversification of locatiamd the environment) have been initiated.
Government has been engaged also in upgradingoamalizing the institutions responsible for
the sectorUntil recently, MoTI dealt with the private sectorthe flower industry. In 2002, it
established a Horticulture Development Team whitt2008, was upgraded to agency level and
named the Ethiopian Horticulture Development Agen(&HAD), under the Ministry of
Agriculture and Rural Development (MoRAD), with tbbjective of further strengthening and
formalizing support for the sector.

4.4. Knowledge transfer and diffusion: interactive leaning process

The main source of technology for the developmehtthe flower industry is foreign.
Technology transfer occurs mainly through privatguasitions, i.e. equipment purchase and
plants (new varieties) licensed from internationampanies. In the initial period, there was
acute shortage of skilled manpower specializedlowdr production and marketing, in the
domestic market. Hence, most early entrant farmeglrexpatriates particularly from neighboring
Kenya.

Turnover of skilled workers became one of the nchiannels for the diffusion of knowledge.
Poaching of experienced workers increased withattmmulation of some knowledge among
the early movers and increased new entry. As ardetussed, Golden Rose suffered from very
high turnover of trained employees patrticularlyideling the influx of new firms in 2004, and
was forced continuously to adjust its wages in d toi retain its skilled labor. As the sector
expanded, the pool of domestic expertise has isetk@and the market for skilled labor has
stabilized. There is a greater availability of exg@eced people on the flower farms. Table 5
reports the percentage of expertise from other daméower farms in initial production, by
year of entry. From the eight farms that startemtipction before 2005, only one reported using
Ethiopian managers or supervisors recruited frohemflower farms in Ethiopia. However,
among those firms that started production aftel52@@ruitment from other Ethiopian farms for
managers and supervisors is much higher. For exarmapiong the 15 new entrants in 2006, 11
reported recruiting managers and supervisors ferr tinitial production from other domestic
flower farms. And in 2007, among the 12 new ensa8treported recruiting Ethiopian managers

or supervisors for their start up phase.
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[Insert Table 5]

Another important mechanism of knowledge diffusérd learning is in-house and external
training. According to our survey, the majority fafms provide (in house and external) short-
term training for production workers and agro-spksis. For example, in 2007, 52 (81%) of
flower farms provided in-house training for themoguction workers and the percentage that
were given training in total production workers wé¥%. Some 31 farms indicated that in the
same year, they sent about 11% of their produatiorkers for outside training. Also, half of the
farms offered in-house and external training toirttagro-specialists in 2007. The average
percentage of agro-specialists that participatatiisitraining was 72% for in-house training and
49% for outside training.

The association plays a significant role in orgegzexternal training courses for workers
and managers from member farms. The training progiaclude post-harvest handling and cool
chain; safe use and storage of pesticides; antegtea to secure competitive advantage in flower
industry. Some of this training is provided by mmi@tional experts from the Dutch CBI and other
reputable institutions. The association organizgsificate and training programs related to the
sector Code of Conduct.

As the sector expands, the supply of industry sjiets becomes more critical. Government
with the support of the Dutch government has gsiatte consolidate higher education in
horticulture. One of the state universities, Jimdraversity, has begun to offer diplomas (BSc
and MSc) in floriculture. Efforts are also underwayestablish a Horticulture Practical Training
Center (HPTC) within the Ethiopian-Netherlands Rership on Horticulture.

So far, there are no links with the national adtical research organization (EARO) on the
development of new varieties. Thus, the sector maye to continue to rely on international
breeders for sourcing suitable rose varieties amtlacting adaptive trials in the medium and

even longer term.

4.5. Market formation
There are markets for flowers across the develop®tt, hence, in the early stage, the problem
was mainly to link to the existing market. For Bihia — and for all of Africa - the major flower

export destination is the EU. Cut flowers are svid the auction markets (mainly Dutch
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auctions) and/or directly to supermarkets and otlegailers. Relative ease of access to the
auction market means new entrants tend to begusing this channel. The main barrier to the
European market in the early stage was the costtlagboor availability of air cargo space.
Government efforts to coordinate transport withEAd_ largely resolved this problem.

Access to the EU market has become more difficué# tb new rules and standards. To
respond to these, in 2006, the Ethiopian flowepeission developed its own code of conduct
which was implemented in 2007. During its developm&0 farms joined a pilot training
program and 10 farms received certification in 2009

Over time, the sector has become more diversifirederms of market channels and
destinations. In 2007, 41 farms reported involvetmiandirect sales. Table 6 shows the top
market destinations for Ethiopian flowers. The nembf destinations has increased from 2-3
countries (all in Europe) in the early 2000s, taneo56 worldwide in 2008. There are 14
destination countries with USD 100,000 and overoeixwalue. The EU is still the major
destination accounting for around 94.5% of totgdak value with the Netherlands (88%) in the

lead.

[Insert Table 6]

The association continues to play an important irokexpanding the market. The association
members visit or received visitors from potentiayér countries in Europe, the Middle East and
Japan. Currently, they are keen to expand busimdss with the Dubai Flower Centre (DFC)
because of its geographical and logistical advastaghich would boost their supplies to the
Middle East and the Far East.

4.6. Development of positive externalities

The sources of positive externalities in the evotutof new activities are widespread. For
example, the entry of pioneers into the businessamacial for smoothing the way for followers.

This was discussed in section 4.1 in relation todhtry process. Stabilization of the market for
skilled labor is another positive externality tHess come with sector expansion. This was
discussed in section 4.4 under knowledge transidrdiffusion. Here, we concentrate on the

positive externalities arising from the diversifioa of activities.
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With the expansion of the sector, complementativities, such as propagation of planting
materials, packaging, fertilizers and chemicalspiep, and forwarding companies, started to
emerge. By early 2008, there were six cuttings comgs, all European in origin, producing pot
plants and cut flower cuttings for export. The iog$ farms also propagate new varieties for the
domestic market. A number of rose farms have beguyropagate for their own use and for the
domestic marketThus, the source of plant materials is slowingtstgffrom imports to local
supply. There is an increasing trend for importedilizers and chemicals to be substituted by
local production, and the majority of farms (96%guocally produced packaging materials.

So far, the emergence of Ethiopian flower indusiag been explained within the framework
of the IS. As mentioned by Bergek et al. (2008, filmctions of the IS are not independent but
overlap as interactions evolve among stakeholdére. case of the Ethiopian flower industry
demonstrates the difficulties involved in sepamtinnctions. The analysis in this paper shows
the provision of a framework of functions make®aisier to identify what is happening in the

systemic context to facilitate effective policy rimulation.

5. Summary and concluding remarks

This paper has examined the evolution of the Ethioglower industry as an example of
successful non-traditional natural resource basguré activities in developing countries. We
applied the ‘functional 1S’ framework to a catching country context to conduct an ex-post
analysis on the evolution of a new activity. Wedfitis framework to be a useful policy tool to
map the dynamics of interaction among the varioowra in the discovery process and
formulation of tasks. The framework enabled thenidieation of a particular sequence of the
seven functions in a catching-up country. The niagings are summarized below.

The trigger factors for the emergence of the flowsdustry in Ethiopia included the
combination of several factors. Natural endowmertt generous government incentives for all
export activities created favourable conditions pared to neighbouring flower exporting
countries (e.g. Kenya, Zimbabwe and Uganda). Howewsithout ‘entrepreneurial
experimentatioh the industry could not have become establisfée flower industry was not
among the government’s initial priority list of exp activities. Thus,‘entrepreneurial
experimentation’by private entrepreneurs was the first criticapsin the ‘discovery’ of the

sector. The role of these early entrants was imporfor reducing uncertainties for fellow
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investors (positive externality and for making government aware of this alteneatpolicy
option.

One characteristic of the early stage in a newiigtis the prevalence of huge uncertainty in
technology, markets and infrastructurkegitmation and ‘resource mobilizationwere badly
needed by the early entrants. Following advocadiigc by the entrepreneurs, government
began to provide support and launched a strategyuide the direction of seartht established
a five-year target and identified three key areami@rvention: provision of long-term credit;
provision of land;, and coordination of air trangpdhe government intervention in terms of
improving ‘legitimatiori, ‘resource mobilizationand ‘guidancé was the crucial next step. It
helped to reduce the uncertainties surroundingetitey entrants and created the conditions for
the industry to expand.

‘Market formation’was relatively less challenging in the formativeape where the main
task was to link into the existing international rket and search for a market niche, mainly
through auctions in the Netherlands. The growthogerequired some market formation for the
producers to stay in the market for a sustainetb@eio improve the reputation of the industry
in the world market, the association focused stgorun quality control and developed an
industry Code of Conduct. The association also rdmuted by diversifying and expanding
market destinations. In this regard, the privatg@etook the lead role through the association
while government played supportive role.

The flower sector had to rely on international page to acquire the necessaeghnology
and expertisefor production and marketing, particularly in tivetial stage. Foreign direct
investment played an important role in knowledgasfer and diffusion. Training and turnover
of skilled workers were the main channels of tkeowledge diffusionin the sector. In the later
stage, the association and government supportecamuwapacity building with the former
organizing short courses, and the latter consatigdtigher education in horticulture. There is a
lack of local research/university linkages for kieage creation and the sector is dependent on
international breeders for plant stock.

This study shows that the presence of a ‘pathfindstitution, in this case the association, to
consistently pursue development of the sector anddinate activities is crucial. The association

has played a critical role in the success of tHadpian flower industry. Its activities cover a
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wide spectrum including lobbying government, staddasetting, collective market search,
developing the capacity of members, promoting agdimation of the sector.

It shows also that collaboration between governnagt the private sector is required for
sector building. The private entrepreneurs ‘discedte that flowers could be produced and
exported profitably. They formed the associationam effort to build a strongadvocacy
coalition’ and were able to convince the government aboubpipertunity offered by the sector.
Government recognized the opportunity and poteratrel added cut flower production to its
priority list. It began by inviting the associatioepresentatives to participate in the preparation
of the first-five-year action plan for the sectartlming constraints and possible solutions. The
association and government achieved consensus atdrad vision of sector development,
which further improved legitimacy.

This is consistent with Rodrik’s (2004) view thé&the right model for industrial policy is
not that of an autonomous government applying Ragovaxes or subsidies, but of strategic
collaboration between the private sector and theegoment with the aim of uncovering where
the most significant obstacles to restructuringdied what type of interventions are more likely
to remove them is critical.”

Finally, the context and relative importance of thenctions differ by the stage of
development of the sector. For example, ‘legitim@itin the initial stage was mainly targeted at
acquiring government support, but in the later etafpcused on the wider audience. ‘Market
formation’ was not a huge challenge in the earhgstbut become crucial in the growth stage.
Correspondingly, the role of government changedutin the different phases of sector
development. In the early stage government playdevalopmental role by providing inputs and
sharing costs (e.g., finance, land, and transmmtdination). In the growth stage, other forms of
engagement such as an increasing regulatory raeactty building, formalization of
interactions, and strengthening of institutionseiquired. This suggests that successful policies
must be context specific and may differ by courdnd sector/activity and also by stage of
development of the activity. This reinforces theportance of dynamic policy and ability of
policy makers to react quickly to the needs ofgheate sector.

Structural transformation is crucial for developioguntries. Due to the globalization of
economy, the export sector can create a spaceeéonihg through interaction with various

external stakeholders; however, the process ofhilegiis not automatic. The timing is crucial as
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is the identification of solutions. Formulating am&ntifying the appropriate policy ex-ante is
difficult. The example of Ethiopian flower industdemonstrates that the functions of the IS
framework can support this policy formulation pregeby providing guidelines to enable the
search for the right solutions by identifying thetaas, functions and impediments in the wider,

‘systemic’ context.
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Figure 1: Pattern of firm entry and exports in the Ethiopian flower industry
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2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
I no of new entrants 1 0 1 3 5 21 22 14 14
HEm cummulative no of farms (first 3 2 3 5 10 31 53 67 81
movers considered)
—e— export EU-27 million USD 0.5 0.9 1.3 3.7 6.5 12.0 27.4 56.6 98.7
year

Sources: exports figures are found from UN-Comtraie the rest own survey
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Table 1: Summary of the functions issues to be ras under each heading

Functions In developing countries  In this functiva assess
Entrepreneurial entrepreneurial 0 Who are the first movers and what was their
experimentation experimentation is motivation to enter the industry?
likely to be the first and] o What challenges did the pioneers encountered at the
critical step in initial stage and how were these problems solved?
‘discovery’ process 0 Who are the early followers and how did knowledge
diffuse from pioneer to followers?
0 What was the role of different actors at the initia
stage?
o And how did the sector evolve in terms of number of
entrants, export patterns, and diversified actsgfi
Market formation | basically linking to o the link to international markets and market
existing and established diversification efforts,
international markets | o development of code of conduct of the industry to
improve access,
0 government and other stakeholders supports in rharke
formation
Knowledge mainly to access, o role of different source of technology (e.g. FDI,
development and | transfer and master licensing, acquisition) and networks and
diffusion established technology interactions with input suppliers and product
in the developed world buyers,
— imitation o market for skilled labor (foreign expertise versus
domestic availability)
0 labor turnover, training (in-house and external),
0 strengthening higher education (a long term
perspective)
Guiding the New activities are full | o What triggered the emergence of the sector (countfy
direction of of uncertainty and also investment climate and external factors)?
search require complementary| o Is the sector a government induced or discovery of
inputs and services - private experiment?
more critical in 0 What package of incentives was provided by the
developing countries. government to guide the search?
Legitimatization It is a matter of social | 0 advocacy activity
acceptance, complianceo synergy between government, association, and other
with relevant stakeholders
institutions and o Institutional alignment (co-evolution of industry
concerns the principal association and government institutions)
motivation behind o effort to comply with international standards
public-private
partnerships
Resource for a new activity to o how some of these key resources (e.g. land, finange
mobilization develop mobilization of and human capital) were mobilized and
a range of resources is| o what the role of the government was in this process
needed
Development of Entry of new firms into | o development of complementary activities (specialiZe
positive the emerging SIS is intermediate goods and services providers)
externalities central to the o labor markets

development of positive
externalities

¢ O

expansion of the sector and formation of new

coalitions
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Table 2: Aggregate indicators of Ethiopian economiperformance

2004-08
1991 [ 1995 | 2000| 2005| 2006 200 2008 (avg.)

GDP per capita (constant 2000
US$) 116 115 | 125 150 162 175  19(¢ .
GDP growth (annual %) -7 6 6 12 11 11 11 11.8
Agriculture, value added (% of
GDP) 64 57 50 47 48 46 43
Agriculture, value added
(annual % growth) 3 4 3 14 11 9 8 11.8
Services, etc., value added (%
of GDP) 27 33 38 40 39 40 45
Services, etc., value added
(annual % growth) -15 9 10 13 13 14 16 12.4
Industry, value added (% of
GDP) 9 10 12 13 13 13 13
Industry, value added (annual %
growth) -23 8 5 9 10 11 10 10.4
Manufacturing, value added (9
of GDP) 3 5 6 5 5 5 5
Manufacturing, value added
(annual % growth) -40 10 7 13 11 10 9 10.0
Food exports (% of merchandise
exports) 73 67 75 72 61
Manufactures exports (% of
merchandise exports) . 11 9 4 5 13

Source: World Bank (2010) World Develo

pment IndicdtVDI), online source.
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Table 3: Top 10 cut-flower exporters into the EU meket 2001-2007

Zimbabwe 10.04 5 Zimbabw! 8.69 5| Ethiopia 5.05 5

2001 2003 2007
share in share in share in
EU EU EU
country market | Rank country market | Rank country market | Rank
Kenya 25.90 1 Kenya 31.71 1 Kenya 39 1
Israel 18.35 2 Colombia 15.15 2 Colombja 14.17 y.
Colombia 15.40 3 Israel 14.08 3 Ecuadar 13.6 3

Thailand 2.84 6 Thailand 2.71 6 Zimbabwe 2.82 6
Zambia 2.67 7 Uganda 2.66 7 Uganda 2.56 7
South South
Africa 1.60 9 Africa 2.24 9 Zambia 1.96 9
South
Tanzania 1.45 10 Turkey 1.67 10| Africa 1.62 10
Ethiopia 0.14 24 Ethiopia 0.50 15

Source: UN comtrade, but own calculation
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Table 4: Source of land and means of transport andredit

How did this enterprise obtain land when started business? Frequency %
Government 53 82.9
private/farmers 11 17.2

Total 64 100

Mean Maximum

Length of the lease period of the current contract? (Years) 27.5 90

Over how long do you expect to pay the total cost? (Years) 21.5 85

Do you have a term loan from a bank or financiatitntion? Frequency %

Yes 48 75
No 16 25
Total 64 100
What was the required collateral for your loan?
Land 4 8.3
Buildings 6 12.5
Machinery & equipment 8 16.7
Firm equity/project 29 62.5
Total 48 100
Air liner often used in exporting your flowers
Ethiopian 55 87.3
Lufthansa 1 1.6
Emirates 5 7.9
KLM 1 1.6
Ethiopian, Emirates, & KLM 1 1.6

Source: own survey

Table 5: expertise from other domestic flower compay at initial production year

Number of firms by year of start of production

% managers and supervisors coming
from other domestic flower company at
initial production year 2000 2002 | 2003 | 2004 | 2005 | 2006 | 2007

0 1 3 3 16 4 4

greater than zero 0 1 0 0 3 11 8
20% and above 0 0 0 0 2 8 6
40% and above 0 0 0 0 1 6 1
All reported firms 1 1 3 3 19 15 12

Source: own survey



Table 6: Top market destination countries for Ethigian flower export 2008

exports millions

% of total

Top market destination countries 2008 Region UsD exports
Netherlands EU 92.37 88.19
Germany EU 3.95 3.77
United Kingdom EU 1.54 1.47
Japan Japan 1.32 1.26
United Arab Emirates Middle East 1.28 1.23
Saudi Arabia Middle East 0.83 0.79
Russian Federation East Europg 0.68 0.65
Israel Middle East 0.61 0.58
Ireland EU 0.46 0.43
Norway EU 0.41 0.39
South Africa Africa 0.27 0.26
France EU 0.16 0.15
Cyprus EU 0.12 0.12
Australia Australia 0.11 0.10
EU total 99.02 94.53
All countries with 100,000 USD and above export 4.00 99.38
World 104.74 100.00

Source: own survey




The UNU-MERIT WORKING Paper Series

2010-01 Endogenous Economic Growth through Connectivity by Adriaan van Zon and Evans
Mupela

2010-02 Human resource management and learning for innovation: pharmaceuticals in Mexico
by Fernando Santiago

2010-03 Understanding multilevel interactions in economic development by Micheline Goedhuys
and Martin Srholec

2010-04 The Impact of the Credit Crisis on Poor Developing Countries and the Role of China in
Pulling and Crowding Us Out by Thomas H.W. Ziesemer

2010-051s there complementarity or substitutability between internal and external R&D
strategies? by John Hagedoorn and Ning Wang

2010-06 Measuring the Returns to R&D by Bronwyn H. Hall, Jacques Mairesse and Pierre
Mohnen

2010-07 Importance of Technological Innovation for SME Growth: Evidence from India by M. H.
Bala Subrahmanya, M. Mathirajan and K. N. Krishnaswamy

2010-08 Economic Adversity and Entrepreneurship-led Growth: Lessons from the Indian
Software Sector by Suma Athreye

2010-09 Net-immigration of developing countries: The role of economic determinants, disasters,
conflicts, and political instability by Thomas H.W. Ziesemer

2010-10Business and financial method patents, innovation, and policy by Bronwyn H. Hall

2010-11Financial patenting in Europe by Bronwyn H. Hall, Grid Thoma and Salvatore Torrisi

2010-12 The financing of R&D and innovation by Bronwyn H. Hall and Josh Lerner

2010-13 Occupation choice: Family, Social and Market influences by Ezequiel Tacsir

2010-14 Choosing a career in Science and Technology by Ezequiel Tacsir

2010-15How novel is social capital: Three cases from the British history that reflect social
capital by Semih Akcomak and Paul Stoneman

2010-16 Global Players from Brazil: drivers and challenges in the internationalization process of
Brazilian firms by Flavia Carvalho, lonara Costa and Geert Duysters

2010-17 Drivers of Brazilian foreign investments — technology seeking and technology exploiting
as determinants of emerging FDI by Flavia Carvalho, Geert Duysters and lonara Costa

2010-18 On the Delivery of Pro-Poor Innovations: Managerial Lessons from Sanitation Activists
in India by Shyama V. Ramani, Shuan SadreGhazi and Geert Duysters

2010-19 Catching up in pharmaceuticals: a comparative study of India and Brazil by Samira
Guennif and Shyama V. Ramani

2010-20Below the Radar: What does Innovation in Emerging Economies have to offer other
Low Income Economies? by Raphael Kaplinsky, Joanna Chataway, Norman Clark,
Rebecca Hanlin, Dinar Kale, Lois Muraguri, Theo Papaioannou, Peter Robbins and
Watu Wamae

2010-21 Much ado about nothing, or sirens of a brave new world? MNE activity from developing
countries and its significance for development by Rajneesh Narula

2010-22 From trends in commodities and manufactures to country terms of trade by Thomas
H.W. Ziesemer

2010-23 Using innovation surveys for econometric analysis by Jacques Mairesse and Pierre
Mohnen

2010-24Towards a New Measurement of Energy Poverty: A Cross-Community Analysis of
Rural Pakistan by Bilal Mirza and Adam Szirmai

2010-25 Discovery of the flower industry in Ethiopia: experimentation and coordination by Mulu
Gebreeyesus and Michiko lizuka

42



