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List of Acronyms & Abbreviations

ADLI Agricultural Development Led Industrialization

BOs Business Organisations

BDS Business Development Service

BARD Bureau of Agriculture and Rural Development

CBO Community Based Organization

CFC Common Fund for Commaodities

CIDR International Center for Development and Research
CoC Chamber of Commerce

CRDA Christian Relief and Development Association

CSA Central Statistics Authority

DPPC Disaster Prevention and Preparedness Commission
E.C. Ethiopian Calendar

EGTE Ethiopian Grain Trade Enterprise

EU European Union

FAO Food and Agriculture Organization of the UN

FDRE Federal Democratic Republic of Ethiopia

FO Farmers' Organizations

FFS Farmer Field School

GTZ German Agency for Technical Cooperation

IFAD International Fund for Agricultural Development
IPM Integrated Pest Management

ILRI International Livestock Research Center

IFC International Finance Cooperation

LOGFRAME Logical Framework Matrix

MFI Micro Finance Institutions

MIS Market Information System

MoARD Ministry of Agriculture and Rural Development
MoTI Ministry of Trade and Industry

MSEDA Micro and Small Enterprise Development Agency
PPP Public — Private Partnership

PRSP Poverty Reduction Strategy Paper

PMU Programme Management Unit

RNE Royal Netherlands Embassy

SHI Self Help Development International

SNNP Southern Nations and Nationalities People’s Regional State
SNV Netherlands Development Organization
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UNDP United Nations Development Program

UNIDO United Nations Industrial Development Organisation
US-AID United States of America international Development Agency
WB World Bank
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WEA Women Entrepreneurs' Association

Introduction
The Netherlands Development Organization (SNV) is about to launch value chain
development support program in agro based business activities. The approach is to find out
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the critical problems or bottlenecks in private companies and public enterprises agro
business operation activities and make an intervention to bring positive changes in the
business process. A team has started working on the subject since February 11/2005 and
has visited agro-based private enterprises in Addis Ababa, Debrezeit, Modjo, Nazareth, Meki,
Ziway, Awassa, Aposto, Dewaro, Jima, Kaffa Bonga, etc. Since then the team has visited
over forty private and public enterprises working on agro business activities, and has tried to
know their obstacles, constraints and opportunities. During the visits the team has introduced
the program, tried to explain what value chain is, assessed what the business enterprises are
doing, and what area of intervention is their feeling.

The agro based value chain development support program is a project idea focused on
private and public agro based business activities linked with industry and marketing to local
or foreign markets. This business support intervention is triggered towards improving quality
of work, support environmentally friendly activities, help to improve quality of products or
services, packaging, and handling, marketing, supplies or all. This is believed to be an
essential support that can bring mutual benefit for those actors who deal with. Beneficiaries
could be individuals, companies or any involved in the process.

The Value chain is a high-level model of how businesses receive raw materials as input, add
value to the raw materials through various processes, and sell finished products to
customers. It involves all the process from the market point back to the beginning of activities
usually between supplies and marketing. This project is to assess and identify candidate
activities that can bring changes in the line of activities between suppliers and consumers; so
as possible interventions that can bring positive changes and benefit actors with in the
channel could be planned. Supports on the selected activities or point of intervention could
be through trainings or technological changes or financial support or all. To make this
possible, assessments have been carried out and the team has contacted stakeholders who
are knowledgeable on their respective agro based related activities within the targeted
regions.

Objectives of the Program
The study objective is to assess potential value chains that can bring development with in the
exiting supply and market segments of agro based business activities in Oromia and South
Nations Nationalities People Region (SNNPR). The objective is to look at bottlenecks that
hinder productivity and profitability of business so as to intervene in the most critical leverage
point that can bring positive changes in the working process of private and public business
activities. The approach of this study is participatory both in the inception and implementation
phases that consider the stakeholders’ opinions as part of the project study. The programme
will consist of two components; namely a private sector component to be managed by
Netherlands Development Organisation (SNV), and a public component to be managed by
Bureau of Finance and Economic Development (BOFED).
The private sector component will focus on supporting delivery of vital business development
services as leverage interventions along the whole agricultural value chain. The public
component on the other hand will focus on improving the regional promotion and
restructuring of cooperatives and unions, and to contribute to the creation of conditions in
sector regulatory and policy environment where competitiveness becomes an objective.
In the inception phase of the programme the identification of value chains needs to be
addressed. Based on a general assessment of commercial trends in the today’s agricultural
sector a more intensified activity is targeting towards identifying value chains that should be
supported under the BO&AM programme. In general, the identification process is expected to
provide the following outputs:

1. A quick scan of the agricultural sector with special emphasis on Oromia and Southern

Nation Regions.

2. A comparative analysis of agro-based value chains.

3. Presentation of the value chain analysis.

4. Prioritisation and selection of value chains by program stakeholders;



5. A strategic intervention plan will start on selected chains as a pilot phase and the
result of the pilot phase will be the base of next phase of the program.

Rational of the project

The Ethiopian government attention in market improvement has recognized the weak and
inefficient agricultural marketing and the policy of free market have been practiced for few
years. None of the stakeholders are against free market policy. But the opportunity of free
market is not equally exploited instead very few middlemen are manipulating in their own
interest and ultimately producers and customers are found to be the victims.

The reasons for this phenomenon are:

a) Smallholders are cultivating similar crops at a time and flood the local market in a very
short harvesting period. Due to their financial needs and unavailability of stores to stock the
produce they will be forced to sell in a very cheap price. Because supply and demand are the
tools to determine the price and farmers will sell in prices, which cannot even cover their
cost. Few weeks after customers will be forced to buy at a very expensive price, which
results to unexpected profit margin for the middlemen. This situation is always in favor of the
middlemen working in the marketing and distribution channel, who can stock for some times
and sell after a while. The stocking period is the cost of the customers, but the wealth source
of the middlemen with out much effort in economic activities. This process doesn’t encourage
farmers to continue in cultivation instead hopelessness and might force them to mobilize in
search of more income to the urban.

b) Small farmers are not organized in marketing cooperatives or there are no enough Micro
credit service institutions that can fill the gap of their financial constraints, and defenseless to
sell their products at any one time even before harvest.

The intension of the project is to identify the problems and intervene in the critical leverage
points where by producers and consumers could get mutual benefit with in the free market
framework. Since market reforms have started various success cases of agricultural
development have emerged and are pointing at the right development direction. The present
expansion in flower (roses) production is about to create significant number of on-farm
employment during the next two years in and around Addis. Within the coffee sector efforts in
improving the quality and supplying niche markets show significant success during the last
three years. Ethiopia has become an important coffee supplier within the fair-trade system
and an important source for certified “organic” coffee. Furthermore success is reported from
exporting leather, oil seeds and pulses. Hallal certified fresh meat exports contribute to the
improving export performance. In the domestic market grain processors (bakeries and pasta
producers) are performing reasonably well.

To contribute to the government efforts in improving the agricultural led industrialization the
Royal Netherlands Embassy (RNE) in Addis Ababa has been reassessing its development
portfolio and initiated an identification mission in 2003 to assess the situation of farmer
organisations and their access to markets. The conclusion of the mission was that there is a
need to develop a programme to strengthen farmers' organisations and other business
organisations in Ethiopia. Furthermore, the mission recommended that an agricultural value
chain approach should be adopted that would ensure that all functions and actors, from
production to consumption, are analysed and appropriate leverage support provided. Also, it
was evident that this approach can only work if both the public and private sectors
collaborate.

The programme that is titled “Support to business organisations and their access to markets
in Ethiopia (BO&AM)” has a developmental goal of contributing to sustained reduction in
rural poverty in Ethiopia. Two strategic objectives have been set for this programme,
namely:

To significantly contribute to more efficient and effective agricultural value chains by
supporting public- and private-sector actors

To improve the efficiency and effectiveness of farmers' organisations in agricultural
marketing.



Applied Methods and Procedures

The new program “support to business organisations and their access to markets (BO&AM)”
has already defined the following beacons for the design of the activities:

The program will apply the value chain approach and will finally select at least four value
chains for initial start-up phase.

The value chains should be based on agricultural products or even on natural resource
products (e.g.: gum, forest coffee, etc)

The source of the agricultural products ideally derives out of the two target regions of Oromia
and Southern Nations (entry points) but the entire program should be targeted towards
national and international markets.

The value chain approach implies a strong private business orientation (component 1), but at
the same time the program will address the business environment via public stakeholders
(component Il). Component Il will be handled by the public regional administration of Oromia
and Southern Nations.

The value chain identification process needs to consider and respect business criteria and at
the same time development objectives of Ethiopia’s partner organisations.

The process of identifying the potential value chains started on February 7" 2005 and is likely
to be finalised towards the middle of May 2005 (compare working plan in the annex). During
the second half of April 2005 the program, partner organisations and relevant business
entities will agree on short-listed set of value chains, consequent intervention points towards
upgrading of the value chains are identified and a recommended list of future program
activities is developed.

The decision making process of identifying and short-listing the potential value chains can be
summarized as follows:

Activities Status

Step | Summarizing market situation, the team collected and analyses
recent primary and secondary market information, e.g.: recent
commodity studies by CBI, sector studies by FAO CIDR, trade
statistics by FAO and ITC, production statistics by FAO, Ministry of

Agriculture and the regions.

Completed

Step Il | Interviews with international donors and national promoters of
agricultural value chains in order to identify on-going and planned

support measures

Completed

Step Il | Interviews with key persons of the private sector involved in

agricultural businesses with links to the two target regions 90%

completed,

The selection of the interview partners is based on a list of agro
businesses as registered under the investment bureau in Awassa.
The team contacted all enterprises by phone about status of
activities. All enterprises of potential interest were visited.

Secondly the chambers of commerce in Awassa and Nazareth
identified key enterprises

remaining visits to
be carried out in
the first week of
April

Step IV

Presentation of potential value chains and updating the list.
Public-private working teams in Awassa and Nazareth are
established, documents have been distributed, all parties have
been briefed about the contents, response from both regions are
pending

On-going,

next technical
meeting in
Awassa, 6" of
April,

Nazareth meeting
to be confirmed

Step V

Short-listing of potential chains. Both working teams agreed to use
three groups of evaluation criteria (macro, micro economic and
general development impact criteria and each party including the
consulting team will prepare its own evaluation. The results will be

On-going,

Next technical
meeting in
Awassa, 6" of




discussed during next meetings.

April,
Nazareth meeting
to be confirmed

Step VI | Workshop with public and private stakeholders of two target regions
and management decision which chains should be promoted during | Workshop
the start-up phase in each of the two regions. (At this stage the | planned for 22™
workshop should recommend three chains for each region) or 25" or 26™ of

April.

Step VII | Working out details for each of the 6 value chains including | Targeted for the
interventions points, expected impacts and details of programme | second half of
activities May

Step Programme start-up workshop (s) to plan and agree on programme | Second half of

VIlI activities for 2 value chains in each region May
Final decision about value chain to promoted during start-up

Step IX | Start of value chain improvement activities in each region and at | June 2005

national level
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Economic Environment of the Selected Regions

Based on recent economic surveys (The Economist) and general statistics of the two regions
the following general statements with relevance to the value chain identification can be
drawn-up:

8

Domestic markets for food grow on steady pace between 5 and 10% per annum
based on urban growth (migration plus natural population increase). According to
World Bank estimates urban population will reach more than 19 million people in the
year 2015 up from 10 Million in the year 2000. This trend is almost certain.

Due to the strong urban growth trends and slow agricultural production increase the
per capita consumption of livestock products (meat, milk, eggs etc.) is constantly
falling (e.g.: meat from 25kg/year/head in 1980 to less than 20kg/year/head)
according to FAOSTAT.

Domestic (urban) demand is characterised by a small high and medium income
class and demand for luxury items. Urban poor with a demand for cheap food
dominates the scene. However, elasticity of demand for food is high. With respect to
the two target regions, the demand for luxury items is even smaller. Therefore,
almost all commercial business entities based in both areas are targeting their sales
towards Addis or supplying international markets.

General price levels of food items originated in Ethiopia are fairly low. Efforts in
improving the quality might be deterred by these low price levels.

National markets for food items are not very differentiated in terms of diversity,
assortment and levels of processing. The present market situation can be
associated with a bundle of reasons, e.g.: weak demand, poor supply (e.g.: fruits),
cheap imports, high internal transaction costs in comparison to imports, focus on
rural food security, missing full fledged all-year-round primary production, deterrent
investment climate in the context of unsolved land issue limiting new investments
into primary production and processing.

In order to avoid the weak domestic markets many business entities turn their
attention to export markets, due to the fact that is more transparent, easier to access
and more reliable in terms of absorbing volumes.

Food aid is of noticeable importance. On one side there are regular complaints that
food aid items are sold on domestic markets creating an unfair competition for
national suppliers (e.g.: vegetable oils). On the other side it to difficult to balance
national grain production, grain imports of food aid and occasional grain exports of
surplus production.

Ethiopia’s economy is undergoing a structural transformation process. On one side
public owned enterprises are still in operation or are on the list of being privatised. At
the same time there are apparently difficulties in identifying private companies in
taking over former state executed functions (e.g.: grain multiplication or fertilizer
importation and distribution). Companies said to be very close to political parties
increase the difficulties of the structural adjustment and business development (The
Economist).

On the other side there is a noticeable dynamic originating from new direct commercial
investment in the sector. During our interviews we identified several companies willing to
invest in primary production and processing. The new flower farms are a typical example for
the new trend.

Working Progress

In general the data about primary and market production, market volumes, supply and
demand are weak and of very limited use. Only the export side is fairly well documented by
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international and national statistics and very recent commodity studies. However, the
characteristics of domestic markets e.g. domestic market supply volumes, elasticises of
demand and supply, prices and development trends are not available. Additional market
studies would be required for all identified chains. But due to the limited available resources
during the inception phase, some general assumptions about the market situation need to
replace a more thorough research studies.

During the later process of describing six value chains in more details, the aspects of market
potentials need to be elaborated in more details. One way of solving the lack or reliable data
is the gathering of experts’ opinions. Based on the experts’ opinions some general
assumptions can be drawn guiding the decision making process of identifying value chains

As a result of the weak data and market knowledge, the design of future programme
interventions needs to adopt an appropriate strategy. These strategies are commonly known
and used in so-called imperfect markets. The searches for strategic alliances or market
testing with small quantities are typical examples of anticipating the general lack of detailed
market knowledge.

Desk Research and Data Collection Summary and Analysis on Value Chains

Chain 1: Grain marketing (wheat, tridicale, maize, sorghum)
Short Description

According to Central Statistical Authority (CSA), in the 2003/2004 main season meher cereal
crops is estimated to reach 11.7 million tons-60% higher than last season, and well above
the five-year average of 10.5 million tons as a result of good kiremt rains. Cereal grains are
the major food crops of Ethiopian’s. Some 80% of food production consists of cereals, mainly
maize, Teff, barley, wheat and sorghum. Grain marketing is characterized by structural
surplus and deficit areas, as well as by a predominant role of the capital city and its grain
market. Because of the lack of infrastructure and regular food aid injections in deficit areas,
there is almost no trade flow between surplus and deficit areas. According to the study on
grain market structure and commodity flow, (Geberemeskel etal, 1998), the total domestic
production of grain was 9.43 million tons, out of which 98.4%, produced by farmers.

Macroeconomics

Of the total agricultural production 29% is marketed from which 31.4% is consumed locally
and 47.8% reaches major terminal market such as Shashemene, Nazareth, or Addis Ababa
(Geberemeskel et.al, 1998). Once the grain reaches one of the terminal markets, it is either
absorbed by urban consumers, or redirected to A.A or to an area lacking this specific
product. The total marketed quantity of grain was estimated to 2.64 million tons, and farmers
supplied 95%. Ethiopian grain value chain scheme represents the different channels of
economic actors, which can take grains, from production to consumption. Grains are
Ethiopia’s valuable export commaodities earned about USD 11.8 million during the year 2003
(ITC), having a share of 0.2% and 3.8% in world trade for cereal grain and flour; and
buckwheat, millet and canary seeds respectively. The major countries importing are Israel,
Saudi Arabia, Yemen, and Djibouti.

Microeconomics

Ethiopian Grain Enterprise, Cooperatives, Wholesalers, processors, retailers, farmers,
cereal/grain banks and transporters are all the actors in the Ethiopian grain marketing. The
cereal/grain banks are association of a group of farmers who are all shareholders of the CB.
They are storing grain at the village level to access it during lean period. Currently, there are
over 100 CBs and CBs net works functioning by storing grain in surplus areas of the country
(CIDER/Ethiopia/MAS Study, 2004). The industrial grain processors private and state owned
(flour mills) are the biggest consumers of wheat grain, one of the most important cereal
grains. Due to complete list of all processors in the country, it is difficult to indicate the
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number and the category of grain processors. There are about 180 flourmills in Addis Ababa
only, producing, flour, pastas, biscuits, weaning food and bread. The 180 flourmills located in
Addis Ababa, only 33 are registered to collect VAT on their products. A number of grain
processors had been closed due to unfair competition by non-VAT registered small-scale
flourmills (AA Trade and Industry Bureau, 2003).

Development Prospects and Expected Impacts

In the context of ever growing demand in both rural and urban area for processed cereal
grain, particularly, flourmill and other products, efficient and stable market is required.
However, the hottest issue remains as a concern of the processors, consumers, national and
international buyers are the quality problems (impurity rate). Impurity rates, estimated by
physical check, seemed to be quit high, causing the marketing and processing unprofitable.
As mentioned earlier, many edible oil processors were partially involving in the production
process and few were even reported as closed in the past. Currently, the main Ethiopian food
processors (flourmills) are going through difficulties due to various problems, among which,
VAT, Food Aid and Quality problems are the majors. However, there some promising futures
are observed that some value-adding opportunities could be found for grain/cereal banks
farmers.

Summary: Suitability for Promotion under BO&AM Program

Out of the cereal grain group, wheat crops are offering a very promising value chain
commodity, and seem suitable for promotion. There is a promising potential for CBs to
involve in value adding of the stored grains particularly wheat, to meet the ever growing
national market demand for industrial processors and consumers. The fact that the wheat
producing farmers and the growing CBs, which are over 100, are storing the cereal grain in
surplus areas could apparently initiate investment into the development of the of value chains
through commercialisation of the stored grain. Currently, several CBs implementing NGOs
are providing direct technical support, trainings, and financial auditing, backstopping and
market surveys. Apart from these, there is unsatisfied demand on the market (processors,
exporters and consumers) for CBs offer in terms of volume and quality. And of course, on the
offer side, CBs potentialities to this demand are high. The following interventions toward
value adding activities or value chain improvement have to be done to meet the processors’
or market demand.

§ There must be qualified collection, and quality measures at the level of CBs and CBs
networks, to meet the amount and the quality of grain corresponding to the
processors’ demand.

§ Input supply, farmers training and production follow-up to produce specified qualities
is an area to focused on.

§ The current capacity of the existing CBs is very limited in terms of satisfying the
demand for quality grains (wheat). Currently, only about 100 CBs, with storage
capacity of 60000 quintals grain storage capacity exist. Lack of working capital,
technical knows how, inputs are also critical area to be improved through possibly the
support of this program.

8§ In cooperation with traders improve the trade in true-to-type grains avoiding the
mixing and blending.

§ Promotion of planting and marketing of tridicale as an additional grain crop for
domestic consumption and sales.

Chain 2: Oil crops for vegetable oil processing

Short description:

Oilseeds are an important agricultural commodity widely grown in Ethiopia. Major oilseeds
are sesame seed, groundnuts, soy beans (partly used for oil extraction), rapeseed,
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Gomenzer, Noog or Niger seeds, linseed, castor seed and others. Oil seeds are partly used
for domestic oil extraction and partly exported to international markets for animal feeds, oil
extraction of final consumer markets (sesame).

The by-product of oil extraction (oil cakes) is sold as animal feeds.

Macroeconomics:

According to FAO approx. 0,5 million (?) hectares are presently cultivated with oil crops. The
bulk of the harvest (more than 50%), especially Niger seed and sesame, or exported or
exported. According to ITC statistics the exports of oilseeds from Ethiopia is expanding
overproportinally and total exports are performing better than the already growing world
market. Next to hides and skins oil seeds are the best-performing commaodities in Ethiopian
exports. The share in world market (excluding peanuts) is in the range of 5 %.

The domestic market for oil crops is partly developed and backed- up by an oil extracting
industry, which additionally used maize and cotton lint as an additional source of oil.
According to a very recent study carried out by CIDER there are approximate 130 registered
oil extraction companies of which are registered micro-companies. In total there are no more
than 10 significant oil extraction companies operating in the country.

Microeconomics:

At farm levels commercial farms and small-scale farms are involved in the production of oil
crops. Harvesting requires a fairly high demand of labour force, if not harvested with
combines. Although prices are fluctuating there is a growing interest by farmers in planting
and selling oil crops. Often oil crops represent the only marketable cash crop.

At processors levels companies complain about high levels of competition through food aid,
the introduction of VAT, technology problems of filtering the oil and extracting residuals,
packaging and impurities of intake as traders are regularly mixing and supplying inferior
qualities.

All installed processing capacity is under utilised due to the above-mentioned reasons.

At trade levels, the seasonal purchasing capacity appears to be a major constraint.

The Ethiopian Oil Seed, Pulses and Spices Exporters Association describes the present
situation as follows:

Quality problem, market fluctuation and holding back of produce during the good market
season, check point taxes, VAT, duties and custom procedures, lack of supply in produce,
lack of trade ethics in the sector, lack of supply, foreign, and domestic trade information.
Price dictation by the brokers in some oil seeds such as sesame, for instance this year there
has been very good sesame price on international market about 930 USD/tone, however,
due to holding back of produce by regional enterprises during peak season, we fail to export
sesame. Value adding process capacity is very limited in this business.

Development prospects and expected impacts:

Of all commodities in export oil crops are receiving the highest interest. The oil crop
exporters association and the women business association plus several agro-investors
showed strong interests in the promotion of this commodity group. Various development
options are possible:

§ Contract farming with processors

8§ Contract farming for exporters
8 Developing of eco-certified production for e.g.: sesame and Niger seed
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Improvement of processing technology and product handling at a) village levels, b)
micro enterprises, c) industrial levels

Setting-up micro entrepreneurs at village levels equipped with an expeller

Improving the purity of supplies to oil mills

Improvement in single commodities especially peanut and sunflower

Logistic infrastructure for oil crops

On-farm productivity

w W W W W w

Apparently, a more short-term success will be achieved by expanding the oil crops for
exports e.g. in cooperation with associations. The concept of contract growing needs to be
further developed.

By strengthening the domestic oil mills the supply of Ethiopian oil to domestic market could
be expanded with good potential of exporting well-refined speciality oils (Niger seed).
Cooperation with international companies or organisations might be possible e.g. in
supplying World Food Programme.

Soybeans fulfil several functions (drink, animal feed, oil, food crop, improvement of soils etc.)
and could be handled separately (e.g.: in cooperation with the Seventh-Day Adventist-
Church)

Summary: Suitability for promotion under BO&AM programme:

The commodity group of oil crops are offering very promising development potentials
however; a selected focus on a well-defined chain might be used in the beginning for
example the focus on oil extraction at various levels.

Soybeans as multi-purpose product (drink, animal feed, oil, food crop, improvement of soils
etc.) could be handled separately.

Chain 3: Oil crops for energy production
Short description:

So far oil crop production for energy generation as a commercial activity does not exist in the
country. It is new, but attracts the interests of international investors. With rising international
energy costs, renewable energy production creates a rising interests. Various oil crops can
be used for propagation, where in the process of energy production the utilisation will differ.
Practical examples are the use of sunflower oil for direct use in one-cylinder diesel engines
propelling water pumps, or - more advanced - process of improving the viscosity of the
refined use for the use in standard engines.

Important to notice is the fact, that all residuals will be broad back to the agricultural fields
reducing the need of fertilization down to zero in some cases

Macroeconomics:

Since the market for energy is rapidly expanding and not a single company -so far- is
supplying energy based on oil crops, there is theoretically a vast market potential in the
country. Basically there are a kind of three market segments, the demand at village level e.g.
to propel a mill or a water pump, commercial farms or small industries produce and process
the generated energy at the same time, or the generated oil is commercially traded as fuel.
Technologies (e.g.: oil extruders) for all three purposes are readily available at the world
market and could be partly rebuilt in the country.

Microeconomics:

Oil crops for energy production might not fit into the production patterns of typical small-scale
farms and are more suitable for commercial farms. However, any investment creates jobs at
farm levels and within the respective industries. At this stage cooperation with international
organisations or foreign companies is of significant advantage in order to speed up the
technology exchange.
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At client site the users of the energy could small rural household needing heating energy or
small enterprises far away from the electrical main grit.

Development prospects and expected impacts:

Since the technology is readily available and oil extraction machineries are manufactures in
large scale at very reasonable costs, the business activity of generating energy from oil crops
might be profitable on a medium and long-term range. From a national perspective the
production of energy should receive a greater attention, where — however - food crops should
continue to receive priority.

Summary: Suitability for promotion under BO&AM programme:

It is questionable if public funds should be used for direct development of oil crop production
and processing where at the same time food security is still very fragile in the country.
However, if the programme could attract private investment into the development of the
chain, the general assessment would be more favourable.

Chain 4: Dairy products from small holdings and small scale processing units
Short Description:

Ethiopia has the largest livestock herd and accounts an estimated 30 million cattle, 37 million
sheep and goats, and 7 million pack animals according to a survey in 2003.

Estimated average annual production of milk is about 938,000 tones. Market —oriented dairy
production technologies involving the introduction of crossbred cows and utilization of
complementary feed and management for increased dairy production, is being undertaken in
pre-urban and highland areas of the country. Milk production is treated as a commercial
commodity as milk sales generate regular cash income. Market-oriented dairying has many
food security-related benefits for pre-urban and highland smallholder communities. For
producers, these include increased food availability, regular cash income and more
employment opportunities.

Macroeconomics

Dairy production from smallholdings and small-scale pre-urban producers and processors, is
a critical in Ethiopian economy where a livestock based society generate regular cash
income from the sale of dairy products as well as utilized as a direct sources of food.
However, the huge livestock potential, specifically dairying has not been fully exploited and
promoted. Therefore, the greatest potential for new technologies in dairying has to be utilized
in areas of huge livestock potential and pre-urban areas of the country. High population
densities and animal stocking rates, as well as easy access to markets, make it attractive to
invest in small-scale market oriented dairy production technologies in pre-urban areas of the
country, particularly Addis Ababa.
Microeconomics

Market oriented dairy production in and around Addis Ababa has 60 years of existence in this
country. Shola Dairy processing is one of largest dairy processing in the country owned by
government for about 60 years. Small-scale dairy producers and processors are also
provided fresh and processed milk and milk product for urban consumers. Sebeta Agro
Industry, one of the largest and modern dairy producer and processors in the city, was
established on April 1998 and is the leading private company on milk and milk product
supplies in and around Addis Ababa. This dairy farm is located 40 km West of Addis Ababa
at Sebeta town of Oromia. It has its own dairy farm and develops milk raw collection system
from different sources in and around Addis Ababa. The company raw material sources are
smallholders with in 100 kilometres radius. This dairy processing enterprise is using some of
guality standard measures such as HACCP (Hazard Analysis Critical Control Practice) in the
processing and distribution of the products. The milk collection centres are not at the level of
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what they should be and needs special attention at different cites. Milk suppliers lack to have
safe and clean utensils to bring their milk to the collection centres.

Sabata Agro-Industry (Dairy Processing Enterprise) mentions the following general
constraints

d- Quality control is made through using physical and chemical laboratories and the
company doesn’t have bacteriological laboratory.
Lack of chilling and cooling centre at potential milk producing area is non-existence.
Milk suppliers need to have technical support and Milk collection centres should
have large and safe milk collecting buckets for up lifting the milk from the supply
centres where many smallholders are doing their sells.

o-
o-

Development Prospects and Expected Impacts

Ethiopian livestock breeds are with low milk production and difficult to think business out of
milk at household level. Very few entrepreneurs have started milk and milk products around
and in big cities like Addis Ababa. Presently, in most of the big shops and supermarkets of
Addis there are milk and milk products that indicate the availability of small-scale dairy farm
business in and around the suburbs. Although milk and milk products plays an important role
in the economy, the low productivity of local breeds, shortage of feeds, limited veterinary
services and a general shortage and high cost of feed and exotic breeds are some of the
major constraints of the sub sector. Introduction of improved dairy production using
crossbred cattle and better feeding and management in the form of modern large-scale dairy
producing and processing company and smallholder producer will have remarkable impact in
the future prospect of the sub sector. Apart from these, creating market access for huge milk
potential pastorals areas could bring more dairy products to the urban consumer. Like wise,
the promotion, collection, and supplying the new line of dairy product (camel and goat milk)
to preferred customers including those employed by international organization and religious
groups will bring new actors in the dairy industry. In fact, the lowland pastoral areas have
good potential to sustain ably supply fresh and processed camel and goat milk, through
establishing milk collecting and processing units in the appropriate areas.

Summary: Suitability for Promotion under BO&AM Program

Dairy business could be one of the potential areas to look into and check out the possibility of
intervention in dairy cow improvement scheme for milk suppliers and market support facilities
for agro industries. According to the assessment made for the purpose performance
evaluation of pre-urban dairy production: there exists only very few milk collecting units
around Addis Ababa, while the demand for milk and milk products constantly increasing.
Proposed intervention areas for value adding purpose are:

d- Quality control must make through using physical and chemical laboratories including
Bacteriological laboratory.

0- Lack of chilling and cooling centre at potential milk producing area is observed, hence
facilities has to be made available at collection site and during transportation.

d- Milk suppliers need to have technical support and milk collection centres should have
large and safe milk collecting buckets for up lifting the milk from the supply centres
where many smallholders are doing their sells.

0- For the purpose of offering concerted support on development of potential value
chain, cooperation with international companies is good option.
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Chain 5: Domestic and international supply of pulse, beans and peas
Short description:

Pulses are common crops to Ethiopia and the daily diet of the high land community used it
for the preparation of local soup called Wot with local bread out of Tef or barely known as
Injera. Pulses are used in powder form, shelled or unshelled and fresh and consumed at
green and matured stages. When eaten at green stage it is vegetable and after maturity as a
pulse. The major producers of pulses are the smallholders in high lands and low altitudes
through out the country. Most of the farmers use to cultivate the crops second to their main
crop for own consumption and very few are using the crop as cash crop and alternate crop
for crop rotation and nitrogen fixation to the soil. Pulses are high value commodity for
businessmen who are collecting very small amount from fragmented small local markets and
make substantial amount and sell it to urban dwellers in different form and size. It has got
good demand in the local market and some foreign demand is coming in and export to Asian
countries is growing.

Macroeconomics:

Pulses are the second important food crop of the country covering 11.3% of the cultivated
area (approx. 1 million ha). The yield has been in the range of 7 to 9 quintals per hectare in
last three decades. According to ITC statistics, exports of Ethiopian pulses outperform world
market trends.

Microeconomics:

Ethiopian fruit and vegetable enterprise has tried to make business with South Africa and
made speckle beans distribution to the farmers but could not collect the product at all and
has lost all the 60 tons of the beans and the commitment to its business partners, however
the speckle beans picked up by somebody and ended up to export markets. In the pulse
trade business the pulse and oil crops association is doing quite a good job on local and
export markets. Ethiopian women business association is also working fine at small-scale
level on value add activities and distribute to the end consumers in the country and export to
the diasporas.

Development prospects and expected impacts:

Food security, increase household income, market expansion, foreign income. There is a
rising demand from international markets for special bean types (according to colour and
size). Value adding activities exist in grading and packaging and industrial processing.

Summary: Suitability for promotion under BO&AM program

Pulses are potential cash crop and exportable agricultural goods and the growing demand in
the world market is an opportunity to be exploited.

Chain 6: Poultry supply and poultry products
Short description:

Poultry business in Ethiopia is not commercially organized the major contribution in the sub
sector is covered by the smallholders in a primitive manner. Local breeds with poor egg
production and broiler quality are the actors of the sub sector and not as a major business
but supplementary to crop cultivation of livestock herding. The local layers production
capacity is 80 to 100 eggs per year against the commercial layers annual capacity of 250
eggs. Local species are poor in their growth and needs more time to reach at least one year
for slaughtering where as improved broiler species can be ready with in 45 to 60 days. The
time gap in terms of business is very significant and local species cannot be used as
business element and not enough to support food security.
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Macroeconomics:

The sub sector is undergoing a structural change. New production units for exports are under
construction (e.g.: Elfora Modjo); other new entities intend to focus on the supply of national
markets. Micro enterprises compete with industrial entities. But this is only normal and
healthy for the sector.

Microeconomics:

Companies involved in the business are facing problems on disease, supply shortage and
unavailability of medicaments, feed and ingredients. Above all frequent import of day old
chick for broiler farm is the most expensive and cumbersome and limited many not to have
the expected efficiency and need to solve the bottle neck by establishing local broiler
supplies in connection with foreign partners. This could bring sustainable supply of day old
chicks and smoothen the business and bring up to a better level.

To overcome this constraint and complete the broiler business cycle Alema farm is in the
process of establishment of parent stock and hatchery unit. The parent stock farm is
designed for three thousand chickens and the corresponding hatchery unit for ten thousand
day old chicken per week. The parent stock farm and the hatchery unit are under
construction three km away from the head office. Water and electric power supply are made
available at the sites of parent stock farm and hatchery unit. The construction work has
started, the required technologies are identified and interventions in this part of the business
activity in terms of training, technology or both are needed most and could serve beyond the
interest of the company.

Development prospects and expected impacts:

The introduction of improved broiler chicken can help many in terms of income and food
security and can create business linkages with big companies who can bring business
potential, knowledge, and skill to the country at large.

Summary: Suitability for promotion under BO&AM program

Importing day old chicken for broiler business is cumbersome, time killing and expensive. To
over-come this critical problem of broiler business local supply of day old chickens is relevant
and makes the business cycle complete and productive. This needs the establishment of
parent stock and hatchery unit that can help to improve the supply shortage of improved
broiler breeds in the local market and support the introduction of potential breeds to the farm
community. This business has long time linkages with Dutch companies and could be better
to work in an established business relationship.

Chain 7: Value chain animal feeds for domestic and international use

Short Description:

In traditional livestock keeping the animals rely almost entirely on what is locally
grown/grass/ and crop residues. In modern and commercial animal rearing such as
dairy and poultry production various types of feeding stuffs are required. These
feedstuffs can be grouped in to different classes on the basis of their chemical
compositions. Though strictly speaking no two feeding stuffs are alike in the
composition and characteristic, in practical feeding, substitution of one feeding stuff
to another depending upon the market price and availability in particular area is
common. Therefore, it is necessary to categorize and assess the availability of the
feeds to run the dairy production, fattening and poultry business in sustainable and
cost-effective ways.
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Microeconomics

Feed problem: there is no concentrate feed supply or production in the country. Few years
back A.A Slaughter House used to produce meat and bone meal for animal feed, but
currently it was stopped. According to our field observation and interviews with private poultry
producers, the companies have been importing Soya been from Holland. They used mixing
of fat and molasses for protein supplement. Feed price has escalated. Currently, the
companies are importing Concentrated Vitamin Supplement and Premix feed from abroad.
This shows how this business is running cost effectively.

In line with the new permits of allowing animal exports to Arab markets, the use of animal
based meal in animal feeds has been forbidden.

Development Prospects and Expected Impacts

Abundance of processed animal feed particularly concentrate (protein) and additives are
almost non-existent in this country, causing dairy and poultry production business
unattractive for private entrepreneurs who need to go in to the business. There is very few
small-scale private and public animals feed processing plants in the country with almost
negligent contribution to the sub-sector.

Availability of animal feed in terms of quantity and quality with required standard for various
classes and kinds of livestock is the most difficult problem. Above all the lack of standard
concentrate protein source (fish meal, meat and bone meal) as well as plant sources (corn,
oilseed, and Soya been), which are used as essential nutrient sources to various classes of
livestock for growth, maintenance, lactation and egg production is a very crucial problem.
Because of this, the industries are practically importing these feeds from abroad with high
cost, causing commercial and semi-commercial farms un profitable. There fore, the reducing
this critical shortage of animal feed would have a very promising opportunity to for
intervention in to the business.

Summary: Suitability for Promotion under BO&AM Program

Currently, protein source for poultry farms appears to be a serious key problem. Apparently,
few small scale processing has started. Investment promotion on establishment of more
animal feed processing plants might be the area of intervention.

Chain 8: Environmental friendly inland fish supply
Short Description:

The country has substantial inland water bodies covering 7400 sq.km of lakes and reservoirs
and 7000 km of rivers. Estimated total annual fish yield potential of the country is about
51,000 tons. The most important lakes for the supply of fish are: Lake Tana ((3600 km?),
Lake Abaya (1160 km?), Lake Chamo (551 km?), Lake Zuway (434 km?), Lake Shala (409
km?) Lake Awassa and reservoir Lake Koka (225 km?). On the other hand, since 1975, about
25 small fishponds were constructed throughout the country. These ponds have covered total
area of about 11 ha; have been stocked up by the Sebeta Fish Culture Station, with about
120,000 fingerlings.

Macroeconomics

Aquaculture in Ethiopia is still in its infancy in spite of the fact that the country’s physical and
socio-economic conditions favours its development. With an average production of about
15,000 tons per year, the fisheries sub-sector's contribution to the GDP is small but
increasing. On the other hand, the sub-sector generates about US$ 3 million in business
turnover, and directly and indirectly employs about 35,000 people, a significant number of
which are women and youths. Fish consumption in fishing communities is estimated to be a
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high as 10 kg/head/year. It is difficult to quantify the economic importance of the sub sector
to Ethiopian because of the lack of data.

Microeconomics

Ethiopian fishery is entirely artesian. Fisher folks mostly use one-man rafts, whose carrying
capacity is extremely limited. About 15,000 artesian fisher folks comprising 5000 professional
fisher folks and 10,000 par timers undertake fishing activity. They use about 2500 fishing
gears, of which only about 400 are motorized, representing 16% of the total. Ethiopia’s fish
industry is not well developed and the culture of fish meat consumption is almost unknown in
the rural areas. The eating habit of fish is seasonal and related to the fasting season of
Orthodox Christians. Ethiopian consumers have preference to whole fresh fish, and
producers usually supply fresh fish. The nature of Ethiopian fisheries sub sector limits the
productivity of the units. There is a lack of fish farming tradition and fish farming extension
services. The landing and processing are generally carried out in unhygienic conditions, thus
posing economic and health problems for the communities.

At present the marketing of fresh fish remain in the hand of a public enterprise (Fish
Production and Marketing Enterprise), which is on the privatisation list. The company
maintains a well functioning cold chain and maintains several outlets in Addis

Out of the perspective of Fish Production and Marketing Enterprise there are the following
development constraints:

The fish production is depleted in all lakes as oppose to the increasing prices for it. There is
over fishing and mismanagement resource, which leads to the depletion. The fishing
practice elsewhere is not regulated. Even though, there is a general policy to protect the
resource, its realization is far. Therefore, reinforcing the policy on fish resource utilization
and providing technical training on fishery farming and harvesting techniques as well as
promoting fishery consumption habit in the diet can be intervention point of the fish industry

Development Prospects and Expected Impacts

There is high potential of aquaculture in Ethiopia depending on the area and the abundance
of precipitation and agricultural products to feed the fish. The national demand for fish is
continuously increasing. The estimated average national per caput consumption of fish, in
spite of an increase by 20% in the last 4 years, is still low. In fish producing areas, local per
capita fish consumption is estimated at 8.5 kg/year (FAO, 1990). In major urban areas, fish
demand has been stimulated by regular supply of good quality product at affordable prices,
when compared to the prices of meat. Currently (2004), the national demand is estimated at
85,000 tons, which is by far larger than the estimated current total annual fish yield potential
of the country (51,000 tons), and would increase to about 100,000 and 120,000 tons by the
years 2010 and 2015 respectively.

High prices of fish product in urban centre and the depletion of inland fish resources have
created a very promising business potential in the sub-sector.

Summary: Suitability for Promotion under BO&AM Program

There is a possibility of increasing the value addition/gains from fish and fish products by
processing, storage and preservation (value added) of fish by 25 to 30% during the same
period. Increased value addition/processing of fisheries products would increase the
contribution of the sub sector to the household and national economy. This will improve the
prospective national benefit and assure sustainable exploitation of the fisheries resources in
Ethiopia. To achieve this, some immediate Interventions are required to improve fish
resource utilization and providing technical training on fishery farming and harvesting
techniques as well as promoting fishery consumption habit in the diet.

21



Chain 9: Cotton supply and processing

Short description:

Cotton farms in Ethiopia are of two types: large-scale state farms and traditional peasant
farms. Large-scale cotton cultivation is carried out mainly in the Awash valley and in three
minor areas, namely North Omo (southern Regions), Ababo (Gambella Region) and Gode
(Ogaden Region). Cotton is produced with the help of irrigations in all cases except Ababo.

Macroeconomics:

In 1983/84, the country was able to export some 5,278 tons of cotton. Over the years exports
tended to decline with the fall in the production of state farms. Cotton exports virtually ceased
in 1991/92. About 10,000 tons of lint cotton was imported (through the USA's assistance) in
1992 to keep the textile mills operational (Mulat & Bente, 1994).

Microeconomics:

The state farms cultivated 35,741 hectares and produced 85,143 ton of seed cotton in 1985.
Since 1985, however, the trend has been one of declining with cultivated area and production
falling to 34,350 hectares and 44,000 tons by 1990. Cotton land under the state farms
measured only 16,573 and 13,288 hectares due to the combined effect of the war and the
new economic policy that gave back farm land to the local people on the ground that it was
unfairly taken away by the former government. Cotton produced by the state farms is mainly
used by the domestic textile industries

Peasant cotton growing areas are generally situated at altitudes ranging from about 1,000
meters to 1,700 meters above sea level. The actual cultivated area is not known with
certainty, but is roughly estimated to 42,000 hectares, producing 194,000 quintals of raw
cotton. Peasant production is characterized by traditional technology with no access to
improved seeds and chemicals. Almost all the cotton produced by the peasant sector is used
by the craft industry. Spinning cotton into homemade yarn (Mag) for making traditional fabric
by weavers is an important historical tradition (Mulat & Bente, 1994.

Development prospects and expected impacts:

Textiles can get enough raw material supply and cottonseed oil is potential oil seed for oil
mills. Labour-intensive operation and back ward and forward linkages give job opportunity
and marketable product for local and foreign markets

Summary: Suitability for promotion under BO&AM program

Unless the business is privatised it might be difficult to consider the value chain cotton in this
support program.

Chain 10: Upgrading of traditional crops and processed products, including
(organic) Tef, false banana,
Short description:

Tef (f) (Eragrostis Tef) is an Ethiopian domesticate and is grown under a range of altitudes,
rainfall and soil types. Many small-scale farmers use Tef as the only commercial crop for
urban consumers and in addition the straw is used for local sales. In terms of food production
per unit of land or unit of farm tef productivity is fairly low. Accordingly, other food crops are
promoted in order to improve and stabilize the local food supply

False banana or Enset (Ensete ventricosum) is endemic to Ethiopia and occurs throughout
the country both wild a cultivated at altitudes ranging between 1000 and 3000 meters. Enset
is a traditional staple crop in the densely populated south and southwestern part of Ethiopia.
The root of the plant provides food in the form of starch and the stem is used to produce
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coarse fibber. Enset provides more amount of foodstuff per unit area than most cereals. It is
estimated that 40 to 60 enset plants occupying 250-375 sqg. meters can provide enough food
for a family of 5 to 6 people.

Statistical information on area and production is not available. Rough estimates suggest that
around 40,000 hectares of land are under enset. The plant, which is normally grown in the
backyard of homesteads, was adversely affected by the villagisation policy of the previous
government in the mid-1980s as the plants had to be abandoned when the families were
forced to relocate their homes in the new villages

Macroeconomics:

The market perspective for Tef is rather positive, since the urban demand for Tef is growing
with the rising number of urban residents and gradual income increase (total production
approx. 1.2 million tons, of 70 to 80 % are marketed).

The international market is split into the “ethnic food” markets of Ethiopian living abroad, the
international bulk grain trade and niche food market. A special selection of Tef is proofed to
be gluten free and farmers in Australia and Netherlands have started to produce the highly
purified gluten-free Tef for organic niche markets.

In general Enset is not marketed on commercial basis and there is hardly any supply of
Enset to urban markets. In the context of food security enset receives some attention through
promotional work of NGOs.

Microeconomics:

The traditional way of producing Tef requires intensive ploughing and soil movement. Since
even the straw is used and sold, the nutrients balance is often negative and Tef production
has been often considered to add to the general soil degradation. Although farmers tend to
use mineral fertilizer in the field, the nutrients balance remains negative.

On the other hand many traders and producers argue in favour of Tef since the marketing
risk is absolutely minimal. Tef can be stored for a long time without being attacked by any
pests or diseases.

In the context of food security GTZ has conducted a study about the use and
commercialisation of enset, but one of the outcome of the study is, that enset appear to be
an inferior food crop to other since the food preparation process is very labour-intensive. But
still Enset is widely considered to be a backbone of household food crop supply and source
of animal feed supply during periods of draught.

Development prospects and expected impacts:

In the context of a constantly growing urban demand for food and the readiness of urban
dwellers to purchase Tef, it offers a stable and growing market perspective. The main
concern of national and international buyers is the impurity of seeds. Several selections with
different product characters are often blended, where the market would be ready to pay for
premium products.

Accordingly the market potential lies in the establishment of pure seed selection and
marketing. Outside governmental structures there are not many strategic aliens in supporting
the purification process, since many traders are causing the impurity. On the other side an
active cooperation with traders might be a promising entry point in improving the Tef markets.
There are some promising indications that Enset —apart from food security- could be used as
an industrial raw material for starch and fibre production.

Summary: Suitability for promotion under BO&AM programme:

Due to the national market importance of Tef is should not be generally neglected. At the
same time potential interventions with chances of improving the sales value are limited to the
purification process (potential of selling pure Tef selections for premium prices). Secondly it
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might be recommendable to consider Tef in the context of other grains especially the
promotion of Tridicale.

Chain 11: Niche products such as Moringa, essential oils and essences
(excluding Oleoresins)

Short description:

In this chapter we want to present the idea of promoting niche products, most of them can be
described as low volume — high value products. Niche products cover a wide range of natural
products; most of them are used for extraction of flavours or essences. The flavours and
essences are late used in the international food and cosmetic industry but as well required by
the national industries e.g. soap manufacturing.

According to market importance essential oils are grouped as follows:

Cosmetic Oils

Due to recent market trends of identifying new cosmetic carrier oils, the market information
about cosmetic oils with an African touch is widely available. Of special interest is Moringa
oil, where the basic products are available in the country and first product development has
been carried out in the country. Here again quality requirements differ widely depending if
products are marketed as bio-products or input for the cosmetic or food industry.

Ethiopia has a history in developing and promoting the high value — low volume products,
since transport costs have been always playing a decisive role supplying international
markets. Therefore it has an established its own research institute and maintains a complete
collection of (mother) plants. Of special interest has been always the extraction of spices
(and oleoresin from paprika and chillies compare chain 12).

The commercial cultivation and production of medicinal plants is not known in the country
and the two regions although several cultivars are included in the collection of the research
institutes.
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Macroeconomics:

The main suppliers to the EU are the following countries of primary origin and first
processing. As usual in the business, many companies import the raw-product and export the
oils.

The role of developing countries in the imports into the EU is substantial, as they supplied 52
percent of the total imported volume to the EU. Their share in the imports of not-
deterpenated oils has showed an increasingly important role in recent years. Developing
countries supplies are dominated by Brazil and the key product group is orange oils (note:
by-product of juice industry), accounting for 40 percent of the total imports of essential oils
and oleoresins in 1997.

Developing countries supplied 70 percent of the total imported volume (6.6 thousand tonnes)
into The Netherlands in 1997. Brazil dominated developing countries supplies, accounting for
almost 83 percent of imports from developing countries or 58 percent of total imports in 1997.
Brazil is followed in importance by China and Cuba.

The European Union applies the Common Customs Tariff to imports from non-EU sources.
Imports of essential oil and oleoresins originating in ACP countries or in least developed
countries (LDCs) are given import exemptions. All essential oils and oleoresins from those
countries have a zero tariff.

So far no significant amount of essences and flavours are supplied to domestic and
international markets, although unprocessed plants are exported (chain 13).

Microeconomics:

The following table provides a useful summary of the processing technologies applied for
extracting essential oils

25



Essential oils do not contain the non-volatile component of the spice; therefore, the flavour
profile is incomplete. Oleoresins consist of essential oils, resins and the components that
provide heat in a spice. Oleoresins are total extracts of the natural spice or herb,
representing the volatile and the non-volatile components of the spice or herb. Compared to
essential oils, the oleoresins display greater stability towards high-heat applications and have
flavour characteristics more like the natural dry spice than the corresponding essential oils.
Therefore, oleoresins are used where a full range of flavour is required such as in producing
processed meats.

Oleoresins are also used for colouring purposes. Although oleoresins are normally thick,
viscous and sometimes highly coloured products, they generally give less colour to the
finished product than the corresponding spices, because they are used in such small
guantities. The flavour of oleoresins may not be equivalent to their corresponding essential
oils. The normal use range in food of oleoresins is 1/5 to 1/20 of their corresponding dry
spices.

The study team could not identify a single processing company in operation for essences and
flavours extraction although several companies showed serious interests and have re-started
commercial cultivation of crops for extraction. (Two companies exist for oleoresin productions
chain 12)

However, the research centre is able to make analyses of essences and flavours up to
international standards and praxis backing up any future investor or developer.

Backed by a small grant from the World Bank, Teppo Agricultural enterprise has started to
produce and disseminate Moringa Trees. Their main objective is to introduce the tree as a
multipurpose crop in rural areas (water purification with seeds, natural insect repellent, and
environmental tree). So far they have produced and distributed more than 10 000 trees per
annum. Since they have the established capacity of tree multiplication, the farm could be a
promising cooperation partner in Moringa Development or other tree crops.
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Development prospects and expected impacts:

Agronomic practices for most of the promising and relevant cultivars have been studied and
documented, plant material supply can be made available out of well maintained mother
stocks, several investors are presently re-assessing their investment plans since world
market potentials in a highly fragmented market are readily available (food industry, cosmetic
industry, ecological cosmetic sector).

Since the development of this sub sector is the core of the high value — low volume approach
and the market prospects appear to be promising over the next years, investors should be
supported in opening up of the market segment. In addition the option of establishing out-
grower schemes for the supply of raw material add a rural social component to the
development prospects

In a very recent study (Ethiopia’s essentials- export potential of Ethiopian essential oils) CBI
has given a very positive outlook about the international markets, especially for organic
essential oils.

Summary: Suitability for promotion under BO&AM programme:

Since the chain in total does not exist yet, but shows promising chances of being realised,
the programmes should establish a mechanism on how to develop and support promising
chains in general and the essential oils and flavours in specific.

Chain 12: Improvement of spice production and trade including organic lines,
Berbere, Including oleoresins based on paprika and chillies
Short description:

Here again we present a group of commodities generally described as spices. The most
common and widely spread spice of the country and the south is Berbere, which produced
from red-hot capsicum (when fresh it is considered to be a vegetable-according to
international trading classifications). The red-hot capsicum is as well the basic material for
the extraction of olearesins. Work has started to introduce a non-pungent red paprika type,
which is commonly used in southern Africa for the industrial purpose. Small red-hot chillies
(bird eye) are rarely used, which are more often used in southern Africa to produce the
pungent component.

Other spices are basically promoted to be sold as dried spice for direct human consumption.
Minor processing is still going on in extracting oleoresin from ginger and turmeric.

Real spices for direct human consumption are of some importance in terms of Korerima
(false cardamom), cardamom, turmeric, ginger and other minor spices.

Dried herbs are of some minor importance in terms of rosemary, cilantro and others. The
introduction of herbal tea has juts started.

Macroeconomics:

The world market for imported spices and culinary herbs is large, valued at just over US$ 2.3
billion. The main importers are developed countries (EU, USA), which import tropical and
sub-tropical spices from developing countries. The majority of imports are in raw and in bulk
form but not further processed.
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Imports have recorded strong growth averaging 8.5% a year over the past five
years. Therefore, this growth rate is a good indicator of the growth of consumption of
spices. The main causes of the growth of consumption of spices has been the
increasing trend towards eating ethnic or oriental foods in the developed countries
and the increasing affluence of consumers in Asian and Latin American & Middle
Eastern developing countries.

In the developed countries, the growth in consumption of ethnic and oriental foods has been
spurred by the larger numbers of people travelling abroad and replicating their favourite new
dishes at home, the influence of their growing ethnic communities as well as a general trend
to eat a greater variety of foods.

The usage of spices and herbs by consumers is increasing also because they are
appreciated as completely natural, rather than artificial, additives

The developing countries are responsible for the vast majority of spices consumed
worldwide: 95% of the world’s spices are grown in the developing countries and the
majority are consumed in country. As disposable incomes rise in these countries, their
populations are able to afford greater quantities and varieties of spices.

Import markets are currently concentrated. The two largest markets, EU and USA, purchased
over half the world’s exports between 1995 and 1998 (32.1% and 22.5% respectively). The
following five importing countries took another quarter of the world’s exports, Singapore
(8.7%), Japan (8.5%), Canada (2.8%), Malaysia (2.5%), and Mexico (2.2%). The
concentration of markets is likely to fall in future. As the Asian and Latin American economies
grow, they will start to import more spices. Even major producers such as India and China
have become major importers of certain spices as consumption increases.

By far the most important spices for most developed country markets in quantity and value
terms are pepper and capsicum/paprika. Imports of the former are in excess of US$ 1 billion
in value and the latter close to US$ 400 million. Pepper is used in all types of cuisine whilst
paprika is gaining ground because of the trend towards ethnic foods. Other important spices
that also find wide application are ginger, cinnamon, nutmeg, caraway, thyme, bay and
mace.

Spices that have grown in popularity as a result of the trend towards ethnic and oriental foods
are coriander, cumin, turmeric and cloves.

Some developing countries such as Madagascar, Comoros and Tanzania, Malawi are
participating in the trade and earn a substantial part of their foreign exchange from spice
exports. They have a significant potential to expand their exports to both developed and
developing country markets. These are high value markets that are growing rapidly. Within
the group of the LDCs Madagascar was the main LDC exporter, supplying 72% of the total
LDC exports of spices between 1995 and 1999, followed by the Comoros (6%), Tanzania

28



(5%), Myanmar, Nepal and Malawi. Singapore, the Netherlands and Hong Kong are the main
trading centres for spices from LDCs.
The main spices exported by LDC countries are vanilla, cloves, chillies, cardamoms, nutmeg

and mace.

Since 1995, the LDCs have provided for over a half of the world imports of vanilla and over a
fifth of the world demand for cloves. Other major LDC exports are pepper, chillies, coriander,
cumin, turmeric etc.

The main competitors for specific spices are other developing countries:

* Pepper: India, Indonesia, Malaysia and Vietnam

e Chillies: India, Chile, Jamaica, Malaysia and China

e Vanilla: Indonesia, China, Costa Rica and Mexico

e Cinnamon and cassia: Sri-Lanka, Seychelles, China, Indonesia and Vietnam
e Cloves: Sri-Lanka, Brazil and Indonesia

* Nutmeg, mace and Cardamom: India, Sri-Lanka, Guatemala and Grenada

» Dried Ginger: China, India, Indonesia, Nigeria and Jamaica

» Medicinal Plant (Chirata): India

» Marjoram: Egypt, Israel and Chile

* Oregano:  Chile and Turkey

* Basil: Chile and Egypt

» Other spice seeds: Iran, India, China, turkey, Pakistan, Morocco, Vietham

» Other spices and mixtures: India, Turkey, Mexico, Indonesia and Thailand.

Importers and consumers are hesitant about accepting spices processed and packed in
LDCs because of their perceived reputation for poor quality and possible adulteration and
LDC exporters are often unable to meet international food safety (Hazard Analysis Critical
Control Points - HACCP) and quality assurance (ISO 9000) standards

So far Ethiopia has not established itself as significant supplier of spices as the previous
focus has been towards the extraction of oleoresin. Since the country’s image | linked to
berbere and spice production is widely known in the country and especially in the south, this
might be a good starting point for further development and improvement.

Microeconomics:

Primary Production:

The production system of spices, in all forms, especially by smallholdings, can be said
traditional as traditional planting methods are used and production is generally low and
unplanned. In most of the regions, small plot size is allocated for spices. Moreover,
producers hardly use modern inputs such as chemical, fertilizer, better seeds, farming tools
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and techniques. Instead, their production method and technique are highly based on
knowledge that passed from generation to generation

Processing:

The recently conducted CBI study on Oleoresins is quite optimistic about Ethiopia’s potential
in producing paprika and chillies for pigment and spice extraction. However, the present
economic situation of the two processing entities is very gloomy. The private and most
modern facility is running into liquidity problems and will miss this processing season. The
second processing entity, operating with outdated equipment, is going to be privatised, but
the primary American owner is keeping a claim on the entire asset. As the country example
from Zambia, Malawi and Zimbabwe are showing, up to 40 000 smallholder farms could be
integrated into the supply scheme of these low-input and low-risk crops. The economic
situation around these processing faculties needs to be addressed and solved with high
priority otherwise all the related studies and the research centres are without any meaning.

Development prospects and expected impacts:

Due to the fact that spices including paprika and capsicum for oleoresin are very suitable
crops for smallholder farms, requiring high labour inputs and limited risk of perishing, this
sub-sector could play an important role in generating cash to rural areas. Zambia and
Zimbabwe might be taken as a benchmark, where thousands of smallholders produce
paprika and chillies in remote areas (in this case remoteness is an advantage in order to
avoid cross pollination and to keep the pungent elements out of the production).

Several development options do exist:

§ Production of paprika using non-pungent material for oleoresin production. But first
the long-term financial survival needs to be guaranteed, and than further and
additional grower schemes can be developed.

§ Expansion of the spice production and marketing for direct human consumption
(domestic and international), (benchmark: South Africa)

8§ The production and marketing of organic dried herbs (cultivated and non-cultivated)

8§ The production of essences and flavours of herbs

Summary: Suitability for promotion under BO&AM programme:

Since the planting material is available in the country and several private enterprises show
interests in developing the sub sector, this commodity groups might be of future interest of
the two target regions.

Chain 13: Commercialisation of non-timber forest products including gum,
resins
The information base on non-timber forest products in Ethiopia is non- existent or at best
weak. There is no single national or regional organization responsible for the collection study
and documentation of non-timber forest products resources in the country. Thus, only
natural Gum/Resin is discussed as a representative.

Short Description:

Ethiopia has substantial areas suitable for the cultivation of natural gums. The gum-yielding
tree species of Ethiopia are confined almost exclusively to low land areas at altitude range of
200-1500 m.a.s.l, subjected to hot and arid conditions. Western, Southern and Eastern parts
of Ethiopia lie in the so-called “Gum belt of Africa. From the types of the gum trees found, the
following natural gums could be collected: Gum Arabic, Gum Olibanum, Gum Myrrh and
Gum Oppoponex. Despite the country’s conducive environment, there is no commercial farm.
Tigray, Amhara, Oromia, and Gambela are the regions endowed with natural gums trees in
order of importance. The total area under natural gum is estimated to be 2.8 million hectare.
Two major groups are distinguished, Aromatic gums and resins and Arabic gum. The yield
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per tree ranges from 100 gm to 1000 gm per year. The annual total production potential is
estimated around 2.57 million quintals, while the maximum production was only 34,214
quintal in 1994. The pre dominant product market-wise is Frankincense, which during recent
years accounted for about 80% of total out put, followed by Gum Arabica about 14% and
Myrrh occupies third position with 6%. Most of the production originates from the North
Western part of the country, particularly from Tigray and Gondar.

Varnish
Macroeconomics

The economic importance of the gums is as row material in manufacturing of, laxative,
essential oil, perfume, chewing gum etc. More importantly, gum production is one of the top
employment generating activities for seasonal workers in tapping, collection and processing.
At national level the number is estimated to range between 20,000-30,000 per years. The
price paid for workers is a very important source of income for most rural people. Currently,
gum production and export involves both the government and private sectors. In 2003, the
major importing countries of gums in terms of value were UAE, Tunisia, China, Germany,
Greece and Guatemala. The exported volume of products such natural gums and resins,
amounted to 3000 tones in 2003, increasing from 1208.6 tones in the year 2001. The last 3
years (2001-2003) exports were also growing in terms of value and amounted USD 2.8
million, 3.3 million and 4.1 million in the years 2001, 2002, 2003 respectively. Natural gum
and resins becomes the 10" important commodity in export sectors and having 1.4% shares
in the world market.

Microeconomics

Although no proper inventory has been made, there is a very high potential for natural gum
and resins. The process of collection of natural gum ands resins is done in a traditional way
manually and is labour intensive. The collection is done dry season from month of September
to June. Large numbers of people are tapping the trees by shaving a very thin external
circular layer of the bark. In one collection season one tapper collects on average 10-12
guintals. Natural gums seasonal tapping and collection activities are creating off farm job
opportunity for about 20,000-30,000 people per years at the remotest part of the country. It
is therefore, a very important source of income for most rural people. The wage price paid for
collectors on the sites and cleaners/sorters in the main stores is 155 Birr per quintals while
the collectors varied between 30-110 per quintal based on grades. Very little efforts have
been made to estimate the exact resources, to maintain the resource and to improve the
exploitation. The production areas are very remote and lack public utilities, including
communication infrastructure. There is also shortage of experienced labour force. The land is
leased just for the period of one year. As a result, the gm collectors do not make efforts to
develop the area, because the lease might not renew the following year. The present lease
system does not guarantee the sustainable utilization of resources either. According to the
National bank of Ethiopia, there are 15 exporters and processors of natural gums and resins,
earning total value of USD 3.76 million (2003). About 36% of this value is the share of one
public company (Natural Gum Processing), while the rest was by other PLC.

Development Prospects and Expected Impacts

One might admittedly employ a far more optimistic view for future prospects for natural gums
and resins. These is due to the fact that there is a possibility that present world wide trends
which favour utilization of healthy, ‘ecological’ products, may lead to increased future
demand for such a perfectly natural products as gums, rather than to the suggested decline
of its use. As far as marketing prospects are concerned, substitutes already exist for
replacement of the gum in certain domains of utilization. It also seems quite likely that the
chemical industry will develop alternative products, on an increasing scale, for replacing this
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relatively costly row material. It appears more doubtful whether synthetics will ever seriously
threaten the market for Frankincense or Myrrh.

In conclusion, the resource base is almost certainly vastly under-exploited but under heavy
pressure from shifting cultivators, fuel wood collectors and charcoal makers. According to
export enterprises and experts from forestry sectors, sustainable annual output could be
increased to five or even 10 times the recent production level of 1500 tones. For rural people
to become motivated to carry out planting on a large scale, they must be assured that the
trees established in this manner will start yielding incense and gums in significant quantities
within relatively short period and so that, they earn more income.

Summary: Suitability for Promotion under BO&AM Program

Investing in this sector is a serious option; global demand in the major markets increased in
2003, as did Ethiopian export of gums. There are many weaknesses in the sector and the
most important of these are insufficient raw materials supply, poor infrastructure and lack of
marketing information. Improving the efficiency of natural gum collections and processing
practice, strengthening and improving the capacity of all actors in the business, collectors,
private exporters and public sectors could be an area to be focused on. Therefore, the
BO&AM program support could play a role in the process of offering training for collectors
and exporters and improving infrastructure are an inevitable. The support could be also
through improving the quality problem, market promotion / campaign, adding more value,
improving the annual leasing period to long term leasing, expansion of commercial farms,
and training the people in the whole supply chain.

Chain 14: Tuber and roots

Short description:

Enset or false banana has been covered already in chain 10. Here we want to introduce
starchy roots and tubers with certain commercial value in the country especially Irish
potatoes and sweet potatoes. Other crops (e.g.: cassava/anchote, bagana) have no
commercial importance so far.

Potatoes can be grown in almost all kind of environment and due to international efforts (CIP
and private companies) planting material has been adopted to almost all ecological zones. At
the same time markets in each African country are expanding very rapidly based on domestic
supplies making potatoes an important staple for rural and urban consumers. In Kenya, for
example, market supply of potatoes grew by 10 % annually during the last decade. In
Ethiopia, however, potatoes still have the stigma of being the food for the urban poor; this
might gradually change when bakeries of food processors are going to offer more potato
chips.

Macroeconomics:

In the absence of industrial starch production animal feed supply based on potatoes there
are basically four market segments in the country:

Urban consumers

Large scale consumers (army, hotels, boarding schools)

Food processing industries (chips)

Local rural consumers (green leaves of sweet potatoes and the tubers)

w W W W
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Microeconomics:

The production of potatoes requires always a high volume of planting material. Basically
farmers keep part of the harvest for next season. However, the productivity is gradually
deteriorating with the genetic erosion. Therefore a regular supply of fresh planting material
needs to be established. The situation deteriorates with the occurrence of draughts.
Therefore a systematic back up is required maintaining and providing the genetic material on
one side and bulking planting material on the other side.

Sweet potatoes get more and more in the focus of drought rehabilitation programmes, since.
Due to new selection the first green leaves of sweet potatoes can be harvested after three
weeks and the first crop after 60 days.

Greenwood Company in Awasa has started to multiply and distribute sweet potatoes and is
supplying draught relief and settlement programmes.

Development prospects and expected impacts:

Since the domestic market will be constantly expanding and the marketing risks are at the
lower side, potatoes are offering a promising medium to long-term perspective for farmers
and processors at the same time.

There are more opportunities - especially in seed multiplication — for private enterprises. The
cooperation with international companies and research centres is offering additional
opportunities

Summary: Suitability for promotion under BO&AM programme:

Tubers and roots might play an important role in developing the small and medium sized
agro-processing industries (e.g.: potato chips and other potato snacks). At the same time the
supply side appears to be very week and non-reliable.

Chain 15: Biomass for energy production including biogas
Short description:

Similar to the chain of oil crops for energy production we want to present an additional chain
in dealing with energy supply based on biomass. The spread of biogas units using manure of
zero grazing livestock units might be widely known. However, there are further and additional
possibilities. The utilization of wood chippings or bamboo pulp are only one possibility, the
cultivation of special field crops are other options.

Macroeconomics:
Macro economic data only exist from international sources. However, several international
investors show interest in developing this sub sector

Microeconomics:

Microeconomics at farm level entirely depends on the industrial set-up of utilizing the energy.
However, several biogas installations (e.g.. at Alema farms) show the use of agricultural
energy in industrial processing within a single company.

Development prospects and expected impacts:

In general the discussion about the promotion of biomass might be premature at present
levels of industrial development. On the other side, long-term visions are required in pointing
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out future development options. This sub sector might be one of the future development
options.

Summary: Suitability for promotion under BO&AM programme:

If the programme will actively look into research and development of new chains, biomass
might be a promising candidate for further development.

Chain 16: Hides and skins supplying the leather industries

The market segments for Ethiopia processed leather have been generally export and
domestic market. In this regard the Ethiopian Tanners Association is doing a very fine job
and has established good export business. However the export market has remained to be
the major focus of the Ethiopian prime leather industry. The domestic market has not
accorded priority. The products of the tannery are basically not consumer goods rather are
producers' goods, which need further process to be consumer products. Therefore the
buyers of these products are tanneries that want to further process the semi-processed
leather in to finished leather of various end-uses and/or footwear and other leather products
manufacturers.
Presently, in the international market buyers of Ethiopian products generally prefer semi-
finished leather rather than finished leather as most of the existing clients are themselves
tanners who want to further process the semi- finished products to a particular set of finished
products that suit their market needs. Initially the products of the tannery will be exported
mainly in the form of semi processed products namely pickle, wet blue and crust.
A large part of the gap between the potential and actual collection is explained the high level
of direct backyard slaughter by consumers and small butchers, and the relatively low price
per hide or skin.
The main technical issue confronting the industry is the quality of the raw material. Poor
flaying (knife damage) is the cause of most defects. Most tanneries produce semi-processed
skins and hides, six (three public and three private companies) produce finished leather and
leather products. Eighty percent of the production is exported, with the remainder for the
domestic market.

Macroeconomics:

With an export value of about USD 75 million per year over the last two years, the share of
the leather sector exports varies between 17-21 percent of total exports and is thus the
second most important export commodity. The share of the leather sector in total exports
has risen from an average of about 10 percent in the nineties to where it is now.

Experience have shown that all, tanneries prefer to export high quality semi-processed skin
(pickle or wet blue) finished the low quality for domestic market. Therefore the supply of
finished leather for domestic market also depends on quality mix of the semi-processed skin.
The tendency of world market interest has inclined from semi processed leather products to
finished leather goods. The significant increase in the quantity of leather plants in the past
years has raised the demand for raw leather; as a result competition with in the sector has
escalated the price to a very high level and low quality supply.

An increase of leather plants was without new markets and therefore has increased the
guantity of supplies with lower market prices. On the other hand the competition of imitation
leather products with lower prices has endangered leather business. At the same time
because of the cool world market activities in the last years the demand for leather and
leather products has reduced instantly. Hide and skin disease has deteriorated the quality of
raw leather supplies.

Microeconomics:

There are nineteen tanneries in Ethiopia, four of which still managed by the public sector,
with one additional tannery under construction. Together, they have a capacity of about 25
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million skins and 3 million hides at 275 days operation per year, and are thus operating at
about 65 percent for skins and 80 percent for hides (Aklilu, 2002). Most tanneries produce
semi-processed skins and hides, six (three public and three private companies) produce
finished leather and leather products. Eighty percent of the production is exported, with the
remainder for the domestic market. The tanneries benefit from an export ban on raw hides,
which was instituted under the Dergue regime. Lifting that ban, as sometimes suggested,
would open the market to foreign buyers, and might increase the price that livestock keepers
obtain, although sanitary restrictions would allow export only to the less attractive Middle
Eastern and South Asian countries, and would put even more pressure on a local industry,
which already suffers from over-capacity. The advantage of a more competitive market
would therefore be offset by further pressure on the tannery sector, and possible reduced
local employment.

Development prospects and expected impacts:

Considering the national cattle, sheep and goat population, the estimated off-take rates, and
accounting for the informal export trade of live animals, the national production amounts to
2.5 million hides, 9.2 million sheep skins and 6 million goat skins. However, total production
of the Ethiopian tanneries is only 1 million hides, 7.5 million sheep skins and 4.5 million goat
skins, thus the collection is about 40 percent for hides, and about 80 percent for the skins. A
large part of the gap between the potential and actual collection is explained the high level of
direct backyard slaughter by consumers and small butchers, and the relatively low price per
hide or skin. Keeping the health of the animals at the grass root level improve the hide and
skin that makes quality leather and leather products.

Summary: Suitability for promotion under BO&AM program

The most daunting problem of the leather sector is poor quality of hides and skins, and this
mainly arises from the traditional system of animal husbandry at household level. It is most
challenging because for one thing it calls for changing the traditional way of life, and for
another, once the quality is affected at this stage, little can be done to improve it at all other
stages in the process, not even by any modern tanning technology available in the country. A
large proportion of the livestock population, which feeds tanneries with hides and skins, is
raised by rural households spatially scattered all over the country and whose livelihood
depends on a mixed farming system. In this traditional system cattle are used as draft
animals, herds graze in bushes and forests, they travel daily long-distances, they sleep in
fenced places where their dung and urine is not cleaned regularly and kept tidy.

Being a matter of tradition, most slaughtering takes place at home, in the household. And the
traditional way of flaying, preserving and drying subjects hides and skins to damage. The
prime problem in this respect is the lack of know-how and the insignificant price that these
by-products fetch. This requires improving the skill of households through training, which is
believed to take not much effort. As each additional activity in the process brings about
higher value added, it is beneficial if the process is carried-out by households themselves.
Therefore intervention in improvement of quality of hide and skins at farmers level and
technical support in post mortem activities can bring changes in the economic activities of the
business, the leather and leather products quality.

Chain 17: Livestock and meat marketing,

Short Description:

Ethiopia has one of the largest livestock inventories in Africa with the livestock ownership
currently supporting and sustaining the livelihood of an estimated 80% of the rural poor. An
estimated 30 million cattle, 37 million sheep and goats, and 7 million pack animals according
to a survey in 2003. Apart from its contribution as a source of food and income it is the only
source of traction power in traditional peasant farms. In the arid and semi-arid extensive
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grazing areas of the Eastern, Western and Southern lowlands, livestock are managed in
migratory pastoral production system. Highland part accounts for over 75% of the livestock
population; cattle provide traction power for 95 percent of grain production and also provide
food, manure, cast income and serve as a hedge against times of drought. The increasing
livestock density and associated overgrazing on both arable and grazing lands have serious
impacts on the land and vegetative cover. Inadequate feed and nutrition, widespread
diseases and poor health, poor breeding stock, and inadequate livestock policies with
respect to credit, extension, marketing and infrastructure have been cited as major
constraints affecting livestock performance.

Macroeconomics

Even at its underdeveloped state, the livestock sector still contributes about 20% of GDP and
employs over 30% of the agricultural labour forces (2003). Livestock and livestock by-
products are Ethiopia’s fourth most valuable export commodities earned USD 53.3 million
during the year 2003 (ITC), having a share of 2.2% and 1.3% in world trade for sheep skin
leather and goats skin leather respectively. The major by-products include sheepskin leather;
goats skin leather, bovine leather, row hides and skins, as well as meat of sheep and goat.
Hides and skins, principally leather, made up more than 95% of the total, followed by meat
products and live animals. Estimated average annual production of meat is about 288,000
tones, 938,000 tones of milk, 16.7 tones of hides and skins etc.

The sector nevertheless remains under exploited, and various attempts have been made by
the government to boost investment and production. Currently, government devising a 20-
year livestock development plans in conjunction with the African Development Bank.

Microeconomics

Livestock performs multiple functions in the Ethiopian household economy by providing food,
input for crop production and soil fertility management, cash income as well as in promoting
saving, fuel, social functions, and employments. With these multiple functions, livestock can
serve as a vehicle for improving food security and better livelihood of the rural population.
Despite the contribution of livestock to the economy and to smallholders’ livelihood, the
production system is not adequately market oriented. Livestock are not kept for marketing
purpose (meat or dairy) except some people sales animals targeted t traditional festivals. The
primary reason for selling animal is to generate income to meet unforeseen expenses.

Meat marketing and processing directly contributes to improving the nutrition and cash
income of the producer. The urban consumers get meat through one of the two channels.
They may purchase live animals and slaughter by them selves, or they may get meat from
butchers. In the case of meat export, the companies can purchase livestock from primary
market at different localities.

Development Prospects and Expected Impacts

Despite the contribution of the livestock resources to the Ethiopian economy, the government
reportedly allocated only 5 percent of its recurrent expenditure on agriculture and less than
0.3 percent on livestock (or 3% of the recurrent agricultural expenditure). This is clear
indication that financial flows to the livestock sector do not reflect its contribution to the
economy nor the potential wider impact of investment in the sector. Therefore, since the
livestock sub sector’s importance is immense, developing the sub sector further is a matter of
high priority. This is so because, primarily, be it for home consumption or export meeting
animal health standard is a necessary condition.

To realize its full potential, however, effective and efficient delivery of disease control
services and creation of disease free zone, among others, is prerequisite. Hence, to expand
modern livestock production, the capacity of the current system to provide animal health
service and health standard must be improved.
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Summary: Suitability for Promotion under BO&AM Program

Livestock and meat export marketing is the major foreign exchange earning source of the
country. Improving the efficiency of production process of meat for export market requires
supports to strengthen capacity of private exporters. According to interviews and field
observation made on the representative meat Exporter Company, all meat export slaughter
company have very serious problem with regard to discarding or utilizing various by-
products, dead carcasses, blood and boon from slaughtered animals. Offal removal is the
main constraint of these companies. Many of the companies are burning by-product and
carcasses. Introduction of technology to either processing the offal in to animal protein for
feed or using any environmentally friendly cleaning/disposal mechanism will be an area of big
attention. If using offal for animal feed is professionally not sound, cleaning should be the
safest measure to be considered

Chain 18: Environmental friendly coffee
Short description:

Coffee in Ethiopia is both cultivated on farms and grown in the wild, and is grown by small-
scale producers and mass producers alike, the end product is characterized by a great deal
of diversity. In fact, there are approximately 140 different varieties of coffee in Ethiopia.
Ethiopia one of the oldest exporters of coffee in the world and is the home of Arabica and
over sixty percent of export earnings of the nation is from coffee. The estimated Arabica
production is around three million of sixty-kilo bags a year. Almost half of the produce is
consumed locally and the country is the most substantial consumer of its own coffee in
Africa.

Small holders account 90/95 percent of the production and government own plantations grow
the rest. There are almost no commercial farms except for a few state farms, which have
been transferred to private investors in recent years.

Macroeconomics:

A final "market access” improvement considered in this business is the adoption of the Fair
Trade Coffee initiative. Coffee represents an important source of income for a multitude of
small farmers in Ethiopia. Ethiopia produces about 220,000 tons of coffee per year with
small farms counting for about 90 percent. The world price of coffee has been declining in
the last decade creating major problems for small farmers. Technical assistance to small
farmers could create one opportunity for coffee producers to increase the price received for
their output. One possibility is the Fair Trade Coffee initiative through which farmers can
improve the quality and more importantly the marketing of their product. Most of Ethiopia’s
coffee is actually organically grown and just needs to be certified in order to reap a larger
premium on international markets.

Microeconomics:

As one of the participants in world production and market of coffee Arabica, Ethiopia has
never involved in alternative marketing options for green coffee. Tariffs on green coffee are
lower and rare and have encouraged about 95 percent of all coffee exports to be in the form
of green beans but progressive tariffs are as a rule levied on coffee that has been processed,
and exports of processed coffee have not exceeded 5 percent of world exports by producing
countries in any year since 1980. Most of the time Ethiopian coffee auction prices reflect
world coffee price trends. The prices are now improved to high levels, indicating an increased
need of washed and dry coffee in the world market. The average price decrease of last three
year was more than 35% below the 1997 price. This has created problems for the exporters.
Five years ago there were about 200 companies licensed to export coffee, but by 2002 this
had dropped to 64. Over 68% of the companies have fled from the coffee business due to the
threat of declining prices, while 2% of the companies have faced bankruptcy. The X-
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Differential Committee, which sets minimum floor prices for export coffee was one of the
problems in the business. These prices are often higher than prices on the world market and
there fore even if profitable for exporters they are not allowed to export below the fixed floor
price given by the differential committee and would be forced not to sell on time and their
choice. As a result exporters and the country have lost the opportunity of selling more coffee
on time and had missed millions of dollars. This was the usual practice of the business and
an obstacle for decades. Now because of the fall of coffee price in the world market the
committee is dissolved and the business is becoming smooth, as it should be. The fall of the
price has brought the chance for the removal of obstacles to coffee business is in the
process of liberalization, but still the government interference in the quality inspection
remains a problem.

Development prospects and expected impacts:

Make the coffee business environmental friendly and increase farmers income. Basic coffee
is trading at about 60 cents per pound on the New York Coffee, Sugar, and Cocoa
Exchange. Fair-trade coffees, by contrast, is sold around US$1.26 per pound for regular and
around US$1.40 per pound for certified organic beans. To become Fair Trade certified, an
importer must meet stringent international criteria, pay a minimum price per pound of
US$1.26, provide credit to farmers, and finally supply technical assistance such as help with
the transition to organic farming. On the farmer side, to receive fair-trade certification, coffee
growers must be included in the International Fair Trade Coffee Register, which guarantees a
"fair-trade price" and credit against future sales. Organic coffee is grown without pesticides,
herbicides and fungicides, while "shade-grown" means grown under a canopy of trees,
thereby protecting wildlife habitats. There are several support programs on operation and the
major coffee suppliers like Oromia Cooperative Union and Sidama Cooperative Union have
got the certification and working on in the past few years. Private companies are also in
process to get into organic business.

Summary: Suitability for promotion under BO&AM program

Organic coffee business is one of the means to get more sells and encourage the farmers.
The damage of wet coffee processing should be resolved and the dry coffee processing
should be encouraged and more extension work needs to be carried out at the farm level

Chain 19: Non-wooden furniture e.g.: cane, bamboo
Short description:

The country claims to have one of the largest bamboo coverage in the world. At the same
time forest coverage is rapidly going down. Bamboo and cane furniture might be the widest
known use of bamboo. The question is, can this sub sector be further developed following
the success of some Asian countries?

Macroeconomics:

In the absence of any commercial bamboo plantation system, all bamboo is collected from
forest or semi-forest areas. Due to design and transportation problems the entire bamboo
furniture production is more or less focussing on the high-income segments of the bigger
cities in the country.

Microeconomics:

At present, there are more than an estimated 20 commercial SME-entities involved in the
production of cane or bamboo furniture. One of the main constraints is the cost of bamboo
delivered to the workshops, since transportation costs for bamboo are fairly high in the
country.

38



Development prospects and expected impacts:

The Common Fund for Commodities, INBAR and UNIDO are taking up the issue of
developing the bamboo sector in the country. Apparently, there appear to be two main
constraints, one the sustainable supply of bamboo, which is not established yet and secondly
the diversification of bamboo utilisation away from furniture production.

Since the bamboo processing is very labour intensive a successful expansion of the sub
sector would create a significant number of jobs and new enterprises.

Summary: Suitability for promotion under BO&AM programme

Since the other Donor organisations have just started to develop the sector and the sub
sector is still fairly small for additional support measures, there is no immediate need for
additional interventions.

Chain 20: Vegetables fresh
Short description:

Vegetable has the major share of horticulture production and is mainly rainfed, even in areas
where irrigation is possible. As a result the supply is very irregular some times even either
difficult or not possible to find some of the crops in the market. Still the major producers of
the country are small holders and large-scale commercial production is not yet satisfactorily
started. There is no sufficient supply of vegetable through out the year. A lot should be done
in the field of fresh vegetable production, handling and marketing with modern techniques.
The concept of timely series production, post harvest handling and marketing techniques
should be introduced to the farmers so as they have to get use of it and the cultivation should
go beyond self sufficiency and must be market oriented business.

Macroeconomics:

Vegetables are not well taken as major crops and even the data for this category of crop is
neglected but every farmer cultivate vegetable using family labour in some areas even came
to be major cash crop of small holders.

Microeconomics:

Irrigation water management, market access and farm management knowledge are the basic
farm constraints limiting the expansion at farm levels.

At the same time weak market linkages with traders and very limited knowledge about the
function and reaction of markets add to the fairly poor performce of farms and traders.
Although state farms are still involved in primary production, private commercial farms have
or are about to take over the business. On the marketing side ETfruit as a transporter and
marketing outlet still dominates the scene, but only in cool- transport it is actively and
expanding the services.

Development prospects and expected impacts:

Improve the level of production at small holders through integrated management practice and
improved planting materials of high productivity in terms of quantity and quality might result to
better income for any participant in the chain.

Summary: Suitability for promotion under BO&AM program

Despite the fact that individual farming operations are conducting growing trials on their own
plots, there has been very little formal and organized horticultural crop research. However,
there are a number of complex production and technical constraints that limit the sector’s
expansion, and need to be addressed. These include low genetic potential, absence of
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guality selection to overcome the lack of high-yielding and high-quality cultivars,
inappropriate  management techniques, inappropriate disease and insect pest control
measures, lack of quality seed supply and multiplication and post-harvest technology,
alongside the absence of trained manpower and research facilities. Overcoming some of
these factors will be important in raising Ethiopia’s international competitiveness.

Chain 21: Vegetables for processing
Short description:

Except tomato vegetable processing is not accustomed by Ethiopian society. Tomato paste
has been there for decades and still the business is not attractive. The eating habit of the
community is focused on fresh vegetables and the need for vegetable processing does not
attract businessmen and no body is interested in the purpose of the variety instead using as
common ones. Roma VF tomato that has been introduced as processing variety with the
establishment of Merti fruit and vegetable processing plant has been utilized so long and it is
used more as table tomato instead of processing. There is no much difference between table
and processed vegetable species in the market.

Macroeconomics:

Most of the processed vegetables are imported, state-owned Merti factory and privately
owned Melge factory produce tomato paste for domestic market. In general, only the supply
of triple concentrate from national companies is of any export importance.

Microeconomics:

SEGEL farms, presently involved in fresh production, but wants to venture in processing
summarize the constraints as follows:

§ Sustainable and reliable linkage between out growers and the farm is critical. Hence,
providing necessary support including different inputs, trainings and demonstrative
farming are all provided by the farm to create strong linkage. However, there is lack
of trust and reliability on out growers, due to the fact that out growers divert and sold
the expected product to the market creating supply gap on company’s planned
delivery.

8§ The Organization required legal and regular intervention to arbitrate violation out
growers of supply agreement. Government must provide support on this aspect.

§ Short period land lease policy system (15 years) is one of a limiting factor
discouraging the company not to expand perennial crop farming. In fact, this policy is
reported to be the one protecting the company to have perennial crops.

8§ Appropriate processing technology for vegetable and fruit processing. The
processing plant is expected to establish at Modjo town covering 100 km out reach
supply potential. The processing plant includes the following products:

o0 Tomato triple concentrate
0 Pineapple dried slice
0 Mango Juice or other fruit juice

§ Collection and Cooling facilities including pre cooling pack house and trucks with

cooling facilities to collect vegetables from out Growers.

Development prospects and expected impacts:

The expansion of processing plants could help to get market opportunity for out- growers.
The yield is very high and farmers could get more income from smaller area of their garden
plot. In areas where potential out growers are concentrated around Ziway where Segal Farm
has established business relation ship with many can bring significant change both in
production, processing and marketing of vegetables. And supporting such potential areas
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where most of the groundwork and the readiness is there sooner or later can gear to a large-
scale vegetable and agro business.

Summary: Suitability for promotion under BO&AM program

Such products are help full to link the farmers with potential market and change the attitude
of subsistence farming to market oriented activities. The market availability helps to
concentrate on production and avoid market constraint and reduce middlemen substantial
share in the business activities.

Chain 22: Supply of planting material
Short description:

The issue of planting material is the most critical problem in agricultural business except
state owned farm enterprises most private companies and smallholders do not have the
capacity to import by their own. Because of the skill and high capital requirement there are no
interested companies in the production of planting materials locally. There are few involved in
seed import and seed multiplication business. Other wise the major share of import of seeds
and seed multiplication is on the shoulder of the state enterprise.

In addition to the state enterprise few companies involved in seed business. Hadia Trading
Company, Green Wood, Segel Trading PLC, Pioneer Ethiopia, Hawas agro business and
Ano agro industry are private companies who are practicing seed business. Hadia Trading is
involved in seed multiplication business mainly on maize; Green wood is also working on
maize, beans, pepper seed and sweet potato cuttings. Segel Trading is importing vegetable
seeds for sell and multiply some on its own farm. The rest are working on maize.

In general seed and planting materials business practice is too little; for every producer
getting improved seeds or planting material is not an easy effort. The cost share is significant
and small holders are usually could not think of improved seeds because of the high price
and supply shortage. Their usual practice is to use the local source with all sorts of problems
in their farming practice. However, there are few smallholders within and near by towns that
are business oriented and their livelihood is dependent on vegetable farming. The urban
agriculture is some how improved and few urban dwellers are working on vegetable
cultivation. Few investors are coming into picture and the demand for improve seeds has
created import and distribution business. Some private business entities are even got agent
ship of international seed companies.

Macroeconomics:

The Ethiopian Seed Enterprise (ESE) controls the majority of production, multiplication,
processing, importation and distribution of seed. What improved seed the company does not
produce itself or contract for outside production is imported from abroad. Private sector
involvement in the Ethiopian seed industry has been very limited. Entry has been very
difficult in the past despite the high profits associated with the industry; high fixed costs of
entry and no excludability of some types of plants (especially self-pollinating varieties) are
just two of the hurdles that private companies must overcome. Farmers purchase seed from
local agricultural bureaus, as opposed to private retailers.

Microeconomics:

Between 1994/95 and 2000/01, improved seeds were applied to an average of only 3% of
cereals farmland each year, though applied area increased rapidly. Maize cultivation
accounts for the vast majority of cereals improved seed use, though only about 9% of maize
farmland was covered with improved seed. Applied area for this crop is growing faster than
that of any other crop (about 92% each year). Wheat is the only other crop for which
improved seeds appear to be important — although less than 5% of total wheat farmland was
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covered with improved seed during the period in question, total area grew at an average rate
of 26% per year.

Though it is occasionally necessary for small farmers to purchase new seed, most of the
seed used is either retained from a previous harvest or obtained through informal sector
farmer-to-farmer transactions. In fact, it is reported that only 15% of total seed demand
annually is produced by the formal sector as improved seed, while the remaining 85% is local
varieties produced by small farmers’ own methods.

Development prospects and expected impacts

Seed industry and planting material propagation gives job opportunity, develop skill and
business activities that leads to easy access for genetically improved planting materials for
local and foreign market.

Summary: Suitability for promotion under BO&AM program

The problem of seed impurity and the question of true to type is becoming serious issue and
so many are complaining on the matter. Improving the situation in seed and planting material
can bring changes in production; minimize cost, improve income and has a chain effect in
agricultural business. One of the limitations mentioned by Ethiopian Horticulture Producer
and Exporters Association (EHPEA) was unavailability of planting material like banana.
There are no interested private entrepreneurs in planting material business especially on
perennial crops. Cuttings, buds, grafted seedlings, and others are imported from elsewhere
and yet there is a growing demand for, therefore this could be a potential candidate for
intervention. The intervention can be through practical trainings on the respective seed and
planting material producing farms.

Chain 23: Rural and export logistics for agric. commodities
Short description:

We want to present this case in order to discuss the possibility of improving and expanding
the value chain of specific services, here logistics. For example, since the EU requires the
pre-cooling of fresh vegetables the establishing of cool chains play an important role. In
general, the subject logistics include transport from the field to the final destination,
warehouse, cross-border handling and packaging aspects.

Macroeconomics:

Any agriculture led industrial development is firmly tied up with the available infrastructure
and the resulting transport and handling costs. The relation between transport costs and
sales prices might be the key constraint for many low value agricultural commodities (e.g.:
bamboo). The transport costs are as well a decisive factor for the entire collection costs,
which are e.g.: of importance when small units of a commaodity need to be collected over long
distance (e.g.: bee wax)

Microeconomics:

A well-functioning system still exists in the case of fresh fish and perishable horticultural
crops, where both companies offer up-to-standard services. Both companies are on the
privatisation list and the continuation of these future services is unknown.

Long distance transport to seaports is dominated by private medium to large-scale sized
companies. The meat sector has started in using refer-containers in supplying Middle East
markets.

However, the main difficulties still exists in physically linking farmers’ fields with markets. For
example, although intensive agriculture production has been promoted for several years
along the river Awash and in the area of Zewai, the main feeder roads are not passable
throughout the year.
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Development prospects and expected impacts:

Any development of primary sector addressing commercials agriculture of horticulture should
therefore promote the cluster development of farms, meaning the intensification within a
certain area in order to gain on agglomeration advantages. The first step in gaining
agglomeration advantages is the improvement of feeder roads in a certain well-confined area
(e.g.: along the river Awash). Quick action is required in managing the main feeder roads in
order to link any high-value-production farmers with the markets.

Since there are many public decentralised grains stores not in use, the idea comes up to
covert these stores and the adjacent facilities into logistic service centres, incorporating
several private logistic service providers.

Summary: Suitability for promotion under BO&AM programme

Especially the aspects of rural logistics provided by the private sector could be of
interest for the programme.

Chain 24: Bio-products for export:

The growing demand for organic products is encouraging organic agriculture as a farming
method where no synthetic fertilizers and pesticides are used. The production management
promotes agro ecosystem health, including biodiversity, biological cycle and soil biological
activity. Bio product is a claim on production process rather than a claim on the product it self
and needs production standards and certification procedures. This is one of the essential
elements distinguishing organic farming from other forms of sustainable agriculture. As
organic agriculture has become wide spread many developed countries have defined their
own organic standards and some have endorsed a common organic standards. However the
certification is the necessary step for export and expensive to handle the process and needs
support.

Macroeconomics:

Sesame, Niger seeds, Lentils, are produced in all regions of Ethiopia. Pineapples are

growing in low lands and consumed in fresh and dry pineapples slices are started for export.

Pulses and oilseed account for about 10.5 per cent and 4.5 per cent of the total food grain

production area. Pulse yields, are estimated at about 9.6 gt/ha and oilseeds 4 gt/ha.
Microeconomics:

Tef is a staple food in most parts of Ethiopia. It is grown at an optimum altitude range of 1800
to 2200 meters. About 1.2 to 1.4 million hectares of Tef (the largest proportion (27.6%) of the
total cereal area) is annually cultivated, producing 1.0 to 1.2 million tons. The average vyield
has barely exceeded 10 quintals over the last decade and it has tended to vary closely with
the weather condition. High market value and many other desirable characteristics, including
higher nutritional value, low incidence of damage by insects, better adoption to drought and
poor drainage and high straw value, have made Tef attractive for cultivation. It is estimated
that about 40 to 50 per cent of the natural fertilizer is used on Tef (FAO, 1992). The high
proportion of fertilizer use, however, is not matched by increased use of improved seed. Less
than 7,000 quintals of Tef seeds were distributed by the Ethiopia Seed Enterprise (ESE)
between 1985/86 and 1990/91, compared to over 100,000 quintals for wheat.

Development prospects and expected impacts:

The bio product business gives an opportunity of exporting agricultural products at a better
premium that might encourage many small holders to have their own share. Individual
companies are interested in bio business are already there and still there is a growing
interest of organic certification of oil seed.
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Summary: Suitability for promotion under BO&AM program

Domestic demand is high as pulses are directly consumed food. Similarly many oilseeds are
consumed directly or processed into oil. These products are needed as eco products and
organic certification is the requirement for export.

On the other hand Tef is known for its low gluten content and the growing market demand
has brought the crop from local to international commodity. This might help farmers to benefit
more from their traditional crop.

Chain 25: Private - agricultural services
Short description:

Private agricultural services are coming up in the past 10 years especially on farm machinery
like tractors and combine harvesters mainly on cereal growing areas of Oromia. Small water
pumps for irrigation in vegetable growing areas and spraying service are taken as means of
livelihood. Trucks are traditionally used to transport agricultural goods and farm inputs from
place to place and storage facilities are used every where at a lower profile and these
services are there for long time. However, cold trucks and chilling rooms are not yet grown
well, few private companies have started to have their own cooling facilities and a company
has established chilling room at the airport and giving rental service for horticulture exporters.
Refrigerated trucks are not much Etfruit has some trucks to serve for horticulture producer
and exporters. The cold chain service is undeveloped private business but the prevailing
change in the business activities could attract some to deal with.

Macroeconomics:

Most of the agricultural business services are still state owned and are in the process of
privatisation. State enterprises like Agricultural Mechanization are in the process of
liquidation; Ethiopian Coffee Processing plant is working on coffee hulling and cleaning is
announced for privatisation. Ethiopian agricultural machineries and rental share company is
also working with state farms in giving different machinery maintenances and spare part
supplies. Agricultural input like seed, fertilizer, and pesticides supplies are by in large worked
by the government but also there are few private companies who are working on. Because of
the high capital requirement of the business the collateral level is very high and those who
cannot give enough collateral cannot make good business and the purchasing power of the
stallholders does not attract many. However few private agricultural service companies are
working on a low profile in farm input activities and many are involved in machinery rental
services (tractors, combine harvesters, corn shellers, balers, water pumps, chemical
sprayers etc).

Microeconomics:

There are private companies working on vegetable seed supplies by representing big
international companies and also working on seed multiplication and distribution activities.
The trend toward seed multiplication is growing and many small private seed growers
especially on onions and corn are showing up. Importing of animal medicaments, pesticides,
machineries (tractors, combines, water pumps, etc), packing materials, etc are also covered
by private companies and the participants in such business are growing special as partner of
big foreign companies.
Development prospects and expected impacts:

The expansion of perishable agricultural production and trade in one-way or another could
bring the demand for protection and handling. The quality standard and inspection authority
might appear to serve in quality inspection and standardization of products would challenge
private agricultural service.
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Summary: Suitability for promotion under BO&AM program

The private agricultural service is an essential business activity, which can attract local and
foreign investors and replace inefficient and under employed state enterprises and can give
good service in the business activities and might ease quality inspection and control

Chain 26: Silk production and weaving
Short Description:

Silk fibber produced as a cocoon covering by the silkworm, and valuable for its use in fine
fabrics and textiles. The silkworm, in fact, is not a worm but a caterpillar. Sericulture, or the
raising of silkworms, involves the incubation of the tiny eggs of the silkworm moth until they
hatch and become worms. After hatching, the worms are placed under a layer of gauze, on
which is spread a layer of finely chopped caster been or mulberry leaves. For six weeks, the
worms eat almost continuously. At the end of this period, they are ready to spin their
cocoons, and branches of trees or shrubs are placed in their rearing houses. The worms
climb these branches and make their cocoons in one continuous thread, taking about eight
days for the process. The amount of usable silk in each cocoon is small, and about 5500
silkworms are required to produce 1 kg (2.2 Ib) of raw silk.

The silk fibre is obtained from the cocoons by a delicate process known as reeling, or filature.
The cocoons are first heated in boiling water to dissolve the gummy substance that holds the
cocoon filament in place. After this heating, the filaments from four to eight cocoons are
joined and twisted and are then combined with a number of other similarly twisted filaments
to make a thread that is wound on a reel. The thread is continuous and, unlike the threads
spun from other natural fibres such as cotton and wool, is made up of extremely long fibres.
The next step in the processing of silk is the twisting of one or more threads of the raw silk
into a strand sufficiently strong for weaving or knitting. This procedure is called throwing.
Four different types of silk thread may thus be produced: organize, crepe, tram, and thrown
singles.

Macroeconomics

Sericulture, or the raising of silkworms, for the purpose of producing silk fibber by local silk
warm producer is a very recent phenomenon in this country. Insignificant amount of silk
fibber is available for few traditional domestic weavers. Silk production supported by Japan
and was introduced and found at experimental base.

Microeconomics

Quite few people are recently started small-scale sericulture; rising of silkkworm in Ethiopia,
particularly in SNNPR and Oromia region. One of prominent of such a small producer, whom
the mission was visited and interviewed, was W/ro Roman Diksiso (who is working as
chairperson of Nazareth business women Association). She has established small-scale silk
production centre after she was trained by Awash Melkasa Agricultural research centre. She
has the dream to have commercial silk production and working hard to fulfil the necessary
facilities. She has established the garden for growing caster bean and mulberry plants
leaves. She is using family labour and also trying to establish out growers in her locality. She
has constructed rooms for growing silkworm and cocoons with a capacity of 20 quintals per
cycle and working on how to get market for the business. To bring to the next level the
business needs more training and capital injection. The effort and the vision of the lady
towards this business is a good model for small micro enterprises and can encourage out
growers in her locality.

Summary: Suitability for Promotion under BO&AM Program

Small-scale knitting and weaving machine like hand loom ones could bring the business to
the next level and create many small scale business practitioners which can encourage many
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potential farmers to work on silk worm as additional income source. Further training and
financial support might encourage small micro business activities, which can bring significant
changes in the future. Training on the cultivation of domestic silkworm, including feeding,
feeding material and production for small holders and financial support. The support could
improve the production process, the quality problem, and quantity of output

Chain 27: Honey and Beeswax
Short Description:

Ethiopia is the World’s 10th biggest honey producer and the 4th largest beeswax producer
after China, Mexico and Turkey. Owing to its varied ecological and climatic conditions,
Ethiopia is home to some of the most diverse flora and fauna in Africa, making it highly
suitable for sustaining a large number of bee colonies. Ethiopia reportedly has the largest
Bee population in Africa with over 10 million bee colonies, out of which about 7.5 million are
confined in hives and the remaining exist in the forest and cervices. Productivities of
honeybees are very low and average of 5-6 kg of honey could be cropped per hive per year,
while from the improved one average of 15-20 kg is possible. Honey and beeswax are
collected after the rainy seasons starts in October and extends until December. In the South
and Eastern parts, there is minor harvesting period in May-June. The major honey and
beeswax producing regions in Ethiopia are Oromia (about 46%), S.N.N.P.R (31%) and Tigray
(5%). However, the country is suffering from the ecological deterioration of it natural
resources and this means the basis for any honey production is threatened.

Beeswax is a valuable hive product obtained from honeybees. It is a by-product of the honey
production. Beeswax is largely collected from traditional hives rather than the modern hives,
which are presently promoted by the Ministry of Agriculture and several NGOs. The wax yield
from traditional hives is 8-10% of the honey yield, compared to 0.5-2 % from modern hives.
The bulk of the supply of beeswax is obtained as residual from “Tej” production, a mild
alcoholic beverage popular throughout Ethiopia. The major constraints that affect apiculture
in Ethiopia are lack of beekeeping knowledge, shortage of trained manpower, shortage of
beekeeping equipment, pests and predators, fires, pesticide threat and inadequate research
works to support development programs.

Macroeconomics

According to International Trade Centre (ITC) 1986, total estimate of honey production for
Ethiopia ranges from 21,480— 23,700 tones per annum between the years 1984-1994. This
contributed 23.58% to total African honey production and 2.13% to total world production in
1976-1983. The current honey production is estimated at 24,600 tones per year. The
estimate is based on 65% and 75% occupational efficiency of 7.5 million traditional and 20
thousand framed improved hives respectively. Honey is almost exclusively used (80% of it) to
satisfy local demand; production of “Tej” alcoholic mead consumed locally. The honey
produce is so crude that it will not compete in the international market. However, an average
of 3000 tones per annum has been exported to neighbouring countries over the years 1984-
94 (ITC, 2003).

Ethiopia is the 5th biggest wax exporters to the world market. The annual production of wax
is estimated at 3200 tones, without considering beeswax wasted in the remote areas.
According to ITC, report, export of beeswax have had difficult times in the last 5 years,
showing an average growth rate of 1 % and even negative in period of 1999-2002. However,
exports of beeswax from Ethiopia have increased spectacularly and reached 402 tones of
beeswax (1.2% share in world market), destined to different countries (USA, Japan, Greece,
Great Britain and Netherlands etc.), generating USD 936 in 2003 (CBI, Nov, 2004 and ITC,
2003).
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Microeconomics

Beekeeping in Ethiopia is a traditional important off farm activity for many rural people-both
men and women and is carried out in home gardens and even houses in all parts of the
country. It is a small scale, rural agricultural industry, providing a source of cash income for
peasant farmers. There is no nationality in Ethiopia, which doesn’t have beekeepers and for
some, beekeeping, and the collection and selling of honey and other bee products, is a major
economic activity. Forest beekeeping and backyard beekeeping are common cultural
practices of many farmers and agro pastorals. Currently, beekeepers are thinly scattered all
over the country.

Several NGOs (SOS-Sahel) are actively involved in promoting improved bee-keeping praxis.
There are 16 companies registered as exporters of beeswax in the country. However, except
four, many of these are not active. The lack of supply is mentioned as one of the reason for
many of them to remain inactive, not the absence of an international market. Three of the 16
are reported to be principal exporters, of which Ghion Industrial and Commercial PLC is the
largest followed by Baobed PLC and BWAP Export PLC respectively. The former
represented about 50% of the beeswax export of the country in 2003. According to the
interview made, the wax is easily adulterated if not cleaned properly. Fat, or paraffin, is
difficult to remove if trapped in the beeswax.

Development Prospects and Expected Impacts

Currently, Federal Ministry of Agriculture, Regional rural development bureaus and some
NGOs have initiated a development strategy aimed at improving the quality and quantity of
the honey and beeswax production. Beekeeping extension was started in this country in
1978. Some efforts were made since that time which includes establishment of Holletta Bee
Research and other four training centre, production and distribution of equipment and
development of marketing access. Further more, the extension package of government is
towards gradually replacing the traditional beehives with modern wooden frame type.
According to exporters interviewed for the purpose of Value Chain Identification, there is fear
of the beeswax production decline as a result of the introduction and promotion of modern
hives, which have low beeswax yield (8-10% from traditional hives compared to 0.5-2 % from
modern hives). However, according to experts, the attempts will not bring substantial impacts
in terms of quantity of honey and beeswax production. Thus there is ho immediate fear of
beeswax production decline as such.

Honey and beeswax sector has good prospect, although the long-term growth is dampened
by the environmental degradation. International demand is currently exceeding domestic
supply. The exports of beeswax have therefore a substantial impact on both household and
national economy of the country.

Summary: Suitability for Promotion under BO&AM Program

The sector has significant contribution to sustained reduction in rural poverty. Improving the
efficiency and effectiveness production practice, collection and processing of honey and
beeswax through strengthening capacity of all actors in the business, farmers, private and
public sectors could be an area to be promoted. However, the Ministry of Agriculture and
several NGOs are already actively involved in promoting non-farm income of standard honey
production.

The guiding question is, what kind of value adding activities exist on top and above the
already ongoing activities? Outside Ethiopia and for examples in Zambia and Mexico there
are promising activities in promoting eco-certified honey and wax supplying e.g. the Market in
Japan or specialized cosmetic industries? The shift into the eco-sub sector would require
significant and additional input in terms of organization and management.
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Chain 28: Floriculture
Short description:

Following the fall of coffee prices in the world market, Ethiopian government is keen to
diversify exportable goods and has started promoting alternative business to earn foreign
currency and put in place many incentives to export business and exporting companies are
allowed to import capital goods duty free. A fund of about Birr 1.5 billion has also been set
aside to enable prospective exporting business access to the required capital funds. The
companies are also allowed to import consumables duty free or can pay and claim back duty
and VAT paid. This has initiated private companies to get into rose flower business as an
alternative commodity to support coffee. Rose is the most popular flower, beautiful,
appreciated and stable in the international market.

There are about one thousand hectare of roses planted in East and South East Africa. Kenya
has 50%; Zimbabwe has 35% and the remaining grow in Uganda, Zambia and Tanzania.
Rose flower production is relatively new to Ethiopia and has taken a very minor share.
Quality high land rose can be grown on the high lands around Addis Ababa in locations,
which are 2000 meters above sea level. Golden rose agro farm has started the business
about five years ago is doing fine. Ethio Dream and Enyi Ethio are less than five year old and
are in a good track.

The maximum altitude where flowers are grown in Kenya in the past decades was around
1800 meters. The conditions in the Ethiopian high lands seem similar to those in Ecuador
where quality flowers are grown. The uniform temperatures through out the year and the
relatively low humidity are some of the advantages present in Ethiopia. The main export
market for Ethiopian flower has been Europe and most of which is imported by Dutch
auctions. Market data from Path fast Publishing indicates that, in the year 2000, the
floriculture exports value was US$ 957,000 of which cut flowers was US$ 841,000. Roses
took the lion’s share representing 88% of the total value in 2000. The value of rose exports
increased to US$ 841,000 in 2000 from US$ 351,000 in 1999, a 139.5% increase. This is
guite interesting for businessmen to get into.

The prevailing incentives in export business being offered by Ethiopian government have
attracted many to involve in rose flower business for export markets. The existing structure of
Dutch flower industry with ten thousand producers, seven flower auction centres and two
thousand wholesalers is among the attractions to get into flower business. The growing
market of flower in the international market and the establishment of Ethiopian horticulture
producer exporters association is also a good base for the business.

Macroeconomics:

Flowers are cultivated mainly for foreign markets and the country has started to benefit from
the business activity in terms of employment opportunity and exchange earnings. Even
though Ethiopia’s share in the world flower market is below one percent the business has
reached to contribute at least two percent contribution in the national foreign earnings. The
new companies investing in rose production are making sizeable investments in international
expertise and technologies to enable them to be internationally competitive and this has
helped the nation at list to have good groundwork on roses.
Microeconomics:

Floriculture has been started before thirty years on cut flowers and flourished in the last three
years by high land roses production and export activities under going by foreign and local
investors. This business seems attractive and many foreign investors are involved and others
are attracted to come in and promising future is expected as far as the government support
continues as it has been in the past three years.

Development prospects and expected impacts

Transfer of technology and skill can lead to further competitiveness in the future business
and enables many to get life changing opportunity. The government can learn more and
support foreign development investment in other sectors.
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Summary: Suitability for promotion under BO&AM program

Recently the country was recognized to have many attributes favourable to high land rose
flower production, including fertile areas in close proximity to Addis Ababa airport, a variety of
altitudes and micro-climates, year-round production possibilities, extremely low labour costs,
and accessible irrigation sources. All of these factors enable wide range foreign investors,
which have given good job opportunity and additional foreign income to the nation.

Chain 29: Tree and other perennial crops
Short description:

In the context of increasing the high value production of agricultural commodities tree and
perennial crops play an important role. This commodity group includes tropical nuts, fruit
trees, grapes, bananas, papaya, passion fruits and others.

Tropical fruit trees like mango, avocado and others are not well known by Ethiopian society
however because of the expansion of state farms in the command economy and the
prevailing expansion of private investors in different regions of the country has contributed a
lot on the introduction of fruits as a business

Macroeconomics:

The fruit market is growing fine even import of some fruits has started due to the growing
demand. Few private investors are involved in the expansion of banana, oranges, mangos,
pineapples and others for local market. State enterprises like Upper Awash Agro Industrial
Share Company and Etfruit have been doing better on the contribution production and
marketing of fruit business in the country and still working on expansion and distribution of
fruits and supply of grafted fruit seedlings.

In general terms fruit supply in the country is running on very low levels with emphasis on
oranges, lemons, mangoes and bananas. There are many reasons leading to the present
unsatisfying situation. On one side the absorbing capacity of urban markets is weak and
prices are low at average. However, the supply side shows very little diversification,
production for processing is more or less non-existent, exports of mangoes has declined,
only organic produced fresh and dried pineapple play some role in export. The unsolved
issue of landownership might add to the difficulties on the supply side.

Almost the entire domestic wine production relies on the importation of raisins although
Ethiopia’s ecology would allow a very successful grape production.

Microeconomics:

The bulk of citrus production is still confined to state farms, which were established more
than 20 years ago and the orchards are running up to the end of the production cycle. Since
no significant replacement has been carried out during recent years a further decline of
production from the state farm is almost certain.

The bulk of mangoes are still harvested from scattered production and the fruit quality is
inferior and unfit for further processing (except pickling). Few farms with less than 100 ha
have started to plant improved mangoes, which have been brought into the country more
than 20 years ago.

Fruit processing companies (medium to small size) do not exist due to the unavailability of
planting material.

Development prospects and expected impacts:

Areas suitable for growing trees are idle even near riverbanks where there is ample water
supply for growth. This is because of the knowledge limitation of food technology and market
smallholders are not practicing other fruit tree except banana. This is a virgin issue with large
potential area and quite conducive climate, needs expensive seedlings with establishment
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cost for some times, however, introducing know how either through demonstration or
teaching can bring remarkable impact.

Many interviewed commercial farms complain about the unavailability of planting in terms of
guantities and qualities. As a temporary measure and in the absence of any domestic supply
GTZ has imported apple trees from Spain to be planted in mountainous areas. Apples are
either consumed locally or sold in the market, but never wasted. Since the fruit tree sector
has been almost neglected for more than 20 years, the country has lost valuable time and
experience when the situation is compared to neighbouring countries. Passion fruits or
Macadamia nuts might be taken as a typical bench mark comparison.

Since the domestic fresh and processed market offers could opportunities plus the aspect of
improving the diet of rural families substantial investments are required to jump-start this sub
sector. Investment promotion in irrigated orchards and the fruit tree supply might play the key
role in development at present times.

Summary: Suitability for promotion under BO&AM programme

Apparently the supply of true-to-type, reliable planting material and the on-farm investment
promotion of orchards might be the key elements for future interventions.

The promotion of fruit eating habits to improve the diet might be additional aspects of
promoting fruit trees in rural areas.

Potential Value Chain Identification Process and Relevant Sub sectors

The identified potential chains differ widely in terms of specification, degree of
implementation, function and heterogeneity. In some cases the potential chain addresses an
entire sub-sector (diary and livestock) in other cases it almost spells out a single commodity
(hides/skins or bamboo).

(At this stage we want to remind the reader that the presented chains are based on
suggestions of our interview partner and are not based on a scientific or administrative kind
of agricultural sector mapping).

In a certain way the proposed chains reflect the present levels of differentiation in the
agricultural sector, which is — fully justified- based on food security but has a weak
commercial orientation in terms of market volumes, levels of specialisation and areas of
excellence. For certain, one result of the new programme will be the increasing levels of
specialisation in the agricultural and food sub-sectors.

Accordingly, in many proposed value chains we are virtually standing at the beginning of
opening up a new sub sector. According to next graphic of typical value chains structures we
are more likely to face the chain Nr 3 and we are standing at the very beginning without
knowing the future path of specialisation. A simple structured chain (e.g. 2) might be the
exemption from the rule (e.g.: dried pulses for export).
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The following table provides a first orientation about the identified sub sectors and the
proposed relevant chains.

Agricultural and Food Sub sector in | Potential chains
Ethiopia and specifically in Oromia
and Southern Nations

Cereal production
Traditional cereals
Tuber and roots
Pulses

Agricultural food crops

Livestock and meat marketing, processing,
Including offal removal techniques from
slaughter houses

Poultry supply and poultry product including
hatcheries, and parent stocks supply

§ Hides and skins supplying the leather
industries with focus on disease control and
trainings of flaying and leather drying
techniques

w w W W W W W

Animal production and processing

8 Honey and bees wax production, processing
and marketing
§ Coffee traditional and improved
§ Cotton supply
Agricultural industrial products § Silk production and weaving
8§ Oil crops
8§ Oil crops for energy production
§ Spice production
§ Fresh vegetables,
Horticulture 8 Vegetables for processing
§ Fresh fruits
§ Floriculture
§ Tree crops and other perennials
Agricultural services 8§ Private agricultural services (machinery rental

service, soil testing, spraying, medicament
supplies, Al service, laboratory testing, etc)

Fisheries 8§ Environmental friendly inland fish supply
including fish harvest management practice
and pond production

Non-cultivation agriculture § Commercialisation of non-timber forest
products, resins, gums, honey, etc.
Non-agriculture farm activities § Non-wooden furniture of cane and bamboo

The table summarizes all proposed potential value chains as discussed with available
stakeholders during field trips and table discussions. A detailed description of each chain is
attached in Annex | of this progress report.

Technical Meetings and Discussions Forums

Proposed Selection Criteria and Method of Evaluation
Selection Criteria

The potential candidates are compared using twenty criteria grouped in to three main
categories as Macro economy, Micro economy and General development. The criteria should

51




look into the analysis of large aggregates, behavior of individual economic units and the need
of government policy towards economic development. The candidate value chains are
supposed to be market oriented and profitable business but all cannot be implemented
together priority should be for those with high potential and best fit the objective of the
program. To narrow dawn the suggested 29 candidates into six potential candidates the
following selection criteria are used with in the main categories. Points are given in a ranking
order according to the importance of the criteria towards value chain implementation. The
possible candidate projects are compared using twenty specific selection criteria in a ranking
order of their respective categories. This is just to look if the value chain may or may not
have contribution towards the specific criteria. The ranking order is given by comparing the
specific selection criteria with in the category based on the level of priority to implement the
candidate value chain. For example the reason why the specific selection criteria called
market potential has got the maximum point within the macro economy category is that with
out prior knowledge of market potential it is not possible to think the next ones like vertical
integration or others. On the other hand with out the cooperation of an entrepreneur one
cannot think of value add or any activities within the micro economy category. In the general
development category the national government needs are ranked according to the economic
policy priorities. This argument is taken as means of minimizing subjectivity and biasness on
focusing different potential candidate value chains recommended by variety of stakeholders.
The following table enumerates the categories, the criteria used and the respective points
given in ranking order base on their importance for value chain contribution

General Categories | Specific Selection Criteria Points
. Market potential
. Market accessibility and stability

Macro economy . Export oriented

. Import substitute

. Transparent market requirement

. Development objective of the government
. Readiness of cooperation of entrepreneurs

. Value added activities of chain members

. Vertical integration of enterprises

. Productivity improvement in enterprises

Micro economy
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. Rapid economic growth of enterprises
6. Chance for cooperation with Dutch or other
international companies

7.Readiness to cooperate to work with farmers

8. Business activity contributes to food safety

. Job creation potential

. Linkages to farm community
. Contribution to environment

General
development

. Contribution to gender

. Contribution against HIV
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. Integration with monetized system

A different procedure using other criteria might be of additional help e.g.: one could start in
setting up a negative list, where we would search for criteria (temporary) excluding one or the
other potential chains. Such criteria for exclusion could be:

8§ Critical destruction of the environment,
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8 Over-presence of other donor agencies,

8 The chain is basically healthy and can manage their problems on their own in
comparison to other chains and sectors which are not needed or accepted by the
community,

8 Limited growth potential, and present dominance of the state sector.

The planned privatisation process should be initiated first and private sector is the dominant
component of the BO&AM program.
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Method of Evaluation of Candidate Value Chains Using the Respective

Selection Criteria:

1. Macro economy Category
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1/Grain marketing 6 5 4 3 2 1 21
2|Oil for food 6 5 4 3 2 1 21
3|0il for energy 6 5 0 3 2 1 17
4|Dairy product 6] 5 0 3 2 1 17
5/Semi processed pulse supply 6 5 4 0 2 1 18
6|Poultry 6 5 0 3 2 1 17
7IAnimal feed 6 5 0 0 2 1 14
g|Inland fish harvest and supply 6 5 0 3 2 1 17
9|Cotton supply and processing 6] b5 4 3 2 1 21
10|Up grading of traditional crops 6 5 4 0 2 1 18
11{Niche products 6 5 4 0 2 1 18
12|Spice production and trade improvement 6 5 4 0 2 1 18
13|Commercialization non timber 6 5 4 0 2 1 18
14{Tuber and root crop 0 0 0 0 0 1 1
15/Bio gas for energy 0 0 0 3 0 1 4
16|Hide and skin 6 5 4 3 2 1 21
17|Livestock and meat market 6 5 4 0 2 1 18
18|Organic coffee 6 5 4 0 2 1 18
19|Non wooden furniture 6 0 0 0 0 1 7
20|Fresh vegetable 6 5 4 0 0 1 16
21|Vegetable processing 6] 5 0 3 2 1 17
22|Planting material supply 6 5 0 3 2 1 17
23|Export logistics 6] 5 0 0 0 1 12
24(Bio product for export 6 5 4 0 2 1 18
25|Private agricultural services 6 5 0 0 2 1 14
26/Silk production and weaving 6 0 0 0 2 1 9
27|Honey and bee wax 6 5 4 0 2 1 18
28|Floriculture 6 5 4 0 2 1 18
29|Tree and perennial crops 6 5 4 3 2 1 21
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2. Micro economy Category
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1|Grain marketing 8 7 6 5 4 3 2 1 36
2|Qil for food 8 7 6 5 4 3 2 1 36
3|O0il for energy 8 7 6 5 4 0 2 0 32
4|Dairy product 8 7 6 5 4 3 2 1 36
5/Semi processed pulse supply 8 0 6 5 4 3 2 1 29
6|Poultry 8 7 6 5 4 3 2 1 36
7IAnimal feed 8 0 6 5 4 3 2 1 29
g|Inland fish harvest and supply 8 7 6 5 4 3 2 1 36
g|Cotton supply and processing 8 7 6 5 4 3 0 0 33
10[Up grading of traditional crops 8 7 6 5 4 3 2 1 36
11|Niche products 8 0 0 5 4 3 2 0 22
12|Spice production and trade improvement 8 7 6 5 4 3 2 1 36
13|Commercialization non timber 8 7 0 5 4 3 2 0 29
14{Tuber and root crop 8 7 6 5 4 3 2 1 36
15|Bio gas for energy 8 7 6 5 4 3 2 1 36
16[Hide and skin 8 7 6 5 4 3 2 0 35
17|Livestock and meat market 8 7 6 5 4 3 2 1 36
18|0Organic coffee 8 7 6 5 4 3 2 1 36
19|Non wooden furniture 8 7 6 5 4 3 2 0 35
20|Fresh vegetable 8 7 6 5 4 3 2 1 36
21|Vegetable processing 8 7 6 5 4 3 2 1 36
22|Planting material supply 8 0 6 5 4 3 2 0 28
23|Export logistics 8 0 6 5 4 0 0 1 24
24|Bio product for export 8 0 6 5 4 3 2 1 29
25|Private agricultural services 8 0 0 5 4 0 2 0 19
26|Silk production and weaving 8 7 6 5 4 3 2 0 35
27|Honey and bee wax 8 7 6 5 4 3 2 1 36
28|Floriculture 8 0 0 5 4 0 0 0 17
29|Tree and perennial crops 8 7 6 5 4 3 2 1 36
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3. General Development Criteria
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1/Grain marketing 6 5 0 0 0 1 12
2|0il for food 6 5 0 0 0 1 12
3|0il for energy 6 5 0 0 0 1 12
4|Dairy product 6 5 4 3 0 1 19
5/Semi processed pulse supply 6 5 0 0 0 1 12
6|Poultry 6 0 0 0 0 1 7
7IAnimal feed 6 5 4 0 0 1 16
gl|Inland fish harvest and supply 6 5 0 0 0 1 12
g|Cotton supply and processing 6 0 0 3 0 1 10
10|Up grading of traditional crops 6 5 0 3 0 1 15
11{Niche products 6 5 4 0 0 1 16
12|Spice production and trade improvement 6 5 0 3 0 1 15
13|Commercialization non timber 6 5 4 0 0 1 16
14{Tuber and root crop 6 5 4 3 0 1 19
15(Bio gas for energy 6 5 4 3 0 1 19
16|Hide and skin 6 5 0 0 0 1 12
17|Livestock and meat market 6 5 0 0 0 1 12
18|Organic coffee 6 5 4 0 0 1 16
19|Non wooden furniture 6 5 4 0 0 1 16
20|Fresh vegetable 6 5 0 3 0 1 15|
21|Vegetable processing 6 5 0 3 0 1 15
22|Planting material supply 6 5 4 0 0 1 16
23|Export logistics 6 5 0 0 0 1 12
24(Bio product for export 6 5 0 0 0 1 12
25|Private agricultural services 6 5 0 0 0 1 12
26|Silk production and weaving 6 5 4 3 0 1 19
27|Honey and bee wax 6 5 4 0 0 1 16
28|Floriculture 6 0 0 3 0 1 10
29|Tree and perennial crops 6 5 4 0 0 1 16

The following table summarizes the evaluation of the already identified chains suggested by
stakeholders during field visits and table discussion with private entrepreneurs. The criteria
used for evaluating the candidate value chains are categorised as Macro economy, Micro
economy and general development. Each category has its own criteria and the points are
given in a ranking order.
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4. Aggregate Result of Value Chain Candidates Evaluated Using Selection

Criteria
Potential Candidate chains
General
Macro Micro developme

No economy | economy nt Total Rank
1/Grain marketing 21 36 12 69 4
2|Edible oil 21 36 12 69 4
3|0il for energy 17 32 12 61 11
4|Dairy product 17 36 19 72 2
5/Semi processed pulse supply 18 29 12 59 13
6|Poultry 17 36 7 60 12
7IAnimal feed 14 29 16 59 13
g|Inland fish harvest and supply 17 36 12 65| 8
9|Cotton supply and processing 21 33 10 64 9
10|Up grading of traditional crops 18 36 15 69 4
11{Niche products 18 22 16 56 15
12|Spice production and trade improvement 18 36 15 69 4
13|Commercialization non timber 18 29 16 63 10
14{Tuber and root crop 1 36 19 56 15|
15/Bio gas for energy 4 36 19 59 13
16/Hide and skin 21 35 12 68 5
17|Livestock and meat market 18 36 12 66 7
18|Organic coffee 18 36 16 70 3
19|Non wooden furniture 7 35 16 58 14
20|Fresh vegetable 16 36 15| 67 6
21|Vegetable processing 17 36 15 68 5
22|Planting material supply 17 28 16 61 11
23|Export logistics 12 24 12 48 16
24(Bio product for export 18 29 12 59 13
25|Private agricultural services 14 19 12 45 17
26/Silk production and weaving 9 35 19 63 10
27|Honey and bee wax 18 36 16 70 3
28|Floriculture 18 17 10 45 17
29|Tree and perennial crops 21 36 16 73 1

The Top Six Value Chains Selected for Oromia and SNNPR

Based on the explained selection criteria the following value chains are ranked as the
top six. Eleven value chains are found to be the top six ranked for the selected
regions. After the management decision each region can use three out of the ranked
eleven for implementation. The respective regions can also come up with different or
same option but are expected to come at least with six alternatives.

Top Six Ranked Selected

Value Chains

29 Tree and perennial crops 1 73
4 Dairy product 2 72
27 Honey and bees wax 3 70
18 Organic coffee 3 70
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16
21
20

Grain marketing

Edible oil

Upgrading of traditional
crops

Spice extraction and trade
improvement

Hide and skin

Vegetable processing
Fresh vegetable

69
69
69

69
68

68
67
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Annex |: Description and Comments on Potential Value Chains

Revised list of promising value chains for further considerations based on a review of documents and interviews with key

persons of relevant business sectors.

NR | Short Description The Final Market The source Comments
1 Grain marketing, e.g. cereal banks, Domestic retail market and Small scale production Study ready available, first grain banks established,
bakeries, mills, and food processors and at present market volume aprox: .... Tons
final product sales Tridicale new promising grain
2 Oil crops for vegetable oil processing, Domestic market food Small farmers and commercial | Study about existing mills available,
including Niger seed, cotton lint, soy industry, farmers Some potential seeds available via national seed
beans, peanuts and food quality and Export markets company, competition through food aid and regular
safety during processing stages, imports
packaging
3 Oil crops for energy production Domestic market and export | Small farmers and commercial | Industrialization process needs to be identified,
market farmers including state farms Some potential seeds are available, other crops
need to be systematically tested
4 Dairy products from small holdings and Local and national fresh and | Small scale farms with cows, Very view milk collecting schemes exist,
small scale processing in cooperation with | processed markets, goats and sheep and green benchmark with Kenya'’s highlands,
international suppliers, including milk international aid feeds Market demand constantly expanding,
collection systems, and laboratory organisations
procedures Cooperation with international companies
interesting option e.g. Nestle, Tetra-Pak,
Animal breeders association in Holland
5 Domestic and international supply of Domestic and international Small farmers and commercial | Good increase over recent years, but supply often

(semi-processed) pulses (dried beans,
peas, chick-peas, etc)

markets processed and
unprocessed, international

farmers including state farms

very sporadic, international requests for supplies
are often turned down or remain unanswered
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NR | Short Description The Final Market The source Comments
aid organisations
6 Poultry supply and poultry product Short term domestic market | Small scale urban and rural Potential multi-purpose approach for urban and
including hatcheries, and parent stocks with long term export households, rural households, food security and commercial
supply potential into Gulf Countries | Few commercial companies purpose
Contacts with enterprises from Netherlands
7 Value chain animal feeds for domestic and | Domestic regional and Commercial and semi- Protein source appears to be a key problem, small

international use

regional international market

commercial farms

scale processing has started,

8 Environmental friendly inland fish supply Local and national market Private ponds, outside lakes High prices and the depletion of inland fish
including fish harvest management resources have created a very promising business
practice and pond production environment

9 Cotton supply and processing including National and international Small scale and commercial Difficult to assess present situation. Needs further
organic lines and cotton based textiles market farms including state farms in-depths analyses

10 Upgrading of traditional crops and National and international Small scale farms International Teff marketing is very promising, the
processed products, including (organic) market development of the dispute over the patent right
TEF, false banana, needs to be observed carefully

11 Niche products such as Moringa, essential | National and international Wild collection and small scale | In the past first steps towards commercialisation
oils and essences market farming were made, missing entrepreneurs might be the

constraints

12 Improvement of spice production and trade | National and international Small scale production Typical example of upgrading an existing and
including organic lines, Berbere, market neglected chain
Including oleoresins based on paprika and Spice extraction stands at a very critical point of
chillies development, since one company closed its

operation due to liquidity problems and the only
company left is due to privatisation

13 Commercialisation of non-timber forest Mainly international markets | Wild collection Commodities used to be exported unprocessed,
products including gum, resins

14 Tuber and roots with focus on expansion Domestic markets Small scale farms and Very promising development in neighbouring
of processed products and supply of commercial farms countries, likely to happen in Ethiopia as well
planting material

15 Bio-mass for energy production including Domestic markets Extensive farmland New chain for Ethiopia
bio-gas

16 Hides and skins supplying the leather National and international Pastoral farmers UNIDO and USAID are involved, in the past the
industries with focus on disease control markets Netherlands have patrtially financed the upgrading
and trainings of flaying and leather drying of one tannery
techniques

17 Livestock and meat marketing, processing, | Domestic and international, Pastoral farms, small-holders Traditionally Ethiopia sporadically exported live
Including offal removal techniques from inner African trade and commercial farms animals, however animal disease control and
slaughter houses quality aspects are the keys to future development

18 Value chain: environmental friendly coffee | International market Wild collection and small scale | Several good practice examples were developed

production
Including formation of a single sector

farming

during very recent years,
Dried coffee market process, improvement of
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NR | Short Description The Final Market The source Comments
organisation waste water at washing units

19 Non-wooden furniture e.g.: cane, bamboo | Domestic market, Wild collection New chain to Ethiopia

20 Vegetables fresh Domestic market Small scale farms Significant improvements were made over the past,

but development is still behind the situation in
neighbouring countries

21 Vegetables for processing Domestic market Small scale out-growers Projects at early investment stage

22 Supply of planting material incl. “standard Domestic market Private commercial farms Still very uncoordinated with focus on state farms
bio-techs e.g.: tissue culture for bananas

23 Rural and export logistics for agric. Export market Rural areas Very uncoordinated and unreliable
commodities

24 Bio-products for export Export markets Small scale and commercial, Outside the coffee sector single initiatives on a
Sesame, Niger seed, pineapple fresh and processors rather individual basis exits,
dried, Lentils,

25 Private - agricultural services Commercial agricultural International and national Gains rising importance in the context of growing
Including soil and water testing, machinery | farms, processors and suppliers private commercial production and reduced levels
service, quality control and assurance in traders of public service rendering and declining
food processing importance of state-owned enterprises

26 Silk production and weaving Domestic weavers Domestic silk worm production | At experimental base, supported by Japan,

27 Honey and bee wax Local honey processing and | Collection of honey under Quite established system in the country, shift in

international markets traditional and improved bee- production patterns reducing yield in wax
keeping systems
28 Floriculture European markets Commercial farms around Recent development based on national and foreign
Addis direct investments
29 Tree and other perennial crops Domestic and international Small and commercial farms, Still very confined on statal farms

non-farmland

Cross Cutting Aspects

Supply of packing material, packing standard, packing practice

Quality standards, quality assurance and application in industry and trade Environmental friendly production,

Water supply for agro-industries

Investment promotion especially outside Addis

Linking small suppliers to larger buyers and processors

Technology: Bio technology e.g. for planting material for bananas or Preservation of food

Management training
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Annex II: List of Participants

From the following private and public organizations, resource persons are contacted and

experience sharing and opinions were gathered.

(Abbreviations for visited locations: A.A= Addis Ababa, DZ= Debrezeit, N=Nazareth,
M=Modjo, Mk= Meki, Z= Ziwayi, AT= Adami Tulu, A= Awassa, Ap=Apoato, J=Jima )

Date Organization/Person Contact Person Adress Location
11/02/05 Addis Chamber of Commerce Haile-Mskel Abebe 519817 AA
Yesuf Ademnur 518055
14/02/05 Ethiopian Leather Association Abdissa Adugna 156144 A.A
14/02/05 Sidama Coffee Farmers | Asnake Bekele 407165 AA
Cooperative Union (SCFCU) Ltd Ashenafi
14/02/05 Ethiopian Coffee Exporters | Getenet Kelkilie A.A
Association
15/02/05 Oil, Pulse and Spice Exporters | Elias Geneti 505595 A.A
Association
15/02/05 Export Promotion Department Genet Zenebe 504480 A.A
16/02/05 Ethiopian Fruit and Vegetable | Sisayi Kibret 517005 A.A
Marketing Share Company (Etfruit) | Shikur Alemayehu
16/02/05 Trade Promotion and Market | Abera 504170 AA
Research (EPD)
17/02/05 Luna Export Slaughter House Tesfalidet Hagos 150672 A.A
17/02/05 Ethiopian  Agricultural Research | Dr Tsedeke Abate 462270 A.A
Organization (EARO)
17/02/05 Oromia Coffee Farmers | Tadesse Meskela 506115 AA
Cooperative Union (OCFCU) Ltd
17/02/05 Abysinia Bank Kebede Temesgen 530663, A.A
533847
18/02/05 Ethiopian Grain Trade Enterprise Birhanu Hailu 652436 A.A
Fikadu Teferi
18/02/05 Ethiopian Seed Enterprise Getahun Alemu 625298 A.A
612266
21/02/05 Genesis Farm No discussion Dz
21/2/05 Alema Farms PLC Alemayehu 339966 Dz
Amdemariam 339502
21/02/05 Lome Adama Farmers Coop Union | Demere 02/ 161582 M
21/02/05 Luna Export Slaughter House Dr Reta Nigat 02/ 161409 M
21/02/05 Adama Chamber of Commerce and | Gezahegn Dadi 02/ 112083 N
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Sectoral Associations

Yehualashet Meles

21/02/05 Import and export Kedir Abdela | 02/ 110754 N
Beshero
22/02/05 Segel General Trading PLC Seifu W/michael 552983 A.A
22/02/05 Ethiopian Essential Oil Bekele Eshetu A.A
22/02/05 Ethiopians  Women Exporters | Abeba Tesfaye 513343 A.A
Association
23/02/05 International Centre for AA
Development and research (ICDR)
23/02/05 Ethiopian Spice Extraction A.A
23/02/05 Fish marketing Enterprise A.A
24/02/05 Hadia Trading PLC Hadia 09/201230 AA
25/02/05 Ethiopian Horticulture Producer and | Tsegaye Abebe A.A
Exporters Association (EHPEA)
25/02/05 Spice and Herbs Extraction Factory 341609 A.A
PLC (KASSK)
25/02/05 Teppo Farm PLC Kebreab Abebe 09/230733 A.A
28/02/05 GTzZ Dr. Girma G/ Medhin | 09/647795 AA
28/02/05 Sebeta Agro Industry Melaku 537258 A.A
1/03/05 Alema Farm PLC Lema Asfaw Dz
2/03/05 Oil extraction Gebreyesus Terfata N
3/03/05 Axumite Coffee & Fruit Processing | Tsege Ashagre 02/124852 N
3/03/05 Silk worm farm Roman Deksisu 02/120020 N
4/03/05 Fish Offal processing site Meki Mk
4/03/05 Teppo Farm site Meki Mk
5/03/05 Ethio Flora Farm site Mulugeta Abebe Adamitulu AT
5/03/05 Segel Farm site Sisay Tulu Adamitulu AT
7/03/05 Awassa Chamber of Commerce Fasil Araya Awassa A
7/03/05 Green Wood Fikadu G/mariam Awassa A
8/03/05 Wondo Trading Company Awassa A
8/03/05 Coffee pulping and hulling site Aposto Ap
9/03/05 Segel farm out growers Tekle Solomon and | 09/821065 A
Mengistu Abera 06/412451
17/03/05 Ethiopian Chamber of Commerce
BWAP Export PLC Daneil Admasu 626362 A.A
17/03/05
17/03/05 LH Agro Industry PLC Halefom Mitits 511717 A.A
18/03/05 ACDI/VOCA-Ethiopia Worku Mekasha 524650 AA
22/03/03 Micro and small Trade and Industry | Tesema Fote A

63




22/03/05 BOFED Tesfaye W/Michael, | 06/204235, A
Alebachew Derese, | 06/209740,
Zenebe Worku, | 09/823720
Timotiwos Hayiso,
30/03/05 Technical team of SNNPR Ambachew Derese 09/828592 A
Tariku Teka 06/210479 A
Degene Zewdu 06/209917 A
Teshome Menjur A
31/03/05 Technical team of Oromia N
6/04/05 Technical team of SNNPR Ambachew Derese A
Tariku Teka A
Teshome Menjur A
Amsale A
Meles A
8/04/05 Technical team of Oromia Pawlos Aga 02/128483 N
8/04/05 Technical team of Oromia Kudama Bedada 02/128483 N
12/04/05 Investment Office Asfaw Kaba 07/117807 J
12/04/05 Credit Expert Moga Aba Bulga 07/119430 J
12/04/05 Jima Chamber of Commerce Solomon W/Giorgis 07/111140 J
13/04/05 LH Coffe and Spice Farm Gebregzabher Ande Gewata
13/04/05 SOS SAHEL- UK Amare Mugoro 07/310890 Bonga
Meseret Getachew 09/243126 Bonga
14/04/05 Farm Africa Gebeyehu Gizaw 07310149 Bonga
14/04/05 Apiculture development & trading | Mekuria Mamo 07/311020 Bonga

PLC

Wubshet Adugna
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Annex lll: Updated Timetable and Plan of Implementation
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Team Members involved:
A= Yohannes Agonafir
E= Wilhelm Elfring
K= Juergen Koch

Activity Complet Comments T= Mulugeta Tefera
ed until:
First Assignment
Step | |Preparation of mission, 3 of Preparation of mission and start of first trip to Ethiopia
collection or relevant February |6™ of February 2004 E
documents with importance to K
Ethiopia and the programme
including drafting of TOR for
national experts
Step Il |Review of available documents |8™ of We are searching for documents of other donor
February |programmes in the field of agric. Market development, |E
food industries, export promotion, investment
promotion, export, integration of small farmers and
SMEs into world market
Step Il | Briefing of working team 9 the of | About programme details, slightly delayed due to E.T,A
February |contractual aspects
Step IV | Preparation of work plan 10" of Based on the working assumption of:
Febr. a) Summarizing and contacting ongoing initiatives and
projects upgrading of value chains (e.g.: forest coffee, |K, E,T, A
US-AID Gem, and others
b) Interviews with key-persons in promising value
chains
c) Verification on the ground in the respective two
regions
Step V |Interviews in and outside Addis |21°* of Based on the already available information of the K,E,T,A
with organisations, key persons |Febr. identification study and recent documents we will

and companies
including documentation
(the idea gathering process)

establish a first overview of promising value chains
candidates. The information gathering process will be
based on interviews with key-sector persons or
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Activity

Complet
ed until:

Comments

Team Members involved:
A= Yohannes Agonafir
E= Wilhelm Elfring
K= Juergen Koch

T= Mulugeta Tefera

professionals within already existing value chains plus

Step VI |Complete listing of potential By this time the list of promising value chains will be
value chains and screening for |Until 25" | closed. It can be assumed that at this stage we can start|E, T, A,
further in- depths survey work | of writing for a small number of value chain candidates a
February |complete short profile. Additional field investigation will
fill this gap. This work is implemented by the national
expert and will be prepared in step VII and implemented
in Step VIII
Step VII | Preparation of in depths-value | Until 27" |Preparation of check list for further information
chain assessment for selected | of gathering and interviews with key persons in Oromia E, T, A,
cases February |and Southern Nations
27" February end of trip |
Submission of progress report Nr. 1
By this time we will have a documented overview of
Step Implementation of value chain potential value chains, a description of other ongoing
VIII assessment for selected case  |Until 10" |activities towards value chain improvement and a clear |T, A,
of March |recommendation of value chains according to fulfilment | Compare separate

of the following evaluation criteria: economic growth
potential, fulfilment of general development objectives
and interest by private sector

work plan attached to
the document

Second Assignment

Mid of March start of second trip to Ethiopia,
commencement of assignment depends on signing
implementation agreement for the entire programme by
programme partner
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Team Members involved:
A= Yohannes Agonafir
E= Wilhelm Elfring
K= Juergen Koch

Activity Complet Comments T= Mulugeta Tefera
ed until:
Step IX | General description of chains Until 22" | Requested by the programme sponsors and the E, T, A
of March |[administration in the Regions more background
information were requested to describe the identified
chains
Step X |Setting of working groups and | Until 30™ |Due to the delays in establishing formal links with the
general discussions about agric. |of March | administration in both regions and entering into contract
Chains in both target regions agreements, the establishment of the envisaged E,T,A
working groups have been significantly delayed but are
now finally established.
Due to the delays in setting-up formal meeting, Mr
Elfring will temporally suspend his contact and restart
towards the targeted workshop with the two regions
(step XI)
Step X |Evaluation of identified value Until 20™ | The identified value chains (approx. 30) will be T,A
chains April evaluated against a set of economic, socio-econ and
development criteria and discussed by the working
groups during at least two meetings
Step XI | Meetings with public and private Implementation of workshops with a threefold purpose,
stakeholders and finalisation Until 26 of | a) to explain the concept of value chains, b) to define K,E, T,A
and management decision April the roles of various partners and to discuss the final
about short list short list of value chains
Step XlI | In-depths assessment of value Based on the pre-selected value chains we are going to
chains with the objectives to Until 10" |identify interventions and support concepts. According
identify interventions of May to the value chain concept are close interaction with the (E, T, A

chain members is required. Chambers might be helpful
in establishing the dialog mechanism.
Round- table meetings might be the appropriate
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Team Members involved:
A= Yohannes Agonafir
E= Wilhelm Elfring
K= Juergen Koch

Activity Complet Comments T= Mulugeta Tefera
ed until:
method.

Step Drafting of report for each
X1l analysed chain containing the Here we are going to summarize our results towards

structure of the chain, main Until 25" | potential intervention points. E,T,A

weak points, potential entry of May

points of support and indication Final Report

about “quality” of support
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Annex IV: Export and Import Trade Statistics “Ethiopia”
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R Net Volume Export growth World trade Share

A HS code and Exports | exports exports 19902003 | Jrowth 1999- in Leading

N product label 2003 2003 2003 % p.a. % p.a. world markets

K .

(US$m.) (US$ m.) quant. unit | e quant. value | quant. (%) 1st % 2nd %

ALL GOODS 511 2
ALL GOODS (WTO) 535 _1.480

29 | 0104 Live sheep and goats 0.5 0.5 1| W 10 5 0.1 | JOR 63 YEM 27

33 | 0106 Live animals, nes 0.3 0.3 1(WwW -1 -2 0.1 | DJ 100

9 gi(;:nMeat of sheep or goats - fresh, chilled or 6.3 6.3 4| w 8 1 02 | ARE 56 SAU 38

35 | 0506 Bones&horn-cores degelatinised 0.2 0.2 0| WwW -7 -12 0.2 | USA 63 HKG 18
0510 Bile and other animal glands for

39 pharmaceutical preparation 0.2 0.2 -3 -6 -12 0.3 FRA 100 HKG 0

31 0603 Cut flowers and_ flower buds for 03 03 ol w 92 4 6 00 | BRrR 99 NLD 1
bouguets, fresh or dried

19 0701 Potatoes 1.2 1.2 6| W 3 3 0.1 DJl 100

21 | 0703 Onions, garlic and leeks, fresh or chilled 1.2 1.2 6| W 6 5 0.1 | DJ 100 | YEM 0

18 | 0708 Leguminous vegetables, shelled or 13 1.2 3w 7 6 6 02 | vEm 33 DJI 18
unshelled, fresh or chilled

20 | 0710 Frozen vegetables 1.2 0.7 2 | W 4 4 0.0 | NLD 76 ITA 12

5 0713 Dried vegetables, shelled 18.5 11.8 59 | W 5 6 0.7 | SDN 32 YEM 13

32 | 0804 Dates, figs, pineapples, mangoes, 0.3 0.5 1| w 11 8 0.0 | pa 74 | ND 26
avocadoes, guavas

1 0901 Coffee 183.8 183.7 138 | W -10 -11 2 2.3 | DEU 29 JPN 21

15 0902 Tea 2.1 2.0 2| W -1 3 0.1 KEN 37 GBR 23

16 | 0904 Pepper, peppers and capsicum 19 1.8 W -11 6 0.2 | DJI 47 YEM 23

23 0999 Seeds of _anise, badian, fennel, 11 1.0 2w 3 5 06 | pza 23 YEM 19
coriander, cumin, etc.

13 I0910 Ginger, saffron, turmeric, thyme, bay 29 28 6| w 5 9 04 | son 27 YEM 23
eaves & curry

7 1008 Buckwheat, millet and canary seed 10.9 10.8 13 | W 7 0 3.8 | YEM 31 ISR 29

38 r1nle(?52”r:3ereal flours other than of wheat or 02 26.4 ol w 63 8 8 01 | pa 48 SAU 26

26 | 1104 Cereal grain, worked post hulling, 07 1.7 1| w 22 27 0.1 | pal 75 | sau 14
excluding rice

40 | 1202 Ground-nuts, not roasted 0.2 0.2 0| W 1 1 0.0 | DJI 58 SAU 42

3 1207 Oil seeds 59.9 59.9 95 | W 23 3 5.0 ISR 17 USA 16

36 | 1209 Seeds, fruit and spores, for sowing 0.2 -0.3 0| W 2 3 0.0 | SAF 61 NLD 20

34 | 1210 Hop cones, fresh or dried 0.3 0.1 0| WwW -3 -4 0.1 | ISR 61 YEM 32

10 1301 Lac; natural gums, resins, gum-resins & 41 4.0 3w 1 4 14 | ArRE 32 TUN 16
balsams

2 1404 Vegetable products, nes 110.2 110.2 15 | W -3 1 39.2 | DJ 71 SOM 26

ap || 1oL VEmeEhie s, Heesa & e 12 12 1| w -9 £ 2| 12|usa 20 | N 25
insect waxes

6 1701 Car_1e or peet sugar and chemically pure 15.6 13.5 41 | w 1 1 02 | PRT 63 DJI 26
sucrose, in solid form
2615 Niobium, tantalum, vanadium or

12 zirconium ores and concentrates 3.1 3.1 o) w 7 1 0.5 [ CHN w S e

30 41_01 Raw hides skins of bovine/equine 04 04 ol w 4 2 00 | mys 34 IPN 27
animals

28 | 4102 Raw skins of sheep or lambs 05 0.5 0| W 11 16 0 0.0 | ROM 49 ITA 43

17 | 4103 Raw hides&skins nes 1.3 1.3 0|l W 9 3 0.4 | IDN 64 ITA 29
4104 Leather of bovine/equine animal, other

11 than leather of hd 4108/4109 41 4.1 4| W 24 7 10 0.0 | HKG 33 ITA 31
4105 Sheep/lamb skin leather, other than

4 leather of hd no4108/4109 28.5 28.5 3| W 4 17 2.2 | ITA 28 GBR 24
4106 Goat/kid skin leather, other than leather

8 of hd no 41.08/41.09 10.3 10.3 2| W 39 17 23 1.3 | ITA 82 IND 4
5208 Woven cotton fabrics, 85% or more

14| Shon, weight less than 200 g/m?2 2.6 2.6 4| W 80 2 5 0.0 | ITA 46 BEL 35

24 600_1 Pllef_abncs incl "long pile" fabrics&terry 09 17 10w 0 6 00 | chn 43 BEL 25
fabrics, knitted/crocheted

27 | 6303 Curtains, drapes & interior blinds 0.7 0.5 0| WwW 18 25 0.0 | DEU 77 GBR 19
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