institute of Social Studies

GRADUATE SCHOOL OF DEVELOPMENT STUDIES

Reaping the Benefits of Giobalization
The case of Value Chains in the Kenyan Cut Flower Industry

A research paper presented by
Elijah Agnew Mbwavi Muhati
(Kenya)
In Partial Fuifillment of the Requirements for Obtaining the Degree of

MASTER OF ARTS IN DEVELOPMENT STUDIES

Specialisation

(LOCAL AND REGIONAL DEVELOPMENT)

Members of the Examining Committee

Dr. P. Knorringa
Drs. G.M. Sibbing

The Hague, December 2002



This document represents part of the author’s study
programme while at the Institute of Social Studies;
the views stated therein are those of the authors and
not necessarily those of the Institute.

Research papers and theses are not made available
for outside circulation by the Institute.

Enquires:

Postal Address:
Institute of Social Studies
P.O. Box 29776
2502 LT, The Hague
The Netherlands

Telephone : -31-70-4260460
Telefax: -31-70-4260799
e-mail: postmaster(@iss.nl

Location:
Kortenaerkade 12
2518 AX, The Hague
The Netherlands



Dedication

To my beloved daughters. May Education open many doors of opportunity in your
lives.






Acknowledgements

I wish to thank many people for making my Masters work (challenging as it was) aﬁ
exciting experience. First my sincere appreciation for my supervisor Dr. Peter Knorringa
who has guided me through the entire process-right from the day I arrived in the
Netherlands. His insightful ideas and critical comments have been a great eye opener to
me. | have probably inadvertently appropriated many of his ideas; however shortcomings
of this thesis are mine only. I am indebted to Drs. G Sibbing whose professional guidance
during the research seminars helped me narrow the scope of this paper. | owe my gratitude
10 the other LRD lecturers (Prof. A.H.J. Helmsing, Dr. J. Guimaraes, Dr. E. Berner and Dr.
D. Smit for all the knowledge they have transmitted on to me during the whole degree

process in lively lecture sessions-part of which I utilized in this research.

I am also indebted to my LRD 2001/2002 friends, and those from the other programmes
who constantly pressed me to define my objectives and fine tune my arguments and for
their words of encouragement. Without our Cisca seamless administrative work, LRD

could not have been the memorable experience that it has been

I want to thank the Dutch government for granting me a Scholarship to undertake this

degree and for the Institute of Social Studies (ISS) for making this research possible.

There are many ISS academic, administrative and technical staff to whom [ owe gratitude.
They made my stay at [SS an unforgettable experience. My appreciation goes to the student
office, especially to Ank van de Berg, Marianne van Dieren, Els van de Weele, and Cynthia
for their constant help. From the Student Welfare Office, my thanks to Martin Blok, Linda

and Munise. They made social life at the ISS colorful.

[ want to thank my family, especially my Brother Patrick Matika, cousins: Rose Aronya in
the US, Jairus in Kenya, and all my cousins in Sweden. Their encouragement kept me
going. My {riend Kibibi repeatedly helped me in times that were too trying. Her solidarity

is very much appreciated.-

i



I am also very grateful fo my Kenyan friends Helen and Hannington Odame. Without them
I could never have known of ISS training opportunities. They received me many times in
their home here in The Hague, offered me their friendship and constantly encouraged me to

worl hard.

iv



Contents

Acknowledgements iii
List of tables, Boxes, Figures, and Annexes vi
Kenyan Map viit
Acronyms and Abbrevations ix

1.0 Chapter One
1.1 Research Background 1
1.2 Statement of the Problem 2
1.3 Justification of the Research Question 2
1.4 Research Hypothesis 3
1.5 Goals of the study 3
1.6 Research Questions 4
1.7 Research Methodology 5
1.8 Key Indicators 5

Type and sources of data 5

Contribution of the Study 6

Limitations of this study 6
2.0 CHAPTER 2 Literature Review: Basic Definitions,

Concepts and laying the Foundation. 7
2.1 Introduction 7
2.2 Differentiating Globalization and internationalization 7
2.3 Value Chain Definition 9
2.3.1 Value Chain Governance 12
2.3.2  Value Chain related Rents 17
2.3.3 Upgrading in the VC 18
2.3.4  Four paths in Upgrading 19
2.4 Using GCCs to Study Industrial Upgrading 22
2.5 Forms of incorporation into the global economy:

Hierarchies, Network and Markets 23
3.0 Chapter3  Case Studies 25
3.1  Introduction to the chapter 25
3.2 Geography of the Cut Flower Value Chain 25
3.3 Kenya’s Comparative and/or Competitive advantage 26
3.4  The Kenyan-European Cut Flower VC

Networks and Production Networks 31



3.4.1 Penetrating European markets-The Dutch Connection

34.2 Direct sales to markets outside Holland

3.5 Challenges facing Flower Kenya Flower Growers
4.0 CHAPTER 4 Reflections, Prospects, Strategics,
Some Recommendations and Conclusion

4.1 Reflections

4.2 Summary

4.3 Prospects and Constraints for Kenyan CF producers
4.4 Maintaining a Competitive Edge

4.5 Proposed Strategies for Kenyan Producers/ Exporters
4.6 Suggested Policies interventions

4.5 Suggested Policies Interventions and Concluding Remarks

38
42

vi



List of Tables ,Boxes, Figures and Annexes

Tables
Table 1- Producer and Buyer Driven GCC
Table 2- List of some flowers from Kenya

Figures

Figure 1- Kenyan Map showing major flower producing region

Figure 2- Synergetic interactions in the cut flower trade.

Figure 3- Functional Upgrading in the VC

Figure 4- Competitive pressures in the cut flower Industry.

Figure 5- The Oserian Flower Chain: Oserian/EAF/TFA Distribution
Figure 6- Flower Production and Marketing Flows

Figure 7- Actors and product flows in UK’ s CF Supply Chain

Figure 8- The Supply Chain of Direct Exports from Kenya to the UK
Figure 9- Production Frontiers for Global cut flower sourcing by Western Europe and (DFAs)
Figure 10-Areas that need upgrading by flower firms

Figure 11- How the Smaller Kenyan Producers can conneet to Final Markets

Figure 12-Market share of Major Importers.

Boxes
Box 1- Different kinds of economic rents in FVC-after Shumpeter

Box 2- Forms of incorporation inito the global Cut flower Economy and Key intermediary agents
Box 3-Investment Incentives

Box 4- Flower Business Park

Annexes
Annex 1- Top Twenty Cut Flower Exporters In Kenya by Export Volume

Annex 2- Exporting Countries and Major LDCs supplying to the Major Importers Fresh cut flowers
& flower buds for bouquets or ornamental purposes

Annex 3- SWOT of Kenyan and Dutch flower-growing Sectors

Annex 4- Per capita Consumption of Flowers and plants in the world
Annex 5-Governance and Upgrading in the VC

Annex 6- Key Organizations in Kenyan horticultural Industry

vii



KENYAN MAP: Some of The Main Flower Growing Regions

o ) L .
i
M v sl aIwiate E
e
& -
vy iy .
] e ISR

.
LT

r§ TR

i i
) : L) z,- - M . — ®
s _ <o NITIDRSH d
Lo e Adn ri
7 10 e
=M IR

IR atatyl

iy : ; il

Na-Naivasha Kenya’s Flower Production Capital
N-Nveri Onre of the Coldest Dstricts in Kenva-nroducing temnerate flower varieites

viil



ACRONYMS AND ABBREVIATIONS

BD-Buyer driven

BDC-Buyer Driven Chains

CC-Commodity Chain

CF-Cut Flower

DAHM-Dutch Auction Houses Model
DFA-Dutch Flower Auctions

DFID-Department For International Development
EAF-East African Flowers

ECK-Export Council of Kenya

EOI-Export Oriented Industrialization
EPZs-Export Processing Zones

EU-European Union

FBP-Flower Business Park

FDI-Foreign Direct Investments

FPEAK-Flower Producers and Exporters Association of Kenya
GCCs-Global Commodity Chains

GDP-Gross Domeestic Product
HCDA-Horticultural Crop Development Authority
ISI-Import Substituting Industrialization

KARI- Kenya Agricultural Research Institute
ICEPHIS- Kenya Plant Health Inspectorate Service
KFC-Kenya Flower Council

KLM-Royal Dutch Airlines

LDC-Least developed Country

MRLs-Maximum Residue Levels
OBNP-Original Brand Name Production
OEVP-Original Export Variety Production
R&D-Research and Development
SSA-Sub-Saharan Africa.

PDCs-Producer Driven Chains

PD-Producer Driven

Ix



SWOT-Strengths Weaknesses Opportunities and Threats
TFA-Tele Flower Auctions
TNC-Transnational Corporations

UK-United Kingdom

UPOV- The International Union for the Protection of New Varieties of Plants
UNDP-United Nations Development Programme

US-United States

VCA-Value Chain Analysis

VC-Value Chains

WTO World Trade Organization

M & S-Marks and Spencer

WWW-World Wide Web (The Internet)

MRLs-Maximum Residue Levels



Reaping the Benefits of Globalization: The Case of Value Chains in the Kenyan Cut Flower Industry

L0 CHAPTER 1

Introduction

1.1 Research Background
Stwctural and macroeconomic reforms, plus the introduction of a more liberal trading
environment under WTO arrangements have provided a major boost to Kenya's
horticultural prospects. The sector currently ranks as one of the economy’s fastest growing
industries and has overtaken coffee and tea as a source of foreign exchange earners and ranks
only to tea, according to Kenya Flower Council (KFC)'. This has been reflected in virtually
yvear on year expansion in fruit, vegetable and flower exports, a trend which is forecast to
continue with total sendings predicted to rise 31% from the present level of 99,0600 tonnes to
130,000 tonnes by 2003. Top on the list of fresh horticultural crops exported annually are cut

flowers.

Kenya has seen phenomenal growth in its exports of cut flowers recently even taking into
account mounting competition {rom Israel, Colombia, Zimbabwe, Lcuador, Uganda and
Zambia. On the African continent, Kenya is leading in both the production and export of cut
flowers. The Kenya flower industry like the horticultural sector is continuing with its rapid
growth and in the year 2000 it saw another 3.6 percent increase in exports to a record 38,000
metric tonnes. Rose Exports continued to dominate the export market with sales up from 24.6
million kgs in 1999 to 28.4 million in 2000, a 15 percent increase. Cut flowers are now said to
be worth over US §110 million to the Kenyan economy. Favourable climatic conditions (both
tropical and temperate) reinforced with a host of other factors has made Kenya become the
European Union’s biggest source of flower imports and overtaken Israel* as market leader. It

currently has a 25% market share, beating Colombia and Israel which each have about 16%".

"The Kenya Flower Council (KFC) is a voluntary association of independent growers and exporters. The KFC's
vision is "to be a recoghised world leader in the safe and respensible production of floricultural produce”.
hitpi//news.bbe.co.uk/1/hi/business/1 820515 st

* The prevailing conditions of unrest in Israel have (by default) been in favor of Kenyan Cut flower Industry.
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Two thirds of these blooms go to the Netherlands, which dominates the trade in cut flowers
worldwide through its ultra modem auction halls where Dutch wholesalers buy flowers for re-
export to markets as far away as the United States and Japan. Recently, Kenyan firms have
started exporting directly to the UK, and this accounts for a quarter of Kenya’s sales to the EU,

making it the countries second largest market and one that many growers now focus on.

1.2 Statement of the problem:

Kenya has traditionally earned its foreign exchange from the coffee, tea and tourism sectors.
But in recent years, the horticultural sector (and more specifically the floricultural industry) has
become the second most important foreign exchange earner in the country after tea. The
success of such a fledgling sub-sector cannot be explained in terms of heavy investments only,
Compared with other agro-based sectors making use of huge tracts of land, floriculture only
covers 0.003 percent of Kenya’s land mass. Moreover, Kenya’s economy has been going
through doldrums for several years now. In addition, the country is poorly endowed with
technological, physical and capital resources and yet in the cut flower value chains (VCs), it
dominantly stands out as a force to reckon with globally. My interest in the sector been aroused
by a host of factors that will be the subject of my discussion in this paper. This study is thus an
attempt to provide a rich understanding of the intricate interactions in flower trade, the rules of

the game and what it takes to stay afloat in this rewarding yet volatile business.

1.3 Justification of the Research Question:

There is a high affinity between horticultural VCs and Kenya’s current development strategy.
As mentioned above the Kenyan economy, like most developing world economies, is still
largely agro-based and heavily reliant on key performing sectors/sub-sectors. Kenya’s national
dream of joining the ranks of developed countries through a vibrant growth of its economy that
allows for creation of job opportunities for ils citizens can be realized by exploiting vast
opportunities presented by the global market in areas that it has a strong competitive advantage
like cut flower farming. Kenya produces cut flowers almost exclusively for export, supplying
98 % of its 40 types of flowers mainly to European countries. As a result of the Lome

Convention, Kenya does not suffer from the import quotas or levies in Europe-the main conduit

¥ ibid
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fore Kenyan cut flowers. Flower exports constitute an industry that earns the country over US
$ 110 million a year. Consider for a moment the fact that 1 ha. of flowers can yield as much
income as 30 ha. of tea. This shows how profitable the flower business can be. But production
for the world market alone does not guarantee sustainable income growth for the country. It is
not so much entry into the worlds flower market which provides for sustainable income
growth, but rather the manner in which this insertion takes place. In particular, the spread of
global capabilities in an array of flower product supply networks has meant that value-added is
increasingly found in the flower variety, purchasing and marketing rather than in production
itself. This is the interesting scenario in the cut flower industry that I want to focus on in this

study.

Floricuiture thus clearly stands out a sector worthy of attention, not just nationally but also its
role in inserting Kenya on the global map of key cut flower sourcing frontiers. Yet, even with
such evidence of its contribution to the growth and sustenance of the economy in hard times
and propelling Kenya into the international scene, very few studies have been contacted on the

global VCs of Kenyan cut flower industry.

1.4 Research Hypothesis: Kenya's great success in cut flower exports/production is not as a
result of local initiatives alone but is a result of a host of other exogenous factors stemming

from a global chain of interactions

1.5 Goals of the study.

1 To describe the VC and Kenya’s positioning (in qualitative and quantitative terms)

in the global cut flower exports market.

2 To identify the main actors in the floricultural VC nationally (Kenya) and
internationally.
3 Describe relationships between key actors and their role and position in the cut

flower VC.
4 Explore how Kenyan flowers explain the strength and position in the VC,
5 To find out how Kenyan flower firms can consolidate their position of the country

in the cut flower VC.

LS



Reaping the Benefits of Globalization: The Case of Valne Chains in the Kenyan Cut Flower Industry

1.6 Research Questions:

1. In what ways has the sector contributed 1o the growth of Kenya’'s economy?

= What factors have contributed to the rapid growth of the floricultural industry in Kenya?
s What is Kenya’s competitive advantage in the {flower industry?

»  How many export varieties are produced in Kenya and by whom?

= What is the floricultural industry’s backward and forward linkages to the Kenyan

economy?

*  What incentives is the government giving to boost flower growing in Kenya?

[§]

{s flower growing purely a Kenyan aftair?

= How many flower firms exist in Kenya?

= Do we have foreign presence in the Kenyan flower industry?

s If yes, to what extent are they involved?

v What synergies exist between local and foreign flower {irms?

= What strategies are they adopting to compete effectively in the giobal market place?

= Which Turnkey production networks exist in the Kenya flower industry?

(WS

How is the Kenyan Flower industry integrated in the global flower value chain?
= Which are the main markets for Kenyan flowers?

= How are Kenyan flowers delivered to the final consumers?

= Flowers are highly perishable goods. How is efficiency in delivery assured?

= How is the quality of the flowers maintained during shipment?

= What are the main innovations in flower marketing business?

Who governs the flower supply chain?

4, How is the sector coping with the issue of global quality standards?

= Which organization maintains quality standards locally?

= How are flower firms dealing with sanitary and phytosanitary conditions?
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1.7  Research Methodology

I will employ both descriptive quantitative statistics as well as information acquired from
questionnaires sent to flower exporting/importing firms and key informants in the floricultural

industry.

Because of the nature of this paper, I will utilize both qualitative and quantitative techniques in
the research. Qualitative because I have to access information from the Kenyan Flower Council
(KFC) and individual firms in Kenya, the main flower auctions in the Netherlands, freight

companies and the final consumer chains e.g. in Europe.

In this study, quantitative techniques have come in analyzing the data streams that are coming
in {rom the auction houses and KIFC. I will mainly also use exploratory data analysis tool to

analyze the acquired irnformation.

1.8 Key Indicators

e Company turnovers {(US$/ Euros)

o Sales in volumes (Metric tons of flowers exported)
o % contribution to Kenyan economy/GDP

e Number of Jobs created by flower sector.

o Foreign and local investments in the Industry.

1.9  Type and sources of data.

in this research paper, I will make good use of both primary and secondary data. The main

sources of my research data are:

a) The ISS library

b) WAU Library

¢) The Kenya Flower Council (KFC), HCDA,FPEAK

d) DFAs (Aalsmeer, Flora Holland, Oost~Nederland, Zon, Naaldwijk and Vleuten Flower
Auction)

¢) Kenyan HORTEC Exhibitions booklets.

fy Key informants e.g. online interview with a flower expert from University of Nairobi-
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Kabete Campus Staff
g) Interviews with some flower companies (Netherlands) and online (Kenya).
h} Kenya Agricultural Research Institute (ICARI)
i) Kenya Plant Health Inspectorate Service (KEPHIS)
j) Freight companies (Airlink, Airflow, Total Touch, Flowerings, KLM/Martinair)
k) Consumer chains in Europe (mainly supermarket chains)
1) Ministry of Tourism Trade and Industry-Kenya
m) International flower journals (Floraculture International)

n) Web resources (Internet)

1.10  Contribution of the Study

This paper will contribute to the field by enriching the understanding of the major interactions
in the global flower VC (as shown in Figure | below) and its policy and practical implications
for the Kenyan floricultural industry. The study will also attempt to examine the vast
opportunities available to Kenya and other developing nations in a globalizing and highly
competitive world. It will seek to revea! the important global synergies and governance
structure that drives the flower industry. Major innovations by Kenyan flower {irms in an
attempt to remain competitive will also be explored. The strengths and weaknesses/ drawbacks

(SWOT) of the Kenyan and Dutch flower sectors will specifically be handled.

1.11  Limitations of this study.

This paper does not seek to give the dynamics of the actual growing of flowers but will rather
focus specifically on the whole process of making flowers available to a global consumer and
the innovations involved. The flower industry is actually a sub-sector of the horticultural sector
of Agriculture. Apart from a few physical and online interviews contacted here in Holland and
on the WWW respectively with relevant flower companies, most of the data that I have used is

secondary.
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2.0 CHAPTER 2

LITERATURE REVIEW:

2.1 Introduction

n this chapter, I will define concepts related to this topic and also examine in detail how the
Icommodity chains framework facilitates our understanding of the structure and dynamics of
global flower industries, and the development prospects for a nation like Kenya and the flower
producing firms within it. I will do this in three sections. Section 1 is definitions of concepts;

section 2 will deal with upgrading,

2,2 SECTION 1

2.2.1 Differentiating Globalization and internationalization
Dicken (1998, p.5) makes a distinction between the two processes:

o Internationalization processes involve the simple extension of economic activities across
national boundaries. It is essentially, a quantitative process, which leads to a more
extensive geographic patlern of economic activity.

Globalization processes are qualitatively different from internationalization processes. They

involve not merely the geographical extension of economic activity across national boundaries

but also-and more importantly the functional integration of such internationally dispersed

activities.

Globalization:

Globalization has become the new buzzword that characterizes the international economy in
the waning decades of the twentieth century and in the new millennivm. A growing body of
work analyses globalisation processes from the perspective of ‘VCs’; that is that international
trade in goods and services should not be seen solely, or even mainly, as a multitude of arm’s-
length market-based transactions but rather as systems of governance-involving multinational

enterprises - that link firms together in a variety of sourcing and contracting arrangements.
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Numerous authors have debated the precise meanings of globalization (Dicken, 1998), its main
dimensions (Jaffee, 1995), and whether global flows of goods, FDI, and finance capital. No
one disputes the centrality of globalization to contemporary development theory. However,
there is a sharp divide between theorists who see globalization as a constraint on the
development prospects of non-core nations, and those who see the hnkages implied by
globalization as posing not only constraints but also opporfunities for the advancement of

developing countries.

Two fundamental changes in the global context are profoundly shaping our contemporary
perspectives on development theory. Iirst, 1ilére has been a widespread shift in national
development strategies from import-substituting industrialization (ISI) to expori-oriented
industrialization (EOI) throughout the developing world {Gereffi, 1994). Buttressed by the
policy prescriptions of powerful international economic organizations like the WB and the I
MF as well as the U.S. government, this preference for EOI rests heavily on the experience of
the East Asian “miracle economies™ from the 1960s to the mid-1990s. During this period,
Japan and a handful of other high-performing Asian economies (most notably, the “four little
tigers” of Hong Kong, Taiwan, South Korea, and Singapore) attained booming exports and
lofty per capita growth rates against the backdrop of relatively low income inequality, high
educational attainment, and record levels of domestic saving and investment (UNIDO 2000b).
East Asia has easily outpaced the other regions of the third world on a wide range of economic
and social development indicators. This economic achievement is largely attributed to the
adoption of EOI as the region’s main development strategy. Export-oriented industrialization
is still the development orthodoxy in much of the LDCs. Kenya’s Export Strategy particularly

identifies EOI as the key to the countries economic growth.

second, there has been a major transformation in how the international economy is organized
in the latter half of the twentieth century. In the period when ISI development strategies
prevailed, TNCs were the dominant economic actors. They were vertically integrated and had
a global reach through the operations of wholly owned subsidiaries that extracted natural
resources for export or engaged in local production for sale in domestic markets around the

world. Today, the exchange between core and peripheral areas has become much more
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complex. The explosive growth of imports in developed countries suggests that the center of
gravity for the production and export of many agro products has moved to an ever expanding

array of emerging economies like Kenya-in the third world.

In the flower industry, global production networks when analysed look more like a spider’s
web of independent yet interconnected enterprises. Lead firms act as strategic brokers at the
center of the web, controlling critical information, skills, and resources needed for the overall
global network to function efficiently (Reichman, 1993). In order for developing countries and
firms to succeed in today’s highly competitive economy, they need to position themselves
strategically within these global networks and develop strategies for gaining access to the lead

firms (through synergies) in order to improve and consolidate their position

2.3 Defining Key Concepts

(a) The Value Chain, Value Chain Analysis.

In a generalized form, the value chain (VC) describes the full range of activities which are
required to bring a product or service from conception, through the different stages of
production (involving a combination of physical transformations and ihputs of various
producer services), delivery to final consumer and even the final disposal thereof. It is also
called a commodity chain (CC), value network, activities chain, production network?, and input
output analysis. Sturgeon (2000) proposes that the term be used to denote a particular, product-
based thread of activity that, at a given time, runs through a larger constellation of activities
and dynamic configurations embodied in a production network. A VC can be thought of as a
sub set of a production network, a simplified snapshot taken within a much more complex and

dynamic set of activities encompassed and/or represented by the network.

Another crucial dimension of VC and production networks is the spatial scale. Gereffi’s
(1999b) differentiates his concept of “GCCs™ from Porter’s (1990) concept of “VCs”, in part

by stating that GCCs embody an explicit international dimension. Piore and Sabel (1984), have

* Sturgeon 2000:6) defines a production network as “two or more VC that share at least one actor”. For example
all flower wholesalers in Europe” sourcing cut flowers from a particular Kenyan flower firm together with the
other actors above or below them in their VC would constitute a single supply network-discussed in chapter 3.

* A GCC according to Gereffi refers to the whole range of activities involved in the design, production, and
marketing of a product (Gereffi and Korzeniewicz, 1994).
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in addition to this, drawn attention to the tendency for specialized industrial clusters to form at
the sub-national, and even local level. Flower export production firms are part of VCs because
they often rely on groups of other non-flower producing firms that tend to specialize in a
particular component, process, or service required to bring the flower products to the final

markets.

Porter identified the “VC” as a means of analysing an organisation's strategically relevant
activities in order to understand the behaviour of product costs. Competitive advantage comes

from carrying oul those activities in a more cost-effective way than ones competitors.
I

Porter’s (1985) Competitive advantage argument breaks the VC model into two distinctive
types these being primary and support activities. The model suggests, that no matter how many
operational units that are involved in the process of generating customer value; these primary
activities can be conceptualised into five generic stages. The five primary stages are inbound
logistics, operations, outbound logistics, marketing and sales, and service. These primary
stages are supported by the firm’s infrastructure, human resource management, technology
development, and purchasing and procurement. The various stages within the VC should not be
seen in isolation but looked at in a wider context and include the interactions between stages
not just within the processes. The relationship between sales, operations and procurement for
instance can determine how much stock is to be carried and therefore reflected in cost of

inventory held.

The VC is, consequently, a concept which not only facilitates research but also provides

practical insights into policy at both the corporate and government level.

Related to VCs is the concept of VCA that overcomes a number of important traditional
weaknesses of sectoral analysis, which tends to be static and suffers from the weakness of ifs
own bounded parameters. In restricting itself to sectoral analysis, it struggles to deal with

dynamic linkages between productive activities that go beyond the sector in question, whether

10
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they are of an inter-sectoral nature or between formal and informal sector activities. The VC
also goes beyond the firm specific analysis of much of innovation literature. By its
concentration on interlinkages it allows for an easy uncovering of the dynamic flow of
economic sectors even on a global scale. Value chain analysis is particularly useful for new
producers-including poor producers and poor countries {e.g. Kenya)-who are trying to enter

global markets in a manner which would provide for sustainable income growth.

As an analytical tool, VCA is important in understanding the policy environment which
provides for the efficient allocation of resources within the domestic economy, notwithstanding
its primary use thus far as analytic tool for understanding the way in which Kenyan
floricultural firms and the country as a whole participates in the global economy. The
usefulness of VCA has been demonstrated in studies of industries as varied as fresh {fruits and
vegetables, and automobiles (Dolan 1999, Gereffi 1999, Humphrey 1998). In the flower sector,
a detailed understanding of actors, linkages, and value-added at each stage of production and
distribution seems to be a necessary underpinning for meaningful efforts to upgrade the
industry to cope with current global market trends. Such an understanding also raises important
questions. Why for example, does a single activity in the chain® garer nearly half the profits,
while another (actual production) gets less than 10%. Why are certain activities dying out or
being absorbed by more powerful actors above or below the vC? Why have most Kenyan
flower producers failed to penetrate regional or global markets and continue to export mainly
to the traditional DFAs?® Some answers will follow from the VCA itself, but finding answers

to some of these questions will require a broader perspective.

VCA identifies those areas of production which are subject to intensifying competition, and
hence declining terms of trade. Simultaneously, 1t exposes those processes which allow poor
countries and poor producers to upgrade their activities in a manner which can provide for
sustainable income growth. VCA thus provides framework for understanding the concrete

actors in the flower sector and other Kenya industries. A production network approach adds to

® For example flower auctioning in Holland.

7 B . . o .
Lead firms are taking over some of the production or service provision functions of the smaller firms
¥ Dutch Flower Auctions

11
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the picture by encouraging us to focus on the connections between firms and their subsidiaries,
not only the vertical linkages that comprise the value chain, but also the horizontal ones

between firms and various other actors (Sturgeon 2000)

b} The Input-Output Structure of Chains

Central to the VC concept is that the goods and services consumed in final markets are
themselves the product of several divisible or discrete stages of economic activity. Within this
perspective, input-output analysis quantifies these inter-industry relationships and offers a
means of evaluating the impact across industries and national economies and the changes in
final demand. This same analytical perspective is also appiied to the analysis of the direct and
indirect employment impacts of industrial demand. Many jobs are generated upstream and
downstream in the VC. In Kenya, the Cut flower chain is estimated to create over 50,000 jobs
(KFC Newsletter). Every direct job in the industry indirectly generates an additional 2 jobs

elsewhere in the chain.

¢} Types of Global VCs
Gary Gereffi’s (1999) seminal work distinguishes between producer-driven and buyer-driven
(BD) CCs hereafter called PDCs and BDCs respectively that will further be discussed in detail

under chain governance in section two.

2.3.1 VC Governance

Gereffi’s analysis of the power structure of CCs leads to the hypothesis that development
requires selective linkage with distinct kinds of “lead firms” in global industries, which have
varying prospects for mobility in the world economy. Two types of chain governance namely
Producer Driven Chains (PDCs) and Buyer Driven Chains (BDCs) will be discussed in detail.
A discussion of the lead firms in the cut flower industry and flower VCs, will exemplify PDCs

and BDCs, respectively.
This section deals with the vital concepts of: governance, rents and upgrading. It's divided n
four parts. The first part deals with governance within the cut flower chain; the second deals

with rents; the third with upgrading and the fourth explores how GCCs can be used to study
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industrial upgrading. The upgrading section gives a brief overview on the concept of upgrading
tailored for the flower industry. I briefly illustrate how the GCC approach (as proposed by
Gereff1) can be used to study multiple dimensions of industrial upgrading, which is one way to
operationalize the more complex concept of economic development. Particular emphasis is
given to the notion of upgrading as the flower export role in the Kenyan economy shifts.
Finally, some of the theoretical implications of GCC approach to industrial upgrading will be

outlined. But first I will examine the issue of governance in the VC.

An entry point to the concept of governance is the VC concept (as discussed earlier) which
offers a unifying framework for this study of enterprise strategy, the governance of the chain,
and labour policy implications arising from industrial transformation in the global economy.
As pointed out by Gereffi, CCs/VCs have four dimensions:
e an input-output structure, or sequence of economic relationships;
o a ferritorialily or geography described the spatial organization (whether dispersed or
concentrated) of the chain;
o a governance structure of authority and power relationships (who is "driving” the
chain);

o Institutional and regulatory influences on the chain.

Gereffi  (1999b) identifies two distinct types of international industrial organization (chain
governance) through VCs- namely: producer driven chains (PDCs) and buyer-driven chains

BDCs) summarized in the table I below that also gives some examples.

a} PDCs: are characteristic of those industries in which multinational enterprises "play
the central role in controlling the system including its backward and for-ward
linkages", and include such capital and technology intensive industries as automobiles
and computers. It is thus the manufacturer that plays the predominant role in
establishing the terms and conditions of production in components and supply
industries, as well as the conditions of final distribution. PDCs in the flower sector are
those in which farge (usually foreign) firms play the central roles in coordinating

production networks (including their backward and forward linkages). This is
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characterized by the capital investments and technology-intensive component of the

respective firms.

Table 1- Producer and Buyer Driven GCC

Producer Driven CC

DBuyer-Driven CC

Drivers of GCC

[ndustrial copital

[Commercial Capital

Core compeicncics

R&D:; Production

Design; Marketing

ll}:\rricrs to Endry

Economies Of Scale

Economies of Scope

|Econemic Sectors

Consumer  Dusables

Goods Capital Goods

intermedintelConsumer Non- Durables

Typical Industries

Automobiles; computers; Aircraft

Apparcl, Foolwear; Toys; Cut Flowers*”

Owaership of man firms

TNCs

i.ocal Firms, predominantly in developing countrics

Main Network Links

Investment-based

Trade-based

Predominant netwwork Structure

vertical

[Horizontal

Source: Gereflt 199%

#) In contrast, BDCs "refer to those industries in which large retailers, branded marketers,
and trading companies play the pivoial role in setting up decentralized production
networks in a variety of exporting companies, typically located in the Third World." It
is thus the distribution channel that drives production as shown in the diagram below.
While this is most obvious in the case of retail or departiment stores, such as Marks and
Spencer (M&S), it also applies to "branded firms", such as Nike in footwear, The Gap
in apparel or M&S UK in the flower chain. The latter are associated with flower
products that bear their name, but, for the most part, own no production facilities. They
are, instead, "marketers those design/determine, but do not make/produce, the branded
products they order”. The traditionai pattern of trade-led industrialization/production is
now being exiended to a range of floricuitural products. Production is generaily

carried out by tiered networks of third world contractors that mainly produce fresh cut

flowers for foreign buyers. Information on the specifications/varieties in demand is
supplied by the large retailers or marketers in the consumer nations that order the

goods,

The main characteristics of the firms that fit the cut flower industry’s BDC, including retailers

? 1 believe that flowers fall in this category
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like Tesco, Sainsbury, M&S, Flamingo (among others) is that these companies market-but do
not produce-the branded products they order. They are part of a new breed of “flower
producers without farms” that separate the physical production of floricultural goods from the
packaging and marketing stages of the production process. Profits in BDCs derive not from
scale, volume, and technological advances as in producer-driven chains, but rather from unique
combinations of high-value research, design, sales, marketing, and financial services that allow
the retailers, packaging designers, and marketers to act as strategic brokers in linking overseas

factories and traders with evolving product niches in their main consumer markets.

Do these distinctive types of industrial organization also refer to distinctive geographies? To
some extent, this would appear to be the case. Horticulture-related BDCs, are characteristic of
substantial labour-intensive phases of production and thus of locations in which the traditional
basis of comparative advantage lies in factor costs such as labour. One would expect the
international organization of, say, the greenhouse technologies industry to span fewer
geographical cost or development levels. The difference between the two is where the barriers
of entry to competition in the chain are greatest (Gereifi and Korzeniewicz, 1994). For the
{lower chain, actual production (for open air flower varieties) requires relatively little capital or
advanced skills and can thus be located where costs are most favourable. Greenhouse flower
production, however, is both capital-and skill-intensive which both minimizes the importance
of labour costs and narrows the locations where appropriate inputs can be found and number of

firms that can utilize these technologies.

The governance of cut flower chains thus appears to be more “BD” than from production to
distribution. This governance shift is reflected in the higher service component of traditional
Dutch flower sectors- in purchasing, marketing, packaging, and distribution. This shift would
seem reflected in the views of many managers that it is increasingly the customer who is
"calling the shots", whose demands in terms of price, quality and product differentiation have
increased the importance of the downstream function of distribution and service. The
difference, is between the older "I will sell what I produce™, and the newer view "I will produce

what you need".
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The governance question is also closely related 1o that of chain ownership. The economic ties
in any VC are established either through the commeon ownership of links in the chain, as, for
example, through the common ownership by a national international flower Aenterprisem of its
foreign affiliates, or through contract. Flower firms are for a variety underlying reasons
returning to their "core competencies”, confracting out for activities they once owned and/or.
The 'Key principle’ here is that greater competition in the cut flower industry has required
some firms to take a close look at the competitive performance of each, individual value-
adding activity. This often transiates into a "produce" or "buy" decision, since it may be
cheaper, better, and less risky (i.e. through increased flexibility) to purchase rather than to own

flower farms in Kenya.

A second observation that can be made from the sector is that inter-firm relations have not
merely grown in number, but evolved along qualitative lines as well. The competitive value of
cooperation, of establishing long-term relations, of information-sharing can be argued to be
diffusing-at least as it characterizes the activities of major final importers (auction
houses/established supermarket chains) or retailers with a first tier of subcontracting firms.
Even if this is true, however, it is likely to be a trend that coexists with its opposite; that is,
with conditions that deteriorale as one descends the hierarchy of contracts. The "bottom of the

chain” in the cut {lower poses these concerns sharply.

A third aspect of the governance guestion relates to the variety of implications that a given
unit's/location's place in the VC holds for its sustainability and improvement. Power relations
and strategic options clearly vary, and this observation has two-fold significance. First, it is
appropriate to think of enterprise strategies at every location in the chain. When Flora Holland
or Aalsmeer decide to change their worldwide cut flower sourcing policy, or when major
wholesalers/retailers in Europe replace their domestic flower sources with foreign ones, the
reverberations of such major strategic initiatives are felt up and down the chain. Still, af each
location, a range of strategic options exist and will differ, and the factors shaping those

options will differ as well.

" For example Flora Holland that has heavily invested in Ienya
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Second, it 1s appropriate to think of strategic options as applying to other actors in the flower
trade than just the lead firm(s). Local authorities/politicians in Kenya, for example, will be
interested in the sort of spillover or multiplier effects that a particular position in an
international VC conveys. In line with this, Gereffi, for example, argues that developing
country locations can link to international markets in an ascending range of functional ways.
Primary comumodity exports or mere assembly for export of imported inputs may represent
only the most minimal of such linkages, either the least profitable or least sustainable positions.
As, however, locations ascend the hierarchy of strategic positions within the chain, the
muitiplier effects increase. For example, using what [ call Original Brand Name Production
(OBNP) analogy of flower firm’s activities mentioned earlier, it can be seen in the sector that
under contract to brand name wholesalers in the UK, Germany or Switzerland, aggressive
Kenyan firms are using the technology, expertise and business connections they have acquired
from foreign firms present in the sector as a springboard for independent market entry. With
concerted efforts, they are also far more likely than the big DFA houses or large producers in
other flower exporting countries like Colombia or Israel to build substantial backward and

forward linkages in the local economy.

2.3.2 Rents

Adapting and extending the typology of rents in Kaplinsky (1998), and Schumpeter, PDCs in
the flower industry rely primarily on technology rents, which arise from asymmetrical access
to key product and process technologies; and organizational rents, which refer to a form of
intra-organizational process know-how that originates in Holland and is particularly significant
in the transition from mass flower production to mass marketing (or flexible production and
supply depending on global demand), involving a cluster of new organizational techniques
such as JIT flower production”, total quality control, modular production, preventive
maintenance, and continuous improvement. Examples of rents are given in Box 1. The lead
firms in the cut flower industries VCs use barriers fo entry to generate different kinds of

»l2

“rents™ © (discussed below) in global cut flower trade making entry of new cash trapped

players almost impossible. Closely linked to this concept of rent is upgrading.

K] I . .

This is with regards to the seasonal flower sale trends i.e. peak season and low scason.
12

Broadly defined as returns from scarce assets.
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2.3.3 Upgrading

This concept has been used in other industrial processes (Gereffi and Tam 1998_)..,5;11-?;;}-]’;‘

adapt it to the floricultural industry. An important point to note :s that in_duAS’t;ial upgrading is
embedded in a social structure of producers, which is made up of “organizational chains” of
buying and supplying firms. From this perspective, industrial upgrading involves organization
learning to improve the position of firms or nations in international trade and production

networks (ibid).

Box I Drifferent kinds of economic rents in FYC-alter Shumpeter

e Economic rent arises in the case of differential preductivity of factors and barriers to emiry

@ Prevalent forms of economic rent in the global Economy. Examples of endogenous (“constructed™™ rents)
e Teehnology reats-having command over scarce technologies {Netherlands | [srael)

o 1luman resource rents-having access to better skills than competitory {(Netherlands | Isracl, Kenya

e Organizational rents-possessing superior forms of internal organization (Netherlands)

o

Marketing rents-possessing better marketing capabilities and/or valuable brand names {(Netherlands |, Kenya).

Other reats are endogencus 10 the chain and are constructed by groups of firms-c.g.

@ Relational rents-having superior quality relationships with suppliers and customers [Aalsmeer BV, Naaldwijk (Duteh);

Oserian, Homegrown (Kenyan) etc)]
3. But rents can also be exogenoss to the chain and arise through the bounty of nature:

° Resource renfs-aecess to searce resources ¢.2. Vaost and fertile tracts of land (Kenya, Colombin)

4. Producers also gain {rom the renis provided by parties external to the chain:

° Policy rents-operating ja an environment of efficient government: constructing barriers 1o entry of competitors (Netherlands,
Kenya)

° Infrastructural pents-access (o high quality infrastructural inputs such as telecommunications (isracl, Netherlands)

o

Financial rents-access to finance on better terms than competitors (Netherfands, Tsrael)
Nole: rents are dynamic-new rents will be added over time, and existing arcas of rens ¢roded through forces of competition.

XX Construcsed by Lead fisms in the Flower industry

Participation in GCC is a necessary step for industrial upgrading because it puts firms and
economies on potentially dynamic learning curves. There are many obstacles, however, to
moving up these chains. The barriers to entry for each export role are more demanding as one
moves along the industrial upgrading trajectory. Subsequent stages generally require the
mastery of skills associated with the previous stage, although new resources and capabilities
are also involved in upgrading shifts. Entry into the flower VC in the production/export role,

for instance, requires that an economy have low labor costs, political stability, and favorable
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quotas or other forms of trade access to major export markets. Kenya fulfills these conditions

adequately.

In addition to the foregoing conditions, the shift from cut flower production to the OBNP'? role
requires a local infrastructure and synergetic interaction of firms capable of supplying a variety
of flower production inputs and services. Examples are: pumps fertilizers, sprinklers,
greenhouses, cooling facilities, export packaging and freight services including charter planes)
at the quality and/or quantity levels required for export production/global supply, as well as a
good working relationship with a new set of foreign buyers (e.g., retailers and marketers)

willing to place full-package orders.

2.3.4 Four paths in Upgrading:
1 Process upgrading: Increasing efficiency of internal processes such that these are
significantly better than those of rival firms, both within individual links in the chain
(e.g. increased inventory turn), and between the links in the chain (e.g. more frequent,

smaller and on-time deliveries-e.g. ready bouquets sales to UlK/German markets)

2 Produet upgrading: introducing new products or improving old products faster than
rivals (Oserian/HOMEGROWN). This involves changing new product development
processes both within individual links in the VC and in the relationship between
different chain links

3 Functional Upgrading: increasing value added by changing the mix of activities

conducted within the firm (e.g., taking responsibility for, or outsourcing accounting,
logistics and quality functions) or moving the locus of activities to different Huks in the

VC-Sher Agencies. Deloitte and Touché as shown below diagrammatically

i3 .. . R - . T . . .
Original Brand Name Production e.g. Valentine Flowers Firm specializing in high quality roses.
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Figure 3 Functional Upgrading in the value CW
/
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® Quality
®Packaging etc

&_m Concentual model

4 Chain Upgrading moving to a new VC (e.g. from flower growing to: supply of green
houses, providing: tissue culture, consultancy product and marketing info and import

materials-Oserian; From tea to flowers-Finlay Flowers; from buying flowers to growing

them-Flora Holland

Sustained competitiveness in the world economy (shown below) involves continual changes in
economic roles and capabilities. New exporters are constantly eatering global commodity
chains, which is pushing existing nations and firms to cuf costs, upgrade, or exit the markef.
There is a perceived need to run faster meet global standards ands be more efficient to stay in
place. To facilitate adjustment and indeed survival in the volatile, contemporary international
environment, industrial upgrading typically requires organizational linkages to the buyers and

suppliers in developed country markets.

Figure 4: Competitive pressures in the cut flower Industry.
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The GCC framework provides us with a set of tools for understanding not only the importance
of strategic positioning by firms and nations in global industries, but also the ways in which

institutional and regulatory factors can shape development prospects in the world economy.

In the global cut flower industry, one of the clearest qualitative indicators of industrial
upgrading are the role shifts involved in moving from production (using imported inputs e.g.
fertilizers, sprinklers, pumps etc) to more integrated forms of manufacturing and marketing
associated with the locally based OBNP analogy and OEVP' export roles as proposed by
Gereffi (1994). Flower firms participation in supply networks (often associated with cut
flower EPZs) is considered the first step in the upgrading process because it teaches flower
exporters about the price, quality and delivery standards used in global markets. Thus, entry
into the cut flower CC via the production role requires learning how to work with
organizational buyers such as: fertilizer, fungicide and pesticide manufacturers, seed
producers; auction houses/trading companies, and supermarket chains/consumer outlets that
supply the exporting firm with inputs needed to grow quality flowers and crucial information

about flower market dynamics (demand side information)

The most typical upgrading move following flower production is full-package production. This
is useful for Kenya’s success in cut flowers GCC because compared with the mere supply of
imported inputs/technologies; full-package production is fundamentally changing the
relationship between flower buyers (e.g. supermarket chains) and suppliers (flower producing
firms) in a direction that gives far more autonomy and learning potential for industrial
upgrading to the suppliers. Full-package production is needed because the retailers and
marketers that order the flowers do not know how to produce them. Thus, the suppliers must
learn how to do everything {(e.g. packaging, making bouquets, branding etc) and they
frequently do so in a relatively long-term relationship with the buyers. Moreover, if the buyer
is a marketer, the supplier can closely observe its client’s behavior in response to changing

market conditions. The more stable and open the relationship between the buyer and the

* What 1 call Original Export Variety Production-drawing from Gereffi’s work
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supplier, the more favorable is the environment for observing and learning from the buyer.

These patterns of global sourcing highlight two distinct models of competiﬁon in the flower
industry. First, there is the DAHM" in which national exporters in Holland offer full-package
flowers to the main consumer nations that include U.S, Germany and Japan. This allows them
to dominate the higher value side of the trade mainly: swift technology-intensive marketing of
quality flowers in response to an ever growing global demand. Second, there is an emerging
SMC'® in which rules of flower origin and production standards is creating an incentive for
more integraled flower production in Kenya. This is especially evident with the new trend
towards the bigger firms directly accessing {inal markets as will be discussed in the next

chapter.

Profitability is greatest in the relatively concentrated segments of GCC characterized by high
barriers to the entry of new firms. We can get an understanding of this by looking at the cut
flower sectors producer-driven chains-where auction houses selling high quality flowers like
Roses, carnations or chrysanthemums are the key economic agents not only in terms of their
earnings, but also in their ability to exerl control over backward linkages with regards to
technological/capital investment flows and flower production input supplies, and forward
linkages into global flower distribution and retailing. Most /ead firms in Kenyan PDC belong
to powerlul politicians and or foreign firms. But BDC chains, by contrast, are characterized by
highly competitive and globally decentralized wholesale supermarket chains. The companies
that develop and sell brand-named products exert substantial control over how, when, and
where flower production will take place, and how much profit accrues at each stage of the
chain. Thus, whereas PDC chains are controlled by large flower producers at the production
stage, the main leverage in BDCs is exercised by wholesalers and marketers at the distribution

and retail end of the cut flower chain.

" Dutch Awction Houses Model
' Supermarket Chains Model. This will be discussed in chapter three

O]
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2.4 Using GCCs to Study Industrial Upgrading

This section raises the question: what factors account for the upgrading or moving up market of

links in the VC? It is here where the strategic options of other actors can play a significant role.
The policy orientation and specific actions of the national and local state play a major role in
determining whether FDI can be the trigger for a sustainable local industrial development path,
or whether local industry remains dependent for its existence or competitiveness on infusions
from foreign firms. A global VC approach could help in mapping out a sort of "taxonomy" of
models and policy options of how local development and employment growth can vary
depending upon differences in flower production/supply organization-and differences that

relevant institutions and policies directly influence.

An interesting aspect of globalization is, in large part, the ability of producers to slice up the
value chain, ie., to break up of the production process of a commodity info many
geographically separated steps (Porter, 1990). This global dispersion of CCs increases
opportunities for developing countries like Kenya, Zimbabwe Zambia or Uganda to participate
and gain from trade because it provides greater room for them to specialize in the labor-
intensive stages of the flower production process. In the case of Kenya such a window not only
yields the much needed foreign exchange but aiso creates jobs for a majority of unemployed
people and a steady income for the mushrooming number of flower growers in the country.
Industrial upgrading, from this perspective, involves moving up GCCs from labor-intensive
activities to more capital-and skill-intensive economic activities that involve organizational
learning to improve the position of firms or nations in international trade and production

networks (Gereffi, 1999). More Details on upgrading are in the next chapter.

2.5 Forms of incorporation into the global economy: Hierarchies, Network and
Markets

While the capacity of flower firms to upgrade may be a necessary condition for gainful
incorporation into the global economy, it may not be sufficient. Other factors determine which
of these producers will be incorporated into the global flower production networks. The same
factors will determine the scope which large and small (individual) flower producers have for

upgrading their activities. In understanding these factors, as well as the implications which they
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have for the capacities of SMEs to upgrade, it is important to identify the different modes in
which producers are linked into final markets. This will aliow us to understand both the distinct
and changing roles played by DI, by buyers and by industrial clusters in facilitating the
insertion of small producers into global cut flower product markets. Moving on from here, it
wiil later be possible to identify practical steps which can be taken to promote upgrading of

small CF producers.

VCA identifies four major forms of incorporation of producers into the global economy
(Humphrey and Schmitz, 2000): ‘

a) Arms length trading relationships between producers and buyers, which are essentially
impersonal in nature; Network relationships between “equals”, ie. firms holding
complementary assets and selling to final markets;

b) Quasi-hierarchical relationships, with (a) dominant governor(s) coordinating global
production and exchange, but with no or only weak equity links; and

¢) Hierarchical relationships involving close equity ties and FDI.

Each of these forms of incorporation involves the participation of certain key actors that will be

discussed further in Chapter 3.
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3.0 CHAPTER 3

Case Studies

Global Interactions and How Kenya Has Captured Niche Markets in Europe

3.1 Introduction

This chapter shows how Kenyan firms have managed to consolidate themselves in the cut
flower industry. It has several parts that focus on the geography of the Kenyan cut flower

VC, Kenya’s comparative and competitive advantages, how Kenyan firms access final

markets, the Dutch connection, Kenyan European cut {lower supply chains and some of the

key challenges facing the CF industry.

3.2 Geography of the flower Chain

The geography of the world economy is expanding as international production expands
through the liberalization of domestic trade and investment regimes in many developing
countries, as well as their orientation toward export markets. In 1994, an unprecedented 40
percent of the world's FDI were directed to developing countries-a trend that can still be

expected to continue.

As a result of trade liberalization, competition for all products/services in the global
marketplace is now intense or volatile even for cut flowers products, but the competition is not
based on product variety and rapidly changing consumer tastes, it is based on price. The lower
end of the Kenyan cut flower industry fits this particular chain geography. Competition is more
intense in a world market of: slower growth, more affluent and informed consumers and
demanding and rapid technological change. This is reflected in the seasonal fluctuations of
flower sales that present either a potential or threat to dedicated all season LDC cut flower
producers like Kenya. Flower product markets that were once more homogeneous have
segmenied into niches, and firms now describe themselves as "consumer-oriented” and have
evolved competitive strategies based on gquality, rapid innovation, and differentiation favor
proximity to final markets first, because their response to market demand can be more rapid,

and  second, because non-price competitive  factors (quality  service, product
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differentiation/packaging } are of relatively greater importance than, say, the cost of labour or
other factors of production. Tendencies such as these argue for a VC that in geographic terms

may be "deep" rather than "long".

The geography of VCs would, therefore, seem to rely part on whether competitive factors are
primarily those of "comparative advantage" - or the price and quantity of factor endowments,
whether these be expansive fertile lands; favorable weather conditions or abundant,
inexpensive labour (case of Kenya) - or those of "competitive advantage”, a variety of non-
price factors that can be acted upon or "created” by firms (e.g. Flora Holland, Aalsmeer-
Holland ; or Oserian, Sulmac , Homegrown-Kenya) and, indeed, by governments and other

actors.

Finally, one can think of how the impact of IT on the "economics” of proximity could be very
great, but the impact in the flower industry seems to pull in opposite directions. On the hand, 1t
enables former barriers of time and distance (in terms of export logistics) to be handily
overcome, and thus renders proximity less relevant through online flower orders/purchases and

an ever increasing efficiency in airfreight services.

As suggested earlier, technological advancement, in promoting the tradeability of services,
may be one factor behind the rising tendency for international flower firms to locate not just
whole lines of cut flower business, but-more narrowly- specific business functions, (e.g.
accounts processing, quality standards certification; insurance; banking, greenhouse

technologies; chemical manufacture etc), in locations with the best mix of advantages.

Market leaders (in this case Dutch auction firms) have traditionally adopted an offshore flower
sourcing strategy that significantly lowers costs upstream in the VC. This combined with
investment in technology and infrastructure has given them an upper hand in the business
which they must contend for. To cope with prevailing market conditions, competitors (like
Kenya) are fairly well compelled to follow suit. The outcome may be leading to the
regionalisation of production, as "high-cost" locations take advantage of near-by low-cost sites

for production activities:. But, as argued above, flower seasons that more rapidly succeed one
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another in relatively high-margin niches of the cut {lower market could favour domestic
production -i.e. staying close to the final consumer market. Technological improvements in,
pool of expertise and increased investments in the flower sector is allowing Kenyan firms to
reconfigure the geography of the cut flower chain in order to take advantage of both low

production costs and rapid market responses in a regional approach to organizing production.

3.3 Kenya’s Comparative and/or Competitive advantage

a) Humbie beginnings: This is a brief summary of the Kenya’s competitive/comparative
advantage in the cut flower industry tracing its origins and highlighting major steps in its
growth and diversification. A considerable expansion of Kenyan cut flower industry was
experienced in the 1980°s when the country was officially recognized as a major ‘off-season’
supplier of fresh produce to Western Europe. The steady growth of horticultural exports and
more specifically cut flowers saw the geographic spread of flower production to such areas as
IGambu, Athi River, and Embu, while Naivasha remained the core of the floricultural industry.
Commercial introduction/expansion of many new varieties listed below among others; saw a

sharp increase in export volumes making floriculture a major agricultural export earner.

Presently, there are some 5000 farmers in Kenya or in enterprises that commercially produce
cut flowers. According to KFC, current production for export purposes is concentrated on some
two dozen large/medium scale operations. Up to 75% of the total exports is accounted for by
the largest 25 producers. Compared {o its maiden years when only two companies accounted
for the bulk of cut flowers exports, the industry currently has a wider breadth with many visible

players.

The production and distribution of cut flowers to European markets is interesting from the
supply chain perspective given the technical properties of the commodity set, as well as certain
features of their trade. For example, cut flowers are highly perishable, having a vase and
marketabie life ranging from a few days to a couple of weeks. This demands an effective and
un-interrupted cold chain, highly efficient long distance freight transportation arrangements,
and mechanisms for rapid sales of the flowers. Any breakdowns in the system normally results

in heavy financial and product losses.
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Table 2 List of some of the key flowers from Kenya.

Agapanthus Car. Cutting Unroot Heliconia Rudbeckia -
Alstroemeria Carnation, Std Hypericum Solidago
Ammi Majus Carthamus Lilies Solidaster
Anthuriums Chrysan Cultings Lisianthus Statice Beltard
Arabicum Cut Foliage Liliums Statice Limonium
Aram Lilies Delphinum Molucella Strelitisia
Asters Eryngium Orchids Tuberose
Atriplex Euphorbia Ornithogalum Veronica
Bamboo Gypsophilla Papyrus cymbidium
Bupleurum Helenium Roses liatris

arum dill

Snurces www.gianroses.com ; FPEAK : KFC, KARI pubiications

Cut flowers also feature high vanability m their qualily. This strongly correlates with the
dynamic changes in final consumers color and qualily preferences. The quality variability
makes it difficult to undertake bulk ‘on description’ transactions necessitating repeated
physical inspection of the product down the distribution channel. As in the case of DFA,
supplier reputations are also an important signaling devise for quality and value. The rapid
turnover of the product, together with its wide quality and variability places a premium on
accurate and up-to-date market and transaction information within the supply chain. An
efficient system of auctions, agency relations, and direct contracting has developed to manage
the physical distribution of perishable flowers and to scale down the on the huge transaction

costs typical of the flower trade.

The growth and maturity of the flower industry in Kenya has been matched with growers and
exporters awareness of consumer preferences in terms of {lower varieties, colors and
assortments. Currently, Kenya commercially produces over 40 different types of flowers each
with a host of varieties-the most profitable from this array being roses, alstroemeria and statice.
These have maintained a leading market position since the mid 90’s replacing carnations that
were once the dominant focus of the industry in its maiden days fledgling years. Contrary to
this trend, there’s a growing demand for boguets sold by icading European supermarket chains

like Sainbury, Tesco, M & S and a wholesaler like Flamingo among others who translate into
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increased production into supply.

Profitable cut flower production is a challenge and calls for a huge capital outlay and technical
capability. Some flowers arc annual others perennial calling for different inputs. For a
floriculturalist, this translates into cost of production and availability of infrastructure that
determines economies of scale. Roses and carnations require a heavy (initial) capital outlay
incurred every five and two years respectively. Investment costs for field grown flowers for
example are considerably less than in the case of greenhouse-grown flowers. In Kenya, a
greenhouse structure costs between US$ 35,000-75,000 per hectare depending upon the
materials used construction (i.e. plastic, wood or steel) and other factors. Box 3 gives a

summary of challenges would be flower farmers have to contend with.

Box 3 Challenges facing prospective flower farmers/investors. To join sct up shop. a wouid-be Rose
Farmer/investor will be faced with finding capital {or the following: -
= Survey, feasibility study, design, nursery, land and water exploration.
«  Suitable land, access, ievelling, site preparation drainage and fencing,.
*  Wells, boreholes, submersible pumps, booster pumps and ring mains.
e Water storage, fertigation distribution system.
o Saitable Green Houses.
¢ Bed preparation and drainage.
= Sltorm waler drainage.
+  Planting stock.
*  Roads, parking and loading area.
+ Infrastructure - Storage, grading and packing buildings, cold stores with pre-cooling unit,
offices and sanitation.
»  Packing equipment, grading and bunching machines, grading and boxing tables.
»  Housing,
= Utilities for electricity, water and sewerage. Backup Power supply, fuel sterage, switchgear,
controis and cabling,
s Trucks, tractors and material handling for flowers.
+  Sprayers, humidifiers and sulphur burners.
= Water buckets, secateurs and miscellaneous equipment.
«  Stores - boxes, chemicals and fuel oil.

»  Local expertise and culture.
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Access {o water, availability of  infrastructure (especially electricity,
telecommunications/internet and transport} climatic conditions and a host of other factors

largely determines the entry of new players in the Kenyan cut flower production.

Expanded growth in the cut flower industry in Kenya has provided a basis for the emergence of
a technical support cluster (with a large foreign content) comprising of irrigation equipment
planting materials, greenhouse and marketing advise, logistical, and technical support. The

Dutch, Israeli, British and Danish companies have invested heavily in these areas.

A major challenge in the highly dynamic cut flower supply chain is achieving growth and
security. Firms have and still are envisioning {ingenious) strategies such seeking niches where
market competition is less fierce, shifting to more profitable stages in the production and
logistics process, developing new skills or more efficient technologies, and/or forging intensive
trading partnerships that involve joint decision-making And risk-and profit-sharing (Jaffee

1995; Kaplinsky 1998).

b) Developing export capacity

A new surge in cul flower production and exports in Kenya in the 1990°s (stemming from local
factors) came with the liberalization of Kenya’s foreign exchange control regime, the
streamlining of (equipment, planting material, other inputs) importation procedures, and the
government’s withdrawal from trying to manipulate the air-freight market. Aggressive
mvestment promotion efforts locally and internationally by ECK, KFC, Ministry of Tourism
Trade and Industry immensely contributed to the strengthening of the technical support
network for the flower industry. A westward expansion of the industry to Nakuru, Kitale,
Eldoret, and Kericho came with drastic improvements in infrastructure that included the new

international Airport at Eldoret.

Expanded rose flower production accounted for the bulk of the floricultural industry’s growth
in the 1990°s. Kenyan rose plantings (1990-1997) increased from a mere 27 hectares to 550

respectively. The mushrooming rose production came as a result of the following factors:
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1 Increased global demand by consumers for quality roses

S

Relatively high prices for roses in Europe-especially UK.

Full involvement of many of the pre-existing growers as well as a host of new

L8]

investors both local and foreign

4 Kenya’s favorite high altitude climate cherished by European flower agents.

These factors have sparked off an unprecedented race for rose flower production, with several
exporters and non-flower related investors entering production on a commercial scale. Rose
farms were more than a profitable enterprise. They had become status symbols for the rich and

are generating a totally new (and currently flourishing) agro-tourism business.

Establishment of local rose flower nurseries by international plant propagators, intensive
research from KARI and the availability of low cost finance from the European Development
Bank and other loan institutions faciiitated the rose boom. A number of start-up operations
benefited from technical support from APDF'’. New investment streams continued well into
the late 1990°s- a period that also saw a sharp decline in global prices {or both large and small
roses. A glut in the flower market (stemming from the entry of new competitors) helped push
prices down. Varieties that stifl remain profitable to date are Sweetheart/ Valentine roses. From

a production and marketing perspective, the losers in this race have been:

1 The new entrants who have incurred heavy financial losses and have had to quit,

uproot and/or replant rose bushes t survive the competition.

2 Companies that have not invested in: up to date flower varieties, sound management
systems nor adopted ingenious marketing strategies.
3 Farmers who invested in roses simply as a side business venture(s) for status

I'easons.

3.4  The Kenyan-European Cut Flower VC Networks and Production Networks

Orgamization of this part is as follows: The first part highlights some of the key characteristics

'" Africa project Development Fund (APDF) provides project joans for most cut flower startups.
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and emergent trends within the international cut flower market. The west European market (the
primary focus of Kenyan exports) is given particular attention. Noted also are recent changes in
market structure, consumer preferences, and the overall supply and demand situation. Part nvo
is core. It describes and analyses the Kenyan Cut flower supply chain, with particular emphasis
on the distribution and product mix of the industry and its production structure targeting Dutch,

UKs and German markets.

The interplay of local and international forces in the development of a highly profitable cut
flower export-oriented supply chain is well illustrated by Kenya’s experience, which spans
several decades. Some illustrations are given in this chapter on how international flows of
investment, technology, skilled manpower, and information have been crucial to the
development of Kenya’s flower industry. Discussed also are changes in world {specifically
European) market requirements, products preferences, and how institutional arrangements have
induced changes in the Kenyan supply chain, sometimes on a timely basis and sometimes less
so. An attempt is aiso made to demonstrate that governance in the trade and the increasing
sophistication of (European) cut flower market has put pressure on the Kenyan supply chain

and raised some (new) major barriers to successful entry into this lucrative business.
34.1 Penetrating European markets-The Dutch Connection

One of the other secrets to Kenya’s CF success lies in operations on a counter seasonal basis to
the production patterns of Western Europe. The peak season for Kenyan exports are in
November-May period, with specific peaks in market demand associated with Valentines Day
(February 14™), Easter holidays (Marcl/April), Mothers day (May), and Christinas day
{December) and many more internationai holidays/events. There has been a steady increase in
this production pattern over the years. Local and regional supplies to Europe in winter are
lower or based on expensive artificial production. Only the bigger producers with artificial
heating and lighting systems benefit from the trade in this season. Flowers are generally
expensive in winter (AalsmeerQOO?,)ls. Kenyan flower exports hit a low in the June-August

season due to discrimination against imports at this time into DFAs and the abundance of low

g . .
'® information accessed from www.vba.nl

L
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cost supplies within Europe.

The flower industry has been one of the leading industries in the Dutch economy. Since the
mid-1970s, the production and distribution of cut flowers have burgeoned. In 1995, Dutch
growers produced over 8 billion blooms and the flower auctions collectively traded more than
5.4 billion guilders (about $3.2 billion) in cut flowers and potted plants, contributing over 4

billion guilders annually to the Dutch balance of trade'?.

The Dutch flower industry consists of about 11,000 growers and nearly 5,000 buyers. Growers
are typically family businesses that grow flowers in specialized greenhouses, heated and lit by
the country's abundant supply of natural gas to create an ideal climate for growing flowers.
Dutch growers face increasing competition for the lucrative European markets from low-cost
foreign competitors such as Kenya, Spain, Israel, India, and Colombia. While Dutch growers
experience increasing land costs, more environmental regulations and political trends to reduce
subsidies for gas prices, the foreign competitors have lower labour costs, fewer environmental
regulations and lower trade tariffs. The global diffusion of agriculiural technologies and

cheaper air transport make international growers more potent competitors.

In response to these economic pressures, and emerging business threats from innovative
entreprencurs®”, Dutch growers are shifting their product mix to include high value-added
flowers that serve year round "impulse” buyers, in contrast to just serving the "occasions"” (e.g..
Christmas, Valentine's Day, etc.) market. They believe that the future growth of the Dutch

flower industry will come, in part, from the impulse market at Aalsmeer 2002%.

The main comparative advantage of the Dutch flower industry is that "it has always been

there”. Past investments in knowledge and physical infrastructure has had spin-off advantages

' information compiled by Rabobank 1996

** The Kenyan pioneered (Internet-based) Tele Flower Auctions (TFA) is an emerging threat to the traditional
DFA system that demands the physical presence of the buying party/agent.

' Aalsmeer has become the wallstreet of the Flower Market.

http:/fwww.nfia.co.uk/directory/2001 1217184313 . lum!

(8]
el
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to the industry and given the Dutch a superior market position.

The five main DFAs have been (and still are) the main conduits for Kenyan cut flowers. Most
Kenyan growers/exporters use DFAs listed below to access final markets. Its important to
mention here that Naaldwijk Flower (not in the Table) auction buys from most of the Kenyan

growers including the very small producers.

Table 3

Sale of cut flowers in millions (euros) | Sales Sales 00/01 %
inchuding imports 2000 2001

1. Flora Holland flower auction L2417 1,239.1 0.2

2. Aalsmeer flower Auction 981.1 977.0 -0.4

3. ZON Flower Auction 48.3 43.3 -(16
4.0o0st-Nederland Flower Auction 204 20.7 +1.7

5. Vieuten Flowers Auction i8.3 171 0.6
Source: Flower Council of Holland 2002 13097 22992 -0.3

In response to these seasonal fluctuations, Kenyan floriculturalists are pursuing alternative
marketing arrangements-including direct supplies to European supermarket chains-to beat the

odds.

a) Role of agents

The growing role of agents in the cut flower supply chain is largely a product of the increasing
sophistication of packing requirements. Agents play an inﬂportant role in transferring flowers
from air-transport-based lo auction-based packaging. Kenyan exporters that lack local
representatives in DFA are dependent on these services. Currently between 5-10 agents
distribute Kenyan Cut flowers in the Netherlands, and charge a commission of 20-22 % of
auction sales (including the auction costs and handling), and a 15-18% direct sales (including
handling). Agents have recently changed roles, moving away from simple commodity
handling towards providing a wider array of services including consultancy, product and

marketing information, and import materials.

These services have allowed Kenyan exporters to achieve higher levels of consistency and
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quality, and enhanced their competitiveness in the European market. Agents have adopted a
range of ‘new’ competencies: purchasing and consolidating flowers in supplier countries:
becoming financially integrated into flower farms: and providing a wide range of marketing
information on consumption trends, environmental programs and quality-reiated aspects of
distribution. In addition, the agents are diverting growing volumes of flowers to supermarket
chains, Dutch wholesalers, and foreign importers. With such diverse capabilities, agents have

become valuable to off-auction clients and a growing threat to DF As.

Kenyan farm-related agents (EAF and Sher Holland)*, in addition to independent agents, have
given these exporters greater control over production, as well as supply, distribution and sales.
The main difference between these farm-based agents is that Oserian focuses on their own
auction (TFA) and direct sales, whereas Sher supplies the auctions. Apart from furthering their
own goals, these agents are now providing services to other Kenyan and foreign producers as
seen earlier. Oserian has developed its own sophisticated network and has established itself as
a reliable (360" )/seamless supplier of cut flowers with strong synergies with other players in

the business as in the figure 5 .

Figure 5 Oserian Flower Chain: Oserian/EAF/TFA Distribytion.

Oserian Farms ooy [+ Enst Alvican Suppliefs . g

{Kenva

U T ST Qe S e

Airflo “"“'»n.;
freight Forwarding
{owns charters with DAS)

a
RGO EBERRAKADD DN

World Flowers UK branch | EAF R
(super market sales) Clearance and handling agent
| = A A
[:] Part of Oserian chain H =
e Tele Flower Auctions
<> Communication - Other- Adctionsbugers . o —y
Product Flow e T (Internet based)

L4 . -

Financiat Flow

EAF= East African Flowers- a subsidiary of Qserian Flower Company Source: Jaffee ot al

) e - . . ’
** Subsidiaries of Oserian and Sher Agencies respectively
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b) Role of Dutch Whelesalers
Dutch wholesalers comprise the customer base of the auctions. They typically focus on exports
and their infrastructure is developed to coordinate product flows, which are pushed into the
market. Wholesalers purchase and transport cut flowers on behalf of traditional retailers,
supermarket chains and importers. The main four types of wholesalers in the cut flower
industry are:
1 Commission agents, which purchase at the auctions on behalf of smaller
wholesalers and exporters. They emerged following a policy change at the DFA,
which increased the minimum lot size, and as a result limited the number of

wholesalers able ton purchase at the auction;

2 Exporters, which purchase at the auction based on importers, and specialize in
overseas markets such as the Japan and the US;
3 Exporters, which purchase at the auction and provide specific services (e.g. value-

added activities) to European supermarkets; and
4 The ‘Fiying Dulchman’, which purchase at the auctions and sell directly to

traditional retailers ({lorists) in Germany, France and the UK.

Kenyan exporters involved in direct sales have posed a challenge to Dutch wholesalers and
have prompted them to start direct sourcing by participating directly in flower production or by

establishing purchasing agencies in Kenya. The nature of this sourcing is as shown below.

Figure 6 Flower production and marketing flows

Curopeas Supes Luropean European Super Main Consumer cogntries:
Markel Super Market Market «  USA
Chain § Chain 2 Chain 3 e« JAPAN
+  GERMANY
. UK cte

Anlsmeer Flower Auction
And Other Dutch auction Houses

e

Flower Flower Flower Flower Flower
Exporting Exporling Exporling Exporting Exporting
Firm § Firm 2 Fi?? Firm 4 Firm 4

Flower Large contract Smali scale
T rntatimem Dl Rivomn rendisare

Flnwe af Flpwer Produce

c) Role of Global buyers
E——

Source: Conceptual model Developed by author based on existing
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One way in which producers connect to the final markets is through specialized buyers, as

shown in Box 2. It is seldom the case that producers sell directly to consumers (although there

is an expectation that e-commerce may lead to important changes here) Almiost always they go

through intermediaries buyers, and these determine the extent to which Small producers can

upgrade their operations. Through such interactions, small firms get incorporated into the
flower VC.

Box 2 Forms of incorporation into the global Cut flower Economy and Key intermediary agents

Forms of incorporation of producers into plobal markets

Main Actors

1.

Arms length relationships describe a world where
producers are {aceless to cach other. They operate
i a2 world of transient and impersonal

relationships, much as that described in economic

textbooks on perfect competition. The exporters of

CI* are cxamples of this kind of incorporation into
the Global Economy.

Independent preducers and buyers.

b

Network Relationship occur when difterent
producers have complimentary skills which they
need to share in order to prosper in the business.
The defining aspect of these complimentary skills
is that they define & world of cooperation among
“equals™, often engaging in techno logical
collaboration (Tor example in the TFA system that
require expertise knowledge on how ccommerce
works,

Lead Firms/Producers in the CF industry gang together to
penctrate glabal markets

Quasi-Hierarchical refationships between buyers
and producers describes a world in which the two
parties are not jointed by ownership, but engage in
fong-term relatienships. One of the parties tends to
be dominant-to assume the role of “governor™-and
to define who is incorporated in the VC, and what
standards they have 1o meel

Key finms “govern™ global CF productioa:

Pretermining who is included in the global VO’
Determining what standards they need to meet:
Assisting producers to meet these standards; and
Audiing the performance of producers

Hierarchical relationships refer to the
incorporation of producers in a vertically

integrated production, connected by close bonds of

ownership. [t deseribes a VC of head offices and
subsidiarics that is a world of FDL

TNCs produce in vertically integrated Global VCs

Seurce: Adapted from Humphrey and Sclimitz (2000}

The following major types of buyers can be identified.

In the consuming country:

s+ Multi-outlet retailers

*+ Single-outlet retailers

«+ Independent specialized buyers
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% Large international firms with global networks.

In the producing country (Kenya)

*

< Local and export agents
% Larpe producing firms that also acquire flower products from the smaller suppliers.
3.4.2 Direct sales to markets outside Holland

Operations of the supply chain from Kenya through the various distribution channels in
Western Europe are the main focus of this section. The {irst is an overview of the role of agents
and the second focuses on the role of wholesalers in the VC highlighting the stages involved in
product flow ie. {farm production-loading flower for exports) for European markets. The
European dimension of the supply chain is also discussed with a clear focus on processes
involved in routing Kenyan flowers through Dutch Auctions and direct sales to the UK and

Germany, Japan and other destinations,

3.4.2 Examples of Direct sales outside the DFAs

a) Germany Markets

Germany was the largest export market for Kenyan cut flower until the 1990s. German
dominance was largely attributed to a joint venture that existed between Sulmac and Florimex,
Germany’s leading importer throughout the 1970s-1980s. A sophisticated network had been
developed by Florimex, routing flowers to markets far and wide-throughout Eurepe the US,
and Japan-markets unexploited by Kenya. Recent declines in Gehnanys export share is a
combination of several factors namely; increased competition from alternative suppliers such
as Spain; decrease in production capacity of Sulmac, which previously dominated the German
market; the termination of the exclusive contract between Sulmac and Flonimex; and

diminishing consumer interest in carnations, one of Kenya’s main export flowers.

Approximately 60-70% of Kenyan flowers (in Germany) are controlled by two major
importers and distributed to Supermarkets. One of the agents re-exports to supermarket chains
in Switzerland. In contrast to the Netherlands, these importers fully control the supply chain

and are responsible for transport and logistics. For many Kenyan exporters, the German market
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is still considered attractive than the DFAs because of its absorptive capacity. But the UK

market has gained prominence in recent times.

b} Tapping UK Markets

Flower import from Kenya to UK began on a small scale during the 1980s and increase
gradually from 500-1,050 tons in 1986 and 1992 respectively. By the year 1997 imports stood
at 5, 265 tons. Kenyan fresh produce (vegetables, French green beans, baby sweet corn etc) are
now very popular products in major UK supermarkets. The UK imported around US § 88
miliion worth of fresh produce in 2001- a bulk of it coming from Kenya. M & S, Sainsbury and

Tesce all enjoy contracts with major Kenyan cut flower producer/exporters.

Kenyan companies take care to match the exacting standards imposed by the British
superstores. UKs share of Kenya’s flower and fresh produce industries has increased over the
past few years. The UK currently is the second largest market destination for Kenyan cut
flowers after DFA, accounting for 153% of Kenya’'s exports {(as of 1997). Roses, statice, s\pray
carnations, alstroemeria, standard carnations, and cut foliage are the six products that comprise
§8% of total Kenyan exports to the UK. The rapid growth of UK’s cut flower market is a resuit

ol the following factors.

a) The transition to quality-oriented, differentiated products;

b) The strength of the British pound-which has encouraged Kenyan exports to the UK;

c} A favorable economic climate which has fueled the consumption rate of cut flowers;

d) The diversification and expansion of flower market varieties with traditional, lower
value flowers (chrysanthemums, carnations) loosing market share to more exclusive
varieties such as roses and summer flowers; and

e} The growing market power of the UK supermarkets, which supply large volumes of
flowers at competitive prices. These low prices have generated competition among

British florists.

Distribution of Kenyan cut flowers to the UK is based on direct sales™, which are controiled

* World Flowers, Flamingo UK, Emerald Supplies, Natureflora, Sunt Flora, Sun king Flowers, Southern
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by a small number of medium/large British importers.. Normally, exporter’s ad importers have
an exclusive arrangement for trade between the two countries. Importers operate on a
commission basis {10-15%) of gross sales and channel flowers to supermarkets on behalf of a
few large Kenyan exporters. Flower supply contracts are based on seasonal agreements that
specify volumes, composition and retail between UK supermarkets and Kenyan exporters (via
importers). A detailed order is sent to the producer and forms the basis for harvesting,
processing and shipping schedules daily. The importers job is to ensure a consistent supply of

high-quality flowers for their dedicated supermarket customers.

Figure 7 Actors and product flows in UK? s cut flower Supply chain
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Source: Steven Jaffee, etal

Lately, the importers job has shifted from a ‘trading’ role towards assisting producers with

technical support, logistics and product development. Once the produce clears customs in the

Glasshouse produce (SGP), Florimex and Christel Fiora.
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UK, the importers are fully responsible for it. They check, repackage and label produce, and
create product combinations with flowers from more than one country. Flowers are then
transported to distribution centers of supermarket chains, and on to wholesale markets as

shown figure above.

Several advantages are accruing from the development of long term relationships between UK
importers and Kenyan exporters. These include access to technical and marketing information.
UK importer assumes the responsibility for decisions governing product line, sales volume,
price, and distribution, as well as market research and promotion. The largest companies in the
trade, World flowers of Oserian, and flamingo UK of Homegrown (ali Kenyan), have their
own air-freight transport, which allows them to ensure continuity and controi over the post-
harvest process. These fully integrated chains (shown in figure below) allow products to be
harvested and be on UK supermarkets shelves within 24 hours. In this chain, importers assume
the risk associated with the trade. Nevertheless, they stand to gain in the log run because more

returns to the VC are concentrated in the UK.

Figure 8: The Supply Chain of Direct Exports from Kenya to the UK
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Source; Steven laffee, etal

3.5 Challenges facing Flower Kenya Flower Growers

An uncertain future faces smaltholder farmers in the floricultural industry who must now
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contend with a host of teething challenges such as European quality standards, declining
markets for low quality flowers, lack of investment capital and increasing production and
marketing costs (e.g. UPOV™ royalties and high airfreight charges). Overseas markets set the
MLR and insisted that fresh horticultural exports be re-adjusted in accordance to their
regulations on pesticide Maximum Residue Levels (MRLs) to analytical zero™. The
implication is that there is minimal tolerance of the residue on produce. This new requirement
could lead to a ban of most of the fresh produce {rom suppliers who buy from small producers

if action is not taken as a matter of urgency.

Concerns for the environment and for social conditions and welfare of workers at producing
and trading companies have become increasingly important with the final consumers.
Producers and traders require clarification to prove that their operations are in accordance with
the required environmental and social standards. In many countries, ethical buying is the new

fashion severely limiting chances of non complying countries.

Box 3 Investment Incentives: The KFC. with the support of Britain's DFID, is embarking on a project to improve the flower

production of smallholder flewer growers and exporters in Kenya.

This two year projeet, part of DFID's Business Partnership Programimes sims to bring the 300 plas small growers up te the standards
atrepdy put in place by KIFC and implemented by the larger growers. The project with (through ainings, audits etc). assist smallholders in
meeting the exacting, social, environmental and quality standards that the Curopean market demands and access the benetits of
membership in KFFC and support provided by large growers and the DFID. According to statistics, smaliholder growers account for

roughly 10 per cent of the flower production and thus they should not be excluded form the process and the markel,

Among the mweasures 1o be introduced are more cangrelled use of chemical inputs, protection of water resources and the general
sustatnability of the environment in flower growing areas. The project will have a positive bmpact on the environment through better and
more controlled use of chiemical inputs, protection of water resources and general sustainability of the envirpament in flower growing
arcas. By assisting smafholder growers become more socially, envirenmentally and commercially aware, the project will help o spread
develepment benefits across the industry as a whole. The project is also aimed towards the goal of poverty alleviation by contributing to

the growth of the flower industry in a pro-poor manner.

To meet the stringent environmental and social requirements and remain competitive in the

overseas market the horticultural industry in Kenya has taken various steps. The KFC and the

* Before Kenya was a signatory to UPOV the main beneficiaries were the big firms which had both the access
and the money to pay for plant breeder royalties, fully exploiting the situation.

** 8o far only the large growers have been abie to meet the Code of practice thus exposing the small growers to
market exclusion, job losses and a decline in incomes.
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FPEAK (two key associations in the horticultural industry) have come up with codes of
practice in horticultural production and trading. These codes of practice are recognised in the
international market and it is therefore advisable for all players in the industry to subscribe to
them. Membership of KFC relies on growers meeting the KFC Code of Practice standards. In
compliance with international standards/requirements for cut flowers, the KFC introduced a

Silver and Gold standard of good agricultural practise for its 600 strong growers and members.

Further to the requirements on pesticide residue, the market/consumer(s) continue to demand
proper labelling of the overall flower products on the shelf, indicative of the method of
production. This means that the aspect of traceability of produce is gaining more importance
with time. To cope, individual (small) growers need to improve their co-operation KFC, with
each other and with the exporters. This is still a challenge as they lack the capacity to

adequately do this.

An informal network in the flower sector has been the source of small holder planting
materials. But with Kenya’s ratification of the UPOV Convention, this has changed drastically.
Currently, a royalty is paid for each stem sold (equivalent to 10% of the auction price for
alstroemeria), and Auction authorities (in Holland) often seize flower that {lout the royalty
payment rules. As a result of this, Kenyan flower exporters are alraid of sourcing flowers
covered by UPOV from small farmers on suspicion that the planting materials have been
multiplied illegally. One exporting Company (Homegrown) ensures that small farmer gets the
right planting material and certified seed. To survive the odds, small flower firms have located

in proximity to larger firms to benefit from agglomeration economies.

All these call for a heavy capital outlay that is way out of the reach of would be small
farmers/producers-raising the cost of entry into the business. In the next chapter, I will look at

how the emerging concept of Flower Business Park offers hope for small producers.
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4,0 CHAPTER 4

Reflections, Prospects, Strategies, Some Recommendations and Conclusion

4.1 Reflections.

y interest in flowers prompted me to undertake this study. [ have particularly taken a
Mkeen interest in how small and big flower firms alike get inserted into the VCs and the
challenges they face in a globalizing world. More Important, I have always wanted to study the
importance of such an insertion for the Kenyan economy that is largely (still agro-based) and
thus dependant on key sectors like horticuiture-under which floriculture falls. This study has
been an attempt 1o explore VC connections for the Kenyan flower sector and has tried to show
the SWOT of the players in this dynamic industry and some of the multi-faceted challenges
ahead. This chapter briefly summarizes the study, and also looks at the
problems/constraints/challenges currently facing Kenyan flower firms, and the prospects and

strategies available to them. But first I will give a brief summary.

4.2 Summary

The international market environment for cut flowers is now considered more challenging than
it was a decade ago. While the market was previously supply-driven, it is now driven by
demand and increasingly specific consumer preferences. Profit margins of the main market
players are being pushed down by fluctuating market prices and with the recent entry of many
African and other flower exporters. As a resuit, the supply is outstripping demand for the
common flower varieties like the rose. This calls for improved efficiencies at farm level and in
supply chain management. Further, sensitized consumers and distributors now demand flowers
grown according to increasingly strict environmental standards consequently compelling lead
Kenyan growers and exporters to both raise the quality of flowers and reduce costs in addition
to other strategies that will be discussed shortly, if they have to both maintain their position and

that of Kenya in the cut flower VC.

The dramatic and steady growth of the Kenyan flower industry has positioned the couniry as

one of the leading external sources of fresh cut flower supply to Western Europe (Figure 9)
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Figure 9 Production Frontiers for Global cut flower sourcing by Western Europe and
(DFAs)
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The Kenyan experience illustrates the very dynamic nature of the industry and the ever
changing challenges to maintain international competitiveness. Kenya possesses a number of
basic factors that inciude: a favorable climate (tropical and temperate), intra-annual
consistency in daylight hours, and cheap and reasonably skilled labor. Translating these factors
into a competitive industry initially required an injection of international technical and
marketing floricultural expertise. To expand volumes and lower risks, the industry then needed
to attain increased control over critical distribution points and did so through investments and

contractual arrangements.

The cut flower industry’s development in Kenya has entailed substantial foreign investment
and a creative mixture of foreign technology/expertise and local skills, applications and
manpower. Private sector initiative has seen the emergence and growth of this sector. The

Kenya government role in the growth of the sector has been mildly positive-wavering over the
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years between facilitation and constraint. Kenya growers and exporters have struggled to keep
pace with market trends and the chalienging technologies and good practice demanded by the
industry. In recent years some segments of the industry have developed a competitive edge by
forging intensive relationships with overseas customers and have exerted a greater degree of
control over the cut flower supply chain through the integration of freight forwarding,

clearance, and importing activities.

In addition to their relatively strong presence in the DFAs, these more aggressive
producer/exporters have diversified their marketing outlets, providing year-round products to
European supermarkets chains and direct sales to wholesalers and even some limited sales to
the regions outside Burope (Japan and East Asia). Lead firms in the flower sector (mainly
exporters) have in essence, acquired broad range of functions and capabilities and secured a
valuable position in the international cut flower VC. The weaker firms, have remained highly
dependant upon expensive external advice, and continue to sell their {lowers either through
agents or simply on a spot basis through DFAs. Their inability to secure access {o up-to-date
and reliabie information, or, develop intensive supply chain relationships has rendered most of

their produce as second grade, making it hard to penetrate the more lucrative markets.

4.3 Prospects and Constraints for Kenyan CF producers

Consumers nowadays demand greater variety, There are now over 125 varieties of cut flower
grown commniercially world-wide with additional varieties added to the market each year. To
cope with such developments and in a quest to meet consumer demands, Kenyan growers
cannot afford to continue producing only 40 varieties as sources of flowers have proliferated.
Proliferation of sources of supply means that greater emphasis is being placed, by the market,
on quality, freshness, packaging and presentation-areas that most Kenyan growers still have a
weakness. Market saturation as a result of entry of new suppliers is a mitigating factor for
Kenyan cut flower prospects. Table 3 shows declining prices for some of the flower varieties

that most Kenyan firms produce and/or heavily rely on.
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Table 3 Import prices per picce for a selection of
flower products, 1997-1999 (in US §)

1997 1998 1999
Rosa 0.16 0.15 0.13
Dianthus 0.i2 0.13 0.09
Gypsophila 0.26 0.22 0.22
Hyperricum 0.22 0.23 0.19
Solidago 0.17 0.16 0.13
Limoenium 0.22 0.23 0.18
Chamelaucium | 0.16 0.15 0.11
Helianthus 0.28 0.26 0.22
Aster 0.22 0.19 0.17
Eryngium 0.3 0.34 0.27
Ruscus (.08 0.08 0.07
Narcissus 0.05 0.05 0.04
Source: The Federation of Netheriands Flower Auctions (VBN)

This is a worrying trend that only paves way for more challenging market conditions for the
less experienced flower firms that lack the adequate resources to develop coping mechanisms.
Among those heavily affected by such market trends are: Mweiga Blooms; Waridi; Valentine
Growers, Mosi Ltd; Redlands Roses Sophia Roses; Gatoka Ltd; Penta Flowers; Zena Rose
Kijabe Ltd and Enkasiti. These firms only specialize in rose production (Please to Annex 1)
Oserian, Sher Agencies and Homegrown are aiso affected but have a diversified export basket
and coping mechanisms discussed in detail carlier'. The good news is that: Oserian; Sher
Agencies; Sulmac; Homegrown; Carzan; Finlay Flowers Tropiflora; Stoni-Athi and Sian
Agriflora produce most of the top 10 cut flowers in DFA and those that are in high demand
globally. There’s also evidence that the trend towards greater varieties of flowers is resulting in
an increased demand for the less traditional varieties of both temperate and tropical flowers.
These are opportunities for Kenyan producers who can supply both types of flowers year-

round.

The main constraint to expanded cut flower export development is caused by the economic

environment in Kenya. Kenyan economic and trade policies are not yet fully supportive of
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private sector initiatives for export development. Inadequacy of appropriate infrastructure (cold
storage facilities, communication networks, road and air transport facilities etc), has a heavy
bearing on the export competitiveness of Kenyan cut flower products. Better organization in
the cut flower and foliage sector and networking through production and trade associations in
order to facilitate and reinforce the implementation of KFCs recently developed codes of
conduct defining production methods and institutionalizing and strengthening the quality

approach to cut flower exports.

It is common knowledge that cut flowers are highly perishable. To fetch higher prices on the
markets, the freshness at which they reach markets is critical. Further investments into physical
infrastructure will help move the products rapidly to export destinations. Most Kenyan flower
firms stili have major problems in this regard with respect to:

a) Lack of cold chain transport and storage facilities at the airports

b) Limited airfreight capacity

c) Poor roads, especially from the flower farms to the major towns

d) High cost of transport

e) Limited air routes, which is one of the key reasons why Kenyan Exporters have failed

to penetrate US markets (refer to figure Annex 2)

4.4 Maintaining a competitive edge:

based on the Studies I have done on this topic, the source of power in the VC seems to lie in
possessing resources and capabilities that are not easily substitutable. In the short run,
established firms can enjoy the ‘protection’ from the competences and relationships they have
forged over the years. These include: sunk investments in specialized facilities; knowledge of
production and post harvest processed; and relationships, based on trust and reciprocity with
selected overseas customers. Their vulnerability to be substituted within the cut flower VC,
either from within Europe or from another external supply source is reduced by these

capabilities.

To retain their global competitiveness in a highly dynamic trade; Kenyan flower producers

and/or investors have a few options available to them either:

48



Reaping the Benefits of Globalization: The Case of Value Chains in the Kenyan Cut Flower Industry

1 Invest in more greenhouse facilities for either large budded or sweetheart roses that are
now n very high demand. Small producers can save all above costs and headaches
by joining the Flower business Park- a very recent concept in state of the art cut

flower farming in Kenya.

@ Introduce intermediate roses in high altitude production locations like Nyeri, Meru,
Nyahururu and the Aberdares with rich volcanic soils.

= offer value-added production and supply chain management to supermarket chains in
Europe through either OBNP or OEVP and/or

Meet the required global standards for flowers (quality environmental safety etc)
through closer collaboration with KFC, FPEAK and take advantage of such

programmes as the DFID sponsored capacity building project discussed earlier.

Failure to realize one or more of the above mentioned options will definitely give Kenyan
competitors in the cut flower industry-especially those also producing high quality roses-an
upper hand. Roses stand out as the core of Kenyan {lower industry. But overdependence on
them can be catastrophic for respective firms and the Kenyan economy as a whole. Niche
markets exist for ‘new’ flower varieties and are already being exploited by some growers.
These include lisianthus, eryngium, carthamus, solidago, a variety of summer flowers, and
types of cut foliage that fetch a good price on the market.

Their long term security, however, depends upon positioning oneself strategically in the VC,
reliability, consistent quality, and innovation. They need to pay attention to the particular areas
summarized in the figure 10 that will help safeguard the careers of all their employees. Cut
flower product differentiation may involve more skill in production, post-harvest care, greater

capital investment and/or greater innovation capabilities and logistics.
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Figure 10-Areas to Upgrade
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The revolutionary and powerful role of IT in the flower Industry (e.g. Oserian’s TFAs) is now
making it possible for members of the cut flower VC to be linked and enables timely logistics
and product traceability. Attractive as these requirements/demands may look, they only serve
put pressure on margins and generate continued competitiveness in the industry and potentially

steep barriers to entry.

4.5  Proposed Strategies for Kenyan Producers/Exporters

As mentioned earlier, securing a strong competitive position within the dynamic cut flower
market and achieving growth simultaneously presents both major opportunities and challenges
for Kenyan flower firms. The huge size of the total market {in the excess of US § 110 million),
growing demand for flowers year round and the fragmentation of the market in terms of
varieties sold offer the major opportunities. Global consumption is increasing rapidly (see
Annex 5). And though total imports may be growing slowly, a shift is occurring in the global
origin of imports as presented in figure 12. It is visible that the Netherlands leads the pack of
developed countries in importing from LDCs. So far America markets are yet to be penetrated-

offering the greatest potential.
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Figure 11-How the Smaller Kenyan Producers can connect to Final Markets
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Kenya has proved its competitiveness in the market by the very rapid rate of growth of exports
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that achieved between 1995 and 2002.

As the market becomes more demanding however, the need to overcome the constraints listed
above is more pressing. Kenya is yet to put forward concrete plans on how these constraints are
to be addressed. Further as a sector, floriculture has failed to attract the attention of senior
policy makers who have often been ignorant of its vast potential. To fully realize the potential
of this sector, a starting point must be the development of solid Kenyan export strategy, backed
by strong policies and concrete plans of action that gives leadership role to the private sector,
but with the public sector playing an important enabling role. These strategies must be set out
priorities in terms of geographic and product markets and the way that Kenya’s larent
comparative advantage can be converted into actual competitive advantage for flower
exporters. Whatever strategies reached should address the following markets opportunities.
a) Addressing new or undeveloped markets. Clearly, the US is a market worthy of far
greater attention. | addition, there are important markets in Japan, France, Norway,
Korea and Singapore that have yet to be targeted by the LDCs (see Annex 1).
b) Product diversification in temperate varieties coupled with expansion of exports of sub-
tropical and tropical flowers in response to the trend towards greater varieties.
¢) Reducing scasonality by driving home latent comparative advantage through
improving infrastructure and thus reducing transport costs.
d} Increasing market penetration in existing markets by improved product quality, better
packaging and stronger alliances with retailers.
The work of KFC can be extended to include:
1 Providing crucial up-to-date market information and promoting flowers for export in

leading export markets;

2 Encouraging adoption of quality management systems by the smaller flower firms
through further cooperation with international development agencies like DFID;
3 Increasing the production of new, high-value flowers with year round supply; and

4 Providing fechnical information to assist small flower growers increase production of

quality flowers.
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Quality Assurance (QA) systems for Kenyan cut flowers can be used to help supply quality
flowers to the market and to promote sales. More attention should be given to “best bet”
varieties in demand from exporters. The “best bet” varieties include new flowers, improved
selections and plants with new flowering times, such as late summer flowers that can take
advantage of such markets as the Chinese new year markets. Ongoing research at KARI can be

geared to such emerging and highly profitable varieties.

4.6  Suggested Policies Interventions and Concluding Remark
For any of the above 1o succeed, a clear change in the policy environment in Kenya is required.
Policy makers must understand the potential offered by cut flowers as a lucrative export item.
In recognition of the potential, they need to:
e Channel resources into the improvement of physical and technological
(internet} infrastructure for exporters.
o Improve air links and increase capacity to capture the ‘new’ markets
mentioned earlier.
o Reduce air transport costs by promoting competition nationally, regionally
and internationally.
o Strengthen the already established HORTEC Agriflor trade promotion and
export facilitation services and the capacity of ECK.
e Improve and support R&D activities geared‘ to CI variety improvements
o Further improve the investment climate for both local and foreign investors.
o Continually improve human resources in the flower sector through
vocational fraining.
o Strengthen trade associations (like KFC and HCDA) and enable them to
undertake market promotion, quality improvement and cluster development

programmes
There’s still room for more research in this area of Kenyan Cut Flower VCs, but in conclusion,

it is my opinion that: strategic thinking, expanding the orientation of export activities to new

markets, and networking/synergies is required in response to the above mentioned challenges.

53



Reaping the Benefits of Globalization: The Case of Value Chains in the Kenyan Cut Flower Industry

Kenyan cut flower /exporters cannot therefore afford to relax. They must increase their
flexibility and reliability, keep abreast of market and customer requirements; technological and
market trends, and expand their product portfolios. In essence, only those Kenyan
producers/exporters that offer products and/or services that are difficult to find elsewhere will
be in a better position to and reap the benefits offered by globalization in the CF industry. They
will be better placed to take a strategic view of how to position them within the cut flower VC
wili remain competitive in this highly lucrative industry. Without the help of big firms like
Homegrown, the long term viability of smallholder farmers in this business seems precarious.
If this conclusion is correct, then many of Kenya’s smaller and less experienced growers and
exporters will be vulnerable to exclusion and face an uncertain future in this promising

industry that has steeped barriers to entry.
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Annex 1

Table : Top Twenty Cut Flower Exporters In Kenya by Export Yolume

Exporter Geographic Location Range of Products

Oserian Naivasha Roses, spray carnations, hyperricum, gypsophiila,
chrysanthemum, statice, alstroemeria

Sher Agencies Ltd. Naivasha Roses, alstroemeria, arabicum, carthamus, eryngium,

papyrus

Homegrown Ltd.

Naivasha Timau

Roses, lisianthus, gypsophilla, statice, spray carnations,

asters, solidago, lilies, freesia, fillers.

Sulmac

Naivasha

(Kiambu)

Kibubuti

Roses, hypericum, spray & standard carnations, statice,

gypsophilla. Alstroemeria.

Carzan Culture & Lab
Ltd.

Limuru (Kiambu)

Delphinium, eryngium, molucella, ornithogalum, roses,
alstroemeria, bupleurum, statice, agapanthus, arabicum,

solidago, lisianthus

Enkasiti flowers Thika* Roses

Finlay Flowers Kericho Alstroemeria,  Std &  Spray carnations, roses,
gypsophilla, lisianthus

Kijabe Ltd. Naijvasha* Roses

Tropifiora Limuru {Kiambu) Alstroemeria,  solidago,  ornithogalum,  papyrus,

arabicum, spray carnation

Stoni-Athi Ltd.

Athi River

Roses, asters. Chrysanthemum cuttings, gypsophilla,

carnations

Sian Agriflora ltd.

Nairobi, Njoro, Eldoret

Roses, zantedeschia, assorted summer flowers

Mweiga blooms Mweiga* Roses
Waridi Ltd. Athi River* Roses
Valentine growers Kiambu* Roses
Most Ltd. Thika* Roses
Redlands Roses Ruiru* Roses
Sophia Roses Thika* Roses
Gatoka Ltd Thika* Roses
Penta Flowers Thika* Roses
Zena Roses Thika* Roses

55




Reaping the Benefts of Globalization: The Case of Value Chains in the Kenyan Cut Flower Industry

* Firms specializing in rose production. They are very vulnerable to price fluctuations.
Source KFC 2002.

Annex 2

Exporting Countries and Major LDCs supplying to the Major Importers

{mporter Major exporting § Import Imporier Major exporting | Import trend in
couniries trend in countrics value between 95
value M, % pa
between 95
99 % pa
Germany Noetherkds
Netherlands -8 Kenya i
ltaly -14 israel -2
Ecundor 24 Zimhabwe H
Kenya -12 Spain 5
Israe! -16 Ecuador 40
LDCs LDCs
Tanzania Zambin A3
Zambia il Tanzania 2
Ugandn -3-3 Uganda 24
Ethiopia i Malawi 1
49 -17
LiSA Japan
Eeuador 18 Netherlands -19
Netherlands 2 Thailand -9
Cuosta Rica 7 New Zealand Seuth | -12
Mexico ¢ Korea 60
Canada 22 Tatwan
LDCs LDCs
None** Nonpgk*
Thaited Norway
kingdom Netherlands ]
Kenya 35 lsracl -18
Netherlands i6 Colombia 11
Colombia 3 Meroceo -16
Spain i3 ftaly -9
Tuskey -4 LDCs
LDCs Tanzania 142
Zambia 16 Liganda 139
Uganda 223 Zambia 139
212
France
Netierlands 4
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Belgium -3
Spiin 18
Haly i
Israel 15

LDCs-

Annex 3

SWOT of Kenyan and Dutch flower-growing Sectors
A-The Dutch SWOT.

Strengths Waeitknesses

Comments

Geography favarable situation with respect to Poor land resources compared 1o
Eurape low transport costs Kenya
Climate mild and steady climage cuitivision in heated greenhouses essential Kenya has bothe tropical and

temperate climates

Raw muterials abundant cheap gas strong dependence on non-renewihle energy sourees
expensive land scarce rrigntion waler: requircments
tor this are
rising because of substrate cultivation fertilizer and

pesticide cmissions 1o the soil, air and water

Mare costs incurred in winier

than average profits,

Labor stable Iabor costs high productivity high Inbor costs- 16 Euro /hour  workers searce | This is Keayas strenth bat times
labar management not professional are changing. More demands for

hetter pay
Capital cheap capital (9.8 per cent interest) in Good for tlie businesses. Finance

principie i anlimited supply throsgh

banks which Kknow the

business Low indlation (3 20)

a major sethack o Kenya

SrOWCers.

Infrastraciure well-developed roadway network and { hold-ups ot awuctions  not  Jocated on  the

air - travel  auctions  developing | motonvay

teleprocessing networks

permitting fast commusication

Apart from  Aalsmeer that is

locate at Schipoi

Knowledge extensive courses and stady club | little morketing knowledge,
infrastructure network open knowledge structure; | informition from markel slow to penetrate to

scctor has money for knowledge;
infermation  spreads  ropidly much
research,  from  fupdamentat  to
practice-oriented good quality training

courses at various levels

producers: shortage of highly teained personnet

The Dutch excel in offering
consultancy in this fieid. They
have been around for tong and
have a wealth of knowiedge on

quality flower growing.
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Annex 3 continued

B: Kenyan SWOT.

Strengths Wenknesses Comments
Geography favorable situation with respect to An added advantage for Kenya,
proximity to Europe its strategic position in the homn
of Africa bas brought many
benefits,
Climate mild and steady climate cultivanion in heated greenhouses stiff expensive Most smail lower producers

cukltivate in the open,

Raw materials abundast fand and fenile voleanic

soiis

strong dependence on expensive farm inputs, Naivasha
is a relatively dry location yet has the heaviest
concentration of {flower farms  are rising because of
substrate cullivation fertilizer and pesticide emissions

10 the soil, sir and water

Mainly rich voleanic scils in
the fift valley region. Most
Flower farming concentrated in

Naivasha.

Labor Abundant (cheap)  labor high | Woskers poorly paid. Many non professional Poor salarics raising concerns
productivity internationadly.  New  KFC
eodes of practice now in piace
to check this.  Meanwhile, a
sethack  to an otherwise
promising industry,
Capisal Expensive investment capital. Banks give very high | Banks i Kenya do not deal
interest rates, high inflation (15 %5} with  prospective  farmers  but
established businessmen
Infrastructure Faitly  developed  to regional | Still not adequate to meet current frate of growth. Cold | Oaly a few companies own
standards. storage facilitics monopolized by few fisms their own facilities.
Knowledgze exteasive courses and study on | Knowledge centers concentrated in a few zones, little | Good and developing rapidly.
infrastructure floricullure available open | marketing knowledge; | But more investments needed in

knowledge structure;  information

spreads  rapidly much  sesearch,
from  fundamental to  practice-
oriented  good quality training

courses at various levels

information from market slow to penetrate to producers

:shortage of bighly trained persoanel

speeialized personnel

Source: hit

Siwww Ho.ore/neblicenglish/dialosue/sectorpapersfirseet/fimseed bim. Kenyan SWOT developed by author,
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Annex 4
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Annex 3

Types of governance and upgrading

Cut Flower Cluster(s)

Governance

Horizontal.  Close inter-firm co-operation and active private and public

institutions.

Relations with the external world

Arm’s length market transactions

Upgrading

Incremental upgrading (learning by doing) and diffusion of innovations within the
cluster. For discontinuous upgrading, local innovation centers play an important

role.

Key competitive challenge

Promoting collective efticiency through interactions within the cluster.

Governance and Upgrading: clusters Vs value chains

Governance

Horizontal, Close  inter-firm co- | Fertical.  Strong governance within
operation and active private and public | the chain,

instiiutions

Relations with the external world

Arnr’s length market transactions, Internationa) trade  increasingly

managed through Intes-firm networks.

Upgrading

Incremental  upgrading  (learning by | Incremental upgrading made possible

doing} and diffusion of innovations
within the cluster.  For discontinuous
upgrading, local innovation centers play

an important role.

through learning by doing within the
chain. Discontinnous upgrading made
possible by cntry into more complex

value chains.

Key competitive challenge

Promoting collective efficiency through

intersctions within the cluster,

Gaining access te new chajns and
developing  linkages  with  major

CUSIOMETS,

Determinants of governance in value chiains

Chain Governance

Product definition and risk

Arm’s fength market refations

Product is standard - defined without yeference to particular customers. Risks to

buyer are low, Either requirements are easy to meet, or supplier has clear capability

to meet them.

Network

Co-operation  between more or less ‘equals’.  Supplier snd buyer combine

complementary  competences. Risk 1o the buyer minimized by the supplier’s

competence

Quasi-hicrarchy

Buyer defines the product. Risks to buyer from suppliers” performance failures, and

there are some doubts aboul the competence of the supplier.  Buyers invest in
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L

l specific suppliers and seck 1o tic them to their chain,

Source. Gereill and Korzentewicz, 1994, Humphrey, J., and Schmitz, 1E{2000)

Annex 6

iKey Organizations in Kenyan Horticultural Industry

KFEC Associate Members

Export Promotion Council Anpiversary
Towers 1* & 16" floors University Way
PO Box 40247 Nairobi Tel: 00254 2
228534 Fax: 00254 2 218013 Email

chielexeene.or ke Website :

www.epik.orke

Fresh Producer Exporters Association
of Kenya (lowers, Fruits & Vegetables)
Studio House Karbamet Road PO Box
40312 Nairobi Tel: 00254 2 710977/
7H198%/ 712102 Fax: 00
254 2 729483 Cmailifpeak@iorm-

acl.com

Horticulturad Creps Development
Authority PO Box 42601 Nairobi Tel:
(0 254 2 337381/2/3 Fax: 00 254 2

228386 Email: okadofPswiltkenya.com

Kenya Flower couneil PG Box 24856
Mairohs Tel/Fax: 00 2 2534 883041 Email:
kicdatricaonling co ke

Websitewww kenyaflowers.co ke

The Kenya Flower Council Europe
Office: 36 Buckingham Palace Road
London SW1W ORE Tel: 0G 44 {6} 20
7828 59561 Fax: 00 44 {0) 20 7630 9750
e-mall info@raittorr.co.uk

Associate Contact Address Tel Fax/E-mall
Member Name
Aalsmesnr Flower Mr.J Pastbus 1000 Jan.straver@yvba nl
Auction BV Straver 1430 BA Aalsmeer
{vBA) Netherlands
Agrotropic AG Mr. B Meienbreilen-Sirasse (41) (41) 818787172
Burgisser 3 B187878 flowers@agretropic ch
CH-8153 Rumlang
Swilzerland
KN Airtink Ltd Mr. M .0, Box 69979 (02} 823880 (02) 823881
Hechie 00400 Nairobi Infofdairlink.co.ke
Kenya
East African Ms. M Naordammenwy 1628 {39) 20 ragnard@eat tfa nt
Flowers 8V haas 1187 Amstelvesan 6569777
{TFA) Holland
Flaraplex Mr. N van Postbus 1290 {31) (31} 257361079
Beek 1430 BG Aalsmeer 2973651085 info@fon ni
Netheriands
Marks & Spencer or. 8 Michae! House {44} 20 simon.pearson@
PLC Pearsen Baker Street 79354422 marks-and-
t.ondon W1A 10N Spencer.com
Omniflcra Mr. K Postfasch 1628 {48) {49) 6102711155
BlumenCentre Voss 63236 Neu-Isenburg 610271150 omnigdomnifiora com
GmbH Germany
Sainsburys Ms. J Stanford House (44) (44} 2076956530
Supermarke! Healing Stanford Strest 2067695706 {ah@lag. sainsburvs ¢
tid Kibdib, UK 9 am
Tesco PLC Lid Mr. D May Tesco House (44) {44) 1952644593
Delamare Road 199263222
Cheshunl, Herds, UK 2
World Flowers Ltd Mr. P North Warnborough, {44) worldflowers@dial.pip
Adams Hook 1258670410 ex.com
Hanis RG 29 1HA, UK 0
Van Beek Mr, N van £.0. Box 14385 (39) (39} 1746338888
Bloemen BV Beek 1430 BA Aaismeer 174632817 nils@fieyrgarant ni
(VBB) Holiand

Souree: KFC Home page.. Such conctacts are very useful for Kenyan Flower Entrepreneurs.
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Annex 7

Normal KF C Members

Company Contact Address Telephone Fax/E-mail
Name
Alora Flowers Mr. Tony P.O. Box 52846 (02} 219472 {02y 217770
Lid Ketter Nairobi (02} 218444 kelter@africaonline.co.k
e
Bawan Roses Mrs. B P.0. Box 46037 {02) 724312 (02) 716768
Mhboche Nairobi bmboche@kikuyuiea co
m
Beverly Flowers Mr. M P.O. Box 538326 (02) 8621856 (02) 224504
Lid Kabuyah Nairobi beverly@spacenetonline
.com
Carzan Cultures Me. Z Manji P.0. Box 1801 (0311) 21222 {6311} 21032
Lid Naivasha Marie@carzankenya.co
m
Celinico Fiowers Mr. C Shaw P.C. Box 157 {0154) 72170 {0154} 72075
Lid Village Market celinico@nbnet.co.ke
Nairobi
Charm Flowers Me. A Patel P.O. Box 42417 (02} 222243 (02) 442850
Lid Nairabi {02} 337676 aski@net2000ke com
Enkasiti Flower Mr. S P.0. Box 50315 {0151} {02) 340557
Growers Lid Cheriyan Nairobi 44222(3 Enkasiti@form-net.com
Finlay Flowers Mr, N Davies P.O. Box 223 (0361) 20155 (6361} 30426
Lid Kericho {0361) 30649 net davies@zhp.co ke
Gitflo Ltd Mr. D Opendo P.C. Box 62 {0151) 54624 (0154} 54413
Ruiru drmbl@wananchi.com
Homegrown Lid Mr. A P.C. Box 10222 (02) 721168 {02} 712454
Spyropoulos Nairobi (02) 729659 admin@homeagrown.co.
ke
Kenya Highland Mz, Nathani P.O. Box 3474 (037) 211698 (037) 212807
Nurseries Ltd Nakuru (037) 211699 | agsicentre@netz2000ke.c
om
iijabe Ltd Mr. M Higgins P.O, Box 358 {0311) 21008 (0311) 21009
Naivasha Kijabe@africaontine.co.k
e
Kisima Farm Lid Mr. | Freeman P.O. Box Private (0177) 41308 {02) 607528
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Newsletters/Magazines

Floraculture international- http://www.floracultureintl.com/mediakit/

The Agricultural Review: Jan-Feb 2000- http://www.ncagr.com/paffairs/renewal htm

Kenya Flower Council Newsletters various Issues 2001.

The New Agriculturalist- http://www.new-agri.co.uk/

Internet-Based Resources Used

Various Results from the following search engines
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www.37.com
www.alltheweb.com
www.google.com
www.startingpage.com

www.virtualsalt.com

Specific Web sites

Aalsmeer- http://www.vbanl/. Accessed severally.

APDF- htip://www.ifc.org/sme/html/apdf html

Business Website-Kenyaweb.com. Accessed severally.

Flower Council of Holland -hitp://www.flowercouncii.org/uk/Flowercouncil/default.asp
Accessed 10/7/2002

HCDA- http://www.heda.or.ke/. Accessed 15/6/2002

Flora Holland- hitp://www.floraholland.nl/smartsite.dws?id=33~ Accessed 15/6/2002
FPEAK-www. fpeak.org. Accessed 10/10/2002

IDS-vwww. ids. uk/ids/globaltwksef-htmi-Accessed severally

Israeli Export Institute- http://www.export.gov.il/. Accessed 20/9/2002

KARI- hitp:/www kari.org/. Accessed 17/6/2002

Kenya Flower Council-www kenyaflowers.co.ke. Accessed 27/7/2002

KEPHIS- http:/Awvww.kephis.org/-accessed 27/7/2002

Online Interviews

Aalsmeer (online and Physical)

Interviewed a former Emplyee of many Dutch Flower Companies.

KARI-in July
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