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INTRODUCTION
The opportunities and challenges offered by globalisation are by now widely known (cf. Van der Loop 2000). Recent changes in global trading rules have brought some additional opportunities for developing countries, especially in Africa. One example is the “African Growth and Opportunity Act” (AGOA) facilitating access to the large US market for a range of goods. Other examples include trade arrangements on a global scale (WTO and EU’s Everything-But Arms, EBA), and on a regional scale (COMESA), which also have the potential to promote exports. There are, however, serious drawbacks of globalisation and the resulting liberalisation. The flooding of the previously protected domestic markets, such as in countries like Kenya and Ethiopia, with imported new and second-hand goods, has resulted in the closure of many firms and the reorientation of many others.

In a recent policy document, the Ethiopian government has clearly realised the opportunities offered by globalisation: one of the eight major policy tasks identified is:

Rapid export growth through production of high value agricultural products and increased support to export oriented manufacturing sectors particularly intensified processing of high quality skins/leather and TEXTILE garment (FDRE-MOFED 2002: i).

This in itself is sufficient to merit the study of the footwear value chain. Moreover, it cannot be stressed enough that Ethiopia has a large competitive advantage in the leather industry because it ranks number 1 in Africa and 10th in the world with respect to livestock population. With its intensive use of relatively low-skilled labour, the sector has been important in many Asian countries' process of transformation to industrial economies, and, if the environment is similarly conducive, it may well perform a similar function for Ethiopia in the (near) future. On the whole, the sector provides ample employment, unskilled as well as unskilled, and has the potential to increase it substantially.

This paper investigates the position of the leather footwear sector within the Ethiopian economy from the perspective of global value chains and from that of linkages. It starts with some background information on Ethiopia as a whole. The second section positions the investigation within the theoretical debate on Value Chain Analysis and on horizontal and vertical linkages. Thereafter, the objectives and the methodology are discussed. In Section 4 the salient features of industrialisation and the policy environment in Ethiopia are analysed. Section 5 of the paper consists of an in-depth investigation of the footwear sector from the value chain perspective, and Section 6, based on fieldwork, provides an analysis of the linkages. The last section summarizes the conclusions and provides research suggestions.

1.
BACKGROUND

Ethiopia is one of the poorest countries on earth. In the World Development Report 2003, Ethiopia ranks lowest, jointly with Burundi, out of 133 countries with a per capita GNI of US $ 100 in 2001. The average for all Low Income Countries is substantially higher at US $ 430, while the average for Sub-Saharan Africa as a whole is also much higher (US $ 470). What is worse, Ethiopia is still at the same level as in 1993 (a GDP per capita of US $ 100), while other countries have improved their performance (World Bank 1995). Also in terms of human development, Ethiopia has a dismal record ranking 168th out of 173 countries according to the latest Human Development Report 2002 (UNDP 2002).

With a population of 67.2 million in 2001, Ethiopia is one of the largest countries of Africa; however, it has one of the lowest rates of urbanization, i.e. 15.3% (CSA 2002). The domestic market is relatively small in Ethiopia because of the low purchasing power of the population. Poverty indexes are telling in this regard: 31.3% of the population have below $1 per day, while this percentage increases to 76.4 when the poverty line of $ 2 per day is considered (data are for the year 1995; World Bank 2002/3). More recent data are provided by FDRE-MOFED (2002): 44.2% of the population were absolutely poor during the year 1999/2000, down from 45.5% in 1995/96.
 It was higher in rural areas (45.0%) than in urban areas (37.0%). However, while it decreased in rural areas (from 47.0% in 1995/96), it had been increasing substantially in urban areas (from 33.3% in 1995/96). Because of this relatively small domestic market, industries look increasingly at opportunities offered by globalisation, although the international market is very competitive.

A favourable macro level policy environment increases the competitiveness of local enterprises and develops the domestic market. A study conducted by ECA (2001) indicates that precisely the business environment in Ethiopia is a major handicap for the expansion and growth of industries as a whole. Examples are the complexity of the custom system, and that of the tax system: tax levied on imported raw material is often higher than that levied on finished goods, which use the same raw materials. The study reveals that the infrastructure is also one aspect of the disabling environment. The cost of leasing land for industry is high; there is a shortage of water and electricity supply; in addition, the infrastructure service administration is rather poor. The micro and small-scale enterprises do not have access to the formal financial institutions.
 Berhanu and Kibre (2002: 3) take the position that the factors internal to the firm/industry are more important for competitiveness than the external ones, because “… inefficient firms can hardly compete in international markets even if they have a conducive external environment.”

2.
THEORETICAL FRAMEWORK: VALUE CHAINS AND LINKAGES

(Global) Value Chains

Globalisation has been studied widely in the past decade or so. UNDP’s 1999 Human Development Report stressed the need to study “Globalisation with a Human Face”, while the World Bank’s World Development Report of 1999/2000 dealt with “Globalisation and Localisation”: two rather important topics in a proliferating debate (cf. Van der Loop 2000).

In the industrial arena, globalisation has led to the study of global value chains. The value chain describes the full range of activities that are required to bring a product from its conception, through its design, its sourced raw materials and intermediate inputs, its marketing, its distribution and its support to the final consumer, and its final disposal after use. In other words, the chain can be seen as incorporating four phases:

1) Design 

2) Production 

3) Marketing

4) Consumption and Recycling

from the cradle to the grave of a given product or service (Kaplinsky and Morris 2002).

Production for the world market per se does not guarantee sustainable income growth. It is not so much entry into the world market, which provides for such growth, but rather the manner in which this insertion takes place. In particular, the spread of global capabilities in manufacturing has meant that in many sectors, added value is increasingly found in design, buying and marketing rather than in production itself. This is why value chains are important. This is also why it is so crucial to study the different types of chains, the governance within chains, and different types of upgrading of enterprises. Global value chain analysis is proving to be a useful tool to analyse how producers in developing countries can gain access to international markets and how they can obtain skills and competences required to compete in international markets (cf. Gereffi et. al. 2001, Humphrey and Schmitz 2000, Kaplinsky and Morris 2002, and McCormick et. al. 2001).

Cooperation and Linkages

In the current era of globalisation, it is more and more recognized that entities need to enhance cooperation among peers in order to grow, to develop, to enhance competitiveness, or even to survive. This applies to different levels of society. Firstly, it applies to the level of the nation-states, i.e. cooperation between countries in for example EU, AU, NAFTA and COMESA; secondly, to the level of the civil society, such as platforms of NGO’s, and even some unlikely coalitions such as the anti-globalisation protest (e.g. labour unions siding with environmental action groups); and thirdly, to the enterprise level, such as the numerous mergers in Europe in recent years closely related to the introduction of the Euro, and the global production networks of trans- and multi-national corporations. Part of the explanation for this trend is the increasing scale of operations, and the increased competition as a result of rather general (global) processes of privatisation, deregulation and democratisation.

For enterprises, be they micro and small-scale, medium or large, this also implies that cooperation may well become an important means of achieving survival, upgrading, increased competitiveness and profitability, and/or enhanced employment generation. Cooperation can be subdivided in horizontal linkages, i.e. cooperation among similar types of enterprises, for example in industrial districts or in clusters, and vertical linkages, cooperation between enterprises at different positions in national or international value chains.

Horizontal linkages
Manufacturing industries are affected to a considerable extent by certain dimensions of globalisation, in particular: (1) the opening up of previously protected domestic markets to manufactured imports, and (2) the intensification of competition in export markets (cf. Humphrey 1995). Changes in industrial organisation may provide a means of facing up to this dual challenge. A special issue of World Development (Humphrey 1995) is devoted to case studies of organizational change, considering new forms of cooperation between firms, and new forms of industrial organization within firms (esp. in the Japanese industry, i.e. the Toyota model). Here we are mainly concerned with the cooperation between firms. Humphrey puts forward a success story as the leading example of organizational change in this respect. In Italy networks of smaller firms in the Emilia Romagna region were able to establish a strong position in the 1970s and 1980s in world markets in traditional products (shoes, leather handbags, furniture, tiles, etc.) and in the supply of machinery to these sectors. The basic principle of industrial districts or clusters is that the "... predominantly small firms can gain economies of scale and scope and increased flexibility through specialization and inter-firm cooperation. If they cluster they can be as competitive or more competitive than larger firms, ... without resort to low wages and poor labour standards." (Humphrey 1995: 1). This has been described as the flexible specialization paradigm. 

A recent special issue of World Development (September 1999, cf. Schmitz and Nadvi 1999) deals exclusively with "Industrial Clusters", and in particular with identifying the circumstances in which clustering boosts industrial growth and competitiveness (see also Holmstrom 1998). The 'collective efficiency' derived from clustering is analysed by Schmitz and Nadvi (1999) as the competitive advantage derived from external economies ('passive collective efficiency') as well as from joint action ('active collective efficiency'). The latter can be bi- or multilateral, and vertical or horizontal. Helmsing (2001) analyses these agglomeration economies and collective learning within the framework of a new generation of Local Economic Development (LED) theories. McCormick (1999) adds another dimension, i.e. the institutional context (see below).

Trans-border production networks operate under two main configurations (cf. Gereffi 1995): (1) producer-driven commodity chains (e.g. auto, computer, aircraft, electrical machinery), whereby there is a central role for industrial capital; and (2) buyer-driven commodity chains (such as garment, footwear, toys, house wares), whereby there is a central role for commercial capital.

Horizontal linkages refer thus in particular to the regular contacts and relationships between peer enterprises within a specified area, be it a cluster or an industrial district. More specifically, it refers to joint activities of such firms, i.e. joint purchases of raw materials, joint usage of tools, machines and (work-)shop-space, joint contracts and joint learning. Associations of similar types of firms are another venue to solidify horizontal linkages by joint actions.

Vertical linkages
Vertical linkages also have a great potential for contributing to industrialization and general economic development:
“This is because in a vertical linkage, the small/micro enterprise is likely to benefit through transfer of technology and management skills, access to relevant information, and various forms of services and support provided by the buyer. This is unlikely in a horizontal linkage situation comprising only small/micro firms since they are equally at a disadvantage with respect to finances, technology, management skills, information, etc.” (K’Obonyo 1999: 2).

On the one hand, vertical linkages refer thus to contracting and subcontracting relationships between enterprises of different types in terms of scale (roughly large-, medium and small-scale), whereby an important role is played by trust, just as in the case of horizontal linkages. Subcontracting can be subdivided into capacity- and specialisation-subcontracting (cf. Van der Loop 1996 and 1998). On the other hand, vertical linkages refer to backward and forward linkages. Backward linkages deal with the acquisition of different types of raw materials. The availability, in particular (temporary) shortages, and the prices thereof are crucial. The problems related to these issues are part of the analysis. Forward linkages refer to the markets serviced, or in other words, the different types of clients. Issues such as market demand, exports, preferences and (unfair) competition are analysed.

Institutional Context

Pedersen and McCormick (1999) have made an interesting analysis of African business systems. The key to development is industrialisation, which is promoted by structural adjustment programmes. However, according to them, this strategy failed especially because of the fragmentation of African business systems. The typical African production and distribution system consists of three distinct segments: (1) the para-statal sector, (2) the formal private sector and (3) the informal sector. The first one became important especially because there was only limited indigenous African capital. Pedersen and McCormick conclude from their analysis that these different segments have not been well integrated in terms of inter-enterprise trade and production links. Many enterprises are operating in (semi-)monopolistic markets, while vertical specialization and subcontracting are infrequent, and both formal and informal private indigenous businesses tend to be kept on the margins of the non-indigenous business sub-system. The analysis of the institutional environment is innovating, taking into account the following aspects:

1) Financial institutions, 

2) Social structures and labour market organisation,

3) Infrastructure, market structures and the development of trust,

4) Technological capability and innovation systems (see also in particular Van Dijk and Sandee 2002),

5) Social institutions, such as gender, household, clan and ethnic relations,

6) The state.

Structure of Labour Markets
In relation to the transformation from Fordism into post-Fordism, new forms of flexible labour markets are developing. This transition is characterised by an increasing polarisation between a core of privileged ('elite') workers, enjoying a certain degree of job security, and a periphery of different kinds of flexible or casual workers (Hall 1998, and Van der Loop 1996 and 1998). The two categories are kept apart by what Hart (1986) has called 'exclusionary labour arrangements': certain groups receive preferential treatment (security, benefits, etc.), while others are explicitly excluded. The same can be said about subcontractors, whom can be divided in a core and a fringe (Schmitz 1999: 1640). Other categories of workers in MSEs are working proprietors, unpaid family members, and trainees and apprentices. They cut across classical labour categories.
Labour markets represent one dimension of globalisation that is lagging behind. It is not truly global, perhaps with the exception of professionals and scientists ('brain drain'). Nevertheless, labour is a global resource at least in three ways. Firstly, firms base their location decision partly on the availability of the required type(s) of labour. Secondly, firms attract highly skilled labour from anywhere in the world. Lastly, labour itself moves, although it often runs into (strict) immigration controls.

3.
OBJECTIVES AND METHODOLOGY

3.1
Objectives and Research Questions

This paper investigates the position of the leather footwear sector within the Ethiopian economy from two perspectives: that of the (global) value chains and that of the different types of linkages. Since the research is part of the African Research Network on Clothing and Footwear, the first objective is to make a comparative analysis of the footwear sector using the following four aspects of value chain analysis: Production and Producing firms; Products and Markets Reached; Input Sourcing; and Product Design Capabilities.
 

The second objective of the current paper is to assess the impact of horizontal and of vertical linkages on the development of enterprises and employment, and to establish which linkages are more beneficial for which type of enterprises, and which kind of policy interventions will be most efficient and effective. This research deals with the different types of linkages focusing on Ethiopia, but keeping in mind global networks of production and services. How far, and in what way can Ethiopia benefit from globalisation? What is the risk of marginalisation, and what are its consequences?

More specific research questions are:

· Can the four phases of value chains, i.e. design, production, marketing, and consumption/recycling, be identified and analysed in the footwear sector in Ethiopia?

· To what extent do inter-firm linkages exist in the footwear sector?

· What form(s) do these linkages take?

· To what extent do linkage patterns vary between sub-sectors within the leather footwear industry?

3.2
Methodology

Broadly speaking two methods of data collection have been used for this paper. The analysis of industrialisation and the policy environment in Ethiopia (Section 4), as well as the investigation of the footwear value chains (Section 5) were based on secondary data, i.e. an extensive study of the literature and of the statistical data dealing with these topics in Ethiopia. The study of the linkages, on the other hand, is based on primary data, viz. fieldwork in Addis Ababa using survey as well as case study methods.

The field research was designed to be the first phase of a more elaborate research project in the future. Therefore, the fieldwork was exploratory in nature, and the survey in the leather footwear sector was expected to cover a broad range of activities, for example not only manufacturers but also retail outlets. Moreover, the sample was based on the main clusters of Addis Ababa (see below). Within clusters, random samples were taken. As a result, the survey provided representative data on footwear clusters, but they were not necessarily representative of all activities in the sector. Nevertheless, the information gathered on specific types of enterprises, be it large or medium factories, micro and small-scale manufacturers, or shops, could be compared and verified with several other field studies (i.e. Tebarek 1997, Tseguereda 2002, and Van der Loop and Tseguereda 2003).

The research was started in early 2000 with interviews with resource persons and key informants in institutions relevant for both sectors, such as the Ethiopian and the Addis Ababa Chambers of Commerce, the Ethiopian Private Industries Association (EPIA, now changed into EMIA, Ethiopian Manufacturing Industries Association), the Federal Micro and Small Enterprise Development Agency (FEMSEDA), the Addis Ababa Trade and Industries Bureau, and the Investment Office of Ethiopia. For both sectors, secondary data were gathered and studied (for example from CSA and Ethiopian Investment Authority); moreover, field visits were made to clusters and pilot interviews done with entrepreneurs and labourers. The questionnaire for the survey was rather extensive, focusing on horizontal and vertical linkages, backward and forward linkages, the institutional context, the labour system, as well as on data relating to the work itself, the dynamics of the enterprise, and the personal situation and, finally, on perceptions.

With respect to the leather footwear sector, a survey was undertaken in March/April 2002. In view of time limitations and the explorative character of the study, it was decided to focus on leather footwear only (excluding other leather products, such as garments and bags), and to take a limited sample of only 42 footwear enterprises. Just as in the case of an earlier study on the textile sector (cf. Zewdie et al. 2003 and Van der Loop 2003), the clusters were the basis of the sampling. The method used to identify clusters was based on the information from key informants and on pilot visits to the field, since official data were proven to be less reliable especially with respect to the smaller-scale firms.

By this method, three main clusters were identified in Addis Ababa.
 These three clusters are located in the largest open-air market of Africa, called Merkato, in the Western part of Central Addis Ababa. This area is part of Woreda 5 (cf. Map 1), and a study done in 1997 indicated that there were around 450 informal leather shoe producers in this Woreda, of which 70% were concentrated in Kebele 12 (Tebarek 1997). With the help of data collectors a random sample was taken in each of the three clusters. The size of the sample was based on an estimate of the size of the cluster (cf. Table 3.1).

Table  3.1:
Footwear Survey: Number of Interviews in Clusters in Addis Ababa.
	Cluster
	Location
	Woreda
	Kebele
	Number of Interviews

	Shera Terra
	Merkato
	5
	12
	26

	Cluster 2
	Merkato
	5
	17
	6

	Amede Gebeya
	Merkato
	5
	5
	10

	TOTAL
	
	
	
	42


Source: Zewdie et al. (2003).

The random sampling in the clusters resulted in 42 interviews, which were conducted by the data collectors with 2 large-scale, 16 medium scale and 20 small-scale manufacturers, as well as with 4 shop owners. The respondents were mainly owners (69%), while the others were employees (21%), managers or owner’s relatives (10%). Only 2 respondents (5% of the sample) were female.

A more qualitative method was also used to acquire more in-depth knowledge. Several case studies were made of footwear factories. The qualitative data collected in this way were used where appropriate, and in certain cases boxes have been added dealing with specific case studies.

4.
SALIENT FEATURES OF INDUSTRIALISATION AND POLICY ENVIRONMENT IN ETHIOPIA

The Ethiopian economy is still dominated by the agricultural sector. In 1999/2000 the percentage contribution to the GDP of agriculture was 43.3%, while industry took care of a meagre 11.5%. In this year, the services sector had for the first time in history surpassed agriculture with 45.3%. The agricultural/rural sector is the source of livelihood for 85% of the population. Of the economically active population in the country 70.4% were engaged in agricultural activities in 1994 (down from 88.5% in 1984). With respect to exports, coffee contributes typically between 50 and 60% of the value (54% in 2000). Other important export commodities are ‘other vegetable products’, mainly chat (14%), semi-processed hides and skins and leather (10%), and oil seeds (6%; cf. CSA 2002, and Befekadu & Berhanu 1999/2000).

4.1 Early Industrialization

Ethiopia has had a very long history of handicrafts production, but modern industry is of quite recent origin. Even in the early 1980’s it was concluded that “… the country’s industrialisation has yet to begin in earnest almost fifty years after the first modest beginnings were made.” (Eshetu Chole 1985: 23). Manufacturing started to develop in Ethiopia around the turn of the century with the emergence of a strong central government, political stability, the installation of the railway to Djibouti and the strengthening of Ethiopian foreign relations. The increasing settlement of foreign citizens from Armenia, Greece, Italy and India also brought entrepreneurial capacity. By 1927 there were about 25 factories in the country (which included at that time the current territory of Eritrea). These factories were in large majority set up by private entrepreneurs.

It was only after 1950 that a deliberate strategy to encourage the expansion of the industrial sector was formulated. The “statement of policy for the encouragement of foreign capital investment in Ethiopia” was the important legal notice in this regard.
 In the same period five year plans were being developed to guide the economic policy. At the time of the overthrow of the regime of the Emperor, Haile Selassie, in 1974, the industrial sector in Ethiopia was small, and characterized by production for the domestic market mainly to substitute imports. The role of the government as a direct producer was limited, and most of the 273 establishments were wholly privately owned (90.5%). Furthermore, the majority (65%) was set up by or with the assistance of foreigners (Befekadu and Berhanu 1999/2000).

4.2 The Derg Regime (1974 – 1991)

This industrialization process was radically changed in 1975 when the Derg regime nationalized virtually all medium and large-scale industrial enterprises owned by Ethiopians and foreigners alike. In another major move, the March 1975 land reform legislation abolished all forms of private ownership of land and put land under state control. Under the socialist ideology, everybody had the right to use the land, but it could not be sold, leased, or otherwise transferred. This policy had the effect of discouraging construction activities.

Despite the intentions of the Derg, laid down in its ten-year perspective plan, no significant expansion took place in the industrial sector during the 17-year regime. The participation of the private sector was discouraged through the imposition of capital ceilings and preference was given to government owned enterprises in the allocation of foreign exchange, market access, subsidies and the like. According to Befekadu and Berhanu (1999/2000: 5) what was successfully achieved after the 17 years of socialist regime was “an effective distribution of poverty”. The structure of the Ethiopian economy in 1991 was not significantly different from the early 70s: the contribution of agriculture to GDP was 56.3% and of industry only 9.4 % (this had decreased from about 14% in the mid 80s). The overall performance of the economy was rather dismal; for example, in the last ten years of the Derg period the average real GDP growth was 1.9% per year compared with an average population growth of 3% leading to a net decline in per capita income of 1.2% per year. Furthermore, exports and imports also showed a declining trend; for example, the value of exports declined from 10.6% of GDP in 1980/81 to 5.5% in 1990/91. Significantly, the number of establishments was 273 at the start of the Derg regime, and was 17 years later almost the same (283; cf. Annex 1).

The impact of Ethiopia’s period of command economy on industry has thus been one of stifling activities. The industrial sector has not expanded in any substantial way. Nevertheless, specific, especially protective, regulations may have been beneficial for certain sub-sectors, such as the ban on export of raw hides and skins (cf. Section 5 on the footwear industry).

4.3 Current Industrialization Policies: Liberalization and Privatisation (since 1991).

After the overthrow of the Derg regime, the new government (EPRDF) introduced liberal economic reforms by means of the New Economic Policy (NEP) of 1991. Between 1991 and 1998 the Ethiopian economy did relatively well, which is in part due to the generosity of donors and to reasonably good weather (Befekadu and Berhanu 1999/2000). Part of the progress was halted by the consequences of the two-year border conflict with Eritrea in 1999-2000, which witnessed massive mobilisation of soldiers and substantial displacements of people, not to mention the loss of lives.

Despite the modest performance of the Ethiopian economy since 1991, no structural transformation of the economy was achieved and it remained on the whole very dependent on the agricultural sector. This is not surprising since the main economic policy of the EPRDF was, and still is, ‘Agriculture Development Led Industrialisation’ (ADLI), whereby the agricultural sector is considered to serve as the driving force for the rest of the economy.  This is not without its flaws in particular because agriculture in Ethiopia has one of the lowest levels of land and labour productivity on earth.

The contribution of industry to the national economy has stagnated for a long period of time. For example, the contribution of industry to GDP was 10.9% in 1980/81 and twenty years later it had only marginally increased (11.5%). The contribution of services is showing an increase from about 30% in the years 1991-1993 to 45% in 1999/2000 (CSA 2002). The liberalization policy in vogue since 1991 has opened up the country for competition from outside to a previously protected industrial sector. This led to a rather swiftly increasing influx of cheap, second-hand and new consumer goods (from watches, through fashionable, leather ladies shoes, to used clothing and brand-new T-shirts), especially from China. Numerous factories and workshops were pushed out of business and others had to reorient themselves. The increased imports were in part responsible for the large increase in the services sector.

Privatisation of the nationalized factories is a gradual process, whereby often relatively lucrative divisions of factories are privatised while other divisions continue under state management. The agency responsible for this process is the Ethiopian Privatisation Agency (EPA), established in 1994. Since that year it has sold 113 public enterprises for 3.6 billion Birr (1 US $ = 8.5 Birr in 2002). One company alone acquired a large share of these enterprises: MIDROC Ethiopia, one of the largest conglomerates in the country owing hotels, construction firms, leather and shoe factories, mining companies, farms and meat processing plants, etc., bought more than 30 public enterprises with 2.9 billion Birr from EPA, which represents 80% of the value sold (Kaleyesus 2002).

Within the industrial sector, the contribution of manufacturing to GDP is rather modest. Large and medium-scale manufacturing contribute 4.8%, while handicrafts and small-scale industries account for 2.0% (CSA 2002). A rather complete picture can be given only for 1995/96 when CSA undertook surveys of all establishments in the country. The large and medium-scale establishments (engaging 10 or more people and using power-driven machines) constitute the smallest category, while small-scale ones (i.e. less than 10 people engaged and using power-driven machines) are somewhat more numerous (cf. Table 4.1). The largest category (three-quarters) consists of the cottage and handicraft establishments, while almost one quarter is made up of informal ones.

Table 4.1: Number of manufacturing establishments in 1995/96.

	Groupings
	Number
	Share in %

	Large & Medium (10+)
	642
	0.05

	Small-scale
	2,731
	0.23

	Cottage/handicrafts
	892,719
	76.15

	Informal
	276,287
	23.57

	TOTAL
	1,172,379
	100.00


Source: Befekadu and Berhanu 1999/2000 (based on CSA Surveys).

Time series are only available for the 10+ category and these are compiled in Annex 1 for the years 1974 to 2001. The increase in the number from 1974 to 1976/77 of over 50% is surprising, not so much the increase in the number of public firms (in view of the Socialist policy of the new regime in 1974), but more so the constant number of private ones. The latter remained rather stable (more than 200) during the whole Derg regime. The upheavals that were caused by the independence struggle and its aftermath are clearly shown in the years 1989 until 1992, in which year the lowest total number of establishments (283) was recorded since 1974. Furthermore it is clearly shown that the percentage of public firms was highest during the Derg (40 – 50%), while it started decreasing rapidly after the liberalization policies were put into effect (from 53% in 1992/3 to 17.5% in 2000/1). This was due more to an increase in the number of private firms, than to a decrease in the number of public ones (which declined only very slowly). By far, the highest percentage increase occurred in 1993/94 (i.e. 73%). The most surprising, and alarming, fact demonstrated in Annex 1 is the very slow growth of the number of establishments during the years 1997 through 2001 (less than 3%). The conflict with Eritrea may have a lot to do with this, diverting funds to military operations and decreasing confidence in the economy.

An issue that has come under increasing debate is that of land ownership. The EPRDF government has pushed the issue of whether or not land should remain under public ownership (as proclaimed by the Derg), out of reasoned public debate by inserting land policy in the constitution. “Accordingly the December 1994 Constitution of the FDRE proclaimed that land remains vested in the State: 

… the right to ownership of rural and urban land,, as well as of all natural resources is exclusively vested in the state and in the peoples of Ethiopia. Land is a common property of the nations, nationalities and Peoples of Ethiopia and shall not be subject to sale or to other means of transfer.” (Quoted in Befekadu and Berhanu 1999/2000: 181).

In essence this means that the core policy of the previous regime is retained; however, there are some gradual changes, such as the new land lease system that largely operates in the urban areas.

4.4 Industrialization Policies for the near Future

The intentions of the Ethiopian government for the future development of the country have been laid down in the PRSP, entitled ‘Sustainable Development and Poverty Reduction Program’, SDPRP (cf. FDRE-MOFED 2002). Poverty reduction is seen as the core policy objective, whereby economic growth is the principal, but not the only, means to this objective. The major thrust consists of eight tasks, of which the first three are most important for the purpose of this paper (FDRE-MOFED 2002: i):

· Overriding and intentional focus on agriculture (ADLI);

· Strengthening private sector growth and development especially in industry;

· Rapid export growth through production of high value agricultural products and increased support to export oriented manufacturing sectors particularly intensified processing of high quality skins/leather and textile garment.

The strategy to achieve these tasks is built on four pillars or ‘building blocks’, notably: ADLI and Food Security; the Justice System and Civil Service Reform; Governance, Decentralization and Empowerment; and Capacity Building (FDRE-MOFED 2002: iii-v).

On the whole, it can be concluded that there is explicit attention of the present Ethiopian government for the sector under discussion; this includes the further strengthening of such a pivotal institution as the Leather and Leather Products Technology Institute (LPPTI). This policy attention is likely to create favourable conditions necessary for a substantial expansion of activities in the leather footwear sector.

At the national level there are several institutions catering for the interests of the private industrial sector in general, in particular the Ethiopian Chamber of Commerce, the Addis Ababa Chamber of Commerce, and the EPIA/EMIA. The Ethiopian government has also recognized that these and other institutions cater mainly for the interests of the medium and larger scale enterprises; therefore, it has started the Federal Micro and Small Enterprise Development Agency (FEMSEDA), and regional offices are also being installed (cf. the website www.bds-ethiopia.net). More attention for their activities and an evaluation thereof is needed.

4.5 Internationalisation

On the international front a distinction can be made between global and regional initiatives. In the global arena, Ethiopia has not been an important player. Goods have entered the country in great quantities, but international trade relations have hardly been benefited of until now. This applies especially to the African Growth and Opportunity Act (AGOA), which offers substantial opportunities, among others, for the leather sector (in total 4,500 products have been selected by the USA). Implemented in October 2000, AGOA is a non-reciprocal, unilaterally determined trade regime offered by the USA to 37 Sub-Saharan countries. AGOA eliminated the tariff and quota barriers to the U.S. market for exports from eligible sub-Saharan African countries.
 Not only enterprises in SSA countries will benefit, but also US enterprises (as one of the criteria is the elimination of barriers to US trade and investment), as well as enterprises from other parts of the world (e.g. Asian) who are given an opportunity to invest in Sub-Sahara Africa and benefit from the quota free and duty free access to the US market. However, these benefits are temporary, phasing out in 2008 (Coughlin et. al. 2001). 

Nevertheless, AGOA could well offer substantial advantages to enterprises in Ethiopia, which is eligible since August 2001. This is increasingly being realised by the Ethiopian government, in particular the Ministry of Trade and Industry, which has started a campaign to make enterprises more aware of AGOA and to stimulate their participation in the trade regime, especially in two areas where Ethiopia has comparative advantages, i.e. the leather and the garment sector.
 The major problems hindering Ethiopian enterprises in their participation in AGOA have been addressed in a recent study conducted in textile factories and leather and shoe factories by the Addis Ababa Chamber of Commerce (cf. Nigist 2002 and Tamiru 2002). These problems are: shortage of raw materials, problem of land, aging of machines, absence of soft loan (from the Ethiopian government), market problem, lack of adequate finance and capital, and smuggling of contraband second-hand textile, and imports of Chinese products. Other world-wide trade arrangements, such as the EU/ACP Cotonou Agreement, the EU ‘Everything But Arms’ (EBA) initiative, the UN Common Fund for Commodities (CFC), and the WTO agreements, can also influence policy outcomes in the country.

At the regional level it is especially the trade arrangements made within the Common Market of Eastern and Southern Africa (COMESA) that are likely to promote exports (for example, COMESA has an office in the LPPTI in Addis Ababa). For the future, the developments surrounding NEPAD should be closely monitored. In the leather sector there are several regional associations. The Eastern and Southern Africa Leather Industries Association, ESALIA, has its headquarters in Nairobi while the chairmanship is rotating: currently Ethiopia is the chairman. The African Federation of Leather and Allied Products Association, AFLAS, is holding trade fairs on a rotating basis; this year it was in Tunis, and in 2004 it will be held in Addis Ababa.

5.
THE LEATHER FOOTWEAR INDUSTRY: VALUE CHAINS

Leather footwear production plays a significant role in the development process of both developed and the developing countries. Since the 1980s, industry has experienced shifts in production both nationally and internationally. Internationally, production has tended to gravitate towards low cost producers (Kinyanjui et. al. 2002). Ethiopia has a major comparative advantage in the raw materials sector needed for the leather sector which makes it in principle very appropriate for leather product exporting: Ethiopia has the largest livestock production in Africa, and the 10th largest in the world. Ethiopia’s livestock population is currently estimated at 35 million cattle, 21 million sheep and 16.8 million goats. Annually it produces 2.7 million hides, 8.1 million sheepskins and 7.5 million goatskins.
 This comparative advantage is further underlined by the fact that the cost of raw hides and skins constitute on average between 55 to 60% of the production of semi-processed leather (Kiruthu 2002).

5.1
Production and Producing firms

Ethiopia’s industrialisation showed only very gradual expansion since the 1920’s. The leather and shoe industry was among the first players in the industrialisation process with the establishment of two tanneries (one in 1926 and one in 1928). Expansion was slower thereafter (than for example in the textile sector; cf. Van der Loop 2003), and around 1970, there were only 13 establishments involved in leather and shoe production (cf. Annex 2). Under the Derg regime, the number of large and medium-scale establishments (the 10+ group) in the leather and footwear sector remained relatively stable (cf. Annex 3). It peaked around 1987/88 with 28 establishments, and was at its lowest when the Derg fell (20). The giant leap came in 1993/94 when the number of establishments grew with 150%! After years of growth and decline, the current number is back to the level of 1994.

In 1995/96 the various surveys of CSA gave a rather complete picture of the types of enterprises in the leather sector (cf. Table 5.1). It indicates clearly that in terms of numbers the cottage and handicrafts establishments in leather and shoe production dominate. It so happens that 1995/96 was also the year in which the number of large and medium-scale establishments (the 10+ group) was the highest. It declined from 63 to 49 in 1998/99 after which it recorded a modest increase to 54 establishments in 2000/01. Of these, 39 (72%) are located in Addis Ababa, 6 in Amhara and 9 in Oromiya. The employment is just over 7,000 persons in 2000/01, down from about 8,200 in 1996/97 (CSA 2002a). Only 7 out of the 54 establishments (or 13%) are public companies, although they are the larger ones. For example, these 7 public enterprises employ 57.5% of the workers (cf. Annex 5E). Therefore, as was discussed in the above (cf. Section 4.1 and Annex 5), even in this sector there is still an important presence of public companies.

Table 5.1:
Number of manufacturing establishments in the leather and shoe sector, and by way of comparison in the textile and clothing sector, 1995/96.

	Categories
	Textile/Clothing
	Leather/Shoe

	
	Number
	Percent
	Number
	Percent

	Large & Medium (10+)
	55
	0.02
	63
	0.53

	Small-scale
	389
	0.13
	72
	0.61

	Cottage/handicrafts
	297,989
	99.85
	11,753
	98.86

	TOTAL
	298,433
	100.00
	11,888
	100.00


Source: Befekadu and Berhanu 1999/2000 (based on CSA Surveys).

Within the leather sector, the CSA distinguishes two broad categories. The first one is the tanning/dressing of leather, manufacture of luggage and handbags, while the second concerns the manufacture of footwear. The footwear enterprises are more numerous, but smaller in terms of employment than the former category. For example, in 1999/2000 out of 53 leather establishments, 38 (72%) were in footwear, employing only 49% of the total persons engaged (CSA 2002). As we have seen in Section 3, many small-scale footwear producers in Addis Ababa are operating in clusters, mainly in Woreda 5 (in particular Shera Terra) and in Gulele. This issue will be further investigated in Section 6.

Since the downfall of the Derg, a rapid expansion has been taking place in the tannery sub-sector. In 1990 there were only eight tanners, consisting of six public and two private plants. In November 2002, 19 tanneries were registered with the Ethiopian Tanners Association (ETA): 15 private and 4 public ones; the latter are in the process of privatisation. Furthermore, six private tanneries are in development. The annual sheep and goatskin production of an estimated 15.6 million skins mentioned above falls below the capacity of the 19 tanneries (LLPTI). According to the ETA, the current daily capacity of the tanneries of 133,450 skins is being utilized for only 50.1%, while this percentage is higher for hides (65.6%), albeit of a much lower daily capacity of 5,055 hides (cf. Annex 6). All but one tannery can produce skins, while only half of them have the capacity to produce hides.

This low rate of capacity utilization is surprising considering the enormous livestock population. The problem is that large amounts of hides and skins are (partly) wasted in the countryside (see also section 5.3), and as a result many hides and skins do not reach tanneries in the required quality or not at all. A second problem can be identified in the distribution chain: there is not much incentive for a peasant to look after the hides and skins of their animals (alive or not) since firstly, it is a by-product of (red) meat, and, secondly, merchants do not reward them for good quality hides and skins, so there is no incentive to take care of the animals’ hides and skins. The profit goes to the merchants, who also speculate by withholding hides and skins from the market when prices are low. Because of the constraints in the distribution channel, leather goods manufacturers did not get enough quality raw materials. Therefore, these manufacturers are often still operating at the cottage level, and they cannot compete in the international market (see e.g. Kodama 2001, Alem 2002 and Worku 2002).

5.2
Products and Markets Reached

“Sheep and goats skins represent the bulk of Ethiopian leather production. Ethiopian highland sheepskins (cabretta), in particular retain a high reputation in international markets for some natural characteristics of clarity, thickness, flexibility, strength and compact texture which make them especially suitable for high quality gloves, sports equipment and garments. Goat skins classified as Bati-genuine and Bati-type are characterised by thick, highly flexible and clean inner surfaces and are in high demand for the production of fashion leathers, especially suede (…). Hides, in stead are not regarded as particularly attractive in international markets due to the poor quality and the small size of the zebu, the most common bovine in Ethiopia.” (Bini 2002: 17).

The Ethiopian leather and leather product sub-sector produces a range of products from semi-processed leather in various forms to processed leathers such as shoe uppers, leather garments, stitched upholstery, school bags, handbags, industrial gloves, and finished leather. Such leather products have been exported to markets in Europe, the USA, Canada, Japan and the Far East. There is also export to countries in Africa, in particular to Nigeria and Uganda, as well as to the near East, i.e. Yemen. The market for leather products is mainly international and not domestic.

Annex 4 provides an overview of the kind of products produced and the changes in quantity over a number of years (1992 – 2000). The production of leather shoes and boots has been increasing significantly over the years with its peak in 2000 of over 1.5 million pairs. Canvas and rubber shoes had its peak in 1996/7 of almost 4 million pairs, and seems to be all but disappearing. Plastic footwear is another major product, although from its peak in 1998/9 production has decreased by 42% in only one year. Leather uppers and lining are on the decrease, while leather soles are rapidly increasing. Significantly, semi-processed skins are decreasing from its high in 1997/98. Leather garments are steadily increasing in volume. Plastic soles production has decreased from its peak in 1996/97 with over 4 million pairs, but in 2000 it seems to be picking up again. After a peak in 1994/95 the production of crust and wet-blue hides is stable.

During the past two decades leather and semi-processed hides and skins have constituted the second major export product of the country with between 10 and 20 % of total foreign earnings, second only to coffee with between 50 and 60% of earnings (apart from the late 1990’s when it was just under 10%; cf. Table 5.2). The percentage has been fluctuating, and the most recent figures indicate a decrease in exports. In 2000/2001, 12,170 tons of skins and hides were exported, generating 618 million Birr (almost US $ 73 million); this accounted for 17.2 % of total foreign earnings. However, in the 2001/2002 fiscal year a smaller volume (10,462 tons) of skins and hides were exported, and, as a result, only 481 million Birr was obtained, accounting for 14.1 % of total foreign earnings (Addis Tribune 2002). It has to be said though that the year 2000/2001 witnessed a peak in the foreign earnings in this sector (cf. Table 5.2).

Table 5.2: Value of Ethiopian exports of leather hides and skins in 1997 - 2002.

	Years
	Leather hides & skins (in million Birr)
	Total export value 

(in million Birr)
	% Hides & skins of total export value

	1994/95
	356.1
	2,602.8
	13.7

	1995/96
	319.9
	2,646.7
	12.1

	1996/97
	397.7
	3,736.8
	10.6

	1997/98
	347.7
	4,141.5
	8.4

	1998/99
	243.1
	3,511.6
	6.9

	1999/00
	286.5
	3,791.7
	7.6

	2000/01
	618.2
	3,600.5
	17.2

	2001/02
	481.0
	3,411.4
	14.1


Sources: Addis Ababa Chamber of Commerce (2002), Worku (2002), and Addis Tribune (2002).

The largest share of the foreign earnings comes from sheepskins; in 1995 sheepskins, mainly in pickles, accounted for 66% of the total of US $ 61.3 million in foreign earnings by the leather sector, while this percentage was 18% for (wet-blue) goatskins and 16% for hides and other skins (Muchie 2000: 549). It is also sometimes claimed that the large majority (i.e. 90%) of all the sheepskins that are produced in Ethiopia are exported. The importance of Ethiopian exports relative to other African countries, can be indicated by the share Ethiopia contributes to total African skin exports: 51% in the case of sheep and 30% in the case of goats. Exported products go in particular to the UK and Italy; in 1996 these countries took up 27% and 26% respectively (Kodama 2001 and Muchie 2000).

5.3
Input Sourcing
During the Derg period two public corporations were set up: The Hides and Skins Marketing Corporation was involved in the procurement and export of raw hides and skins (until this was banned by the Derg in 1986; see below). Following the nationalisation of private leather industries of 1974 the National Leather and Shoe Corporation (NLSC), responsible for administering the sector, was assigned a major role in the trade of hides and skins (it was dissolved in 1993). However, the competition between the two corporations had impacted negatively on grading and pricing of hides and skins. Generally, the Derg period was characterized by the following:

1) There were no sustainable benefits or incentives through the market to those who could improve the quality of hides and skins (mainly the primary producers);

2) The incentive mechanism of the NLSC was primarily targeted at increasing the volume of supply to the tanneries, and not at improving the quality;

3) Prices of raw hides and skins were set by the government; and

4) Grade price differentiation has not been developed.

This legacy has left severe marks on the industry: a substantial part of hides and skins are not of sufficient quality for local processing, let alone for export.

The marketing policy of the Derg regime restricted the activities of the merchants. For example, the proclamation of a capital ceiling was issued in 1975. With regard to transportation, the Kella (toll station) system caused various problems. “The Kella, which was set up in every main town, required merchants to unload their products for inspection and to have certification issued by each Kella office after the payment of a toll fee. The inspection wasted their time and the Kella officer often demanded a bribe from them to finish quickly.” (Kodama 2001: 3). The capital ceiling was abolished in 1990, and the Kella system was simplified. Now traders only need to show the official at each Kella their certificates, which are issued by skin and hide experts of the Ministry of Agriculture at the starting point.

The marketing structure was changed by the ban on exports of raw hides and skins by the Derg in 1986: export was only permitted if leather was processed at least to the pickle or wet-blue level. Merchants had exported raw skins and hides since it was much more profitable than sales to the domestic tannery plants, which only offered set lower prices. With the export ban, the merchants were forced to sell their products to tannery plants. This contributed to keeping raw skins and hides for domestic processing. The value share of raw skins and hides in total skin and hide exports dropped from 40% in 1986 to 16% in 1993 (Kodama 2001: 3).

This ban on raw hides and skins was not always completely effective. Illegal trade has been documented by the Ethiopian Livestock Marketing Authority especially with the neighbouring countries of Kenya, Somalia and Djibouti. It was found that annually about 1.5 million live animals (i.e. sheep, goats and cattle) and almost 0.5 million hides and skins pass through illegal channels to these countries. As a result, the country loses foreign exchange earnings equivalent to over 900 million Birr, and it also affects the operations of tanneries and leather products manufacturers (cf. Worku 2002).

Economic liberalization policy changed rural society by introducing the concept of competition. The merchants, assemblers and traders, started competing with each other while the peasants tried to gather information, which, in turn, encouraged merchants to offer prices at the appropriate level. Peasants have made full use of their social capital to compensate for their information handicap relative to the merchant. They utilize their networks of relatives and friends to acquire price information while they exert pressure on the merchants as part of their price negotiation. The merchant has emerged as the new actor who transmits price information between urban and rural areas, replacing the government in this respect (Kodama 2001).

Peasants supply most (over 70%) of the skins and hides in Ethiopia, followed by urban dwellers (‘in the backyard’); currently, urban slaughterhouses (abattoirs) take care of only 10 to 20 % of the supply. Three-quarters of the total number of sheep as well as cattle is located in the highlands (above 1,500 meters above sea level, among others in Amhara region); this area is dominated by subsistence crops where livestock is subsidiary (i.e. for draft power, transport, milk and meat). The lowland pastoral and agro-pastoral production systems include three-quarters of the goats herd, and here the population is dependent on livestock. The peasants sell the hides and skins to traders; there are about 1,500 licensed private collectors or traders in the country. 

As we have seen in the above, a major problem with the leather sector is the by-product status of hides and skins: Cattle, goats and sheep are mainly used for meat (cf. Kodama 2001 and Worku 2002). Thus, the product, i.e. hides and skins, arrives when meat is needed, not when it is appropriate for leather processing. In Ethiopia meat is needed in three waves because of religiously induced fasting seasons and festivals; for example, in Amhara, which provides the largest volume of sheepskins, these festivals are Easter (April), Ethiopian New Year and Mesqal (September), and Christmas and Timqat (January). As a result of this by-product status, not enough attention is paid to maintaining the quality of the hides and skins. Different serious problems at the source impacting on the leather quality are: flay cuts, putrefaction, animal diseases (ekek), branding, poor pattern, dirt and dung, hides/skins are not sold when prices are considered to be too low (deteriorating quality), etc. Estimates of the loss to the Ethiopian economy due to such problems reach US $ 14 million per year. In order to address these problems, (pilot) projects are underway with the participation of ESALIA, CFC, UNIDO, FAO, UNIC and others.

On the whole, the policy of liberalization has benefited the rural people. For example, in the sheepskin sector they enjoy a liberalized price for sheepskins that ranges between 4 to 27 Birr, in contrast to the rigid official price of 4 to 6 Birr under the Derg. This means that peasants have been directly exposed to volatile international prices, since 90% of the Ethiopian sheepskins are exported. However, this will not cause them serious problems, since sheepskins are just a by-product of (red) meat and do not require an initial investment by peasants (Kodama 2001).

5.4
Product Design Capabilities

Foreign traders-cum-manufacturers dominate the high-quality sheepskin sector. In particular, one such company based in the UK acquires over a quarter of all good quality raw leather (as raw as possible, in order to process it elsewhere into high-value leather sports articles; cf. Bini 2002). Cheap imports of leather-processed goods, incl. footwear, are flooding the country, especially from China, indicating that there is a clear demand for the product. The small-scale producers are trying to cope with this situation by increasingly imitating shoes in vogue in the market (e.g. the fashionable Chinese shoes of relatively low durability).

There are a number of organisations and associations catering for the leather (footwear) sector, such as the Ministry of Agriculture (MOA), the Ministry of Trade and Industry (MTI), the Leather and Leather Products Technology Institute (LLPTI), the Ethiopian Tanners Association (ETA), the Quality and Standards Authority of Ethiopia (QSAE),
 and the Ethiopian Livestock Marketing Authority (ELMA). International organisations, such as UNIDO and CFC, have supported such associations with funding and expertise.

The three organisations operating solely in the leather sector are ETA, ALGAMA and LLPTI. The ETA was established in 1995, has 19 tanneries as members, and is itself member of regional associations such as ESALIA and AFLAS. It has been involved as the coordinator of the Hides and Skins Grading and Pricing project funded by CFC, and with the participation of ESALIA, UNIDO, FAO and others. The results of this project are currently being evaluated. The “Awash Leather Garments and Articles Manufacturers’ Association” (ALGAMA) experiences difficulties in its operational capacity (cf. Worku 2002). There are plans to merge ETA and ALGAMA in order to arrive at one strong association in leather tanning and manufacturing. The high profile LLPTI has recently been established under the MTI, and is funded by the Italian and Ethiopian governments. It is already providing, or expected to provide in the near future, training, research and consultancy facilities, Business Development Services (BDS) and information services. It will also have a demonstrative section; currently construction activities are going on for a pilot tannery, effluent treatment plant and leather shoe and garment factories (cf. Belay 2002).

5.5
Competitiveness

By way of conclusion, the study by Berhanu and Kibre (2002) raises several interesting issues concerning competitiveness in the Ethiopian leather sector. For the tanning sector, they have concluded that the main factors affecting competitiveness are:

1. low capacity utilization;

2. the poor economic infrastructure: inefficient infrastructure and inefficient bureaucratic structures combined significantly raises the transaction costs of firms, making it difficult to compete nationally or internationally;

3. the technology employed is not updated (regularly), in particular the lack of learning in production management;

4. the lack of hard currency to purchase spare parts and inputs;

5. the relative lack of export support and/or promotion services

For the leather footwear firms, the main factors affecting competitiveness are the poor quality of domestic leather, and the high cost of (imported) inputs.

They conclude that resource endowment is not enough for competitiveness, and that, similarly, the availability of cheap and abundant labour by itself does not seem to be sufficient to compete internationally. Labour costs in Ethiopia, for example, are estimated to be lower than those in China: the basic wage in Ethiopia is around US $ 0,7 per day, or almost 6 Birr, while it is around US $ 1 in China. Most relevant with respect to technology is the lack of timely and efficient maintenance, modification, and innovation. This has in particular to do with the lack of spare parts (foreign currency shortage), and unsatisfactory learning effort exhibited by labour and management.

6.
THE LEATHER FOOTWEAR INDUSTRY: LINKAGES

The leather footwear sector in general can be divided into three phases: the acquisition of hides and skins, the leather processing in tanneries, and the manufacture of leather products. Ethiopia’s large livestock population, the first in Africa, has contributed to a large supply of leather, although not always of good quality, to the footwear sector as well as to the leather garments sector. The leather footwear industry in Ethiopia is supported by 19 tanneries, which are partly state owned. The state shoe factories rely on the state owned skin and hide tanneries, and the private factories on privately owned tanneries. The majority of footwear enterprises produce leather shoes, while some produce rubber and canvas shoes.

6.1
Profile of Footwear Enterprises

The sample consists of 42 enterprises composed of different footwear manufacturers and shops, such as large, medium and small-scale footwear producers, as well as shoe shops. The operational definitions used to distinguish these enterprises are based on the number of employees, i.e. managers, skilled/unskilled workers and unpaid family members. Small scale enterprises are defined for practical purposes as those firms with a total number of employees of 10 or less, medium-scale firms employ from 11 to 29 workers while the workforce of the large-scale firms is 30 or more. Shops are defined as retail outlets, and usually do not employ more than a few workers. Table 6.1 provides the division over the three clusters of these types of firms. It shows that small-scale firms are relatively more widespread in Shera Terra than in the other clusters (in particular Cluster 2).

Table 6.1: Four types of sampled firms by cluster.

	Type of Firm
	No. of workers
	Shera Terra
	Cluster 2
	Amede Gebeya
	TOTAL

	
	
	Abs.
	%
	Abs.
	%
	Abs.
	%
	Abs.
	%

	Large
	> 30
	2
	7.7
	0
	0.0
	0
	0.0
	2
	4.8

	Medium
	11 - 30
	9
	34.6
	4
	66.7
	3
	30.0
	16
	38.1

	Small
	1 – 10
	14
	53.8
	2
	33.3
	4
	40.0
	20
	47.6

	Shop
	2 - 3
	1
	3.8
	0
	0.0
	3
	30.0
	4
	9.5

	TOTAL
	
	26
	100.0
	6
	100.0
	10
	100.0
	42
	100.0


Source: Fieldwork (2002)

The enterprises are owned almost all (95%) privately, apart from one public enterprise and one organized in a cooperative. They usually operate in rented premises (almost 90%). Some one-fifth of the enterprises, mainly small-scale ones, have started operating within the last two years. Large firms and shops are the oldest with an average of over 11 years. The medium- and small-scale firms are on average the youngest (5.9 and 4.6 years respectively). On the whole, one can conclude that the majority of enterprises are well established.

Almost three-quarters of the enterprises are involved in shoe making, while others, especially small-scale firms are involved in repairing, making parts of shoes, and/or selling shoes (the exclusive function of the four shoe shops). Although a small majority of the manufacturers produce both ladies and gents shoes, some are also specializing on either one of them. The materials used to make shoes are mainly determined by the sample procedure, but next to leather some firms also use other materials, such as plastics (17%) and synthetics (14%). Designs for the shoes are acquired mostly from designers, through the market or from other enterprises. Large and medium firms acquire it more often through designers than the small-scale firms.

Half of the sampled enterprises cannot get adequate financial services from formal financial institutions (including banks). This applies in particular to the small-scale enterprises (70%), because they need small loans and cannot meet the collateral requirements. Data on investments and capital are notoriously difficult to collect. Investigating records is difficult for different reasons (no access allowed, time-consuming, etc.), while relying on the memories of the entrepreneurs, as has been done in this case, raises serious questions of reliability. Therefore, the data in Table 6.2 are only indicative, although they do provide some comparative information. The initial investments of the firms are on average Birr 2,760 (although no data are available for the two large firms depressing the average). Interestingly, the average initial investments of the shops are higher than those of the medium-sized firms, while the latter’s average current capital is almost three times as high as that of the shops. Another interesting fact is that the average current capital goes up by a factor ten from small to medium, and from medium to large-scale firms.

Table 6.2: Financial information (in Birr) of the sampled enterprises.

	Type of Enterprise
	Avg. Initial Investment
	No. of Firms
	Avg. Current Capital
	No. of Firms

	Small 
	1,061
	18
	2,491
	17

	Medium
	4,150
	15
	28,080
	15

	Large 
	(Missing values)
	0
	305,000
	2

	Shop
	6,000
	3
	10,500
	2

	Overall  *)
	2,760
	36
	26,061
	36


*) In 6 cases each for investment and for capital there were missing values (mainly ‘don’t know’).

Source: Fieldwork (2002)

Profile of a cluster in Addis Ababa: Shera Terra

Small and medium scale footwear producers are concentrated in an evident shoe production cluster in a specific part of Merkato. Within this cluster, i.e. Woreda 5, a sub-cluster exists, called Shera Terra which is located in Kebele 12 (see Map 2). In Amharic, Shera Terra means “Place for buying and selling canvas products” (including traditional shoes). In Shera Terra there are not only many producers, but also a major concentration of suppliers of nearly all raw materials needed for shoe production. The very existence of such a well-developed system of suppliers in the footwear sector represents one of the main assets of the shoe producers in the area. The ability of suppliers to manufacture a wide variety of products with short delivery times allows the shoe producers to postpone to the last moment their purchase of inputs avoiding storage space problems. Another advantage is that prices of inputs are competitive since they can easily be compared. Although the three clusters in Merkato targeted in the fieldwork are located in the same Woreda (cf. Table 3.1), they are geographically separate clusters, even with separate functions. For example, Amede Gebeya is known mainly for the large concentration of shoe shops, where most products manufactured in Shera Terra are sold. Moreover, there are differences in the type of firms, especially more small-scale firms in Shera Terra (cf. Table 6.1).

The Role of Local Governments

A crucial question for local economic development is who should take the lead in the development activities. The business sector often perceives the role of initiator as the responsibility of the government. Local governments could themselves also take responsibility; for example, Rogerson (1996) provides interesting examples of cities competing for central government funding. Local governments will have to adjust to their new role, notably  that of enabling. Decentralization leads to an increased need to generate local revenues, which will enhance the interest of the local governments in the development of their own locality, on condition that local governments are responsive to the demands of local people and enterprises.

The decentralisation policy in Ethiopia has recently received a great push with the increased attention for the Woreda level (cf. Van der Loop 2002). Training programmes are being designed and undertaken for the different bureaus in this local government level. Below this we find the Kebele level of government, which is partly a remnant of the previous Derg regime (during which it was more of a control instrument). Currently a reorganisation is taking place in the Addis Ababa administration, whereby woredas are renamed; in our example, Woreda 5 will be expanded and renamed as “Addis Ketema Kefleketema”.

Among the footwear entrepreneurs in Merkato the attitude towards the local government is rather one of suspicion. One hundred percent of the enterprises responded that they did not receive any government support in line with their business (cf. Zewdie et al. 2003). Let alone the little incentives or subsidies that were mentioned, some of the government rules have indeed negatively affected their business i.e. an unbalanced tax system, the relatively unimpeded inflow of Chinese shoes in bulk, and the bureaucracy to get a license. Consequently, the footwear producers and sellers plead for government intervention with respect to restrictions on imports, and for liberalisation regarding taxes and licenses. Whether the local governments involved, in particular Woreda and Kebeles, are planning some kind of development for their locality will be the subject of further research.

6.2
Horizontal Linkages

Horizontal linkages, or the cooperation among similar types of enterprises, are rather weakly developed among footwear enterprises. Seventy percent of the sampled firms do not undertake any joint purchase of raw materials with similar firms. This is mainly due to differences in testing raw materials, differences in purchasing power of firms, lack of trust between the enterprises and the uniqueness of raw materials used. Lending or borrowing of tools among enterprises occurs only in a quarter of the cases (with no significant differences between the types of firms). Only five large and medium-scale enterprises are members of an association in the line of their business (such as ALGAMA, Awash Leather Garments and Articles Manufacturers’ Association). The perception is that such associations need to grow stronger in the near future.

Being part of a cluster is a matter of location and networking, but also of perception. A majority of each type of entrepreneurs feels part of a cluster, except for the small-scale ones (only 15%). Respondents have also different views on the benefits of being part of a cluster, some favour being part of it while others disfavour it. According to the respondents, the advantages are to attract an adequate number of clients, to gather relevant information, to acquire independence as a cluster, and to compete among each other leading to quality work and specialization. However, the disadvantages are that firms share the same clients, and that the physical proximity gives rise to stealing or copying designs and production methods.

Regarding competition among footwear firms, most of the respondents (63%) are of the opinion that it is unfair, while a minority thinks it is fair (22%) or even nonexistent (15%). Imports of shoes, monopoly of the large shoe factories, illegal footwear businesses, and production of poor quality shoes with cheap prices, are reasons why the competition is unfair according to a significant number of footwear enterprises. Imported shoes and locally assembled shoes using imported raw materials are the main competitors in the domestic footwear market. However, 45% of the interviewed respondents are positive towards liberalization, while 31% have negative attitudes (and a quarter is neutral).

In sum, horizontal linkages are rather weakly developed, which is caused to a substantial degree by a lack of trust among the entrepreneurs.

6.3
Vertical Linkages 

In general terms footwear enterprises have rather weak vertical linkages. A minority of enterprises (29%) sometimes works jointly with other footwear enterprises in the form of receiving contracts or giving contracts, in particular capacity subcontracting (as it is contrasted with specialisation-subcontracting; cf. Van der Loop 1996). The remaining enterprises do not work jointly at all, due to various reasons: they want to operate independently (47%), they do not have the trust (23%), there is no need for it (18%), or they are not aware of the possibility of joint work (12%). The first two reasons given (totalling 70%) are both pointing to a lack of trust in each other.

Backward Linkages

Materials circulate in the form of input-output among footwear enterprises; retailers play the major role in the supply of raw materials (63%), followed by wholesalers (30%) and factories (7%). Raw materials such as leather, synthetic and plastic materials (used by one third of the firms in addition to leather), glue, soles, inner soles and stitching materials are the major raw materials, which are mainly bought from the local market. Only three enterprises get their raw materials both from the domestic market as well as from the foreign market through imports from China and Italy. The type of firms that go beyond the domestic market is important to establish, although in our survey not a clear pattern has emerged since it concerns one large and one medium-scale firm, and one shop. However, the largest factories in Addis Ababa do tend to import at least some of their raw materials as is shown by the case studies, which were not part of the survey-sample per se (see Boxes 6.1 – 6.4).

The different types of footwear enterprises (small, medium and large) do not have direct contact. Raw materials flow from producers to the end users through retailers and wholesalers. Regarding governance within the value chain, the business seems to be more like a buyers driven chain rather than producers driven, since the large majority of the enterprises (85%) does receive orders from their buyers specifying volume, quality and/or design. Shoe shops in a certain part of Merkato (i.e. Amede Gebeya) order shoes, customarily in dozens, from the small-scale shoemakers in a different part of Merkato. However, more detailed research is needed to establish this further, and especially for which types of firms it applies and for which it does not apply. The survey does not show any significant difference between the types of firms distinguished in this respect.

Forward Linkages

The forward linkages of the footwear value chain seem to be limited to the domestic market: not a single firm in the sample exports to the global market. Furthermore, none of the four factories studied separately are exporting, and three of them (Boxes 6.1, 6.2 and 6.4) used to export part of their product but have stopped doing that several years ago. The products are, thus, distributed only to the local market. The most important clients are the retailers, while there is surprising little reliance on individuals as clients (cf. Table 6.3). The table also indicates that medium and large-scale firms rely more often on wholesalers, than the small-scale firms. Getting a sufficient number of clients is a problem for only 30% of the enterprises. According to these respondents, the import of shoes and the low purchasing power of the Ethiopian society have challenged the footwear domestic market.

Table 6.3: Types of clients by types of firms.



	TYPES OF CLIENTS
	Large
	Medium
	Small
	Shops
	TOTAL

	Individuals
	0,0
	10,0
	28,0
	50,0
	21,2

	Retailers
	33,3
	50,0
	52,0
	50,0
	50,0

	Wholesalers
	66,7
	40,0
	20,0
	0,0
	28,8

	TOTAL (%)
	100,0
	100,0
	100,0
	100,0
	100,0

	TOTAL  (absolute)  *)
	3
	20
	25
	4
	52


*) More answers than one are possible, so the total comes to 52 answers by 42 respondents.

Source: Fieldwork (2002).






In conclusion, vertical linkages are diversified. Subcontracting relations are weakly developed; again the lack of trust among entrepreneurs seems to be an overriding argument. The backward linkages depend mainly on the local market, although large enterprises acquire part of their raw materials from abroad. The forward linkages are limited to the domestic market, although some larger shoe factories used to export several years ago. The production process is characterized by a buyer-driven chain.

6.4
Structure of Labour Market

The sampled enterprises have created job opportunities for 520 people, excluding the owners themselves who often work alongside their employees. The total number of employment per enterprise ranges from 2 to 87. Since it is given in their definition, the average number of workers varies significantly according to the type of enterprise, from 61 for the two large-scale firms to 2.5 for the shops (cf. Table 6.4). Surprisingly, there seem to be no micro-enterprises; even excluding the owners themselves, the smallest number of workers employed in any one of the small-scale firms is three; out of 20 firms there are only 7 (or 35%) with 3 to 4 workers. The three types of manufacturing firms differ not very much in their employment policies. For each of them, the largest category by far is that of ‘male skilled’ (almost 60%), while the second category usually is ‘male unskilled’ (except for the one large firm, in which case it is ‘female skilled’). In all, more than 80% of the workers are male skilled or unskilled, which is surprising for a sector generally known for its female employment. As we will see in Section 6.5 the percentage of women workers is much higher in the factories. Family members are important for the smaller-scale enterprises. In the area of employment shops clearly stand out: they employ few people, and then mostly family members and unskilled employees.

The workers are recruited in most cases (85%) informally on the basis of friendships/relatives, while the remaining firms recruit mostly in a formal way through announcements. Due to the high rate of un/under-employment in the country, employers do not experience a major labour problem; even in the case of skilled workers, there were only six respondents (15%) who have difficulty in recruiting them (4 medium and 2 small-scale firms). On the whole, the jobs in the footwear enterprises are not secured, and its security depends highly on the performance of the enterprise in the market. Apart from the salary, two-thirds of the employers provide other benefits for their personnel, in particular either one of these: bonuses, advance payments, medical care or training. This applies to almost all of the medium and large firms, but only to half of the small firms and shops. Bonuses are especially given by the medium and large firms (half of them), while small-scale firms mainly offer advance payments. In general, workers acquire their skills through on-the-job-training, and their experience, without any formal training, qualifies them to be labelled as skilled workers.

Table 6.4: Number and categories of workers by types of firms.

	WORKERS
	Gen-der
	Ave-rage
	Large
	Medium
	Small
	Shops
	TOTAL

	
	
	
	Abs.
	%
	Abs.
	%
	Abs.
	%
	Abs.
	%
	Abs.
	%

	Managerial
	Male
	0.1
	1
	1.1
	3
	1.1
	
	
	
	
	4
	0.8

	Managerial
	Fem.
	0.0
	
	
	
	
	
	
	
	
	0
	0.0

	Skilled
	Male
	6.9
	60
	69.0
	164
	61.4
	58
	47.9
	
	
	282
	58.1

	Skilled
	Fem.
	0.8
	15
	17.2
	10
	3.7
	6
	5.0
	
	
	31
	6.4

	Unskilled
	Male
	2.7
	11
	12.6
	61
	22.8
	35
	28.9
	2
	20.0
	109
	22.5

	Unskilled
	Fem.
	0.3
	
	
	6
	2.2
	3
	2.5
	3
	30.0
	12
	2.5

	Family Memb.
	Male
	1.1
	
	
	23
	8.6
	18
	14.9
	3
	30.0
	44
	9.1

	Family Memb.
	Fem.
	0.1
	
	
	
	
	1
	0.8
	2
	20.0
	3
	0.6

	Total Number
	--
	
	87
	23.5
	267
	51.3
	121
	23.3
	10
	1.9
	485
	100

	Average 
	--
	11.8
	87.0
	
	16.7
	
	6.1
	
	2.5
	
	11.8
	

	No.of Firms*)
	--
	
	1
	
	16
	
	20
	
	4
	
	41
	*)


*) One large-scale firm employing 35 workers could not provide the distribution over categories. The total number of workers would rise to 520, the total average of the large-scale firms would drop to 61, and the overall average would rise to 12.4.

Source: Fieldwork (2002).

6.5
Case Studies of Footwear Factories

This section discusses the large footwear enterprises based on case studies of three private and one public factory in Addis Ababa (cf. Boxes 6.1 – 6.3 and 6.4). All of these factories acquire their raw materials both from local and foreign sources. The largest and well known private factories, Shoe Factory A, B and C
 share a similar major problem, i.e. the lack of effective demand, forcing them to operate on a very low capacity utilization rate, i.e. 10 to 40% (cf. Table 6.5). Foreign competition, particularly Chinese products, has been a threat. The imported shoes, in bulk and at cheap prices, have been the major challenge to the existence of the local producers. Made-in- China-shoes have been in the domestic markets for a number of years, but about two years ago the volume increased dramatically and the price dropped remarkably. Most of the Chinese shoes are ladies shoes, attractive, cheap but poor quality compared to the domestic products. 

Table 6.5: Four footwear factories: Description of the case studies.

	Description
	Factory A
	Factory B
	Factory C
	Factory D

	Ownership
	Private
	Private
	Private
	Public

	Age
	33
	10
	8
	64

	Capacity per day
	720
	1,000
	500
	2,500

	Production per Day 
	180
	100
	200
	2,500

	Capacity utilization
	25%
	10%
	40%
	100%

	Number of Employees
	47
	100
	95
	716

	Market Threat
	Chinese shoes
	Chinese shoes
	Informal producers
	Private producers


   Source: Case Studies (2002).
Box 6.1: Shoe Factory A

Shoe factory A is a private firm, which was established in 1969. It is located in the central part of Addis Ababa. It imports the raw materials i.e. sole, insole, stitching materials, glue etc. from abroad, mainly from Italy. All the imported materials are assembled in the factory production centre to produce both male and female shoes. The firm supplies its products to wholesalers, and the wholesalers to retailers and finally to the end users. The production is nowadays for local consumption but there was a time when it exported to USA, Yemen, Kenya and Botswana. The firm gives priority for local market, and with time to the global market. Shoe Factory A has established a good name in the local market, and thus it has entered into an arrangement with some footwear shops: the shops name their premises after the factory and they sell its products along with other shoes.

Until 2000, Shoe Factory A was doing very well. The past two years, with the invasion of Chinese shoes the company business has been affected negatively. It was forced to reduce the employees from 87 to 47. The employees have learned their skills through experience rather than through formal training. The factory does not use its maximum capacity, 720 shoes per day. It produces only about 180 shoes per day, and the main reason is lack of demand. 

In the local market, Shoe Factory A is one of the best-known shoe factories in the country. However, its domestic market share is low: according to the respondent (based on information he received from UNIDO) it is less than one percent of the 15.7 million people who use footwear (which is only 25% of a total of 63 million Ethiopian population).

These factories have shifted their production mainly to the local market, in particular wholesalers and retailers, and especially to men’s shoes. But the high taxation on imported raw material affected the price of the final products. For instance, local producers pay 50% tax to produce shoes whereas shoe importers pay only 40% tax.  Moreover, there is a common misconception by consumers that imported items are better than locally produced items. Nonetheless local producers are optimistic that at least they will be able to better compete with China’s products by their quality in due time.

There was almost no horizontal linkage among enterprises partly due to lack of trust. However, the foreign market forced the local enterprises to unify. The footwear enterprises recently started an association that may help to solve some of their problems. On top of that, they are members of the Chambers of Commerce and the Ethiopian Private Manufacturers Association.

The government role to promote domestic production leaves much to be desired. It does neither give incentive nor subsidies in the process of purchasing machines and raw materials. Rather the bureaucracy and the taxation rules have threatened the sector. Repeatedly the enterprises brought their problems to the attention of various responsible organizations. Nevertheless, no action has been taken. Very recently, in November and December 2002 the Ethiopian government (both the Ministry of Trade and Industry and the Prime Minister’s Office) has started to stress the importance of the leather (and textile) sectors, especially also in the context of stimulating enterprises to take advantage of the AGOA (cf. Section 5).

Box 6.2: Shoe Factory B

Shoe Factory B is a private factory that was established in 1992 in Addis Ababa with the initial capital of Birr 270,000. The factory produces shoes by assembling parts of the shoes i.e. leather, sole, inner sole, stitching materials, and glue, which are gathered from local and foreign markets. The factory owns two other factories that can supply raw materials to the mother company. The two factories manufacture leather and soles. Other raw materials are imported from Italy, Taiwan, UK and China. The target clients are local wholesalers, but there was a time when Shoe Factory B exported to Italy, Uganda, and Tanzania. 

Currently the factory operates with Birr 8 million. It is equipped with the necessary machines. However, it could not utilize its capacity (1,000 shoes per day) fully, it produces only 100 shoes per day. The past three years it reduced the number of employees from 300 to 100 due to a lack of market. The main reason is the availability of Chinese shoes in large volume for cheap prices. Currently, the factory uses only 10% of its employment capacity. The machines are used partly, almost one-third of the sewing machines are not used.

The enterprise gives its employees on-the-job training. Three years back, the Ministry of Industry has established an institute, the Leather and Leather Products Technology Institute (LLPTI), which provides, among other things, technological training in shoe making, including designs. Thus, the factory no longer depends on foreign designers as they did in the past. It has trained one of its employees in designing.

Box 6.3: Shoe Factory C

Shoe Factory C is one of the well-known private shoe factories in Ethiopia. It was established in1994 under a private ownership in Addis Ababa. The factory operates with an estimation of Birr 3.7 million capital and with 95 employees of which 40 are female. The factory produces both male and female shoes. The necessary raw materials are acquired from local and foreign markets. Shoe Factory C has sister factories that produce soles and leathers. Other raw materials are purchased from Italy, Portugal and South Africa. All the shoes are leather shoes, but they are planning to shift to synthetic shoes for the domestic market. The factory sells those shoes produced using imported soles at high prices, compared to those produced using local soles. It does not import design; it has trained two of the employees on designing. 

The factory supplies its products only to the local market either through its shops or through wholesalers. Moreover, the factory has an agreement with the Ethiopian Police Commission since 1999 to produce shoes for the police force. Shoe Factory C has 11 shoe shops in the country of which three are located in Addis Ababa. The future plan is to export to African and Arabian countries.  

Massive imports of shoes from China have reduced the factory’s market over the past two years. In spite of its capacity of 500 shoes per day, it produces only 200 shoes. The main reason is lack of demand. However, the factory is very much optimistic about the future developments of the market. 

Another major challenge to the factory is the informal small-scale producers. These enterprises function with a few employees only, produce manually, do not pay any tax, ‘borrow’ designs/models from the large factories, and cannot be easily traced because they move from location to location. These producers sell at cheaper prices shoes that are similar to those produced by formal enterprises. 

6.6
Main Problems of Footwear Enterprises

The prevailing problems in the footwear sector are the following. Firstly, there is a shortage of demand for their product. This is a result of the relatively low purchasing power of the Ethiopian population, and it has further been enhanced significantly by the large-scale imports from China of cheap, fashionable shoes, especially for ladies. The positive sign is that more and more customers are starting to appreciate the much greater durability of the Ethiopian shoes. Secondly, despite the enormous livestock population there is sometimes a shortage of raw leather of high quality; this is especially due to the way peasants care for their animals (parasites, diseases, branding, etc.) and to the way the hides and skins are acquired (flay cuts), stocked and transported (in particular the duration). Thirdly, there are a series of more general problems, such as tax system, bureaucratic license system, lack of access to finance, difficulties in acquiring up-to-date technology and designs.

Box 6.4: Shoe Factory D

The Ethiopian Government owns three shoe factories in Addis Ababa. Shoe Factory D is one of them, and is administered autonomously by the management body. An Armenian businessman established this shoe factory in 1938, then during the 'Derg' regime it was nationalized. Shoe Factory D is one of the oldest shoe factories in Ethiopia. Currently it is organized as share company. In practice it is still owned by the government but it is being considered for privatisation. The factory has created job opportunities for 716 people. The production is diversified, i.e. ladies’ shoes, gents’ shoes, and kids’ shoes to serve low income, middle income and high income consumers. Its production is extended from civilians to military and policemen. Until eight years ago, the factory exported to Czechoslovakia; for the future it is planned to export upper leathers to Czech Republic. Currently, the factory imports soles from Czech Republic and South Africa.  

All the products are leather shoes. The factory gets the upper-shoe leathers and soles from its branch factory, but better quality soles are imported from Europe and South Africa. It has the ability of mass production, i.e. 2,500 shoes per day, with different models using local designers. All the products are made of leather, since there are adequate tanneries in Ethiopia; Shoe Factory D is planning to continue dealing with leather products. The factory has two stores and 16 distribution channels; 7 shops are located in Addis Ababa and 9 others in different regions of Ethiopia (Nazareth, Dire-Dawa, Awassa, Jimma, Agaro, Dessie, Mekele, Bahir Dar and Gonder). The shoes are designed for both rural and urban societies and also for non-civilians. 

During the command economy, the state owned shoe factories were managed, specifically the marketing side, by the National Leather and Shoe Corporation (NLSC). In the early 1980’s, this factory had problems in every section of the organization i.e. management, production, design and style. But since 1994, the factory has its own marketing and advertisement department. The last eight years, it has been a profitable shoe factory. Several factors have contributed to the factories' large share in the domestic market according to the respondent: (1) the new marketing and advertisement department bases its production on the knowledge of the consumer demand, (2) its old age and long experience in the market, and (3) the durability of its products. 

However, Shoe Factory D is not free from strong competition, both local and foreign. Another government-owned shoe factory, which produces army service boots with vulcanised soles, is their main competitor. Private shoe factories are also part of the local competitors. They have a comparative advantage compared to Shoe Factory D, because: (a) they produce in small units, and they can gear their models to the latest fashion; (b) they produce with minimum production costs, thus, they can sell for cheaper prices. The other competitor consists of imported shoes, but their threat is in this case not as fierce as that of the local competitors. These shoes are particularly Chinese made, which are synthetic, attractive but not durable. The target consumers for such type of shoes are ladies; thus, the imported shoes affected only one segment of the market. Most of the Shoe Factory D’s consumers are military and rural dwellers, i.e. consumers who give priority for durability rather than beauty. The factory management has a positive attitude towards the open market; however, the informal enterprises are creating unfair competition by selling untaxed items cheaper. In spite of this, the competition among legal enterprises is said to be fair. 

7.
CONCLUSIONS AND RESEARCH SUGGESTIONS

7.1
Value Chains

Production and Producing Firms

The leather footwear sector in Ethiopia has a long history of handicrafts production, but modern industrialisation is of recent origin. The first leather factories were established in the 1920’s. The growth of industries was clearly stunted by policies, in particular that of the nationalisation of private enterprises by the Derg regime. The sector was in the middle of the 1990’s still dominated by the large numbers of cottage and handicraft establishments, surpassing even the employment created by the medium and large-scale establishments (the 10+ category). Nevertheless, these leather establishments account for about 8% of the total registered employment in the entire manufacturing sector in Ethiopia. Despite a decade of liberalisation policies, the public sector is still very important, although more so in the textiles (38% of establishments and 67% of employment), than in leather (13% and 58% respectively). Geographically, the 10+ establishments were concentrated to a large extent (over two-thirds) in the capital city of Addis Ababa.

Since the early 1990’s Ethiopia has also implemented liberalisation policies. This resulted among other things in the invasion into the country of cheap, new or second-hand clothing and footwear, especially from China and other Asian countries, making life very hard for a national industry not used to outside competition. Dumping, smuggling and illegal cross-border trade of live animals and raw hides and skins is increasingly worsening this.

A very low rate of capacity utilization is prevalent in the leather sector. This was explained by the fact that there is sometimes a lack of raw leather of sufficient quality, due to two factors: pre- and post-mortem constraints in the treatment of animals and hides/skins, and constraints in the distribution channel and marketing structure. This under-utilization of capacity has led many industrialists to argue against allowing new entrants into the leather (e.g. tannery) sector. However, others argue that privatisation should not be countered in such a way, and that competition among for example tanneries will work towards a more healthy sector.

Products and Markets Reached

A variety of leather products are being produced whereby some are showing definitely increasing trends, while others are declining in volume of production. The leather sector is the second major export product of the country, and generates an export value that is some 20 times higher than that of the textile sector. Therefore, it is somewhat surprising that until late 2002 only textile companies benefited from AGOA (although it concerns only two companies). Since that time, the Ethiopian government, donors and international organisations have substantially increased their efforts to make Ethiopian entrepreneurs aware of this and other opportunities.

There is a general consensus in the leather industry that it is high time for the 70-years old tannery sector to move up in the value chain, by undertaking manufacturing of leather products (garment, bags, shoes, etc.). Although one of the few beneficial policies implemented by the Derg, i.e. the ban on the export of raw hides and skins, forced them to produce up to the semi-processed level, no further change took place after that. Increased processing of hides and skins within Ethiopia could well be beneficial for the leather-processing manufacturing sector (in terms of enhanced value-added), as well as for the Ethiopian peasants who are supplying most of the raw hides and skins (in terms of increased quality of hides/skins-procurement and the resulting better prices). A comparative study of leather processing in Ethiopia and Kenya with that in India provided some important lesson (Muchie 2000). In the case of India, liberalization came after the industry was already strong and well positioned. In Ethiopia the primary export product is still semi-finished hides and skins. If Ethiopia wishes to climb the value-added chain as India has successfully done, deliberate and concerted national action will continue to be needed. A first step in this direction is that, as we have seen, the Ethiopian Government has determined that one of the focal points for the coming years is to enhance rapid export growth, in particular through intensified processing of high quality skins/leather. However, the biggest hurdle is that Ethiopia, unlike India, has not yet started climbing the value-added chain.

Input Sourcing

Ethiopia is potentially endowed with a more than sufficient livestock population, although there are serious problems with the quality of the raw material provided. Further investigations of the causes are needed in the areas of production as well as distribution and marketing. This quality problem might be overcome by improving animal husbandry practices, by introducing price incentives for primary producers, by improving or abolishing the practice of backyard slaughtering, by introducing a collection system based on a grading system, and by reducing illegal cross-border trade. 

The other input that is a major handicap is capital. It is not available in sufficient quantities and small-scale producers cannot get access to it. Labour is less of a problem, in particular because un- or semi-skilled workers can do a relatively large share of the work. The occasional problem of a lack of skilled workers should, however, not be underestimated, especially when enterprises move up the value-added ladder.

Product Design Capabilities

Countries that were behind Ethiopia in terms of design have now overtaken Ethiopia, the prime example being China. The invasion of Chinese products in the country has led to adaptations among firms. For example, small-scale producers are trying to cope with the situation by increasingly imitating shoes in vogue in the market. Designs, of course, should also be locally appreciated. Ethiopia is developing a taste for the fashionable Chinese ladies shoes, although many people, especially in the countryside, prefer sturdy shoes that have a prolonged lifespan. It is, therefore, no surprise that increased protection of the national industry is increasingly being voiced, especially to protect manufacturers who create employment for many.

Institutional Context

In the past half year, the institutional context is changing. The Ethiopian government has taken a positive attitude in its PRSP, and several Ministries have taken initiatives to promote the interests of the sector. Part of this increase in interest is due to AGOA and other initiatives. Meetings are organized around such themes, and as one of the first concrete results, enterprises in the textile sector have explicitly stated their intention to fill the void of a sector-wide association. In the leather sector, institutions have already further developed, and the ETA and ALGAMA are even feeling the need to merge in order to become stronger. The widespread support, from Ethiopia and abroad, for the LLPTI is very much encouraging for the sector since this institute is set to play a pivotal role in training and learning, in innovation diffusion, in environmental protection and in BDS delivery.

7.2
Linkages

Profile of Enterprises

The differentiation among firms in the leather footwear sector is substantial (although not as large as for example in the textile sector; cf. Zewdie et al. 2003). At one end of the spectrum, the large footwear factories stand out clearly from the majority at the other end: large concentrations of small-scale firms in a few specialised clusters in Merkato (and Gulele). Especially Shera Terra, a concentration of producers and suppliers, and Amede Gebeya, a concentration of shops, stand out. The role of the local governments, Woreda and Kebele, is potentially large, but needs more investigation.

Horizontal Linkages

Horizontal linkages, whether for the joint purchase of raw materials, the sharing of tools, machines and accessories, or the joint undertaking of contracts, are weakly developed. Apart from certain firm-specific reasons raised to explain this weakness, entrepreneurs mentioned quite often the lack of trust among the firms, either explicitly or implicitly (e.g. individualism and independence). The organization of enterprises in associations is only in its infancy stage in Ethiopian manufacturing. This is confirmed by the discussion on competition: many entrepreneurs have difficulties in adapting to the change from command to market economy, in part because the politico-economic environment is not always conducive to entrepreneurship. On the other hand, they do seem to realize the benefits of competition and of clustering (e.g. information exchange). 

Vertical Linkages

Vertical linkages are rather diversified. Firstly, subcontracting relations are weakly developed, and again the lack of trust among entrepreneurs seems to be an overriding issue. Secondly, the backward linkages differ between the sub-sectors: while a few footwear enterprises, in particular the larger shoe factories, import at least part of their raw materials, all other firms use only local raw materials. Thirdly, the forward linkages are even more confined to the domestic market, and in particular to Addis Ababa; products are sold to retailers, wholesalers and sometimes to (other) factories. The uphill battle against cheap imports is illustrated best by the case studies of shoe factories all of which used to export not so many years ago but could no longer compete and had to abandon export production. This is a serious set-back for the Ethiopian economy.
Governance within the value chains differs according to sub-sectors. Individual clients are most important for the shops, while all types of footwear manufacturers depend especially on retailers and to a lesser extent on wholesalers. The sector is, thus, characterized by a buyer-driven chain, with a clear dominance of retailers.

Institutional Context

The institutional context is not always conducive to the further development of the sector. Government regulations often disfavour private investments, and bureaucracy, in particular to acquire business license(s), and taxation often work as disincentives. Several other negative institutional factors are: power shortages, lack of access to finance, lack of sustained updating of knowledge, and lack of impact of national associations.

Structure of Labour Markets

With respect to employment, we have seen in the above that the large shoe factories are most important. A remarkable difference exists with respect to gender between the footwear factories and the small-scale firms: while the factories sometimes employ 40 to 50% women, for the MSE’s this applies to less than 10%. Another category of workers is that of the unpaid male and female workers, which are important in the shops. The majority of workers are categorized as skilled, and as regular or even permanent; in fact, very few casual workers seem to be employed which may partly be explained by the contracting volume of business. Micro-enterprises do, surprisingly, not exist in the footwear sector (the smallest firms employ three workers), most likely because of the mode of production used. Another remarkable outcome is that two-thirds of the footwear employers claim to provide additional benefits to their workers.

Main Problems of Firms

In the footwear sector the major problem consists of a lack of demand. Due to cheap imports from China and other countries (especially in Asia), the capacity utilization of enterprises is often rather low. The other main problems, according to the entrepreneurs themselves, are the government regulations and high taxation, and the lack of access to finance. The lack of trust among firms was implicit in several discussions with the entrepreneurs. The footwear entrepreneurs add two product specific problems, i.e. the quality of leather is not always high enough, and the generally negative image concerning local products.

In sum, the present study in Addis Ababa found that the footwear sector in Ethiopia has been marginalized from global benefits: the value chains of the sector end mostly within the domestic market. The sector is characterized by buyer-driven chains. The enterprises have an interest in the export market, but are not able to connect themselves to the global arena. The domestic products are not able to compete with Chinese ladies shoes in the footwear sector, although the higher durability of locally produced shoes may put local manufacturers back on the map.

7.3 Policy Recommendations and Research Suggestions

Policy Recommendations

The above conclusions lead to rather urgent policy recommendations, such as streamlining the registration procedures, harmonizing domestic and import taxes, strengthening employers associations, and facilitating the enhanced access to finance. Recently, the issue of AGOA has proven rather painfully that information dissemination is severely lacking in Ethiopia. The strengthening of strong national associations and of Chambers of Commerce, the development of employers associations, in combination with the establishment and sustained support of technical sector-specific institutes providing for BDS (such as the LLPTI for the leather sector), will go a long way to enhance information dissemination. 

A major hindrance to this dissemination as well as to (collective) learning processes among enterprises is the general lack of trust among entrepreneurs. This issue needs to be addressed more in depth to be able to provide clear policy recommendations in this area. Part of the explanation may be found in the rather incomplete and hap-hazard privatisation process since the downfall of the Derg in 1991, and the widespread remnants of local government institutes dating back to the Derg which were used to control the people, epitomized by the Kebele system. Therefore, more attention is needed not only for the governance of the value chains and the possibilities for the upgrading of enterprises, but also for the social capital of clusters, i.e. networks or group membership, trust within and between firms, and the acceptance of moral rules and norms or adherence to certain values. This includes policy attention to the socio-economic aspects of local economic development and to the social dimensions of small and medium scale enterprises. While for the larger-scale enterprises, AGOA may provide an interesting initiative to focus on in the near future, for the smaller firms increasing horizontal linkages (especially networking and collective learning) and increasing vertical linkages with buyers may well lead to upgrading.

Research Suggestions

The leather sector has a great potential for Ethiopia in terms of generating (export) income and employment, as well as satisfying local, national and international demand for leather footwear and garments. Therefore, research into those areas that impede this sector from development could have great significance for the country as a whole. Some of the research suggestions identified in this paper are the following.

(1) In the literature on global value chains quite a lot of attention is rightly given to upgrading, looking at different sources of knowledge and experiences. With respect to the leather industry, Bini (2002) has provided an interesting analysis of the learning experiences of Ethiopian tanneries. He investigates how two dimensions (i.e. global and local) interact, and what will be the ‘net’ effect in terms of capacity upgrading. His main conclusion is that in the case of the Ethiopian tannery industry there is no sign that co-operation with external buyers undermines co-operation at the local level, as is often suggested in the literature. One of the research suggestions will be to further investigate these types of co-operation and upgrading; which types can be distinguished, and under which circumstances these different types will be effective.

(2) The relatively unimpeded import, whether legal (incl. dumping) or smuggled, of cheap footwear does a lot of damage to the industry studied here. These phenomena need more sustained research interest.

(3) Research into the possibilities for footwear enterprises to take advantage of AGOA, EBA, and other initiatives is very urgent.

(4) While for the larger-scale enterprises, AGOA, EBA, etc. may provide an interesting initiative to focus on in the near future, for the MSE’s increasing horizontal linkages (especially networking and collective learning) and increasing vertical linkages with buyers may well provide a more feasible road towards upgrading of enterprises. Research is, therefore, also needed into the social capital of clusters, i.e. networks or group membership, trust within and between firms, and the acceptance of moral rules and norms or adherence to certain values (cf. ISS 2002). 

(5) Investigations into the possibility to improve and sustain the quality of raw materials, i.e. different types of leather, would be very beneficial for the manufacturing sub-sectors.

(6) Monitoring ongoing and new government policies are of course an important area for continuous research. For example, an urgent policy issue in the tannery sector that needs to be investigated is whether, following the ban on the export of raw hides and skins, further protection is needed (temporarily). Another example is the apparent low priority that the government attaches to the poor infrastructure in the country which is hampering regular business very much. A special area of interest is the role and activities of local governments (Woredas and Kebeles) with respect to the (economic) development of their locality, and in which way this role can be changed to become more dynamic and enabling, instead of controlling and regulating (cf. Van der Loop and Tseguereda 2003).

(7) An area that has received little attention in the literature is new technologies, skills and management practices, and how to learn about them and implement them. In view of international competition this is a major area of research.

(8) Although the institutional context seems to be changing for the better, it needs continuous monitoring and research to enhance its impact.
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ANNEX 1:
The Number of Large and Medium-Scale Manufacturing Establishments and their Ownership, 1974 – 2001.

	No. of  large & medium-scale establishments **)
	Public
	%
	% increase
	Private
	%
	% increase
	TOTAL
	%
	% increase

	1974
	26
	9,5%
	--
	247
	90,5%
	--
	273
	100,0%
	--

	1975/76
	*)
	--
	--
	*)
	--
	--
	*)
	--
	--

	1976/77
	161
	38,3%
	519,2%
	259
	61,7%
	4,9%
	420
	100,0%
	53,8%

	1977/78
	*)
	--
	--
	*)
	--
	--
	*)
	--
	--

	1978/79
	180
	43,2%
	11,8%
	237
	56,8%
	-8,5%
	417
	100,0%
	-0,7%

	1979/80
	188
	46,5%
	4,4%
	216
	53,5%
	-8,9%
	404
	100,0%
	-3,1%

	1980/81
	198
	48,5%
	5,3%
	210
	51,5%
	-2,8%
	408
	100,0%
	1,0%

	1981/82
	189
	45,1%
	-4,5%
	230
	54,9%
	9,5%
	419
	100,0%
	2,7%

	1982/83
	194
	46,7%
	2,6%
	221
	53,3%
	-3,9%
	415
	100,0%
	-1,0%

	1983/84
	191
	47,9%
	-1,5%
	208
	52,1%
	-5,9%
	399
	100,0%
	-3,9%

	1984/85
	200
	49,4%
	4,7%
	205
	50,6%
	-1,4%
	405
	100,0%
	1,5%

	1985/86
	206
	51,2%
	3,0%
	196
	48,8%
	-4,4%
	402
	100,0%
	-0,7%

	1986/87
	206
	50,4%
	0,0%
	203
	49,6%
	3,6%
	409
	100,0%
	1,7%

	1987/88
	208
	50,2%
	1,0%
	206
	49,8%
	1,5%
	414
	100,0%
	1,2%

	1988/89
	205
	49,9%
	-1,4%
	206
	50,1%
	0,0%
	411
	100,0%
	-0,7%

	1989/90
	158
	50,5%
	-22,9%
	155
	49,5%
	-24,8%
	313
	100,0%
	-23,8%

	1990/91
	150
	52,1%
	-5,1%
	138
	47,9%
	-11,0%
	288
	100,0%
	-8,0%

	1991/92
	152
	53,7%
	1,3%
	131
	46,3%
	-5,1%
	283
	100,0%
	-1,7%

	1992/93
	152
	52,6%
	0,0%
	137
	47,4%
	4,6%
	289
	100,0%
	2,1%

	1993/94
	169
	33,9%
	11,2%
	330
	66,1%
	140,9%
	499
	100,0%
	72,7%

	1994/95
	174
	34,7%
	3,0%
	327
	65,3%
	-0,9%
	501
	100,0%
	0,4%

	1995/96
	169
	26,3%
	-2,9%
	473
	73,7%
	44,6%
	642
	100,0%
	28,1%

	1996/97
	161
	21,7%
	-4,7%
	580
	78,3%
	22,6%
	741
	100,0%
	15,4%

	1997/98
	155
	20,3%
	-3,7%
	607
	79,7%
	4,7%
	762
	100,0%
	2,8%

	1998/99
	151
	19,4%
	-2,6%
	628
	80,6%
	3,5%
	779
	100,0%
	2,2%

	1999/2000
	145
	18,4%
	-4,0%
	643
	81,6%
	2,4%
	788
	100,0%
	1,2%

	2000/2001
	139
	17,5%
	-4,1%
	657
	82,5%
	2,2%
	796
	100,0%
	1,0%


*) Data not available.

**) Establishments that engage 10 or more persons (and use power driven machines).

Sources: CSA Surveys of Manufacturing (1976 - 2002), and Befekadu and Berhanu (1999/2000). 

ANNEX 2:
The First Leather and Shoe Factories Established in Ethiopia (before 1970).

NAME OF FACTORY
YEAR OF
OWNERSHIP AT TIME OF
EMPLOYEES**) 


ESTABL.*)
ESTABLISHMENT
Eth.
For.
Total


Addis Ababa Tannery
1926
Ethiopians
150
--
150

Awash Tannery
1928
Foreigners residing in Ethiopia
485
7
492

Anbessa Shoes Factory
1940
Foreigners residing in Ethiopia
81
5
86

Key Bahr Tannery
1946
Foreigners residing in Ethiopia
30
2
32

Blue Nile
1949
Foreigners residing in Ethiopia
250
u.
u.

Eritrea Shoes
1950
Foreigners residing in Ethiopia
200
--
200

Ethiopian Shoes Factory
1964
Ethiopians & Foreigners
u.
u.
181

Dahlak Shoes
1964
Foreigners residing in Ethiopia
36
2
38

Kombolcha Tannery
1967
Foreign individuals
u.
u.
u.

Ethiopian Rubber & 

               Plastic Shoes
1965
Govt. + Priv. Org. + Eth. indiv.
370
--
370

Ethiopian Pickling
1969
Govt. + Foreign individuals
321
20
341

Asmara Tannery
1969
Foreigners residing in Ethiopia
88
--
88

Mojo Tannery
1964
(unknown)
u.
u.
u.

Source: Ministry of Industry (1986).

*) Year of Establishment.

**) Number of employees at the time of measurement in the 1970’s. Eth.= Ethiopian employees; For.= Foreign employees; u.=unknown number.

ANNEX 3:
The Number of Large and Medium-Scale Manufacturing Establishments in TEXTILE and Leather/Footwear, 1974 – 2001.

	No. of  large & medium-scale establishments *)
	Manufacture of Textiles **)
	Manufacture of Wearing Apparel **)
	Tanning & Dressing of Leather, Manufacture of Footwear, etc.

	1976/77
	45
	6
	20

	1981/82
	53
	8
	26

	1986/87
	48
	13
	25

	1987/88
	47
	11
	28

	1988/89
	45
	11
	27

	1989/90
	22
	6
	20

	1990/91
	24
	10
	20

	1991/92
	21
	8
	21

	1992/93
	21
	8
	21

	1993/94
	25
	17
	52

	1994/95
	26
	13
	50

	1995/96
	32
	23
	63

	1996/97
	34
	26
	61

	1997/98
	33
	26
	57

	1998/99
	36
	28
	49

	1999/2000
	36
	25
	53


*) Establishments that engage 10 or more persons (and use power driven machines).

**) By way of comparison data have also been provided for the textiles and wearing apparel establishments.

Sources: CSA Surveys of Manufacturing (1976 – 2002). 

ANNEX 4: Production of Manufactured Articles in Leather/Footwear in 1992- 2000. 

	LEATHER & FOOTWEAR ARTICLES PRODUCED
	UNIT
	1992/93
	1993/94
	1994/95
	1995/96
	1996/97
	1997/98
	1998/99
	1999/00

	LEATHER SHOES AND BOOTS
	Pairs
	928,831
	1,199,174
	1,159,392
	1,384,703
	1,179,602
	1,080,430
	1,400,748
	1,585,034

	CANVAS & RUBBER SHOES
	Pairs
	2,030,862
	1,609,372
	2,196,248
	1,783,897
	3,874,952
	749,830
	500,149
	193,628

	PLASTIC FOOTWEAR
	Pairs
	123,468
	62,318
	395,678
	604,348
	1,870,279
	4,421,649
	5,576,111
	3,242,974

	LEATHER UPPER AND LINING
	‘000 Sq.M. 
	3,829
	1,179
	1,123
	1,136
	419
	545
	747
	1,026

	LEATHER SOLE
	Tons
	110
	28
	NA
	NA
	NA
	-
	-
	26,110

	SEMI PROCESSED SKINS
	‘000 Pcs.
	6,670
	10,649
	12,884
	15,308
	11,112
	17,913
	13,031
	10,845

	LEATHER GARMENT
	‘000 Sq.ft.
	135
	1,118
	1,594
	826
	1,017
	1,611
	3,890
	3,918

	PLASTIC SOLE
	Pairs
	NA
	NA
	1,084,457
	1,371,187
	4,085,684
	3,353,588
	1,666,467
	1,730,609

	CRUST & WET-BLUE HIDES
	‘000 Sq.ft.
	2,927
	6,958
	10,009
	4,347
	5,192
	5,551
	4,566
	6,483


Source: CSA (1998 and 2002).
ANNEX 5 A - E:
Selected Characteristics of Large and Medium-Scale Manufacturing Establishments*) in 1996 – 2000.

	5-A: GROSS VALUE OF PRODUCTION (IN 000 BIRR)

	
	Years
	Public
	Private
	Total
	% Private
	% of Total Manufact,

	Textiles Products and

wearing apparel **)
	1996/97
	685,517
	41,960
	727,477
	5.8%
	12.1%

	
	1997/98
	599,585
	47,402
	646,987
	7.3%
	10.1%

	
	1998/99
	635,891
	53,907
	689,798
	7.8%
	9.5%

	
	1999/00
	514,362
	151,629
	665,991
	22.8%
	8.2%

	Leather and Footwear
	1996/97
	452,133
	196,224
	648,357
	30.3%
	10.8%

	
	1997/98
	311,274
	341,212
	652,486
	52.3%
	10.2%

	
	1998/99
	267,552
	298,143
	565,695
	52.7%
	7.8%

	
	1999/00
	232,976
	358,148
	591,124
	60.6%
	7.3%

	Total Manufacturing
	1996/97
	4,740,586
	1,255,616
	5,996,202
	20.9%
	

	
	1997/98
	4,742,852
	1,650,354
	6,393,206
	25.8%
	

	
	1998/99
	4,668,548
	2,603,769
	7,272,317
	35.8%
	

	
	1999/00
	4,802,970
	3,325,881
	8,128,851
	40.9%
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	5-B: WAGES AND SALARIES (IN 000 BIRR)

	
	Years
	Public
	Private
	Total
	% Private
	% of Total Manufact,

	Textiles Products and 

wearing apparel **)
	1996/97
	110,926
	6,464
	117,390
	5.5%
	24.0%

	
	1997/98
	105,732
	9,264
	114,996
	8.1%
	22.5%

	
	1998/99
	100,812
	14,040
	114,852
	12.2%
	20.8%

	
	1999/00
	85,222
	41,760
	126,982
	32.9%
	21.1%

	Leather and Footwear
	1996/97
	41,213
	6,686
	47,899
	14.0%
	9.8%

	
	1997/98
	32,621
	13,154
	45,775
	28.7%
	9.0%

	
	1998/99
	32,701
	20,384
	53,085
	38.4%
	9.6%

	
	1999/00
	31,407
	21,525
	52,932
	40.7%
	8.8%

	Total Manufacturing
	1996/97
	404,673
	84,957
	489,630
	17.4%
	

	
	1997/98
	401,610
	108,646
	510,256
	21.3%
	

	
	1998/99
	398,893
	153,084
	551,977
	27.7%
	

	
	1999/00
	390,427
	211,554
	601,981
	35.1%
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	5-C: FIXED CAPITAL ASSETS (IN 000 BIRR)

	
	Years
	Public
	Private
	Total
	% Private
	% of Total Manufact,

	Textiles Products and

wearing apparel **)
	1996/97
	477,334
	56,500
	533,834
	10.6%
	19.6%

	
	1997/98
	413,209
	64,900
	478,109
	13.6%
	15.3%

	
	1998/99
	381,211
	524,886
	906,097
	57.9%
	21.5%

	
	1999/00
	320,958
	620,708
	941,666
	65.9%
	18.1%

	Leather and Footwear
	1996/97
	36,973
	104,026
	140,999
	73.8%
	5.2%

	
	1997/98
	23,393
	214,845
	238,238
	90.2%
	7.6%

	
	1998/99
	22,413
	250,584
	272,997
	91.8%
	6.5%

	
	1999/00
	150,480
	297,600
	448,080
	66.4%
	8.6%

	Total Manufacturing
	1996/97
	1,913,949
	814,539
	2,728,488
	29.9%
	

	
	1997/98
	1,867,332
	1,252,791
	3,120,123
	40.2%
	

	
	1998/99
	2,082,050
	2,128,534
	4,210,584
	50.6%
	

	
	1999/00
	2,759,379
	2,432,410
	5,191,789
	46.9%
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	5-D: INVESTMENT IN FIXED ASSETS (IN 000 BIRR)

	
	Years
	Public
	Private
	Total
	% Private
	% of Total Manufact,

	Textiles Products and 

wearing apparel **)
	1996/97
	15,962
	9,102
	25,064
	36.3%
	8.2%

	
	1997/98
	33,658
	2,506
	36,164
	6.9%
	8.9%

	
	1998/99
	8,974
	2,140
	11,114
	19.3%
	3.0%

	
	1999/00
	9,946
	25,070
	35,016
	71.6%
	7.8%

	Leather and Footwear
	1996/97
	4,738
	16,242
	20,980
	77.4%
	6.8%

	
	1997/98
	4,439
	26,346
	30,785
	85.6%
	7.6%

	
	1998/99
	3,986
	35,211
	39,197
	89.8%
	10.7%

	
	1999/00
	4,045
	40,167
	44,212
	90.9%
	9.8%

	Total Manufacturing
	1996/97
	180,600
	125,975
	306,575
	41.1%
	

	
	1997/98
	249,350
	154,812
	404,162
	38.3%
	

	
	1998/99
	155,499
	211,558
	367,057
	57.6%
	

	
	1999/00
	149,530
	300,801
	450,331
	66.8%
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	5-E: NUMBER OF EMPLOYEES

	
	Years
	Public
	Private
	Total
	% Private
	% of Total Manufact.

	Textiles Products and 

wearing apparel **)
	1996/97
	29,939
	1,858
	31,797
	5.8%
	34.4%

	
	1997/98
	26,809
	2,474
	29,283
	8.4%
	31.4%

	
	1998/99
	26,173
	3,331
	29,504
	11.3%
	31.5%

	
	1999/00
	18,374
	9,125
	27,499
	33.2%
	28.9%

	Leather and Footwear
	1996/97
	6,016
	2,128
	8,144
	26.1%
	8.8%

	
	1997/98
	4,434
	3,155
	7,589
	41.6%
	8.1%

	
	1998/99
	4,172
	3,011
	7,183
	41.9%
	7.7%

	
	1999/00
	4,017
	2,972
	6,989
	42.5%
	7.4%

	Total Manufacturing
	1996/97
	71,657
	20,708
	92,365
	22.4%
	

	
	1997/98
	67,995
	25,221
	93,216
	27.1%
	

	
	1998/99
	64,767
	28,913
	93,680
	30.9%
	

	
	1999/00
	56,882
	38,133
	95,015
	40.1%
	


*) Establishments that engage 10 or more persons (and use power driven machines).

**) By way of comparison data have also been provided for the textiles and wearing apparel establishments.

Sources: CSA (1975 – 2001, and 2002a).

ANNEX 6:
Daily Capacity and Actual Production of Tanneries in Ethiopia, 2002.
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Source: Ethiopian Tanneries Association/LLPTI; Personal Communication 2002.

MAP 1:
Addis Ababa and its Division in Woredas.


(Source: Tebarek Lika 1997).
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MAP 2:
Woreda 5 in Addis Ababa with the Division in Kebeles.


(Source: Tebarek Lika 1997).
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� This percentage is based on a total poverty line (both food and non-food) estimated at Birr 1,075 per person per year in 1995/96 prices (FDRE-MOFED 2002: 7).


� The impact of the new Value Added Tax (VAT), introduced in January 2003, is not yet clear.


� See for example the papers by the other partners in the network: Kinyanjui et. al. (2002), Kuzilwa (2002), and Rogerson (2002), and for a complete overview: McCormick and Rogerson (2003).


� A fourth cluster was identified in the North-West of Addis Ababa, centering on Gulele (Woreda 8 & 10; cf. Map 1); however, this was found to be a secondary, and much more dispersed, ‘cluster’ (cf. Tseguereda 2002).


� Legal Notice Number 10 of 1950. This was modified and refined by means of decrees of 1963, 1964 and 1966 (cf. Befekadu and Berhanu 1999/2000: 202-3).


� Interestingly, a private entrepreneur, who bought three textile factories from EPA several years ago, has recently requested the EPA to buy these factories back, amounting to a unique case of  “re-nationalisation” if EPA agrees, which they are considering.


� What makes a country eligible to receive the benefits of AGOA, i.e. duty-free access to the U.S. market for specified products, relies on a large number of criteria, to be reviewed annually. They include the establishment of market-based economies, the development of political pluralism and the rule of law, the elimination of barriers to U.S. trade and investment, the protection of intellectual property rights, the adoption of policies to reduce poverty and increase the availability of health care and educational opportunities, engagement in efforts to combat corruption, and the protection of human rights and worker (incl. children) rights (cf. Coughlin et. al. 2001: 123-4).


� The Ethiopian Foreign Trade Promotion Agency stated that Ethiopia had until October 2002 only taken advantage of a value of 0.01% (or US $ 822,000) of the AGOA initiative (Nigist 2002), mainly by means of the participation of two garment factories (Melaku 2002). Instead, other countries are benefiting considerably, such as Nigeria, Gabon and Angola who are exporting principally energy related products like oil, but also countries with more diversified exports to the US such as South Africa, Kenya and Mauritius. In the textile and garment sector countries like Mali, Kenya, Mauritius, Namibia and Swaziland have already invested millions of US dollars in new factories creating thousands of new job opportunities.


� Ethiopia is not (yet) a full member of the latter, but only an ‘associated’ member; however, it has submitted its initial application in January 2003 to join the WTO.


� These data are provided by LLPTI and ETA. Muchie (2000: 539) provided slightly different estimates for the late 1990’s: 30 million cattle, 24 million sheep and 19 million goats, while CSA (2002) provided diverging figures for 2000/01, especially in the case of skins: 35.4 million cattle, 11.4 million sheep and 9.6 million goats.


� Not a single company in this sector in Ethiopia has yet been certified to ISO 9000 QMS, Quality Management System, or ISO 14000 EMS, Environmental Management System (cf. Jemberu 2002).


� The names of the factories have been left out for reasons of privacy.
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		No		Name of Tannery		Daily Capacity				Daily Actual				Capacity

														Utilization in %

						Hides		Skins		Hides		Skins		Hides		Skins

		1		Abay Tannery				3,000				1,500				50.0

		2		Addis Ababa Tannery (Public)		800		-		700				88.0				Public

		3		Bole Tannery		300		2,000		150		0		50.0		0.0

		4		Bahr Dar Tannery				5,000				2,000				40.0

		5		Batu Tannery		255		2,550		0		0		0.0		0.0

		6		Blue Nile Tannery				5,000				3,000				60.0

		7		Combolcha Tannery (Public)				6,000				4,000				67.0		Public

		8		Debreberhan Tannery				6,000				2,000				33.0

		9		Desse Tannery				6,000				4,000				67.0

		10		Dire Industry		500		6,000		425		5,100		85.0		85.0

		11		Ethio Leather Industry		650		18,650		540		13,406		83.0		72.0		Awash & Er. Pickling (ELICO-Group)

		12		Ethiopian Tannery (Public)		1,200		12,000		1,100		10,000		92.0		83.0		Public

		13		Hafde Tannery				5,000				2,500				50.0

		14		Horu Tannery				4,500				2,250				50.0

		15		Mersa Tannery		300		8,000		200		0		67.0		0.0

		16		Modjo Tannery (Public)				9,250				5,000				54.0		Public

		17		Sheba Tannery		800		4,000		0		0		0.0		0.0

		18		Shoa Tannery				3,000				2,250				75.0

		19		Walia Tannery		250		4,000		200		2,000		80.0		50.0

		20		Kolba Tannery				3,000				0				0.0

				Total		5,055		112,950		3,315		59,006		65.6%		52.2%





Sheet2

		





Sheet3

		






