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The leather footwear sector in Ethiopia has great potential to enhance manufacturing and export production, and thereby to increase employment opportunities and reduce poverty. It has several competitive advantages in different areas. In the natural arena, Ethiopia is endowed with the largest livestock population in the whole of Africa, and in particular sheep and goatskins are of exceptional quality. On the policy front, two remarkable developments are the following: firstly, the ban on exports of raw hides and skins implemented by the previous government (the Derg) in 1986 has enhanced indigenous leather tanning and stimulated manufacturing; secondly, following the publication of the Poverty Reduction Strategy Paper (PRSP) by the Ethiopian Government in 2002 several Ministries have started promoting actively the opportunities arising through globalisation in the international arena for, among others, leather product manufacturers, in particular the participation of Ethiopian enterprises in AGOA. Economically, the leather sector has been generating substantial foreign exchange earnings since it is Ethiopia’s second export product of the country after coffee. From a social viewpoint, the sector offers substantial employment opportunities and will thus contribute to poverty alleviation. Institutionally, the leather sector is relatively more advanced (e.g. compared to the textile sector).

This policy brief will investigate some of these opportunities, but also some of the threats to the development of the leather sector. The major threat resulted from the liberalisation policies of the past decade, which allowed cheap imports to arrive in bulk, especially from China, competing national companies out of the market. Other threats come from the cumbersome registration procedures and the partly unreliable provision of infrastructures (e.g. electricity supply). A different kind of threat concerns the relatively little trust entrepreneurs have in each other; this is especially important since medium and small-scale footwear producers usually operate in clusters which could in principle enhance cooperation and collective learning as well as diffusion of technological and managerial innovations provided they trust each other. Lastly, the majority of the hides and skins come from rural areas where they partly suffer from their by-product status, resulting in lesser quality hides and skins than could easily be attained if more attention was given to animal and hide/skin care. This policy brief will furthermore suggest ways to stimulate the leather sector so that it can realize its vast potential for the development of the country’s economy and society.



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 the size of its livestock population. This has clearly been realized by the Ethiopian Government: One of the eight major policy tasks identified in the PRSP 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 leather (footwear) sector. Furthermore, with its intensive use of relatively low-skilled labour, the sector has been important in the process of transformation that many Asian countries underwent en route to industrial economies, and it may well perform a similar function for Ethiopia in the (near) future. Moreover, the sector provides ample employment, skilled as well as unskilled, and has the potential to increase it substantially.

“Regarding livestock population Ethiopia ranks No. 1 in Africa and 10th in the world…”

The opportunities and challenges offered by globalisation are by now widely known (see e.g. 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.
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This policy brief investigates the position of the leather footwear sector within the Ethiopian economy from the perspective of global value chains. Since this study is part of the African Research Network on Clothing and Footwear, the main objective is to make an 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.

This policy brief starts with an analysis of the salient features of industrialisation and the policy environment in Ethiopia. The main body of the paper consists of an in-depth investigation of the footwear sector from the value chain perspective. This is followed by a summary of the conclusions and several policy recommendations.
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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, i.e. design, production, marketing, and consumption/ recycling, from the cradle to the grave of a given product or service. 

A Simple Value Chain:
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 the 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.





Background

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 increased imports from China etc. were in part responsible for a relatively large increase in the services sector 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. Other important export commodities are semi-processed hides and skins and leather, and ‘other vegetable products’, mainly chat, each accounting for some 10 to 15% (cf. CSA 2002, and Befekadu & Berhanu 1999/2000).

Contribution to GDP of Ethiopia in 1999/2000 (in percent)
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Ethiopia has had a very long history of handicrafts production, but modern industry is of quite recent origin. It was only after 1950 that a deliberate strategy to encourage the expansion of the industrial sector was formulated. 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. 

This incipient 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. The impact of Ethiopia’s period of command economy on industry has been one of stifling activities, and the industrial sector has not expanded in any substantial way (cf. Van der Loop 2003).

Current Policies: Liberalization and Privatisation

After the overthrow of the Derg regime, the new EPRDF government introduced liberal economic reforms by means of the New Economic Policy (NEP) of 1991. 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 in the world.

“Liberalisation led to a rapidly increasing influx of cheap, second-hand and new consumer goods, especially from China”

The contribution of industry to the national economy has stagnated for a long period of time (e.g. from 10.9% of GDP in 1980/81, it had only marginally increased to 11.5% some 20 years later; 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.

Within the industrial sector, the contribution of manufacturing to GDP is rather modest. Large and medium-scale manufacturing establish- ments contribute 4.8%, while handicrafts and small-scale industries account for 2 percent.
 Time series are only available for the 10+ category, and these show that there was a rapid growth from a low of 283 establishments in 1991/92 to 796 in 2000/01 (cf. Van der Loop 2003). At the same time the percentage of private establishments increased in the same period from 46% to 83%. Another surprising, and alarming, fact demonstrated by these time series 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.

Number of Large and Medium-Scale Manufacturing Establishments 1974 – 2001
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Future Industrialization Policies

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. As can be concluded from the quotation at the beginning of this policy brief, 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.

International Dimension

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.
 

“AGOA offers substantial opportunities for the leather sector to participate in globalisation”

Therefore, AGOA could offer substantial advantages to enterprises in Ethiopia, which has been 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 access to land, 

· aging of machines, 

· absence of soft loans, 

· market problem, 

· lack of adequate finance/capital, and 

· smuggling and contraband of second-hand goods, 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.

“The leather sector is well-endowed with institutions at an international-regional level, such as ESALIA, AFLAS and COMESA”

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.








Leather footwear production plays a significant role in the development process of both developed and 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, because it has the largest livestock production in Africa, and the 10th largest in the world: its livestock population is currently estimated at 35 million cattle, 21 million sheep and 16.8 million goats. This comparative advantage is further underlined by the fact that the costs of raw hides and skins constitute on average between 55 to 60% of the production of semi-processed leather (Kiruthu 2002).

Current Livestock Population of Ethiopia

(cf. LLPTI and ETA, in: Van der Loop 2003)
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Production and Producing firms

The leather and shoe industry was among the first players in the industrialisation process with the establishment of two tanneries in the 1920s. Expansion was slow thereafter (for example, slower than in the textile sector), and around 1992/93 there were only 21 establishments involved in leather and shoe production. With the introduction of the NEP, the number of establishments jumped to 52 in 1993/94 (a growth of 150%). After years of minor growth and decline, the current number is back to the level of 1994 (cf. Van der Loop 2003). Although more detailed data are available on these large and medium establishments, in terms of numbers the informal cottage and handicraft firms dominate in the leather and shoe production. For example, in 1995/96 the various surveys of CSA gave a rather complete picture of the types of enterprises in this sector: 63 in the 10+ group, 72 small-scale and 11,753 (or 99%) cottage and handicraft establishments (Befekadu & Berhanu 1999/00).

“Public enterprises in the leather sector are still important despite one decade of privatisation efforts”

Regarding the 10+ group there is a clear concentration in the major urban areas of the country. For example, of the 54 establishments in 2000/01, 39 (or 72%) are located in Addis Ababa, while the others are located in cities in Amhara and Oromiya. The employment generated by this group 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. However, they are the larger ones: they employ about 58% of the workers. Public establishments dominate in the areas of wages and salaries and numbers of employees, while the private sector dominates the gross value of production, the fixed capital assets and the investments in fixed assets. In time, the private sector’s share is increasing relative to that of the public sector. In conclusion, the public sector seems to be still rather important, and in some respects even dominant in this manufacturing sector, despite the privatisation efforts that have been going on for about a decade now.

Within the leather sector, 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 number of persons engaged (CSA 2002).

Privatisation in the Leather Sector
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Many medium and small-scale footwear producers in Addis Ababa are operating in clusters, in particular in a specific part of Merkato. Within the main cluster, i.e. Woreda 5, a sub-cluster exists, called Shera Terra which is located in Kebele 12. 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 (cf. Tseguereda 2002 and Tebarek 1997).

“The very existence of a well-developed system of suppliers in Shera Terra represents one of the main assets of the shoe producers in this cluster”

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, which 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 falls below the capacity of the 19 tanneries. According to the ETA, the current daily capacity of the tanneries of almost 113,000 skins is being utilized for only 52%, while this percentage is higher for hides (66%), albeit of a much lower daily capacity of 5,055 hides. 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 mentioned above. The problem is that large amounts of hides and skins are (partly) wasted in the countryside (see also section 3.3), 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).

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.

“Ethiopian highland sheepskins and certain types of goat skins retain a high reputation in international markets for their natural characteristics”

The kind of products produced and the changes in quantity over a number of years (1992 – 2000) has been investigated (cf. Van der Loop 2003). The production of leather shoes and boots increased 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.

	Leather & Footwear Articles 

Produced in Ethiopia
	1999/2000

	Leather Shoes And Boots (Pairs)
	1,585,034

	Canvas & Rubber Shoes (Pairs)
	193,628

	Plastic Footwear (Pairs)
	3,242,974

	Leather Upper & Lining (1,000 Sq.M.)
	1,026

	Leather Sole (Tons)
	26,110

	Semi Processed Skins (1,000 Pieces) 
	10,845

	Leather Garment (1,000 Sq.Ft.) 
	3,918

	Plastic Sole (Pairs)
	1,730,609

	Crust & Wet-Blue Hides (1,000 Sq.Ft.)
	6,483


(Source: CSA 1998 and 2002).

During the past two decades leather and semi-processed hides and skins have constituted the second major export product of the country with between 7 and 17 % of total foreign earnings, second only to coffee with between 50 and 60% of earnings. The percentage has been fluctuating, and the most recent figures indicate a decrease in exports. It has to be said though that the year 2000/2001 witnessed a peak in the foreign earnings in this sector.

Value of Ethiopian exports of leather hides and skins in million Birr.
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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 goatskins and 16% for hides and other skins (Muchie 2000). 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).

Input Sourcing
Generally, the Derg period was characterized by the following aspects. Firstly, there were no sustainable benefits or incentives through the market to those who could improve the quality of hides/skins (mainly the primary producers). Secondly, the incentive mechanism of the NLSC was primarily targeted at increasing the volume of supply to the tanneries, and not at improving the quality. Thirdly, prices of raw hides and skins were set by the government. Lastly, 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. Moreover, the marketing policy of the Derg regime restricted the activities of the merchants, for example, through a capital ceiling, and the Kella (toll station) system (cf. Van der Loop 2003 and Kodama 2001). The capital ceiling was abolished in 1990, and the Kella system was simplified. Nowadays 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 retaining 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 shows that the ban on raw hides and skins was not 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, Ethiopia 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).

“The ban on exports of raw hides and skins by the Derg in 1986 changed the marketing structure”

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).

“.. a major problem with the leather sector is the by-product status of hides and skins..”

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 a few 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), 

· Eth. New Year & Mesqal (September), 

· Christmas & Timqat (January). 

Muslim holidays are also important in this respect (e.g. Ramadan and Arafa).

As a result of this by-product status, not enough attention is paid to maintaining the quality of the hides and skins. Other serious problems at the source impacting on the leather quality are: flay cuts, putrefaction, animal diseases (ekek), branding, poor pattern, dirt and dung, 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).

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; cf. Zewdie et al. 2003).

There are a number of organisations and associations catering for the leather (footwear) sector, such as:

· Ministry of Agriculture (MOA), 

· Ministry of Trade and Industry (MTI), 

· Leather and Leather Products Technology Institute (LLPTI), 

· Ethiopian Tanners Association (ETA), 

· Awash Leather Garments and Articles Manufacturers’ Association (ALGAMA),

· Quality and Standards Authority of Ethiopia (QSAE),
 and 

· 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 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).

“..lack of demand and lack of trust among firms are major problems..”

Main Problems of Footwear Firms

Fieldwork among footwear enterprises undertaken at RLDS has led to an overview of the main problems faced by these enterprises (cf. Zewdie et. al. 2003). Presently, the major problem in the footwear sector 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 explicit in many answers related to horizontal and vertical linkages among firms, as well as implicit in numerous 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.



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 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 with 13% of establishments and 58% of employment. 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 definite 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: in the case of India, liberalization came after the industry was already strong and well positioned (Muchie 2000). 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.





The above conclusions lead to rather urgent policy recommendations, such as:

· streamlining registration procedures;

· harmonizing domestic & import taxes;

· strengthening employers’ associations;

· facilitating 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.

REFERENCES

Addis Ababa Chamber of Commerce (2002): Ethiopia: Country Profile. http://www.addischamber.com/ethiop /2economy.htm.

Addis Tribune (2002): The Plight of Ethiopia’s Export Trade. Letter from Editor. Addis Ababa: 22 Nov. 2002.

Alem Asfaw (2002): Challenges and Prospects of the Leather Industry in Relation to Export Promotion. Paper presented at the Workshop entitled “Challenges and Solutions for the Ethiopian Leather Industry”, organized by UNIDO & LLPTI on 10 Dec. 2002, Addis Ababa.

Befekadu Degefe and Berhanu Nega (eds.;1999/2000): Annual Report on the Ethiopian Economy. Vol. I, 1999/2000. Ethiopian Economic Association (EEA), Addis Ababa.

Belay Woldeyes (2002): The Role of LLPTI in Training and Services to the Ethiopian Leather Industry. Paper presented at the Workshop entitled “Challenges and Solutions for the Ethiopian Leather Industry”, organized by UNIDO & LLPTI on 10 Dec. 2002, Addis Ababa.

Berhanu Nega and Kibre Moges (2002): Declining Productivity and Competitiveness in the Ethiopian Leather Sector. Ethiopian Economic Policy Research Institute (EEPRI), Addis Ababa. http://www.addis chamber.com / speech/leather.htm.

Bini, Alessandro (2002): Upgrading in the Leather Value Chain: Learning Experience of Ethiopian Tanneries. Paper presented at the Research Network Workshop on Clothing and Footwear in African Industrialization on 5-8 July 2002 in Mombassa, Kenya. IDS, Univ. of Sussex.

Coughlin, P., M. Rubin & L. Amedee Darga (2001): Constraints and Opportunities; Myopia or Global Vision? The SADC Textile & Garment Industries. Study commissioned by SADC. Paper presented at Research Network Workshop on Clothing & Footwear in African Industrialization; 5-8 July 2002, Mombassa, Aug. 2001.

CSA, Central Statistical Authority (1975 – 2001): Ethiopia: Yearly Reports on Large and Medium Scale Manufacturing and Electricity Industries Survey. FDRE, Addis Ababa, Various years.

CSA, Central Statistical Authority (1998): Ethiopia: Report on Large and Medium Scale Manufacturing and Electricity Industries Survey; June 1998. FDRE, Addis Ababa, October 1998.

CSA, Central Statistical Authority (2002): Ethiopia: Statistical Abstract 2001. FDRE, A. Ababa, March 2002.

CSA, Central Statistical Authority (2002a): Ethiopia: Report on Large and Medium Scale Manufacturing and Electricity Industries Survey; April 2002. FDRE, Addis Ababa, October 2002.

FDRE-MOFED (2002): Ethiopia: Sustainable Development and Poverty Reduction Program (SDPRP). Federal Democratic Republic of Ethiopia (FDRE)/Ministry of Finance and Economic Development (MOFED). Addis Ababa; July 2002.

Gereffi, G., J. Humphrey, R. Kaplinsky & T. Sturgeon (2001): Introduction: Globalisation, Value Chains and Development. In: IDS Bulletin Vol. 32, July 2001, pp.1-8.

Humphrey, J., and H. Schmitz (2000): Governance and Upgrading: Linking Industrial Cluster and Global Value Chain Research. IDS Working paper No. 120. IDS, University of Sussex; Nov. 2000.

Jemberu Bekele (2002) International Quality Standards of Leather. Paper presented at the Workshop entitled “Challenges and Solutions for the Ethiopian Leather Industry”, organized by UNIDO and LLPTI on 10 December 2002, Addis Ababa.

Kaplinsky, R. & M. Morris (2002): A Handbook for Value Chain Research. Prepared for IDRC. IDS, University of Sussex. 

Kinyanjui, M., P. Ligulu and D. McCormick (2002): The Clothing and Textile Industry in Kenya. Paper presented at the international conference on Clothing and Footwear in African Industrialisation: Building an African Research Network, July 5-6 2002 Serena Beach Hotel, Mombasa, Kenya.

Kiruthu, Samuel M. (2002) : Benchmarking the African Leather Sector. UNIDO, Vienna: August 2002.

Kodama, Yuka (2001): The Role of Merchants under Economic Liberalization: A Case of Sheepskin Marketing in Ethiopia. Institute of Developing Economies, Chiba, Japan.

Kuzilwa, J. (2002): A Brief on the Footwear Industry in Tanzania. African Research Network on Clothing & Footwear. March 1, 2002. 

Loop, Theo van der (2000): The Impact of Globalisation on the Organization of Production, Micro and Small Enterprises, and Labour, with Special Emphasis on Africa. Addis Ababa University: RLDS Working Paper No. 6. May 2000.

Loop, Theo van der, and Tseguereda Abraham (2003): Contributions to Local Economic Development (LED) by Enterprise and Business Development; Footwear Clusters in Addis Ababa. Paper presented at the 2nd RLDS International Policy Research Workshop: “LED and Globalization”, held on 28/29 April 2003 in Addis Ababa. Addis Ababa University: RLDS.

Loop, Theo van der (2003; forthcoming): Clothing and Footwear in African Industrialisation; The Case of Ethiopia. In: D. McCormick and C. Rogerson (eds.): Clothing and Footwear in African Industrialisation. Publishers: Africa Institute of South Africa, Pretoria. 

McCormick D., P. Kimuyu & M. Kinyanjui (2001): Kenya’s Garment Industry: An institutional view of Medium and Large Firms.  Working Paper 531, IDS: Univ. of Nairobi.

McCormick, D. and C. Rogerson (eds.; 2003): Clothing and Footwear in African Industrialisation. Publishers: Africa Institute of South Africa, Pretoria (forthcoming).

Melaku Demissie (2002): Ethiopia to join the U.S. market with a bigger programme. In: The Reporter, 30 Oct. 2002, Addis Ababa.

Muchie, Mammo (2000): Leather Processing in Ethiopia and Kenya: Lessons from India. In: Technology in Society 22 (2000) pp. 537-555. Pergamon/Elsevier Science Ltd. 

Nigist Abraha (2002): Ethiopia’s participation in AGOA said insignificant. In: Sub-Saharan Informer, 25 October 2002. A. Ababa.

Rogerson, C.M. (2002): Sunrise or Sunset Industries? South Africa’s Clothing and Footwear Sectors. Paper presented at the international conference on Clothing and Footwear in African Industrialisation: Building an African Research Network, July 5-6 2002 Serena Beach Hotel, Mombasa, Kenya.

Tamiru Geda (2002): Our Cotton should not be restricted to Domestic Consumption. In: Capital, 27 October to 2 November 2002. Addis Ababa.

Tebarek Lika (1997): Employment and Income in the Urban Informal Sector: A Case Study of Informal Leather Shoe Making Enterprises in Addis Ababa. MA Thesis, Dept. of Geography, Addis Ababa University.

Tseguereda Abraham (2002): The Dynamism and Potential Contribution of Micro and Small Enterprises to Development: The Case of the Footwear Sector in Addis Ababa. MA Thesis, RLDS, A. Ababa University.

Worku Deguma (2002): Production and Marketing Problem of ALGAMA. Paper presented at the Workshop entitled “Challenges and Solutions for the Ethiopian Leather Industry”, organized by UNIDO and LLPTI on 10 December 2002, Addis Ababa.

Zewdie Shibre, Theo van der Loop & Essete Solomon (2003): Horizontal and Vertical Linkages in the Textile and Leather Footwear Sectors in Addis Ababa, Ethiopia. Addis Ababa University: RLDS Working Paper No. 15; Jan. 2003.

RLDS POLICY BRIEFS

1.
Theo van der Loop (June 2003): The Importance of the Leather Footwear Sector for Development in Ethiopia. 

2.
Tegegne Gebre Egziabher (August 2003): The Importance of Rural Non-Farm Activities for Rural development in Ethiopia. 

3.
Zewdie Shibre and Theo van der Loop (September 2003): The Importance of the Textile Sector for Development in Ethiopia.

RLDS WORKING PAPERS
1.
Meheret Ayenew (September 1998): Some Preliminary Observations on Institutional and Administrative Gaps in Ethiopia’s Decentralization Processes.

2.
Dejene Aredo (February 1999): Cropping Patterns in Ethiopia: Spatial and Temporal Variations.

3.
Kashi N. Singh (June 1999): Locality and Local Economic Development.

4.
A.H.J. (Bert) Helmsing (June 1999): Decentralisation and Emerging Patterns of Local Governance; A Comparative Analysis of Uganda, Zimbabwe and Zambia.

5.
Beyene Tadesse (March 2000): Differential Adoption of Agricultural Technologies: Implications for the Choice Between Growth and Equity.

6.
Theo van der Loop (May 2000).The Impact of Globalization on the Organization of Production, Micro and Small Enterprises and Labour, with Special Emphasis on Africa.

7.
Dejene Aredo (June 2000): Regional Integration in Africa:Problems and Prospects.

8.
Paulos Chanie (August 2000): Civil Service Reform in Ethiopia: Problems and Prospects.

9.
A.H.J. (Bert) Helmsing (August 2000): Rural-Urban Relations and Adjustment: A Review.

10.
Tegegne Gebre Egziabher (September 2000): Perspectives and Issues of Urban Development in Ethiopia.

11.
Meine Pieter van Dijk (October 2000): The Importance of Urban Clusters of Micro and  Small Enterprises for Africa, A Typology with Promotion Policies.

12.
A.H.J. (Bert) Helmsing (July 2001): Local Economic Development in Africa, New Generation of Actors, Policies and Instruments.

13.
Assefa Admassie (November 2001):Social and Economic Factors Affecting Child Labour and School Attendance in Rural Ethiopia.

14.
Hailu Belay (January 2003): The Current Decentralization Process in Ethiopia: Prospects and Challenges.

15.
Zewdie Shibre, Theo van der Loop and Essete Solomon (January 2003): Horizontal and Vertical Linkages in the Textile and Leather Footwear Sectors in Addis Ababa, Ethiopia.
Papers can be purchased or ordered from the RLDS Secretariat:
P.O.Box 5563, Addis Ababa, Ethiopia

Telephone/Fax: 00 - 251 - 1 - 55 22 27

E-mail: rldssecr@rlds.aau.edu.et
Consumption & Recycling








Global Trade Opportunities for African Countries:


AGOA (US)


EBA (EU)


WTO (World-wide)


COMESA (S. & E. Africa)





Marketing





Production





Design

















� See e.g. the papers by the other partners in the network: Kinyanjui et. al. (2002), Kuzilwa (2002), and Rogerson (2002), and for a complete overview: McCormick & Rogerson (2003). Related field research has been undertaken in this area by RLDS (cf. Zewdie et al. 2003, and Van der Loop & Tseguereda 2003).


� See e.g. Gereffi et. al. 2001, Humphrey & Schmitz 2000, Kaplinsky & Morris 2002, and McCormick et. al. 2001.


� Cf. CSA 2002 and Befekadu & Berhanu 1999/2000. Large and medium-scale establishments engage 10 or more people, and use power-driven machines, while small-scale ones engage less than 10 people, and use power-driven machines.


�  Cf. Coughlin et. al. 2001. For data on the Ethiopian situation, see Van der Loop 2003, Nigist 2002, and Melaku 2002.


� ‘Production’ is gross value of production (in 000 Birr). ‘Investments’ are investments in fixed assets (in 000 birr). ‘Employees’ are numbers. Data are for the year 1999/2000 (cf. Van der Loop 2003, based on CSA 1975 – 2001, and 2002a).


� 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).
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