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Editons’ Fote

our esteemed veaders! Burvitu No. 105 Publication M/@: you di-

verse pleces, which we believe as they give insights on the vespecive issues

presented. In the News & Information column, we highlighted the attainments

Veﬁp's‘l-ered towards promoting investment, resulted ﬁvm the vartous econsmic
poticy measures taken by the National Bank of Ethiopia.

Under the Researches columm, a paper entitled “Is Textile Sector a Potential for
Ethiopiag” is entertained. The topic covers the development of the sector during
the?erwdnfthe ijm,-&t;ptmaﬂwtfwmmqfﬂw Vejémemdthecomvfr}/
become guided. by a liberal economic system. Besides, the potential of the country
thW%WMﬁWMWM@WMWWW
solutions for expediting are also included.

The last coluwmmn, which is the chﬂam}/ selHon, entertains éo'temr)/ narva-
tHon faaw;t}ﬂﬁm dytoday%dde%oﬁ&eruedmmmepwple,dﬁc@ftoex—
WWVWWM;W@WMMWW natuval conservation
Mmtohjmmmnéywywﬁ@ﬂvwmmt%t#w
commf)/.

We wish youa p/lea/rm reado'ﬂﬁ!
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The current world economic downturn is the top most global agenda that draw the attention of Governments, policy
makers and renowned economists. All these have been doing their level best efforts to seek short and long term
mechanisms to curb the problem and hence, the G-20 summit held at London on April 2, 2009 is cited among others.
Prior to this, IMF issued a release on its World Economic Outlook Magazine on January 28, 2009 that states about
the overall economic slump and the required measures need to be applied. We present the full version of the release
as follows.

Global Economic Slump Challenges Policies
World growth is projected to fall to Y2 percent in 2009, its lowest rate since Worlhar 11. Despite
wide-ranging policy actions, financial strains remain acute, pulling down the real economy. A
sustained economic recovery will not be possible until the financial sector’s fimctionality is re-
stored and credit markets are unclogged For this purpose, new policy initiatives are needed to
produce credible loan loss recognition; sort financial companies according to their medium-run
viability; and provide public support to viable institutions by injecting capital and carving out
bad assets. Nlonetary andfisca! policies need to become even more supportive of aggregate de-
mand and sustain this stance over the foreseeable fi,ture, while developing strategies to ensure
long-term fiscal sustainability. Moreover, international cooperation will be critical in designing
and implementing these policies.
The world economy is facing a deep
downturn.

Global growth in 2009 is expected to fall to Figurel, GDP Growth

(Percent Change)
YJ percent when measured in terms of
purchasing power parity and to turn nega- 5
tive when measured in terms of market ex- T o
change rates (Table 1.1 and Figure 1). This \/A 4 e % e

represents a downward revision of about H
1314 percentage point from the November

2008 WEO Update. Helped by continued =
effotis to ease credit strains as well as ex- e b e 0 e A e

1970 75 80 85 % 9 200 05 10

pansionary fiscal and monetary policies, the
global economy is projected to experience a
] 3 4 sures to provide additional capital and
gradual recovery in 2010, with growth pick- g e
reduce credit risks. “Since end-October,
in advanced economies, spreads in fund-
ing markets have only gradually narrowed
despite government guarantees, and those
in many credit markets remain close to
their peaks. In emerging economies, de-
spite some recent moderation, sovereign
and corporate spreads are sti II elevated.
Financial market conditions have remained As economic prospects have deteriorated,
extremely difficult for a longer period than equity markets in both advanced

envisaged in the November 2008 WEO

ing up to 3 percent. However, the outlook is
highly uncertain, and the timing and pace of
the recovery depend critically on strong pol
icy actions.

Financial markets remain under stress.

: See the January 2009 Global Financial Stability

Update, despite wide-ranging policy mea- Report-Market Update.
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and emerging economies have made little or
no gains. Currency markets have been vola-
tile.

Financial markets are expected to remain
strained during 2009. In the advanced econ-
omies, market conditions will likely contin-
ue to be difficult until forceful policy actions
are implemented to restructure the finan-
cial sector, resolve the uncertainty about
losses, and break the adverse feedback loop
with the slowing real economy. In emerging
economies, financing conditions will likely
remain acute for some time-especially for
corporate sectors that have very high roll-
over requirements.

A pernicious feedback loop between the real
and financial sectors is taking its toll.

Global output and trade plummeted in the
final months of2008 (Figure 2). The con-
tinuation of the financial crisis, as policies
failed to dispel uncertainty, has caused as-
set values to fall sharply across advanced
and emerging economies, decreasing house-
hold wealth and thereby putting downward
pressure on consumer demand. In addition,
the associated high level of uncertainty has
prompted households and businesses to
postpone expenditures, reducing demand
for consumer and capital goods. At the same
time, widespread disruptions in credit are
constraining household spending and cur-
tailing production and trade.

’_—_\ . W N

Figure 2. Growth in Global Industrial

Production and Merchandise Trade
(Annualized three-month percent change)

Industrial production 4
(Ieft scde) A

Merchandise export vaue
(right scale) --30

1997 99 2001 B ® 07 Nov.

Sources: Haver Analytics; and
IMF staff estimates.
Advanced economies are suffering their deepest
recession since World War II.

Against this uncertain backdrop, output in
the advanced economies is now expected to
contract by 2 percent in 2009. This would
be the first annual contraction during the
postwar period, with a cumulative output
loss (relative to potential) comparable to the
1974-75 and 1980-82 periods (Figure 3).
Nevertheless, assuming more comprehen-
sive and coordinated financial policy actions
that support a gradual normalization of fi-
nancial market conditions, as well as siz-
able fiscal stimulus and large interest rate
cuts in many advanced economies, output
is expected to start recovering in late 2009
and rise by about 1 percent in 2010. Stabi-
lization in the U.S. housing market should
help underpin recovery during this period.
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Figure 3 Cumulative Output Loss Relative
to Potential during Global Downturns

. Vorid

BEE ~dvenced economies
008 Emerging and developing economies

T 197475 1980-83 1990-93 2001-03 2008-10

Emerging and developing economies are experi-

encing a serious slowdown.

Growth in emerging and developing econo-
mies is expected to slow sharply from 6%
percent in 2008 to 31;4 percent in 2009,
under the drag of falling export demand
and financing, lower commodity prices, and
much tighter external financing constraints
(especially for economies with large external
imbalances). Stronger economic frameworks
in many emerging economies have provided
more room for policy support to growth than
in the past, helping to cushion the impact
of this unprecedented external shock. Ac-
cordingly, although these economies will ex-
perience serious slowdowns, their growth is
projected to remain at or above rates seen
during previous global downturns. Devel-
oping countries in Africa and elsewhere are
also better prepared this time to face policy
challenges because of improved macroeco-
nomic policy implementation, but the conti-
nent is in a weaker position than most other
regions because of its poverty levels and re-
liance on commodity exports.

Anemic global growth has reversed the
commodity price boom.

The slump in global demand has led to a
collapse in commodity prices (Figure 4). De-
spite production cutbacks and geopolitical
tensions, oil prices have declined by over
60 percent since their peak in July 2008,
although they remain higher in real terms
than during the 1990s. The IMF’s baseline
petroleum price projection has been revised
down to $50 a barrel for 2009 and $60 a
barrel for 2010 (from $68 and $78, respec-
tively, in the November WEO Update), and
risks to this projection are on the down-
side. Metals and food prices have also been
marked down in line with recent develop-
ments. These price declines have dampened
growth prospects for a number of commod-
ity-exporting economies.

Figure 4 Real Commodity Prices
(1995=100)

- 350

Source: IMF staff estimates

Inflation pressures are subsiding.

Sluggish real activity and lower commodity
prices have dampened inflation pressures
(Figure 5). In the advanced economies, head-
line inflation is expected to decline from 312
percent in 2008 to a record low % percent
in 2009, before edging up to % percent in
2010. Moreover, some advanced economies
are expected to experience a period of very
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low (or even negative) consumer price in-
creases. In emerging and developing econo-
mies, inflation is also expected to subside to
53;4 percellt in 2009 and 5 percent in 2010,
down from 91/2 percent in 2008.

Figure 5. CPI Unflation
(Percent)

Emerging and y
e developing econamles,,“

World
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economies
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Source: IMF staff estimates
Global monetary and fiscal policies are pro-
viding substantial support.

Faced with a quickly deteriorating outlook
and subsiding inflation pressures, central
banks in the advanced economies have tak-
en strong actions to cut policy rates and im-
prove credit provision. Policy interest rates
have been brought down substantially in
recent months, especially as inflation pres-
sures subsided, although falling inflation
expectations are mitigating the impact on
real interest rates. Relative to the November
WEO Update projections, short-term mar-
ket interest rates in 2009 are assumed to
be about % percentage point lower in the
United States, the euro area, and the United
Kingdom, in line with market expectations.
Central banks in emerging economies are
also moving to ease their policy stance and
improve market liquidity.

To combat the downturn, many govern-
ments have announced fiscal packages
to boost their economies. Consequently,

unlike the November FVEO Update, the new
projections incorporate a substantial fiscal
expansion. Specifically, fiscal stimulus in G-
20 countries in 2009 is projected to be 1.5
percent of GDP. Deficits are also expected to
be boosted by the operation of automatic sta-
bilizers and the impact on revenues of sharp
asset price declines, as well as the costs of
financial sector rescues. As a result, the fis-
cal balance in advanced economies is pro-
jected to deteriorate by 3~ percentage points
to -7 percent of GDP in 2009 (Figure 6).

Figure 6. General Government Fiscal Balances
(Percent to GDP)

Emerging and
developing sconomies

000 02 04 06 08 10

Source: IMF staff estimates

The uncertainty surrounding the outlook is
unusually large.

Downside risks continue to dominate, as
the scale and scope of the current financial
crisis have taken the global economy into
unchalled waters. The main risk is that
unless stronger financial strains and un-
certainties are forcefully addressed, the per-
nicious feedback loop between real activity
and financial markets will intensify, leading
to even more toxic effects on global growth.
In addition, the risks of deflation are rising
in a number of advanced economies, while
emerging economies’ corporate sectors could
be badly damaged by continued limited
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access to external financing.2 Further
more, while fiscal policy is providing impor-
tant short-term support, the sharp increase
in the issuance of public debt could prompt
an adverse market reaction, unless govern-
ments clarify their strategy to ensure long-
term sustainability.

There are also upside risks. In particular,
global financial conditions could improve
faster than expected due to stronger policy
actions. This could boost consumer and
business confidence and alleviate the credit
crunch, thereby lifting global growth.

Strong and complementary policy efforts are
needed to rekindle activity.

Policy efforts so far have addressed the im-
mediate threats to financial stability (through
liquidity support, deposit insurance, and re-
capitalization schemes), but they have done
little to resolve the uncertainty about the
long-term solvency of financial institutions.
The process of loss recognition and re-
structuring of bad loans is still incomplete.
Therefore, financial sector policies should
focus on advancing this process by forcing
credible and coordinated loan loss recogni-
tion and by providing public suppprt to the
viable financial institutions. Such policies
should be supported by measures to resolve
insolvent banks and set up public agencies
to dispose of the bad debts, including pos-
sibly through a “bad bank” approach, while
safeguarding public resources.

Monetary policy remains an important poli-
cy lever. The projections incorporate a sub-
stantial easing in policy rates, although the

< See Gauging Deflation Risks, IMF Staff Position Note
(SPN/09/01)

effectiveness of interest rate cuts to support
activity is likely to be constrained as long as
financial conditions remain disrupted. With
interest rates approaching zero in several
major countries, central banks are explor-
ing alternative policy approaches that rely
on using their balance sheets to ease mone-
tary conditions further. The focus should be
on unlocking key (high-spread, low-liquid-
ity) credit markets.

In current circumstances, the timely imple-
mentation of fiscal stimulus across a broad
range of advanced and emerging econo-
mies must provide a key support to world
growth.3 Given that the current projections
are predicated on strong and coordinated
policy actions, any delays will likely wors-
en growth prospects. Countries that have
policy room should make a firm commit-
ment to do more if the situation deteriorates
further. Fiscal stimulus packages should
rely primarily on temporary measures and
be formulated within medium-term fiscal
frameworks that ensure that the envisaged
buildup in fiscal deficits can be reversed as
economies recover and that fiscal sustain-
ability can be attained in the face of demo-
graphic pressure. Countries that have more
limited fiscal space should focus their efforts
on supporting the financial sector and credit
flows, while ensuring that budgets adjust to
less favorable external conditions. However,
it will be important to avoid cutbacks in for-
eign aid in response to tightening budget
constraints, lest hard-won economic gains
in developing countries are lost.

9 See Fiscal Policy for the Crisis. IMF Staff Position
Note (SPN/08/01)
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Table 1.1. Overview of the World Economic Outlook Projections
(Percent change. unless otherwise noted)
Year over Year Q4 over Q4
Difference from November
Projections 2008 WEO Projections Estimate Projections
2007 2008 2009 2010 2009 2010 2008 2009 2010
World output ! 5.2 3.4 0.5 3.0 -1.7 -0.8 I 1.2 34
Advanced economies 2.7 1.0 -2.0 1.1 -1.7 -0.5 -1.1 -0.5 1.6
United States 2.0 I ¥ 6 1.6 -0.9 0.1 -0.7 2.0
Euro area 2.6 1.0 -2.0 0.2 -1.5 -0.7 -0.7 -1.4 0.9
Germany 2.5 3  -2.5 0.1 -1.7 -04 =1.2 -1.0 04
France 2P OESE S -9 0.7 -1.4 -0.8 =0.5 -1.8 2.2
Italy 1.5 -0.6 -2.1 -0.1 -1.5  -0.1 -1.5 .1.3 0.8
Spain 3% 1.2 -1.7 -0.1 -1.0 -0.9 -0.4 -1.5 0.5
Japan 24 -03 -26 0.6 -24  -0.5 -3.0 -0.2 0.8
United Kingdom 3.0 0.7 -2.8 0.2 -1.5  -0.9 -1.8 -1.5 0.8
Canada 2.7 0.6 -1.2 1.6 -1.5 -14 -0.4 -04 2.0
Other advanced economies 4.6 1.9 -2.4 2.2 -3.9 -1.0 -16 0.1 2.7
Newly industrialized Asian economies 5.6 2.1 -39 3.1 -6.0 -1.1 =84k 0.6 3.3
Emerging and developing economies? 8.3 6.3 3.3 5.0 -1.8 -1.2 4.5 3.5 5.8
Africa 6:2 5.2 3.4 4.9 -1.4 -0.5 -- -
Sub-Sahara 6.9 5.4 3.5 5.0 -1.6  -0.7 - -
Central and eastern Europe 5.4 3288 -0.4 2.5 -2.6 -1.3 - -
Commonwealth of Independent States 8.6 6.0 -0.4 22 -3.6 -2.3 -- --
Russia 8.1 6.2 -0.7 1.3 4.2  -3.2 2.7 -1.3 1.9
Excluding Russia O 5.4 0.3 4.4 S8 -0.3 -- -
Developing Asia 10.6 7.8 SRS 6.9 -1.6  -1.1 -- -
China 13.0 9.0 6.7 8.0 -1.8  -1.5 6.8 7.5 8.1
India 9.3 18 5.1 6.5 -1.2 -0.3 511 53 7.1
ASEAN-5 6.3 5.4 2.7 4.1 -1.5 -1.3 <l 3.1 4.5
Middle East 6.4 6.1 3.9 4.7 -1.5 -0.6 -- - —-
Western Hemisphere oN 4.6 1.1 3.0 -1.4 -1.0 -- -- --
Brazil Do T 5.8 1.8 BB -1.2  -1.0 4.3 2.2 42
Mexico 3.2 1.8 -0.3 2.1 -1.2 -1.4 -- 0.2 3.3
Memorandum
European Union 3.1 1.3 -1.8 0.5 1.6 -0.8 L. — —
World growth based on market exchange rates 3.8 2.2 -0.6 2.1 =1.7 -0.7 = == ==
World trade volume (goods and services) 72 41 -2.8 3.2 -4.8 -2.5 B - -
Imports
Advanced economies 4.5 NS -3.1 1.9 3.0 -1.8 = - -
Emerging and developing economies 14.5 104 -2.2 5.8 -7.0 -3.6 = - -
Exports
Advanced economies 5.9 Sall -3.7 2.1 _5.0 -1.8 = - —
Emerging and developing economies 9.6 5.6 -0.8 5.4 5.8 -3.5 -- = —
Commodity prices (U.S. dollars)
Oil® 10.7 36.4 -48.5 20.0 -16.7 9.7 = == =
Non fuel (average based on world
commodity export weights) 41l 7.4 -29.1 7.3 -10.4 6.3 B - -
Consumer prices
Advanced economies 24 - 052 O B 2.6 03 09
Emerging and developing economies? o4 9.2 2 g s 7.6 47 4.2
London interbank offered rate (percent)*
On U.S. dollar deposits 5.3 3.0 1.3 2.9 0.7 -1.4 == -- --
On euro deposits 4.3 4.6 2.2 2.7 0.8 -0.8 — - -
On Japanese yen deposits 0.9 1.0 1.0 0.4 = -0.3 == = ==

Note: Real effective exchange rates are assumed to remain constant at the levels prevailing during December 08, 2008-January 05, 2009. Country weights used to construct
aggregate growth rates for groups of countries were revised.

1The quarterly estimates and projections account for 90 percent of the world purchasing-power-parity weights.

2The quarterly estimates and projections account for approximately 76 percent of the emerging and developing economies.

3Simple average of prices of U.K. Brent, Dubai, and West Texas intermediate crude oil. The average price of oil in U.S. dollars a barrel was $97.03 in 2008;

the assumed price based on future markets is S50.00 in 2009 and $60.00 in 2010.

4Six-month rate for the United States and Japan. Three-month rate for the euro area.
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IMF EXECUTIVE BOARD APPROVES
DOUBLING OF
BORROWING LIMITS FOR
POOREST COUNTRIES PRESS

® The Executive Board of the International Monetary Fund (IMF) has
agreed to double the borrowing limits of the poorest countries under
the Poverty Reduction and Growth Facility (PRGF) and Exogenous
Shocks Facility (ESF) arrangements to help low-income countries se-
verely affected by the global economic downturn.

® The Executive Board also began discussions this week on options for
raising additional resources for concessional lending to allow the Fund
to scale up its capacity to assist low-income countries (LICs) over the
medium term. These discussions stem from recent proposals discussed,
among others, by the leaders at the London G-20 Summit. In the lead
up to these discussions, the Board agreed that doubling of access limits
for low-income countries is in line with the sharp increase in demand
for concessional IMF financing by LICs, and also follows upon a recent
increase in access limits for lending financed from the IMF’s General
Resources Account (see Press Release No. 09/85).

® “This reform represents a significant step up in the Fund’s support for
its low-income member countries-which is especially needed in this
global crisis,” said IMF Managing Director Dominique Strauss-Kahn.
“The increased flexibility and the additional resources enable us to bet-
ter meet the needs of the world’s poorest countries, which have been
severely hit by the global downturn.”

® “For most of this decade, low-income countries have been growing
strongly, with declining inflation and reduced debt burdens,” Mr.
Strauss-Kahn said. “But, over the past two years, they have been hit by
a series of shocks, beginning with the escalation in food and fuel prices
and now the global crisis.”

® “Over the past year, the Fund has significantly increased its support
to low-income countries to help them respond to these shocks-almost
doubling the volume of our concessionallending last year, with a fur-
ther substantial increase expected this year,” he added.

Source:- IMF April 23, 2009
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Is é@%é‘é@ sector a

POTENTIAL for ETHIOPIA?

By Mulualem Eshetu (NBE)

Abstract

In Ethiopian, the production
of textile and clothing is char-
acterized by highly labour
intensive nature based on
more of unskilled manpower
and less sophisticated tech-
nology. It is dependent on lo-
cal sources for the principal
input requirements so that it
has been one among a few
export manufacturing sector
of the country. The sector has
engaged widely in the pro-
duction of textile mainly for
domestic consumption while
a small portion of its product
has been exported fo differ-
ent foreign markets. There are
also a few small size garments
producing various finished
textile articles largely for do-
mestic consumption.

The core objective of this pa-
per is to assess the potential
of textile and garment sector
in Ethiopia and major chal-
lenges that hinder the opti-
mal performance of the sec-
tor. Accordingly, it appears to
be a potential sector in terms
of employment expansion,
local resource consumption,
foreign currency earning co-
pacity and internal vertical
linkage with such other sec-

VV\

tors as agriculture, domestic
frade and tfransport services.
These are the main potential
indicator parameters for con-
sidering this sector as one of
the strategic sectors of the
couniry to accelerate eco-
nomic development and im-
prove the living standard of
the people.

Despite its potential and stra-
tegic significance, the sec-
tor is at low level of devel-
opment and faces critical
constraints that impede its
performance. At present, the
sector has faced stiff com-
petition against imports par-
ticularly contraband used
clothes in the domestic mar-
ket. The main factors behind
low performance include
lack of skilled and special-
ized manpower, low level of
technology, management
and entrepreneurial skills, im-
pediment posed by the con-
traband trade and scarcity of
spare parts, inability to pen-
etrate new markets and lack
of sufficient and reliable infra-
structure facilities,

In particular, the products
have had poor quality stan-

dard which has also been the
major factor conftributing for
less competitiveness of the
products against foreign tex-
tile goods. The reason for low
quality of manufactured tex-
tile goods and intermediar-
ies are manifold and extend
vertically through the supply
chain from low quality of raw
materials to poor finishing.

Therefore, the policy reform
and local resource potential
for raw materials by itself may
not be enough to enhance
the performance of the sec-
tor; it also require skiled and
specialized manpower in op-
eration and management,
support in investment and ex-
pansion activities, technolo-
gy import and dissemination,
testing and quality assurance,
regularly review and improve
the environment for develop-
ment of private investment
and business activities, speed-
up privatization and provision
export promotion services to
local textile and garment en-
terprises.
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1. Introduction

The fact that most developing
countries are cotton-growing
nations and, as such, have
at their disposal the most
significant raw material of
textile sector; the industri-
alized world has transferred
the sector away to develop-
ing countries mainly due to
the cost of manufacturing.
On the other hand, consid-
erable investment has gone
for processing of textile and
clothing, particularly cotton-
oriented activities in many
developing countries to meet
domestic demand (import-
substitution), to generate
employment for massive and
growing labour force and to
manufacture for export and
thus accrue much needed

foreign currency.

In Ethiopia, the production of
textile and clothing is char-
acterized by highly labour in-
tensive nature based on more
of unskilled manpower, less
sophisticated technology and
largely dependent on locally
available raw materials. It
consists of integrated textile
and spinning mills, thread,
blanket, sack and garment
factories. The Central Sta-
tistics Agency (CSA) distin-
guishes four types of estab-
lishments under this sector

in Ethiopial. The numerous
are those involving in spin-
ning, weaving and finishing
of textiles. The knitting mills
and the wearing apparel
manufacturers (garments)
are small in size. There are
also establishments engaged
in manufacturing of cordage,

rope and netting.

The production of textile and
clothing has employed vari-
ous raw materials and inter-
mediate inputs obtained from
both domestic and foreign
sources. The main raw ma-
terials are cotton, polyester,
acrylic, fabric and chemical
dyestuffs. Unlike other in-
puts, cotton is the basic raw
material which accounts for
the major proportion of the
total raw materials require-
ments. It is locally produced
and directly supplied to tex-
The
major producers and suppli-

tile processing firms.

ers of raw cotton to local pro-
cessing firms are state farms
with an average supply share
of 50 percent while private
commercial farms and in-
dividual farmers supply 30
and 20 percent respectively
(MoTI, 2002).

In fact, the import intensity of
the sector is the least among

a few local-resource-base

activities such as leather &
leather products and food &
beverage manufacturing in-
dustries of the country2. In
particular, = manufacturing
of clothing has utilized less
proportion of imported inter-
mediate inputs as most of its
intermediate inputs are ob-
tained from domestic textile

producing firms.

The sector has engaged wide-
ly in the production of textile,
which includes cotton & ny-
lon fabric, acrylic yarn, wool-
en & waste cotton blankets
and sewing thread while gar-
ments are producing various
finished textile articles main-
ly for domestic consumption
and a few of these products
have been exported to vari-
ous foreign markets.

There are three sources for
the supply of textile and tex-
tile products in domestic mar-
kets: traditional handloom,
domestic manufacturing in-
dustry and imports. The tra-
ditional handloom produces
and supplies mainly for lo-
cal consumption in rural and
small towns using homespun
and industrial yarns. It is the
major consumer of yarn prod-
ucts, which are produced by
spinning plants, and has the
major share in the textile

1 Establishments employing ten and above persons and use power driven machine are categorized under large and medium scale manufacturing industry (CSA).
2 Import intensity is defined as the ratio of imported intermediate inputs to total inputs ; each of which is measured in terms of their total cost in the same currency unit
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market.

Like most SSA countries,
manufacturing for export in
Ethiopia reflects its resourc-
es as the exports are limited
to non-durable consumer
goods produced using largely
locally available raw materi-
als. The exports are confined
mainly to such product type
as, in order of significance,
leather and leather products,
food & beverage and textile
and textile products with
71.7, 20.3 and 7.6 percent
average share respectively

(See Annex 3).

Among other local-resource-
base manufacturing sectors
that particularly engaged in
manufacturing for export,
manufacturing of textile and
clothing has been considered
as one of the strategic sec-
tors of the country to accel-
erate economic development
and to improve the living
standard of the people (IDS,
2002). Despite its potential
and strategic significance,
the sector is at low level of
development and faces criti-
cal problems that accounted
for low performance. In par-
ticular, the products have
been recognized to have poor

quality standards and hence

VV\

N

less competitive against for-
eign textile products even in
the domestic markets.

The objective of this study is,
therefore, to assess the po-
tential of textile and clothing
sector using such potential
indicators as employment ex-
pansion, local resource con-
sumption, export earning ca-
pacity, internal linkages with
other sectors of the economy.
It is also to point out major
challenges that impede the
optimal performance of the
sector under study. Finally,
attempt is made to draw a
few remarks to be consid-
ered as part of efforts taken
to improve the performance
of the sector through en-
hancing the competitiveness
of the products of the sector
in both domestic and foreign
markets.

The study applies simple
descriptive analysis method
using various data and other
facts obtained from different
sources. The main sources of
the data and other informa-
tion include Central Statis-
tics Agency, National Bank
of Ethiopia, Ministry of Trade
and Industry and other peri-
odical publications and re-

ports of public and other in-
stitutions.

The paper is designed to com-
promise four sections and
proceeds as follow. Follow-
ing this brief introduction,
section two presents related
literature reviews3. Section
three covers assessment of
potentials, opportunities as
well as major challenges of
the sector under study. The
last section is devoted to con-
clusion and a few remarks.

3 Due to lack of relevant literature on the sector, this study focuses on literature of manufacturing industry in general and local-resource-base manufacturing industry in
particular of developing countries particularly of sub Saharan African (SSA) countries.
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2. Literature review 4

While it remains a huge part
of the modern world econo-
my—perhaps a quarter of ag-
gregate world production of
goods and services—many of
the world’s wealthier nations
devote an ever smaller pro-
portion of their workforce to
manufacturing activity owing
to the relocation of such ac-
tivity to lower-wage countries
while the rising proportion of
their economic activity shift-
ed to service sector.

For developing countries, on
the other hand, the manu-
facturing sector has played a
vital role for economic growth
in terms of generating de-
mand for agricultural raw
commodities, job opportu-
nity for massive and growing
population, foreign exchange
earning and backward and
forward linkages with other
sectors of the economy. In
particular, the development
of manufacturing industry
for export is crucial in order
to build the foundation for
rapid economic growth and
may therefore deserve to be
targeted as one of the leading
sectors in developing coun-
tries as it shows greater signs
of external benefits than the
rest of the economy.

these
countries largely depend on

However, most of
a single product or a very
narrow range of low value
export products, mostly ag-
ricultural commodities and
minerals for their source of
foreign currency earning.
As a result, the export earn-
ings from agricultural com-
modities are more subject to
frequent instability as they
are particularly wvulnerable
pri-
marily from adverse price

to exogenous shocks,

movements and unfavorable
weather conditions. In addi-
tion, the export earning from
primary agricultural com-
modities is neither sufficient
nor adequate basis to bring
stable and sustainable eco-

nomic growth.

In this particular case, man-
ufacturing export has played
an important role to insu-
late commodity-dependent
countries from sharp declin-
ing and unexpected variabil-
ity of terms of trade for their
primary exports. This is due
to higher income and price
elasticties of demand and
supply for manufactured
goods and less vulnerable to
the vagaries of nature and
violent fluctuation in glob-
al commodity demand and
price than agricultural com-

modities; all of which have

4 Most of the concepts of the literature are taken from UNCTAD Yearly Book, 1994 and 1998.

stabilizing effect on terms of
trade variability. Eventually,
it leads these countries to
face less uncertainty about
their export proceeds in con-
nection with the ability to fi-
nance, for example, a given or
higher level of imports. This
is of particular importance to
many Sub-Saharan African
countries, seeing their heavy
dependence on exports of
primary products (Ludvig S,
2000).

However, most of the manu-
facturing sectors of these
countries are characterized
by, among others, low pro-
which
undermines the competitive-

ductivity, severely
ness of their products in the
world markets. This situa-
tion together with the host
of supply side constraints
diminishes the opportuni-
ties of the countries to sta-
bilize and boost their export
earning sustainably. As a
result, these countries have
not reached the threshold of
manufacturing which could
help them break out of the
vicious circle restricting en-
try in to foreign markets and
hence outputs mainly for
their domestic markets.

Given the limited size of do-
mestic market and the de-
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pendence on import of inter-
mediate and capital goods,
expanding export capacity
and increasing international
competitiveness are vital for
rapid growth and develop-
ment. The major challenge
is how to break out of the vi-
cious circle of low productiv-
ity and heavy dependence on
a small number of primary
commodities. The challenge
is a long-standing one. Ef-
forts in most countries in the
year following independence
tended to concentrate heavily
on developing import-substi-
tuting industries in order to
increase productivity and di-
versify the production struc-
ture.

However, much of their ca-
pacity is unviable because
of rapid shifts over the past
decade in the global and na-
tional policy environment
and changes in some of the
key parameters affecting
The

lack of a positive response to

their competitiveness.

such shifts reflect, to a great
extent, the failure of these in-
dustries to advance beyond
the infant industry stage and
their continued dependence
for survival on protection
and on provision of foreign
exchange earned from prima-
ry sector or secured through
foreign aid. Restructuring

such industries in to efficient
and competitive units calls
for substantial investment
in both physical and human

capital.

While manufactures could
make a significant contribu-
tion to the growth of total ex-
ports in a few numbers of Afri-
can countries, most countries
will inevitably have to con-
tinue to rely on expansion of
natural- resource-based pro-
duction. This expansion may
be achieved in two ways: by
increasing productivity and
out put in traditional prod-
ucts and regaining market
shares; and by diversifying in
to more dynamic, processed
primary products. Since at-
taining this objective depends
on technological change and
creation of additional pro-
ductive capacity and hence
on new investment, a sus-
tainable growth process re-
quires mutually reinforcing
dynamic interaction between
capital accumulation and ex-
ports, resulting in structural
changes in the pattern of pro-
duction and exports.

The challenge is to maxi-
mize the rent and foreign
exchange from exploitation
of natural resources, which
calls for considerable invest-

ment in the primary sector
including public investment.
Rising output in the primary
sector then allows a surplus
to be generated for invest-
ment to establish resource-
based-industries. As the
scope for accelerating devel-
opment through productivity
improvement and diversifica-
tion in the primary sector is
exploited, sustaining growth
will require a gradual shift to
the production and export of
manufactured goods, start-
ing with technologically less
demanding ones and then
gradually upgrading in to
more sophisticated products
and industries.

Such process is characterized
by rising exports, saving and
investment both in the abso-
lute terms and as a share of
GDP. In this respect, FDI can
be one important means not
only of reducing the resource
gap but also of creating em-
ployment and increasing out
put and exports of natural-re-
source-based industries. But
the precise nature of its con-
tribution depends on how the
current revenue and foreign
exchange earnings are uti-
lized. Over time, the resource
gap should narrow as exports
and domestic savings begin
to grow faster than invest-
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ment with the emergence of
a strong national entrepre-
neurial class that is more in-
clined to reinvest profits.

3. Country Experience

The pattern of export-invest-
ment nexus has been ob-
served in East Asia newly in-
dustrialized economies ever
since their initial stage of
development. In Africa, Mau-
ritius, to a lesser extent Bo-
tswana, Egypt and Morocco,
have gone through this ex-
perience and benefited a lot.
In fact, Mauritius generated
a surplus from traditional
primary sector as a result
of productivity gains, which
help the country to shift re-
sources quickly in to manu-
facture out put and exports.
The case in favour of pro-
cessing and diversification
in to non-traditional exports
is well established and help
to improve the stability of
export earnings and reduce
the risks of investment.

Many other African firms
which have moved success-
fully in to export in area
such as textile and closing
have done so because sub-
stantial investment in new
equipment and quality con-
trol facilities has made it
possible to build links with

foreign distributors. Effective
marketing is closely tied to
product quality and reliabil-
ity even for labour-intensive
products and hence invest-
ment in human and physical
capital is often a prerequisite
for establishing a reputation
as a reliable trading partner.
Successful African manufac-
turing firms have invested in
marketing either in-house or
through links with marketing
services and in some coun-
tries public institutions have
been particularly important
through organizing trade
faire and handling trade for-
malities.

In the absence of selective
export promotion policies,
competitiveness depends on
the behavior of real wages,
productivity growth and real
exchange rate. A comparison
of unit labour costs in Afri-
can countries and some po-
tential competitors in a num-
ber of manufacturing sectors
in 1995 shows that in most
cases costs in Africa were
much higher than in compet-
ing countries such as Bangla-
desh, India and Indonesia.

In general, unit labour costs
in Africa actually increased
after 1980 relative to those
in competing countries even
though in many cases real

wages stagnated or even de-
clined. On the other hand,
some African economies,
such as Mauritius, Morocco
and South Africa with rela-
tively high wages have been
among the regions most suc-
cessful exporters of goods
such as textile, clothing and
foot wear. Strong productivi-
ty growth in these economies
has been a key ingredient of

their export success.

From the early 1980s to the
mid 1990s,
competitiveness

the aggregate
indicators
improved for some of these
countries and for Egypt quite
spectacularly. However, it
appears that this was largely
due to a combination of cur-
rency depreciation and sig-
nificant cuts in real wages;
investment has actually fall-
en significantly. In a number
of countries, strong produc-
tivity and investment growth
has been offset by currency
appreciation or rapidly rising
wage costs. The pattern of
strong investment and pro-
ductivity growth combined
with moderate growth in real
wages and relatively stable
currencies - a pattern found
in India, Indonesia and Tur-
key - still appear to be absent
from Africa.
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4. Assessment of Po-
tential in Textile and
clothing sector in
Ethiopia

4.1 Brief Overview of
Pre-reform period

The past regime, which ruled
the country from 1974 to
1991, stipulated and under-
took a number of economic
measures including massive
nationalization of banks, in-
surance companies, manu-
facturing industries and
commercial firms. The pri-
vate sector was deliberately
marginalized through the im-
position of investment ceil-
ing. Interest rate was higher
for private enterprise bor-
rowers relative to public sec-
tor and cooperatives, which
were also given preference
in the allocation of foreign
exchange, market access,
subsidies and the like all
of which discriminated se-
verely hampered the poten-
tial for expansion of private
manufacturing activities in

general.

As a result, the total num-
ber of textiles and garment
enterprises significantly de-
clined from 66 registered in
1981/82 to 31 in 1991/92.
During this period, the num-

ber of private owned textile
and garment firms dropped
rapidly from 39 to reach 9
that
of public owned textile and

establishments while
garment enterprises slowed
down from 27 to 22 establish-
mentsS. Similarly, the yearly
production of textile and tex-
tile products, measured in
value-added at factor cost,
diminished from Birr 160.5
million in 1981/82 to Birr
58.4 million in 1991 /92 while
total manufacturing GDP de-
clined from Birr 601.6 million
to Birr 336.8 million during
this periods (See Annex 1).

The
of the sector during this pe-

recorded performance

riod was mainly the results
of policies taken against pri-
vate sector development in
the economy as well as the
increase in foreign exchange
constraint observed particu-
larly in the second half of
1980, which emanated from
the economic crisis occurred
in the period.

The period was also charac-
terized by the prevalence of
civil war and various natu-
ral disasters, which brought
the short fall in agricultural
out put and manufactur-
ing input supply so that the

manufacturing industry was
operating much below of its
full capacity. In addition, the
prevalent shortage of foreign
exchange, technical obso-
lesce due to lack of spare
fuel and backward

technology led most of the

parts,

manufacturing industries to
cease operation and aggra-
vated the level of dependency
of the country on the rest of
the world.

Moreover, the management
has been characterized, in
most cases, by inefficient
planning with respect to
raw material consumption,
marketing and optimum
productive and manpower
utilization. These situations
resulted in financially insuf-
which

rather than generating inevi-

ficient enterprises,

table surpluses, has contrib-
uted a financial burden for
the economy as a whole.

4.2 Post-reform period

After 1990/91,
political and institutional re-

economic,

forms have been put in place
at a national level in order
to reverse the crises of the
1980s. Under Structural Ad-
justment Program (SAP), a
number of reform packages
have been introduced in the

5 According to CSA classification, public owned establishments include all textile and garments owned by the state, i.e., those are fully as well as partially (with 51 per-
cent and above share) owned by the government while private ownership includes individual ownership, partnership, private limited company, co-operative and others.
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economy. The reform package
includes devaluation of the
domestic currency against
US currency and inter-bank
determination of exchange
rate, abolition of interest
rate ceilings, removal of sub-
sidies, tax reform (lowering
the marginal tax rates and
broadening the tax base),
reduction of tariffs and re-
moval of non-tariff barriers,
simplifying licensing proce-
dures, reorganizing the cus-
toms authority, deregulation
of prices, and privatization
of public enterprises. A new
investment code was also is-
sued and has been underway
to attract private investment
particularly foreign direct in-
vestment based on local re-
source base manufacturing
activities.

Due to the continuous struc-
tural reform undertaken
to maintain conducive and
enabling economic environ-
ment, confidence has been
bolstered and private invest-
ment has expanded in differ-
ent sectors of the economy
over the reform period. Ac-
cordingly, private investment
in textile and garment sec-
tor has shown improvement
during this period as the
numbers of both public and
private owned medium and
large scale textile and gar-
ment enterprises increased

from 31 establishments(of
which 9 were under private
investors) in 1991/92 73 (of
which 60 were private own-
er ship establishments) in
2006/07.

The production of textile and
textile articles, measured in
terms of value added at fac-
tor cost, was Birr 57.4 mil-
lion in 1991/92 and steadily
increased to Birr 267.4 mil-
lion in 2006/07.the bulk of
this value was created by
textile sub-sector which on
average accounted for 87.1
percent of the sector’s out
put over the reform period.
Due to the revival of private
sector, earning from export
of textile and textile products
has also increased over the
reform period (See Annex 3).

4.2.1. Assessment of Po-
tentials and opportunities

One of the present develop-
ment strategies of the coun-
try rests on the promotion
and development of domes-
tic sectors that have internal
linkages with other sectors
of the economy. Accordingly,
the economic importance of
local-resource-base manu-

facturing activities such
as textile & garment, meat,
leather & leather products,
other agro-processing indus-
tries have been given more

emphasis in the “Industrial

Development Strategy” of the
country as these activities
are basically characterized
by wide use of local resourc-
es including un and semi-
skilled labour and less capi-
tal requirements in line with
the resource potential of the
country.

Manufacturing of textile and
garment in Ethiopia has been
dependent more on local
sources for its major input
First,
is the only basic raw mate-

requirements. cotton
rial, which accounts for the
greater portion of the total
raw materials requirement
of the sector and unlike the
other inputs; it is locally pro-
duced at different regions of
the country. It is grown on
rain-fed as well as irrigated
farms for which Ethiopia has
the necessary agro-climatic
conditions and large tracts of
land suitable for cotton plan-
tation. The current estimat-
ed yield of cotton per hectare
ranges 30 — 40 quintals or 3
— 4 tons and the current po-
tential of cotton production
is far more than the spinning
capacity of local processing
firms. However, there are
different grades of cotton
qualities within each cotton
production area and textile
factories usually utilize a
mix of the different types of
cotton.
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Second, the production of
textile and textile products in
Ethiopia is labour intensive
largely using un- or semi-
skilled labour so that it has
employed the significant por-
tion of the total labour force
engaged in manufacturing
industries of the country.
On average, it has employed
about 30.7 percent of the
total labour force engaged
manufacturing industries in
the country during the re-

form period (See Annex 1).

The country has also a rela-
tively large and cheap such
labour force particularly un-
labour from
of the
economy. Therefore, the sec-

der-employed
agriculture sector
tor under study has a po-
tential to be integrated with
agriculture not only for the
supply of raw cotton but also
to employ agricultural under-
employed labour force in line
with its expansion.

Generally, the sector is de-
pendent on domestic sources
for the lion share of its total
input requirements. Its im-
port intensity, a measure for
level of dependency of a sec-
tor on foreign sources for its
input requirements and de-
fined as the average share
of imported intermediate in-
puts in the total raw mate-

rials required to satisfy the
direct and indirect require-
ments induced by the sector
in order to produce unit final
product, stood at 38 percent
depicting the reliance of the
sector more on locally avail-
able raw material potentials
(See Annex 1). However, it
has heavily relied on domes-
tic markets for its products
as most of such manufac-
turing industries in many
developing countries includ-
ing Ethiopia are established
to rely mainly on domestic
market for their outputs
while their capacity to export
has remained al low level.

Therefore, the sector has
vertical internal linkages as
most of its inputs are ob-
tained from local sources
and its outputs are largely
made for local consump-
tion particularly in rural and
small towns of the country
so that it has a contribution
towards promoting agricul-
ture such other sectors as
domestic trade and trans-
port services.

Generally, the integration
and interdependence be-
tween agriculture and man-
ufacturing sector such as
meat, leather, textile and
other agro-processing indus-
tries appear strong as the for-

mer plays major role in sup-
plying the basic inputs (and
earns income) for the latter
sector. As the income of ag-
riculture sector — constitut-
ing the significant portion of
the population of the coun-
try — improves over time,
it becomes the main mar-
ket for locally manufactured
consumption goods such as
textile products — one of the
basic needs for life. This in
turn creates an opportunity
for further expansion of tex-
tile and other manufacturing
industries and service sector
such as domestic trade and
transport activities.

In most developing countries
including Ethiopia, manufac-
turing for export has relied
on local sources for major in-
put requirements as this has
contributed towards reduc-
ing the cost of production so
as to set prices of the export
products competitively in the
international markets. Ac-
cordingly, the present sector
has been one of a few export
manufacturing industries
that rely on local sources for
their main raw materials re-
quirements (See Annex 3).

There are also substantial
opportunities for the devel-
opment of micro and small-
scale textile and garment ac-
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tivities due to the increase in
domestic demand from grow-
ing urban and small-towns
of the country. These po-
tential areas are given great
emphasis particularly in the
context of poverty reduc-
tion strategy of the country
as they are seedbeds for the
development of medium and
large scale enterprises and
because they are able to ab-
sorb under-employed labor
from agricultural sector so
as diversify the sources of in-
come for farming families.

These are the main poten-
tial indicator parameters for
considering this sector as
one of the strategic manu-
facturing sectors for develop-
ment of export sector of the
country. However, the sec-
tor has suffered with lack of
competitiveness in both do-
mestic and foreign markets.
This suggests that only local
resource availability may not
be enough for the products
to be competitive as compe-
tition in today’s increasingly
competitive global market is
not only about price but also
supplying quality products.

In order to enhance the com-
petitiveness of the export
sector in the global markets,
constraints were assessed
and action plan has been
adopted to implement the

provision of, among other
facilities, better access to
services (water, power, ir-
rigation, roads, telecommu-
nication) through more ef-
ficient utilization of existing
infrastructures, building new
capacity and promote pub-
lic-private partnerships in
infrastructure development
for industrial development
and speeding up implemen-
tation of industrial zones. To
facilitate trade activities, the
government is also planning
to establish dry ports within
the country so as to use them
as transitory ports (PASDEP,
2005/06 - 2009/010).

To diversify the accessibili-
ties and opportunities of for-
eign markets, Ethiopia has
recently initiated the process
of its accession to the World
Trade Organization (WTO),
which facilitates the integra-
tion of the economy with the
international trading system
skills
in bilateral and multilateral

through developing

trade negotiations. There are
also market opportunities
such as Africa Growth and
Opportunity Act (AGOA) and
Everything But Arms (EBA)
initiatives to have access to
USA and Europe markets re-
spectively through duty-free
and quota-free terms.

Ethiopia is also a member

of the Common Market for
Eastern and Southern Af-
(COMESA)
23 countries with a popula-

rica embracing
tion of about 300 million and
exports and imports enjoy
preferential tariffs with in
member countries. In addi-
tion, trade agreements are
also reviewed in line with the
country’s development strat-
egies and policies.

4.2.2 Major Challenges
Shortage of local raw cot-
ton supply

The biggest constraint in
successful vertical diversifi-
cation in to processing of pri-
mary commodities such as
textile production in develop-
ing countries is the challenge
of securing a reliable supply
of raw materials from domes-
tic sources. Ethiopian textile
manufacturing industry is
well integrated to the agri-
cultural sector for the supply
of raw cotton. However, the
industry has faced a problem
of securing a reliable flow of
raw cotton from domestic
producers as the produc-
tion of cotton is character-
ized by inconsistent supply
with respect to both quantity
and quality. In addition, lo-
cal cotton producers have
started to export raw cotton
directly rather than supply it
to domestic processing facto-
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ries principally because they
can get better prices6.

The problem seems to tend
to be compounded, as local
cotton productions are wide-
ly dispersed in the country,
which together with poor in-
frastructure raise the cost
transactions. In a country
like Ethiopia where infra-
structure services seem to
appear to be inadequate and
inefficient so that local firms
are forced to incur additional
cost and limit them to oper-
ate below their capacity. As
a result, it becomes difficult
to compete with foreign firms
that reletively do not suffer
with lack of this facility.
Furthermore, local proces-
sors cannot compete with ex-
port market prices of raw cot-
ton especially when they are
at early stage of development
and have not yet earned the
dynamic return to process-
ing/manufacturing.

Low Productivity and Lack
of Competitiveness

The productivity of a pro-
ducer is an important deter-
minant factor for the ability
of the firm to set prices of its
products competitively in the
domestic and international
markets. In manufacturing,

both the quantity and qual-
ity of labour and capital con-
stitute the major internal
factors influencing produc-
tivity and affect unit cost of
production (Berhanue and
Kibre (2002). In the case of
Ethiopian textile and gar-
ment manufacturing indus-
try, the production is labour
intensive largely based on
unskilled manpower and low
level of technology which to-
gether with low quality of raw
material utilized have been
the main factors accounting
for low level of productivity
and declining of production.

Low Quality of Products
As a result, the sector has
suffered from lack of mar-
ket demand for the products
due to lack of competitive-
ness against imported textile
products particularly contra-
band used clothes in terms of
price as well as quality stan-
dards. In particular, short-
age of intermediate inputs,
lack of skilled and special-
ized manpower and technol-
ogy results in poor finishing
of textile products which in
turn has led the products to
be less competitive against
imported textile products in
the domestic market.

These constraints perhaps

the main determinant fac-
tors for low and declining ca-
pacity utilization as well as
declining production of the
manufacturing sector under
study. For instance, the an-
nual capacity utilization rate,
defined as the ratio of actual
yearly value of production to
annual value of installed pro-
duction at full capacity, both
of which measured at market
price, slowed down from 51.1
percent inNWIGGSHO6 to 2396
percent in 2005/06 putting
the average rate to be 39 per-
cent during this period (See
Annex 1).

High Domestic Consumption
Like many developing coun-
tries, the principal role as-
signed to Ethiopian textile
and garment sector, particu-
larly in the past regimes, was
to produce textile and textile
products for domestic con-
sumption in an attempt to
replace imports. This strate-
gy failed to maintain the kind
of balance between domestic
and export-oriented textile
and garment activities and
together with low productivity
of the sector; it undermined
the ambition of the industry
to engage in production for
foreign market so that out
puts are targeted mainly do-
mestic market. For instance,

6 According to ECA statistical report, cotton export amounted to USD 6.9 million (or 6,195.8 metric ton) in 2005/06 and USD 13.8 million (or 11,250.9 metric ton) in

2006/07.
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domestic consumption ac-
counted for 94 percent of the
supply of textile and textile
products of large and me-
dium scale manufacturing
industry. Therefore, manu-
facturing of textile and tex-
tile products for export has
inherently remained to be
challenging to the sector.

Small in Volumes and Low
Values of Exports
Notwithstanding the known
economic advantage of in-
creasing value added through
first manufacturing of cotton
to textile and then to finished
textile articles, Ethiopia has
exported mainly partially pro-
cessed textile production. For
instance, about 98 percent
exports of this sector have
been partially processed tex-
tile production while export
of textile finished articles ac-
counted for only 2 percent
1997/98 — 2006/07.

Therefore, there has been a
potential to promote local
garments ton expand pro-
duction of finished textile
items and employment. This
also lead the sector to be
transformed to a full-fledged
manufacturing stage with in-
tegrated textile and garment
industry for optimum exploi-
tation of the potential of the
the link-

sector. However,

age between local producers
seems to appear weak as local
garments’ demand for textile
has not been met by prompt
response of local textile mills
in terms of quality, competi-
tive price and efficient deliv-
ery. This has been the major
challenge to establish strong
and complete integration be-
tween local textile factories
and garments so that the po-
tential of the sector has re-
mained unutilized fully. It is
also attributed to lack of ef-
ficiency resulted from skilled
and specialized manpower
in operation, product design
in garment activity. It is also
due to limited capability of
the private sector to bring
about effective production
process and technological
progress.

Despite the improvement in
private sector involvement,
it has not been accompa-
nied neither by significant
increase in the volume of ex-
port nor export of garments
so as to raise the sector’s
export revenue. Thus, ex-
ports of this sector remain
to be small in size and low
in values. Consequently, the
export earning of the sector
has been low vis-a-vis other
manufacturing export prod-
uct types such as leather and
leather products, food and

beverage. It also appeared too
small compared to the cost of
imported intermediate inputs
utilized in large and medium
scale textile and garment
manufacturing industry. The
rise in international prices of
imported intermediate also
accounted for low coverage
of export earning in cost of
imported inputs of the sector
(See Annex 1).

Problem in Privatization
Process

Despite the important role
of private sector to promote
manufacturing output and
productivity, the process of
privatization program seems
to face challenge to transfer
public owned textile and gar-
ment enterprises to private
investors. There is also lack
of forthright commitment to
restructure state owned tex-
tile and garment enterprises
in order to enhance their
productivity and competitive-
ness of the products.

Textile and garment
WMW industry has
employed the largest share of

labour force engaged in the
Ethiopia.
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5.Concluding Remarks

Since the reform measures
in 1992,
has been bolstered and pri-

taken confidence
vate investment has been ex-
panded in different sectors of
the economy. In the present
case, locally available fac-
tors of production (cotton
and large and cheap labour)
have also been the prime fac-
tors for the improvement of
private investment in textile
and clothing manufacturing

in the country.

Textile and garment manu-
facturing industry has em-
ployed the largest share of
labour force engaged in the
manufacturing industries in
Ethiopia. In particular, the
garment sub-sector appears
a potential area for further
expansion of employment
for massively growing labour
force of the country.

The sector is largely depen-
dent on local sources for its
major raw material require-
ments so that it has been one
among a few export manu-
facturing industries of the
country. However, the man-
ufacturing exports are very
small in size or volume rela-
tive to local consumption as
outputs are inherently tar-
geted for domestic consump-
tion. In addition, the exports
are characterized mainly by

lower value added contents
compared with finished tex-
tile items. As a result, the ex-
port earning from this sector
has remained too low vis-a-
vis, for instance, the cost of
imported intermediate in-
puts utilized in textile and
garment industry.

On the other hand, the sec-
tor has internal vertical link-
ages as most of its inputs are
obtained from local sources
and its outputs are mainly
made for local consump-
tion particularly in rural and
small towns of the country.
This confirms that:

i. textile and garment
enterprises in developing
countries including Ethio-
pia are established to rely
mainly on domestic mar-
ket for their outputs and,

ii. the important role of
the sector to promote such
other sectors as agricul-
ture, trade and transport
services.

All in all, it is a potential sec-
tor in terms of employment
local

expansion, resource

consumption, foreign cur-
rency earning capacity and
internal linkages with other
sectors of the economy. This
is the main reason for this
sector, among others, to be

given more emphasis in the

Researches &
“Industrial Development

Strategy” of the country.

Despite its potential and

strategic significance, the
sector is at low level of de-
velopment and faces criti-
cal problems that impede its
performance. At present, the
sector has faced stiff compe-
tition against imports par-
ticularly contraband used
clothes in the domestic mar-
ket. The main factors behind
for low performance and lack
of competitiveness include
lack of trained and special-
ized manpower, modern
technology, management and
entrepreneurial skills and in-
ability to penetrate new mar-
kets. Other factors external
to the sector but influencing
the performance of the sector
include, impediment posed
by the contraband trade, in-
ability to penetrate in to new
markets, scarcity of spare
parts and lack of sufficient
and reliable infrastructure

facilities.

In particular, the products
have had poor quality stan-
dard which has been the
major factor contributing for
less competitiveness of the
products against foreign tex-
tile goods. The reason for low
quality of manufactured tex-
tile goods and intermediar-
ies are manifold, and extend
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vertically through the supply
chain from low quality of raw
materials to poor finishing.

Aware of the fact that the

has faced serious
that

accounted for low perfor-

sector
constraints generally
mance on the one hand and
the potential and strategic
significance of the sector on
the other hand, the govern-
ment has charted a capac-
ity building program, which
focuses on improving the
performance of local textile
and garment manufacturing
industry through enhancing
the competitiveness of the
products in local and foreign
markets.

Accordingly, a decision has
been made to establish “Tex-
tile and Garment Industry
Support Institute” under Ba-
hir Dar University. At pres-
ent, local Technical and Vo-
cational Education Training
(TVET) centers and colleges
are offering training in textile
and garment, among other
fields of study.

Therefore, the policy reform
and the local potential for
raw materials by itself may
not be enough to enhance
the performance of the sec-
tor; it also require the ap-
plication of skilled and spe-
cialized manpower, improved

technology, factor inputs
and infrastructure facilities,
active private participation,
etc as the international mar-
ket is becoming increasingly
competitive environment. In
the long term, there is also a
need to take comprehensive
measure to improve the qual-
ity of the products and un-
dertake intensified research
and development activi-
ties with respect to the sec-
tor under study. The sector
needs to reach a full-fledged
manufacturing stage with in-
tegrated textile and garment
industry for optimal exploita-

tion of its potential.

This calls for the establish-
ment of institutions to offer
training, research and devel-
opment, technology imports
and dissemination, testing
and quality assurance and
related consulting services to
local textile and garment sec-
tor. In this regard, success
has been achieved recently
in establishing training and
research institution for the
development of leather &
leather products sector us-
ing foreign assistance. Local
TVET centers and colleges
also need to have the nec-
essary organization system,
staff and facilities including
well-equipped laboratory so
as to offer training and other
technical services.
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Acronym

ADLI Agricultural Development
Led Industrialization

CSA Central Statistics Agency

EIA Ethiopian Investment Agency

ETC Ethiopian Tourism Commission

ETTE Ethiopian Tourist Trade
Enterprise

FDI Foreign Direct Investment

FeMSEDA | Federal Micro and Small-scale
Enterprises Development Agency

GDP Gross Domestic Produce

IDS Industrial Development
Strategy

MoT| Ministry of Trade and Industry

PASDEP | Plan for Accelerated and
Sustainable Development to
End Poverty

PPESA Privatization and Public
Enterprises Supervising Agency

ReMSEDA | Regional Micro and Small-scale
Enterprises Development
Agency

SAP Structural adjustment Program

SSA Sub Saharan Africa

TGISI Textile and Garment Industry
Support Institute

TVET Technical and Vocational
Education Training

UNCTAD { United Nation Conference on
Trade and Development

usb United States Dollar




Birritu No. 105 Researches

NBE

’—_\ ,, N

References

5

=

>

COBSIRARCL

10.
1.
12.

15

14.
158
16.
1578
18.
1108
20.
pall
22.
23.

24.

=37=

Aijt P. (1992), A Re-specification of the export demand and supply functions for India. The danger
of export pessimism, Developing countries and industrials markets, edited by Helen Hughes. CS
press San Francisco, California.

Belay K. (1997). Export Earning Instability of ACP: A time series analysis, Ethiopian Journal of Eco-
nomics, Vol. VI, No. 2.

Berhanue and Kibre (2002), Declining Productivity and Competitiveness in the Ethiopian leather sec-
tor. Ethiopian Economic Association (EEA) Ethiopian Economic Policy Research Institution (EE-
PRI), Addis Ababa, Ethiopia.

Central Statistic Authority (CSA), Annual survey on large and medium scale manufacturing indus-
tries, statistical Abstract.

Ethiopian Economic Association (1999/00), Report on the Ethiopian Economy
Ethiopian Economic Association (2003/04), Report on the Ethiopian Economy
Ethiopian Economic Association (2004/05), Report on the Ethiopian Economy
Ethiopian Economic Association, The Ethiopian Economy: Structure, Problem and Policy Issues,
proceeding of the first annual conference on the Ethiopia economy, 1992.

Ludvig soderling, Dynamic of export performance, productivity and real effective exchange rate in
manufacturing: the case of Cameroon. Journal of African Economies Volume 9 Number 4 December
2000.

Marian E. Bond, An Econometric study of primary commodity exports from Developing Country
regions to the world. IMF Staff Paper Vol. 34 No. 2, June 1987.

Ministry of Finance and Economic Development (1999), Survey of the Ethiopian economy, Review
of post reform development (1992/93-1997/98).

Ministry of Finance and Economic Development, Plan for Accelerated and Sustainable Development
to End Poverty, (1998 - 2002)

Ministry of Finance and Economic Development (2004), Concretization of ADLI and Analysis of
policy and institutional challenges for an Ethiopian diversification strategy. EPPD/MoFED long term
strategy & sources of growth study and short term macroeconomic model building project

Ministry of Trade and Industry (1998), Ethiopian investment opportunity in manufacturing, Addis
Ababa, Ethiopia.

Mulualem (2006), Manufacturing Export: Performance and Determinants in Ethiopia, National Bank
of Ethiopia, Economic Research and Monetary policy Directorate, May 2006, Addis Ababa

National Bank of Ethiopia, Annual report, Quarterly Bulletin and various issues, Addis Ababa.

National leather & Shoe Corporation (1990), Annual report, Addis Ababa, Ethiopia.

Panoutsopouls V. (1992), The growth of Export from developing countries: Export pessimism and
reality. The danger of export pessimism.

Polmue S. M (1992), Development pattern and export instability in Papua New Guinea, in ‘The dan-
ger of export pessimism.’

UNCTAD, Commodity yearbook, Trade and development report (United Nation, Yearly).

UNCTAD (1994), Commodity yearbook, Trade and development report (United Nation, Yearly).
UNCTAD (1998), Commodity yearbook, Trade and development report (United Nation, Yearly).

World Bank (1987), Ethiopia: An export Action Program, Document of the World Bank, Report No.
6432-ET, Division EA2NE, Eastern and Southern African Regional Office, June 30, 1987.

World Bank (1997), Ethiopian export development strategy Report No.17098-ET Oct. 17, 1997.
Country department for Ethiopian. Macroeconomic ILAFTM?2 African region.




Birritu No. 105

|§ @ Researches

VSD :331mos

judUwIRD 9¢

RIS S€

€S I'LS 433 6’1 ‘7T JuouLIES 29 ANXAL | bE

JudULIRD 73

SN 1€

0'8¢ (%54 L'0T 443 1'S9 0T JuouLIed 29 O[NXd 0€
TisuoyuT yiedu | 6C |

00t JudUWIRD 8T

192 RIS LT

1'8¢ 0'8T 9'LE 9T usuLes 2 XA, | 9T

0€L 166 6'C6 00 0'8C (%) 1odxa d[11xa) Jo dreys T

P81°€Y 616 029°¢ Wiy €98 JuuIED 4

1929°911 THL'SO1 SYI'LY 688°1 JOXaL <

L 'L Syl 'Sl ST €L (61/0T )- % u1yodxa 12

JuouLIes 79 S[IXa JO AIeYS
018°6ST 169901 $9L°0S Wiy TSL9 JuduLIes 29 9[0xd3 Jo podxg | 0T
1 81V VEL LI18°6T¢E 9T €8T 1266 1odxa Furmpopynuew (1oL, [ 61
190°0LL'T

%

6S¥°6S PITIT €LTTT 001°1C PrTL jusuriesy LT
SE6°L0T SLO'0TI S9S°61T €T1°861 €E1°0S I CAR 91
L6 'S 0's 89 LT | (€141 % ST
ur juauiIes 29 911X} Jo Areys
Y6€°L9T 061°T¥1 8€8° €T €1¥°68¢ LLELS uononpoid jusuLies 29 S[HXIL 14!
SSH'ET6Y 679°8€8°C 8616761 BST'L8I'T S18°9¢€ ddD SuLmpdEnuERW [E10], €l
i
129L 0r8°¢ 998°¢ 990°t judwren 11
SILIT ¥16TC 699°ST €TV 0E S[xaL or
8°0¢ 91z 59 €1e €68 'y (L8 )% 6
ur juowIed 29 9[1X9) JO 2IeYS
9€€°6T $SL°9T SES6T 1€6'7€ +90°7€ jusuires 29 ANXdL 8
£70°9€1 1S1°901 TIv'16 798°88 TC8T8 | sewmsnpur L

SUOSTHU Jo-ON)FuSRoTdury

Suumoeynuew [e10],

“s LE 8T 8 juduLIRD) S
144 8¢ 9¢ (4 WXL | ¢

s 0L T8 01T (1/2)- % urareys | ¢
€L SL 9 1€ | siuowwre3 29 ouxa], T
BZal VLO'T 6LL €87 | semsnpur 1

Suumoenuew [ejo],

419 000, ul SnIPA

Aysnpuj BupniopNUDW JUSULIDG PUD 3[IX3} S|PIS WNIPSW Pub 961D JO SI0|PIIPUl SdubwiIoyad Jofow | Xauuy

833"




' 4

/M
=

Researches @

Annex 2: Development in large and medium scale manufacturing establishments, employment, production and export earning

Production and export n ‘000 Birr

Birritu No. 105

1981/82 1985/86 1991/92 1992/93 1993/94 1994/95
Indicators Public Private Total Public Private Total Public Private Total Public Private Total Public Private Total Public Private Total
Number of
establishments 27 39 66 27 30 57 22 9 31 22 9 31 25 21 46 24 18 42
Number of persons
33,644 | 845 34,489 | 33,880 | 1,051 34,931 27,809 2,525 | 30,334 | 26,173 3,362 | 29,535 18,374 9,153 27,527 | 18,603 | 9,426 28,029
160,518 56,725 | 652 57,377 149,404 | 785 150,189 216,095 3,128 | 219,223 174,945 5,146 180,091
9,729 6,752 4,762 4,142 7,000
Cont....
1995/96 1996/97 1997/98 1998/99 1999/00 2000/01
Indicators Public Private Total Pub Private Total Public Private Total Public Private Total Public Private Total Public Private Total
Number of
establishments 24 31 55 24 36 60 23 36 59 25 39 64 23 38 61 23 36 59
Number of persons
engaged 17,326 8,778 26,104 [ 19,581 6,688 26,269 19,634 7,120 26,754 16,881 6,496 23,377 18,374 9,153 27,527 18,603 | 9,426 28,029
161,192 10,613 | 171,805 144,946 10,277 155,223 | 125,761 | 5,089 130,850 120,965| 10,873 131,838 111,484 37,020 |148,502 100,577|53,818 154,395
20,682 27,062 15,213 50,765 42,440 77,616
Cont....
2001/02 2002/03 2003/04 2004/05 2005/06 2006/07
Indicators Public Private Total Public Private Total Public Private Total Public Private Total Public | Private Total Public | Private | Total
Number of
establishments 23 42 65 24 46 70 19 51 70 21 48 69 17 56 73 13 60 73
Number of persons
17,326 8,778 26,104 19,581 6,688 26,269 19,634 7,120 26,754 16,881 6,496 23,377 15,24 10,968 | 26,255 | 10,182 | 19,154 | 29,336
84,274 39,161 123,435 100,192 | 29,724 129,916 101,165 | 40,024 141,189 121,475 | 70,064 191,539 | 74,121 | 71,886 | 146,007 | 94,889 | 172,485 [267,374
47,743 119,716 106,691 76,246 | 74,934 | 20,785 | 95,719 | 81,651 69,160 159,810

Source: CSA
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