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Economic Impact and Determinan ts of Export: The Case ofElhiopian Tex ti le and Appare l Industry 

Abstr-act 

Ethiopian industrial deve lopment poli cy has put the textile and appa rel ind ustry on the 

forefront position to acce lerate th e country's industri ali zation process . The avail abili ty of 

huge labour fo rce, th e utili zation of abundant raw material , the growing demand of this 

industry's product (as the bas ic human need) and the intern ati onal goodwill to prov ide 

prefe rent ia l and differential market access to thi s industry help th e sector to play a 

significant ro le on the development of the country' s economy and on miti gati on of 

poverty. This paper examines the economic impact of texti le and apparel in dustry, the 

utili zation of preferential and differential market access and the determinants of the 

export performance. 

The desc riptive anal ys is covers the peri od 1999 to 2009. The result of the descript ive 

analys is reveal s that the economic impact and the preferenti al market utili zation of the 

textil e and apparel industry are very limited. The ti me seri es econometri c analysis 

covering the period 197 1172 to 2008109 employed Eviews 5 (a computer program as a 

too l fo r econometri c analys is). The econometri c analys is result shows that labour cost 

and trade openness (liberali zat ion) have pos iti ve impact on the export performance of the 

sector, whereas cotton export and exchange rate have negati ve impact. 

As thi s study tries to indicate, the government supports onl y those who engage 

themselves on export market. However, this is not sati sfactory and success ful fo r the 

sector's deve lopment. So one of the major conclusions of thi s stud y is that unless the 

go vernment rev ises its poli cy directi on towards developing and supporting th e secto r 

(boost the sector in vestments), the current "artifi cial" export growth of the industry will 

be short-li ved and ult imately results in unsustainable export growth. 
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CHAPTER I 

1. INTRODUCTION 

1.1 Background of the Study 

Tex tile and appa rel producti on and trade have been important elements of economic 

activity since the industri al revol utio n. This is because textiles and apparel products 

serve as bas ic human needs. Moreover, textile and apparel industry. particu larl y apparel 

is labor-intensive and offers hu ge employment opportunity for a mass o f people. This 

industry requires relatively litt le capita l for entrepreneurs to establi sh prod ucti on 

fac ilities . Above all modest capital requirement makes text il e and apparel industry 

preferable at the start of the industrial revo lution. I 

The globa l texti le and apparel industry trade has faced major structural changes and 

complexit ies due to regul ations set by the importing cou ntries. The world trade in textile 

and ap parel was govern ed by short te rm agreement (STA) dur ing 196 1, wh ich was 

rep laced by long term agreement (L TA) in 1962. To protect domest ic industry, the 

developed co un tries (U ni ted State of Ameri ca, Canada and Europe) came up with a more 

comprehensive trade restri ction proposa l known as Mu lti Fiber Agreement (M FA) in 

1973 which became effective in 1974. Under the MFA reg ime, the trade in textile and 

apparel set quotas with bilateral negotiation for the amount that other countries could 

export to these co un tries and the deve lop ing countri es were all owed to protect the 

domesti c industry against the competitive impol1s2 

MFA was a major departure from the core pr inc iples of GATf rules parti cularly the 

principle o f non- di sc rimination and transparency. The agreement (M FA) prov ided a 

certain level of stability s ince countries could be reasona bly su re of ce rtain quota system. 

However, as mandated by the Uru guay Round of trade negotiations in 1990, the Wor ld 

Trade Organizations (WTO) replaced the MFA with Agreement of Texti le and Cloth ing 

(ATC) since January 1St 1995. Fo llowing thi s agreement, countri es started wo rking for 

I Gclb, Bernard (2007). Textile and Apparel Trade Issues. Washington DC: Unpublished CRS Repon f'or 

Congn:ss. 
2 Lill , Huan and Laixiang, Sun (2004). "Beyond The Phase OUI Of Quotas In The Textile and Clothing 

Trade : IVTO~ PI/{s Rilles and The Case of us Safeguards Againsl Chillese £YpOrl ". Journ al of Asia-Paci fie 

Development , Vol. II , No.1 , June 2004 . 
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the progressive el iminat ion of MFA restrictions. Within 10 years, they were able to 

subject thi s sector to the rul es ofWTO in 2005 ] 

Due to the replacement of MFA by ATC and the eventual libera li zation of globa l textile 

and appa re l, many less developed and developing countri es built text ile and apparel 

industry base. The globa l texti le and apparel industry was shaped into cluster or reg ions 

with sepa rate consumption and product ion centers. Current ly the key textile and apparel 

producti on regions are East and South Asia, ASEAN, Sub-Sahara Africa, Mercosur and 

Andean countri es. Whereas the globa l texti Ie and appa rel products consummations 

centers are U.S, Canada and EU 4 

Lower wage rates in deve lop ing countri es and labor-intensiveness of tex tile and apparel 

manufacturi ng tend to give deve lop ing countries a comparat ive adva ntage for textile and 

appare l production. Thus, thi s industry is tending to shift to deve lopi ng countries, with 

textiles and appa rel constituting large portions of the country's export. ' In the post quota 

regime. Asia and Afri ca countries such as: China, India, Pakistan and Tuni sia emerged as 

the largest beneficiaries due to the globa lization of texti le and apparel trade, the 

increment of sourcing from developing countri es, the access ibility of low labou r costs 

and the avai lab ility of local raw materia\.6 

In the global textile and apparel market, supp ly exceeds the demand so that textile and 

apparel in dustry becomes buyer market, and the internat iona l price for texti le and apparel 

shows a downward tendency. Countries with developed textile and appare l subsector are 

graduall y mov ing their manufactu ri ng base to the lower-costing countries. They are now 

onl y engaged in works that are tech nology- intensive and higher value-added. Thi s lowers 

the text il e and apparel cost. ' 

Du rin g the transfo rm at ion of people from an agrarian to an industrial society, the text il e 

and appa rel industry was considered as the stepping stone. Virtua ll y al l countri es passed 

through an in itial per iod of deve lopment in th is sector. There is generally no reason to 

J Ruigh . Gorge (2005). The Impact of the Recelll Changes in (he Infernat ional hade Environment: The 

Elld of the Mil lti Fiber Agreement (MFA). Acldis Ababa: unpubli shed. 
" IL&FS Cluster Development Initiat ive Limited (2010).lnlegrafed Textile Cluster, Efhiopia . Ind ia. 

~ Gclb. Bernard (2007). Textile and Apparel Trade Issues. Washi ngton DC: Unpublished CRS Report for 

Congress. 
6 WTO(2009). Inlematiollal Trade slatistics Annllal Reporter 2{)09. Geneva: WTO Publicati on. 

1 China Textile plann ing Insti tute or constructi on (2004). S/lldy Report 011 the Development Strategl l of 

Ethiopian COllon Textile/ ConI/em Sub-Sector 
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believe th at texti le and apparel industry today co ul d not play the same deve lopmenta l 

ro le as what it did in hi story in UK, US, Ge rm any and Japan . Text ile and apparel 

industri es have played a key role in several waves of industrializing economies of East 

Asia such as: I-long Kong, Singapore, Taiwan, South Korea, Ma laysia and, more 

recentl y, China, Indonesia, Thailand and Vietnam. Si milar efforts to deve lop textile and 

apparel industries were undertaken in South Asia, in cluding India, Pak istan , Sri Lanka 

and Bangladesh8 

The developed countri es offer tangible incent ives fo r a group of Sub-Sahara Afri can 

countri es, main ly for least develop ing countri es (LDCs) that will help them to continue 

their efforts and grow their economy so that they can build free market. Free Trade 

Agreements (FTA) has temporari ly extended different prefe rential market access for 

textile and apparel products. Howeve r, This FTA also serves as a means of restricti ng 

market opportunit ies of thi rd party countri es si nce those countri es don ' t have similar 

FTA status. FTAs are bilateral agreements. Under these arrangements; severa l industrial 

countries including Austra lia, Canada, European Union, Japan and United States provide 

preferential treatment to products originating from LDCs. This has special importance to 

A fri can textile and apparel industry. It allows the existence of a prefe rentia l market 

access in the United States under the Afr ican Growth Opportunity Act (AGOA) and in 

the European Un ion under the Cotonou Agreement or the Everything But Arms (EBA) 

initi at ive. Those arrangements are examples of nonreciprocal prefe rential trade 

agreements (PTA)9 

Eth iop ia can be placed in a comparat ive advantageous position In textile and appare l 

production. Thi s is because o f different reasons. First, Ethiopia has suitable agro-c limatic 

condit ions for the production of cotton, which serves as the main raw materia l of the 

sector. Second, there is abundance and re lative ly lower cost of labou r power. Third , the 

global texti le and apparel producti on and consumption has shifted to LDCs. Fourth, the 

avai labil ity of the inteJ'Jlationa l good wi ll to avai l market priv il ege th rough Free Trade 

Agreements (FTA), manly Afri can Growth Opportunity Act (AGOA) to US market and 

Everything But Arms (EBA) initiative to EU market and Common Market for EasteJ'Jl 

8 .lauch . Herbert an d Rlldolr T raub-Mcrz (2006) . the FlIIlIre of/he Tex/ife and Cfafhing fnell/sfJy in SlIb­

Saharan Aji-ica. Germany: Friedrich-Ebert-Stinung. 

\) Portugal-P erez. A lberto (2008). The cost of Rilles a/Origill il7 Apparel: Aji-ica Prefe rential Expal"ls fa the 

Ulliled Sla/es and The European Uniall. New York an d Ge neva: UN Publ icat ioll. 
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and Southern Africa (COMESA) to regional market. Thus it is necessary to be quite 

sanguine about the role of textil e and apparel industry as a catal yst for Eth iopian 

industrial izat ion and as a major source of foreign cu rrency if it gets unad ulterated 

government policy backup, pragmatic support and incentive. 

1.2 Statement of the problem 

Ethiopia has an anc ient heritage in weav ing, which went back at least 3,500 years. 

Industria lized texti le and apparel , on the other hand was started in 1939 (Dire Daw 

Textil e Factory) during th e br ief Ita li an occupat ion from 1935 to 1940. Expansion on 

these earlier efforts came about in 1960's when the Im perial govern ment of Ethiopia 

signed an agreement \:vith the Ind ian governm ent. Fo llo\vi ng the fo rm al agreements 

between two governments Akaki Textile Factory was established .'o 

In the EPDRF regime. consistent with the above globa l textil e and apparel industry 

deve lopmelll trend , thi s ind ustry has been ident ifi ed as a prior on its industri al poli cy. 

The poli cy promotes Ethiop ian industriali zation and export of the country so as to 

allev iate acute poverty of the nat ion. " And in linc with thi s, the government has designed 

and implemented differe nt supportive programs and incentive schemes for the 

development of the secto r. 

Wit h a view to achieve the above objectives, the gove rnmen t had set a first five yea rs 

(2004/05-2008/09) texti le and appa rel industry development strategy. As ind icated by the 

plan of the government, fo reign currency generated by thi s industry's exports was 

expected to reach USD 500 mill ion by the year 2008/09. 

To ach ieve the envisaged expol1 target in add ition to Improv ing the producti vity and 

product quality of the ex isting text ile and apparel industry th rough renovation and 

expansion, there was a plan to attract fo reign and domestic economic size new 169 

textiles and appare l investment. Through thi s first fi ve yea rs, gove rnment had planned to 

pri vat ize all state owned text il es and apparel factory and to create add it ional 34,833 

employment opportuniti es from thi s sub sector. 12 

10 IL&FS C luster Development Initi at ive L imited (20 10). Integrated Textile Cluster, Ethiopia. India 
II Mol (2002). Federal Democratic Republic of Elhiopia IlIdllstrial Development Strategv. Addis Ababa: 

t'vlol 

12 MoTI (2004). Integrated program/or Developing Textile and ind/ls/ly Addis Ababa: un published. 
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However. as different information sources ha ve revea led, the government of Eth iopia 

re main ed far off track to meet its plan. The deve lopment of Ethiopian textile and appare l 

industry is stagnant. The share o f foreign currency generated by exporting textile and 

apparel ind ustry products. when compared with the country's total exports remai ns 

insignifi cant. 

Compared to others Sub-Sahara LDCs countri es, Eth iop ia has been placed at a lower 

ra nk on the util izati on of deve loped countries' as wel l as regional market opportuniti es 

for text il e and appare l industry (AGOA , EBA and COMESA) . Thi s is because of Non­

TarilT Barriers (NTB) and Technica l Barri ers to Trade (TBT), low preparation to exploit 

these pri vilege and some other chall enges by the rul es of ori gin . 

Ethiopian Government policy pri oriti zes its support and incentive for producers who are 

engaged only in export market. Due to thi s policy lim itat ion most colton producers in 

order to secure government incentives, they prefer to export their product rather than 

cater ing domesti c textile and apparel producers. This raw cotton export creates prob lem 

on ava ilabi lity, qua lity and price of cotton fo r domest ic textil e and appa rel industry. Such 

condition has seri ous impl icati on on the international market competit iveness of th e 

sector. 

Re lati ve ly labour cost is lower in Ethiop ia when compared with the rest of the wor ld . 

However the lower producti vity of labour and the increment of the labo ur cost affect the 

textile and apparel industry's compet iti veness in intern ational market. The ava ilability 

and the rate of exchange rate affect the import of some raw materials, machinery, 

chemica l and dye sta ff, spare parts and accesso ri es. Similarly the ava il ability and qual ity 

o f in frastructure and government trade poli cy has im pact on the competi tiveness of the 

sector. 

On th is study, utmost effort was app lied to examine the above major demand and su pply 

side determinants o f the sector's export perfo rmance. Bes ides, the stud y exami nes the 

overall cconomic impact of the sector. 

1.3 Objective ofthe study 

This stud y paper aim s at examining the economic impact and the determinant of 

Ethi opian textile and appa rel industry export perform ance in light of the following 

speci fi c objecti ve: 

AAU, School of Eoonomics 2010 Page 6 
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• Eva luate the economic impact of textil e and apparel industry. 

• Examine the ut il ization of pre ferential and differentia l market privileges for 

texti le and apparel industry (AGOA, EBA and COMESA) 

• Examine prob lems and constraints that affect the proper utili zati on of preferential 

and differe nt ial market privileges for textile and appare l industry (AGOA, EBA 

and COMESA) 

• Est imate majo r supp ly side factors that affect the Ethiopian texti le and apparel 

industry export performance 

• Come up with policy recommendation based on the findings 

1.4 Research Hypothesis 

The fo llowing hypotheses wi ll be tested under thi s study: 

I. There is a loss o f fo reign exchange ea rnings from text il e and appare l industry clue 

to the export of cotton 

2. The texti le and apparel industry export depends mainly on labour cost, trade 

liberalizat ion, and nom inal exchange rate 

1.5 Methodology and Data source 

On thi s stud y both descr ipt ive and econometric data analys is are used. The descri ptive 

one uses time se ries performa nce eva luation for text il e and ap parel industry on Gross 

Value Production (GVP) and on Gross Va lue Added (GVA) contri bution. It also uses 

fore ign currency generat ion (export), employment creat ion and in vestment expansion. 

Bes ides , it makes a comparison anal ys is of re lati ve uti lizat ion of Eth iopian text ile and 

apparel industry for a given preferential market opportunities. 

To estimate major supply side factors that affect the export perfo rm ance of Ethiopian 

textile and apparel industry, time seri es econometri c analys is mode l is app lied. The first 

step in applyi ng econometric method is se lecting appropriate economet ri c model and 

formulat ing th e model with relevant var iab les. Thus, for choosi ng appropriate model In 

attaining the spec ifi ed objective of th is study paramount ca re was made. 

Time series ana lysis is favo red, because it is convenient to examine the dynamic long 

term relation between the variables. In time seri es econom ic data, stationary is a crucial 

property for standard estimati on and test ing proced ures. When mean, variance and 

covariance of the ser ies are independent of time, rather than the entire di stribution, this 

AAU, School of Economics 2010 Page 7 
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seri es is referred to as weak stat ionary or covariance stationary. In order to test fo r 

stat ionary in ti me ser ies data this study employed the Augmented Dickey Fu ll er (A DF) 

tests. 

The Engle Gran ger (EG) and the Johansen Cointeg ration test approaches are the two 

most acceptab le methods to prove the ex istence of valid long run (eq uilibri um) 

re lationships between the variab les when non-stat ionary variables in the model are 

cointegrated. However, the Engle Granger (EG) approach has some shortcom ings, 

mainl y when we have more than two var iables in an eq uat ion. Thus the EG approach 

might lead us for miss speci fi cation of the mode l. For the case of multi var iate systems 

Johansen app roach is more popular and superior and in this study the Johansen 

Cointegrat ion tests approache is preferred for coi ntegrati on test. To estimate the short 

run relati onships between the variab les, Error Correction Method (ECM) is employed. 13 

There are many suppl y side facto rs expected to affect the perform ance of tex til e and 

apparel industry export. However in thi s study, the focus is onl y on the main 

dete rmi nants, such as: the mai n raw mate rial (t he suppl y, price and qua lity of cotlon), 

average an nu al Salary and wage of the text ile and appare l industry employees, average 

an nual nominal exchange rate, and governm ent policy on trade libera lization (trade 

openness index). 

The dependent or the left hand side vari able is the TAE, (Texti le and Apparel industry 

export at time t) and the explanatory or the ri ght hand side variables are CE" LC" ER" 

and TLt, whi ch are abb rev iati ons for cotton ex port, labour cost, nomi nal exchange rate 

and trade openness (libera lization po licy) respectivel y. The above explanatory variables 

are expected to have positive or negative influence on the performance of the textile and 

apparel industry's expo rt. 

The export determinant functi on or the regress ion eq uat ion used In thi s paper fo r 

empirica l testing is, 

TAE = fe CEt, LCt" ERt, TLt) ... ... .... .. . .. ... .... .. .. ... ... (I) 

L TAE = ~o +~ I LCE, + ~2 LLC, + ~3LERI + ~4L TLt + c" 

0/ ).. (2) 

Et - IID (0, 

lJ Alcmayehu. Ndung'u & Daniel (2006). Applied Tillie Series Econollle/rics: ;J Pm c/iea! G Hide /or 
Macroec ollomic Researchers: ;/ FoclI.~· on AiNca. Addi s Ababa: Addi s Ababa Universit y and AERC 
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Where. it is ass umed that all exp lanatory va riables are independent of all £\ 

~o is constant/ intercept, ~ , - ~4 are parameters of the model and E\ is error (unobserved) 

terms 

Description of variables, 

L TAE\: Log of texti le and apparel industry export at time t 

LCE\: Log of cotton export at time t 

LLC\: Log of labo ut cost (ave rage annual Salary and wage of texti Ie and appare l industry 

employee) at time t 

LER\: Log of average nominal exchange rate (Birr/US$) at time t 

LTL\: Log of trade liberalization index (openness index) at time t and for LTL\ a proxy 

measure is used the ratio of the sum of export and import (trade) to GD P or TL= (export 

+ import)/ GDP and LTL= log (TL) 

The study complete ly depends on the secondary data. The sources of data are: 

• Quant itative data that were co ll ected from various sources, including Mini stry of 

Trade and Industry (MoTI), CSA Ethiopia, Nat ional Bank of Ethiopia (NBE), 

Revenue and Customs Authority (CRA), Ethiopian In vestment Agency (EIA), 

Ministry of Finance and Economic Development (Mo FED), Africa Growth 

0PPOItunity Act (AGOA) webs ite, etc. 

• Authenti c and relevant literatures on the topic including books, proceedings, 

Journal s, working papers, reports, directives and gu ideli nes, regu lations and 

other published and unpubli shed mater ial s. 

1.6 Significance of the study 

History of industrial revo lution of man y countri es shows that, textile and apparel 

industry has been the beg inning fo r export- led industriali zation. In Ethiopia, the textile 

and apparel industry has been identified as key engine fo r econom ic growth since it has a 

potential to prov ide employment and can contribute to gross domestic producti on as well 

as poverty reducti on scheme of the country.'4 Thi s study proposes some interventions 

14 Mo l (2002). Federal Democraric Republic o/Ethiopia Industrial Development S/rofegy. Add is Ababa: 
Mol 
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areas and addresses the deep-rooted prob lems that hinder the deve lopment and export 

performance of the sector. The result of th is study could be taken as a necessary advice 

for the stakeholders in the sector to acce lerate the development and ex port perfor mance 

of the industry. 

1.7 Scope and Limitation 

There is great potenti al on texti le and apparel industries that produce fo r the domestic 

market in improv ing the overa ll textil e and apparel industry performance and in 

deve loping the country's economy. However, this stud y does not focuse on those 

industri es. The study ma in ly devotes itse lf on the textile and apparel industri es engaged 

in export market. In add ition, due to lack of separate and detail data, thi s stud y treats 

tex ti le and apparel industries on aggregate leve l desp ite the fac t that they have some 

structural difference. Moreover, an attempt was made to estimate the impact of 

governm ent in frastructure expend iture on these industri es' export pe rformance. 

However, due to doubt on the qua lity, consistency and reli ab ility of the existing data, the 

researcher was forced to drop thi s vari ab le. 

1.8 Organization ofthe paper 

This papcr is organized with fi vc chapters. Following th is in trod uctory chapter, the 

second chapter comes, which provides a theoreti ca l and empirica l review on the 

preferential and di ffe renti al market access, export suppl y determinants and global and 

domestic overview of the industry. The th ird chapter describes the findings of both 

descripti ve and econometric analyses . Chapter VI focuses on problems and constrai nts of 

text il e and apparel industry's deve lopment. The last Chapter provides the conclusion and 

policy reco lllmendations so as to so lve observed prob lems and to acce lerate the 

development o f the textile and apparel in dustry. All the time period mentioned in thi s 

document is in Gregorian ca lendar. 
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CHAPTER II 

2. Literature Review and overview of the sector 

Ex port performance determ inants can gencrall y be di vided into external and internal 

factors. External factors are related to market access conditions, a country's location vis­

a-vis illlern ational mark ets and other factors affecting import condition of fo reign 

countri es. Inte rnal factors refer suppl y-s ide limitations. Suppl y conditions are 

fundam ental in definin g the export potential of an economy. Countries with better supply 

conditions are expected to export more. Supp ly capacity is affected by access to raw 

mater ial s and factor related to costs such as: labour, capital and other resources. Bes ides 

resource endowment, economic poli cy and th e institutiona l environment al so affect the 
15 supply capac ity of the country. 

The genera l po li cy imp lication is that market access and supply capacity have to be 

considered eq ually important along with the deve lopment process of the export sector. 

Simultaneous efforts to improve both supp ly capacity and foreign market access enhance 

the perfo rmance and the structural deepening of th e export sector. Foreign demand is 

influenced by va ri ous elemcnts. Firstl y, it is strongly lin ked to geograph y; countri es at 

the centre of a fast growing region are more li kely to be benefited , ceteris paribus, than 

countri es situated outside that reg ion. Second, it is like ly to be related to competition and 

trade poli cy which could have, in princip le, a similar impact on trade than geograph y. 

Finally, both the quantity and qua lity of phys ical infrastructures are expected to play 

im porta nt ro les. Important elements of supp ly capacity at the ea rl y stage of development 

of the ex port sector are in frastru cture, FDI and macroeconomic stab ility. These elements 

are signifi cantl y determining th e performance of export at all leve ls. 

Literat ure rev iew of this study focuses on th ree major issues. These are extern al 

determ inant of export, mainly pre ferenti al market access for textil e and apparel industry 

in U.S., EU and Regiona l markets. Second it focuses on internal determinants, whi ch are 

ca lled the suppl y capac ity li mitation. Finally the rev iew add resses the hi story of Global 

and the Ethiopian textile and apparel industry deve lopment and the current ex isting 

situation. 

15 UNCTi\ D (2004). EXPORT PEI?rOIl,11.4 NCEA,vD ITS DETERMINAN 7S: SUPPLY AND DEMA ND 
CONSTRAINTS New York and Geneva: UN Publicmion 
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2.1 Preferential and Differential Market Access 

2.1.1 Generalized System of Preferences (GSP) 

There has been an important evol ution in the regimes of preferential and differentia l 

market acccss fo r developing countries du ring the past four decades. The initial 

fi'amework was one of a Genera li zed System of Preferences (GSP) granting duty-free 

entry for import from the developing countries. A GSP is a system whereby deve loped 

countries grant preferential treatment to eli gible products imported from deve lop ing 

countries, so that their exports would be com petiti ve in the markets of developed 

countri es. A GS P was first proposed in 1964 by Rau l Prebisch, then by the secretary 

general of the UN Conference on Trade and Development (UNCTAD). By 1968, the 2"d 

UNCTA D adopted the princ iple of a "generalized, non-reciproca l, non-di scriminatory 

system o f preference in fa vor of deve loping countries". In 1971 the General Agreement 

on Tariffs and Trade (GATT) granted a 10-year weaver. The objectives of th e GSP 

program are to increase the ex port ea rn ings of preference-rece iving countries, to 

acce lerate their industriali zation, to promote sustainab le development and good 

gove rnance. ' 6 

The GSP prefe rential treatment is in the form of reduced import duty, and it al lows the 

avo idance of rec iproca l ob li gations on the part of the deve loping countries. The 

preference giving industriali zed countries under the GSP scheme are U.S., EU, Austral ia, 

Japan, New Zea land, Norway, Switzerl and, Belarus, Bulgaria, the Czech Republic, 

Hungary, Poland , Russ ia and the Slovak Republic." The lower tariffs or duty free entry 

make it attractive for importers to import from the beneficia ry countri es. 

To make an agreement with Worl d Trade Organ izat ion (WTO) rules and to provide a 

formal legal bas is fo r preferent ial market access, the Tokyo Round negotiation adopted 

an "Enabling Clause" in 1979.'8 However, due to restrictions from industriali zed 

countries on selected sensitive import products, the compet iti ve pressure from some 

middle- income countries (most recentl y from chi na and Ind ia) and the mu lti lateral 

li beral izat ion (reduced the Most Favored Nation (MFN) tariffs and trade barriers) tend to 

16 Yager, Loren. United State Governm ent Accountability Officc(2008). IlIlernational h ade Report. 
Washington D.C 
17 Cline. William (2004). Trade Policy and Global Pover~y. Washington D.C: Institute oflntcrnational 
Economics, 
18 Page. S. ( 1994) . /-lOll' Deve /oping Coullfries hade: the inslifUliol1al cOI/Sfraitl/ . London: Routledge 

printing. 
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leve l the playing fi eld and weaken the comparative advantage of least deve loping 

countri es generated from GSP. As the result, the recent spec ial preferenti al reg ime 

initiati ves, rather than the GSI) from U.S. and EU, are increas ingly giving foc us 

(altenti on) to the poorest and weakest countries. 

2.1.2 Special Preferential Market Access ofthe United States 

The Afi' ican Growth and Opportunity Act (AGOA) is a United States Trade Act that 

significant ly enhances U.S. market access for (currentl y) 39 Sub-Saharan Afri can 

(SS A) countri es . The Act was signed by Pres ident Clinton into law in the U.S . on May 

18, 2000 and ori ginall y covered the 8-years period from October 2000 to September 

2008 as Title of The Trade and Development Act of 2000. However, The Act 

amendments signed into law by U.S. President George Bush in Ju ly 2004 further 

ex tends AGOA to 201 5. At the same time, a special exemption related to apparel (th ird 

countri es fa bric provis ion fo r least developed countri es (LDCs)) was ex tended 

success ively in December 2006 and .June 2007 for three and two years respectively. As a 

result the specia l pr ivilege for apparel was extended to 20 12. 19 

The Afri can Growth and Opportunity Act (AGOA) was built on ex isting U.S . trade 

programs by expanding the duty-free benefit s prev iously available onl y under the 

Generali sed System of Preferences (GSP) program to offer tangible incenti ves fo r 

Afri can countries . This will in itiate those countries to continue their efforts so that they 

can open their economies and build free markets. AGOA supports U.S. businesses by 

encourag ing reform of Afri ca' s economic and commercial regimes, which will build 

stronger markets and more effecti ve partners for U. S. firm s. AGOA extends duty and 

quota-free benefits to im ports of a number of apparel and textile products that are 

produced in eli gible Sub-Saharan Afri can (SSA) countr ies .'o 

The U.S. government has set di fferent cri te ri ons for AGOA beneficiary co untries and for 

determination of product eli gibility.'1 The eligibi li ty cri teri on requires these counties to 

have progress or make e fforts on the following areas: -

./ The set up of market-based economies, 

19 \\ \\w.agoa.i nlo 
20 Brenton, P and Takaka Ikezuk i (2004) . t he Initial and Potel/fial Impact of Preferential Access 10 lhe 

u.s. //Iarke/llnder Ihe A/dean Growth and Opportllnity Act. Was hington D.C: The World Bank. 
21 MoTI (2004). AGO;/: Principles. Nat llre and fhe Ethiopian Experience. Addis Ababa: Unpublished. 
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,/ Development of poli tica l plural ism and ru le of law, 

,/ Elimination o f barriers on US trade and investment, 

,/ Protecti on of in tell ectual property, 

,/ Effort s to combat corruption, 

,/ Poli cies to reduce poverty, 

,/ Increment on availability of health care and educati onal opportunities, 

,/ Protecti on of human rights and worker ri ghts, 

,/ Elimination of certain practi ces of chi ld labor, and 

,/ The e li gibility of GS P in these countries in order to rece ive AGOA benefits. 

The U.S. Customs Services determi nes the class ifi cation of products whether they meet 

the spec ifi ed requirement in the Act or not. Essentiall y all products are/w ill be eligible as 

long as they meet the requirements of AGOA 's rule of ori gin and they are imported 

directly from a benefi ciary sub-Saharan Afri ca country. Exception has set by the U.S. 

go vernment fo r products being considered as im port sensitive. 

A country that exports its prod ucts to the U.S. using AGOA pri vil ege should take the 

foll owing ge neral rul e of ori gins in to consideration. 

,/ The item/product must be growth, product, or manufacture of a benefi ciary 

deve loping country and th e sum of the cost or va lue of materia ls must not be less 

than 35% of the apprai sed value of the product when it enters the US market. 

Out of th e 35 %, around 15 % may be deri ved from U.S. part or from sub­

Saharan A fri ca countries that are des ignated fo r AGOA bene fi ciaries. 

,/ The art icle/product(s) must be shipped directly from the benefi ciary countries to 

the U.S . without pass ing through the terr itory of any other countries. Or if it 

shi pped through the territory of any other countries, the product must not enter 

the commerce of those countries wh il e in route to the U.S. In all cases, the 

invoices, bill of lading and other documents connected with the shipment show 

that the US is the fin al destinati on of the imported article. 

Duty- free access to the U.S. market under the combined AGOA/GSP program for Sub­

Saharan African (SSA) countries stands at approximately 7,000 product tari ff lines, 

inclu ding the rou ghl y estimated 1,800 product tariff lines that were added to the GS P by 

the AGOA leg islation. Notably, these include items such as apparel and footwear, wine 

and ce rtain motor vehi cle components. The amended act provided additional 

congress ional guidance to the administration on how to admin ister th e textile prov isions 
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of the bill. Since its implementation, AGOA has encouraged substantial new 

in vestments, trade, and job creation in A fri ca. It has al so helped the SSA's to promote its 

integration into the mul til ateral tradi ng system and to have more acti ve role in global 

trade negotiations. It has also contri buted to economic and commercial reforms, whi ch 

make African countries more attractive commercial partners for U.S. companies 22 

Ethiop ia since August 200 I beca me on e of the 39 SSA countri es privi leged by the 

AGOA in which it is benefited by export ing qualified products to the US ma rket duty 

and quota free. This Act has given an opportunity to Ethiopia to acce lerate the 

deve lopment o f th e texti Ie and appa rel industry base. The tari ff free access for U.S 

market of Sub-Sahara reg ion countries provides 7.5% competi tive advantage when 

compared wit h the Most Fa vored Nations (MFN) status for As ian countries. 23 

The stud y presented to the Afri can economic conference by Ms Rahel Abebe on the 

topic . AGOA : The Case of Ethiop ia textil e sub-sector,24 has shown that Eth iopian texti le 

and apparel industry explo itat ion of AGOA market opportunity was very limited. This 

stud y has al so extensively addressed the problems faced by the Ethiop ian text il e and 

apparel industri es in ut il iz ing thi s privilege. These are, 

• Lack of diversifi ed raw materi als (fabri cs, accessories and others) both in quality 

and quantity so that it is impossible to sati sfy domestic textil e and apparel 

industry needs, 

• The Custom bureaucracy for importing the above requi red raw mater ial , 

• In fe ri or quality product and low production capacity because of obso lete 

technology use, 

• Scarcity of skilled man power in textile and apparel technology, 

• In frast ru cture, utiliti es and log istic (ava il abi li ty of track , container and port) 

problems, 

n WW\\ .Jt!oa. inli.) 

23 China Textile planning Institute of construction (2004). Srudy Repol't on the Deve!opmem Strategv of 

E'thiopian COl/ on Textile/ Gal'/llem Sub-Sector . Beijing. 
2 ~ Rahel Abebe (2007): Opportunities alld Challenges of Deve!opmel1l fol' Africa in the Globa! Arena. 

AGOA: The Case of Ethiopian Textile Sub-Sector, paper Presented to The African Economic Conference: 

Unpublished. 
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• Lack of coordination and trust on th e textile and apparel producers to work 

together, 

• Extremel y fragmented and weak texti le and apparel industry supp ly chain , mainl y 

due to th e government policies and lack of coordination between industri es and 

relevant trade bodies, and 

• The Ethi op ian textil e and apparel industry still remains at in fa nt stage. 

Even though most economists agree that the market preferences are one of the elements 

ofcomplex economic deve lopment process, there is still diffi cul ty in iso lat ing their direct 

impact. However, there is fa irl y border concusses among economist, that expanding 

trade will promote economic growth and development. The im pact of the spec ial 

prefe renti al program on LDC depends on their ab ili ty to take thi s advantage. The 

presence of prefe rential pri vilege is used little in coun tries that do not have the ab ility to 

produce goods desirable by importers, at competiti ve pr ices. Th is is called trade 
. 25 capacity. 

A country's trade capac ity is genera lly related to hav ing appropriate economic conditions 

and instituti ons that help to attract in vestment and enhance effi ciency. Most SSA 

coun tries incl uding Ethiopia have lack of effi cient trade capacity for taking full 

advantage of the AGOA opportun ity to export their goods. This inefficient trade capacity 

is caused by inadequate economic and legal pol icy, poor networks of roads and ports, 

inadequate suppl y of energy and other util ities, rigid financ ial institutions, ineffic ient and 

corrupt customs offi ce and lack of well educated citizens. 

Ethiop ian exports ba sed on the impact of AGOA, though still rema ins small when 

compared with some other AGOA eli gible countri es, it is expected to increase 

signifi cantl y. AGOA has been the dom inant dri ving force behind the growth of the 

appare l subsectors in a number of SSA countri es such as Lesotho, Swaziland and 

Botswana26 The 2002 AGOA report to U.S. congress also ind icted th at, there are some 

quite dramatic initial success due to AGOA on SSA courtiers. 27 These includes, 

25 Yagcr, Loren. (2008). International Trade /?epol" . Washington D. C: U nited State Government 

Accountabilit y O ffi cc. 

26 Sabm A. , el al. (2004). Botswana Textile and Apparel slibsector study. Gaborone: S I OPA and The 

World Bank. 

27Schcllcr. 1-1 .. el al. 2002). African Growth and Opportunity ACI: E"(porl Opportunities for Nigerian 

,l /anu!aclurers In Tex/ife Based SewlI Products Nigeria: RA ISE IQC. 
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• Increased investment va lued at $ 12.8 mill ion III Ken ya, incl uding th e 

establi shm ent or reopening of at least nine factori es, where new employment has 

generated at least 20,000 jobs. 

• The opening of eleven new factories and the expansion of eight add itional ones in 

Lesotho, which results in the creation of 15,000 new jobs and all ows 

manufacturing employment in Lesotho to exceed government employment for the 

first tim e. 

• The creati on of at least 4,3 50 jobs in Malawi. 

• In vestments of over $78 million in Mauritius. 

• New and planned in vestment in Namibia in the apparel and textile sector alone 

has topped $250 mi ll ion, creating an estimated 8,000 jobs over the nex t five 

yea rs, and 18,000 jobs over ten years. 

• The open ing of at least eight new factori es in Swaziland , creating 11 ,000 jobs. 

• A planned $20 million fo reign investment in a Ugandan mill that all ows 

employment of 500 people and benefits loca l agri cultural producers 

As the success story of some SSA courtiers shows, there is a need to open door for 

forei gn in vestors and profess ional experts to upgrade the country's textile and apparel 

industry producti on capacity. There is also a need for organized fun ctional export 

process ing zones with adeq uate infrastructure and uninterrupted utilities. Finall y the 

establi shment of a one stop support mechanism for a new and operational text il e and 

apparel industry is also vi tal. 

Similar to Ethiopia, Lesotho is land-locked country. However, the success of Lesotho on 

AGOA privilege utilization is derived by the attraction of As ian investors, mainly from 

Taiwan and Singapore. Thus Ethiopia has to take imp0l1ant lesson from Lesotho's 

ex perience so as to improve the role of its textil e and apparel industry in AGOA. In sp ite 

of the consistent request and hope for the extension of AGOA privilege mainly fab ri c 

provision rrom 3rd countries, Ethiopian government didn 't make vigorolls movement 

towards the attraction of I'DI to the sector in order to build the capacity of the texti le and 

appare l industry. There was not also formulation of incentives polices and supports that 

are direct ly linked to the production of domest ic fabr ic and accessory. Moreover, the 
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pri vati zati on of state owned text il e mill s to Improve their management and 

compet itiveness is too slow. 

III theory, market access preference provides LDC exporters a comparat ive adva ntageo us 

pos it ion. However, Experience has shown that LDCs are unable to rea lize thi s advantage 

and they perform at a low degree of util ization. This was caused not onl y by thei r limited 

suppl y capaci ty but also by th e given prefe rent ial treatments in wh ich they are short term 

in nature (temporary). As a result the attract ions o f investors are limited due to 

uncertaint y. The complexity and some overlapping req uirement o f the rule of ori gi n 

(RoO) also make it difficult for users28 

AGOA has a unique characte ri stic when compared with other preferences. It combines 

Trade Capacity Bui lding (TCB) program fo r benefi ciary cOllntries. Responsib le U.S . 

agencies for thi s program are Department of Agriculture and USAID. Preparing pri vate 

sector enterpri ses to navigate import regul ations of U.S ., coaching small business on the 

access of financial services fo r trade and in vestment, fac ilitating in vestment in trade 

related infrastructures and orga ni zing annual AGOA forum are some of the act iviti es 

undertaken by th is program 29 

The stud y conducted by Institute of Social Studies (2003) has generall y revea led that 

most eli gible enterpri ses in Ethiopia cannot ta ke full advantage of AGOA because they 

have: lack of informat ion about market opportuniti es in U.S., low industrial capac ity and 

base, relatively a low skill ed and trained labor force, lack of proper production 

management skill s; and a lot of bureaucrat ic challenges in order to be benefited from the 

various government incentives, sllch as the diffe rent li nes ofcredit 30 

2.1.3 Special Preferential Market Access ofthe European Union 

Similar to U.S. the European Uni on has also shifted to a specia l prefe rential reg ime for 

certain developing countri es trading partners that go beyond the GS P. At the same time, 

there has been a shi ft fro m the GS P concepts of temporary non -rec iproc ity to preference 

28 Mold .A. (2005) ... Trade Preferences and Aji'ica: The Slale of Play and Ihe isslles al Stake ", 
Addis Ababa : Afri ca Trade Policy Center, work in progress N .O 12, [CA, Addis Ababa. 
29 Yager, Loren (200S). In'em(l(ional Trade Report. Wash ington, D.C.: Uni ted State Government 
Accountabilit y Onice 
30 Loop. T heo van del' (2003). Clothing and Foofwear in the Aji'icon Industrialisation. The case of 

Ethiopia . Addis Ababa : unpublished, Institute of'Social Studies. 
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towards free trade arrangement incorporating reciprocity. Over the last 35 years the 

Eu ropean Uni on has made a se ri es of preferenti al agreement with poorest countri es to 

enhance the ir expo rt earnings, to promote their industri ali zati on and to encourage the 

di vers ifi cat ion of the ir economies. 

The EU and LDCs in Afr ica, Caribbean and the pac ifi c (the 'ACP' states) launched th e 

preferent ial agreement ca ll ed the Lome convention in 1975 with 46 countri es. This 

convention was success ive ly renewed and expanded every fiv e yea rs wh ich results in the 

embedment of 70 countri es by 1995. However, due to incompatibility with GA n ' rules, 

of being nOIHeciproca l, in 2000 the Eu ropean Union replaced the above agreement with 

the AC P- EU partnerships agreements known as the Cotonou partnership Agreement 

(CPA). This agreement has shifted the focuses into economic integrat ion agreement that 

progress ively removes the barri er and enhances cooperation in all areas related to trade. 

The change in name simply showed a new strategy rather than any immediate change in 

the preferenti al arrangement. J I 

In February 200 I, the European Uni on Co uncil adopted a new initiative with in the GSP, 

that was ca lled Everyt hing But Arms (EBA). EBA granted duty free access to imports of 

all prod ucts for 49 LDCs, exccpt arms and ammunitions. It doesn't impose quantitati ve 

restrictions (with the except ion of bananas, sugar and rice for a limi ted per iod) . This 

initiat ive underlines that the spec ial arrangement for LDCs should be maintained for 

unlimited period of time and not to be subjected to the periodi c renewa l. J2 

The spec ial preferential market of EU Rules of Origin (RoO) required the double 

transformation process in the beneficiary countries, with the yarn being woven in to 

fabric, wh ich is then cut and made up into c lothing. However, fo r few types of non, 

knitted appare l, there is an alternat ive Value Content (VC) rule, which allowed the use of 

non-orig in at ing prov ided fa bric that its val ue did not exceed 40% of the fina l product 

priceD EBA allows EU to take the safeguard measure by withdrawing the preferences 

from LDCs when imports raise much above "usual leve ls" . In addition, EBA keeps the 

regulation on sanitary, which could constrain trade increment. 

31 Cline. Wil liam (2004) . Trade Policy and Global Poverzy. Washington D.C.: Institute of International 

Economics. 

32 http://cc.curopa.cu 
33 Portugal-Perez. Alberto (2008). The Cost 0/ Rilles a/Origin in Apparel: Africa Pre/erel1f ial Exports to 
the Unifed Slates and fhe Ell ropean Union . Ncw York and Geneva: UN Publi cation. 
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Study conducted by Alberto Portu gal-Perez (UNCTAD, 2008) indicated that the RoO of 

EBAs in itiatives and the Cotonous Agreement (the requirement of two steps conversion 

process to all apparel on qualin ed countries) have limited the benenciary countries' 

export. In contrary, the relaxation of the RoO of AGOA by all owing the use of fabri c of 

any or igin , in creased the exports of apparel by 300 percent for the top seven beneficiaries 

of AGOA' s spec ial reg ime, and widen the range of apparel exported by these countries. 

Bes ides the discourag ing RoO of EBAs initiatives and the Cotonous partnership 

Agreement lor privileged LDCs, the above ment ioned problems of Ethiopia on limited 

utili zation o f AGOA in U.S. market are equa li ty destructing the effi cient exploitation of 

EBAs in itiati ves and the Cotonous partnership Agreement in EU market. 

According to UNCTA D (2003), preliminary impact assessment has revea led four 

important sets of factors that influence the ability of LDCs to make use of market access 

prefe rences, th ese are: 34 The spec incation of the preferent ial schemes or the ru les of 

ori gin associated with the eligibi li ty of preferences, the di ffi culti es of stemming non­

tariff barriers, the impact o f other policies, such as agri cultural policies of deve loped 

countr ies that directl y affec t producti on and ex port interest to LDCs, and the supp ly 

capacities of the benefi ciary countri es. 

The same report shows th at, LDCs utili zation of preferential market access has been 

relati ve ly vc ry low. William Cli ne director of th e Institute of Intern ational Econo mics in 

Washington, D.C. , argued that there are different measures that should be taken in 

mak ing ma rket access preference more effecti ve. These include the applicabili ty period 

should be extended, the ru les of ori gin should be simplified, the initiati ves should be 

extended to all goods, and tax exemptions should be offered to foreign investors with a 

view of overcoming supp ly constraints in the host countri es35 

2.1.4 Regional Market Access 

The Afr ica (Regional ) market is one of the greatest potenti al but not yet appropriately 

utili zed by Ethiopian tex til e and apparel industries. Li ke U.S. and EU market, the 

reg ional market has special preferentia l market privilege due to Free Trade Agreement 

(FTA) among th e reg ional member countries. Common Market for Eastern and Southern 

34 UNCTAD (2003). 7i'ade Preferences for LDCs. :In Early Assessmenl 0/ Benefits and Possible 

Impro\·emenlJ. Geneva and NelV York: UN Publication. 
3~ UNCTA D (2003) . Press release. PRl2003/ 1 02 . http://llllctad.org. 
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Africa (COMESA) was establi shed in December 1994 to replace the Preferenti al Trade 

Area for Eastern and Sou thern Africa (PTA), which was estab li shed in Lusaka, Zambia 

in 198 1. COMESA currentl y has 2 1 member states. 

Ethiopia is not onl y a signatory but also a fo unding member of COMESA. The main 

objecti ve of thi s regional organizat ion is promoting reg iona l integration through trade 

li be ral izati on and in vestment. Th is in turn creates full y integrated internationall y 

competi tive reg ional economic comm uniti es, within which there would be free 

movement of goods, services, capital and labor across member countries36 

COMESA forms a major market place for both internal and external trading. Member 

countries of thi s group enjoy preferential tariff treatment for their imports and exports. 

Tariff structure within COMESA can broadl y be divided into two: General tariff for 

COMESA and Free Trade Area (FTA). General tar iffs adhere to the general terms of 

trade by COMESA, whil e the FTA has abolished tariffs for goods ori ginated from their 

member countries. The FTA has not onl y gotten rid of customs tariffs but has also 

applied th e relaxat ion and eventual elimination of qu antitat ive restricti ons and other non­

tariff barri ers. COMESA has launched FTA on October, 2000 and in the next step it is 

expected to upgrade COMESA in to Custom Union (CU). Ethiopia is not yet become the 

member of COMES A FTA. 37 

Although Ethiop ia is one of the fo unding member countries, the perform ance in the 

intra- COMESA remains insignificant. The reasons behind the poor performance of 

Ethiopia are: lack o f politi cal commitment, overl app ing membership, uncertain payment 

and delays. poor private sector parti cipation, etc38 In add ition, Due to weak 

infrastructure basis, weak prod uct ivity and trade fac ilitati on, the overall intra-COMESA 

trade remained at a ve ry small level in the peri od 198 1-2007. Besides the low level of 

Eth iop ian part icipat ion in intra-COMESA trade, it is dominated mainly by few member 

countries, Such as Ken ya, Zambia and Mauriti us and Tanzania 39 

36 COMESA (2003). COMESA h ealy Establishing lhe COl/1mon Market for Eastern and SoU/hem Africa. 

Lusaka : COMESA. 
37 COMESA (2006). COMESA Anllual liepor, 2006. Lusaka: COM ES A. 
38 A lemayehu Geda and Haile Kibrct (2008). "Regional fntegrCllion in Africa: A Review of Problellls and 

Prospects with a Case SIIl(~V ofCOMES:-J ". Journal or Ali'ican Economies, 17(3 ): 357-39-t. 

39 J\lcmaychu Gcda. Edri s Hussein and Zewdu Belete (2010). Regional Inlegration Polices Among 

COMESA. EAC AND IGAD Add is Ababa: Unpublished Report 10 Trade Capae il Y Building Unil (MoTI). 
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2.2 Internal Export Determinants 

Both demand side (market access) and suppl y side (domesti c institution and poli cy 

environment) factors have an earnest impact on export perfo rm ance and on the growth of 

LDCs40 In the first part of the literature rev iew an attempt has been made to address 

briefl y the market access and the main deterrence for effi cacy of these preference [or 

Ethiopian textil e and apparel industry. On thi s part of rev iew, the focus will be on the 

main suppl y side constraint of the texti le and apparel industry export. The suppl y side 

constra ints are essenti al in determ ining export potenti al of the country, which mainl y 

incorporate: market based reforms/macroeconomic environment which are mainly 

exchange rate, ex port and Foreign Direct Investment (1'01) promoti on, infrastructure 

(mainly transport) and institutional quality. 

The neo-c lass ica l economic theory pays spec ial attention to the exchange rate (ER) 

whi ch IS used as a measure of pnce competiti veness. In add ition, the 

appreciat ion/deprec iati on of the exchange rate of the part icular country determines the 

loss/ga in of competiti ve ness on intern ati onal market. 41 Traditional view generall y 

assumed that th e exchange rate deprec iati on wo uld stimulate exports and restrain 

im ports, whil e appreciation of exchange rate woul d di scourage expol1s and encourag 

imports. However, according to an investi gati on paper, T. Abeys inghe and T. L. Yeok 

( 1998) such conclusion often neg lects the ex istence of large amount of import contents in 

exported product's, as well as the dynamic effects of producti vity improvements on 

export. The same study revea ls that the exchange rate apprec iati on does not adverse ly 

a ffect exports of Si ngapore because exports possess high import content." 

Sim il arl y, many analyses show that depreciati on may co incide wi th greater exchange 

rates o f vo latili ty and uncertainty. Such uncertainty may have adverse effects on ex port 

so that the textbook theory based impact of deprec iation on export earning is not 

conclu si ve in results. According to W. Fang and S. M. Miller (2004), deprec iati on 

exchange rate does not improve Singapore 's exports, but time-varying exchange rate ri sk 

~o UNCTAD (2008). Lxpol'/ Competitiveness and Developmellt il1 LDeS: Polices. [sslles and priorilies/or 

leasl Developed COlll1lries for ;/cliol1 dl/ring and beyond UNCTAD XII. Ncw York and Gcneva: UN 

publ icat ion. 

41 Petreski. Goce (2009). Modeling Ihe DelerminaJlls of Exports and Imports: Assessmel1f of the 

Macedollia COlllpetilive Peljormonce. Macedonia: University SI. Kliment Ohridski . 

~2 Abcysinghc, T. and Tan Lin Yeok (1998). Exchange rOle appreciarion and expol'/ competitiveness. The 
case a/Singapore. Si ngapore: Natio nal University of Singapore. 
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exhibits a signifi cant negative effect on substantial amount and its effects dominate the 

depreciation e ffect, lead ing to a negative net effect of exchange rate change on export 

revellue.43 

Despite the cOJ1lroversies surround ing th e benefits and cost, FD I li kel y affects export 

performance pos iti vely in developing countri es. The exper ience in a number or countri es 

suggests that FD I strongly contributes to the transformation of the compos it ion of 

exports. For example, the FDI innows into Singapore, China, Lesotho, Madagasca r and 

Mauritius, have contributed on the increment of technolog ica l content of their exports by 

supporting the deve lopment of knowledge-based industri es . This pos iti ve and significa nt 

relationship between export performance and FD I has contri buted to capi tal formation. 

FD I does contribute to the technolog ica l upgrad ing, and then is expected to be directed 

towards innovati ve acti vi ties within an already ex isting sector, and in that sense it 

stimulates essentia ll y intra-sectoral rather than inter-sectora I d i versi fi cati on.44 

Around 95% of the Madagascar 's texti le and apparel industry is owned by FD I. This 

helped Madagasca r to rea li ze early benefits from AGOA and to make remarkable success 

in apparel export in the U.S. market within AGOA. As a result, it has become one or the 

four top expo rters in terms of vo lume and va lue in 2003, which clearly displays the 

Madagascar's strength when compared with that of many other Afr ican countries." 

Currentl y many deve loping countri es actively plead for FD I and offer income tax 

holidays, import duty exemptions and subsidies to fore ign fir ms. They also take 

measures on the expansion of infrastructures and market preferences. The government of 

Ethiopia has al so taken some measures to attract 1'0 1 in va ri ous sectors, so as to 

encourage the transfe r of tech nica l and manageria l know-how and foster the util izati on of 

market access. In order to attract FD I, more sectors that were reserved for nationals have 

been opened fo r fore ign partic ipat ion and no performance /goal! criteria were set. 

Foreign in vestors have been exempted from custom duti es and import tariffs (for all 

cap ital eq uipment and spare parts up to 15% of the va lue of capi tal equ ipment). They 

have also been exempted from export taxes and are prov ided with tax holidays up to 5 

years. 

-t3 Fang, W. and MilicI' (2004). £ychange rate depreciarion and expor,s: The case of Singapore revisited. 
Feng Chia Uni versit y and the Overseas Chinese Institute of Technol ogy and University of Nevada. 
44 UNCT AD (2005). Deterlllillams of £rporl pellorll/ance: Developing COli mies in Internatiollal Trade . 
New York and Geneva: UN Publication , Trade and Development Index.2:49-79. 
4 5 The RATES Center (2005). Co{(on - Textile - Apparel. vallie chain Repor t for Madagascar. N airobi. 
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Despite such measure, Ethiopia has only attracted an insignifi cant amount of FDI ; 0.74% 

of the Sub-Saharan Afri ca. Only 59 (worth 3.8 billion birr) out ofa total on I I approved 

FDI project that was wo rth about 15.4 bi ll ion birr and have become operational during 

th e period 1992/93-200 1/02. Even then only few of the 59 project foc used on the ex port 

market. Similarl y the impact of FDI in Eth iopian textile and apparel in dustry export is 

still in significant 46 The most recent experience in Ethiop ian texti le and apparel industry 

has shown that there is an increas ing trend of engagement by Turk , Indian, Pakistan and 

Chinas in vestors.47 

At the early stage of export sector development, one of th e major factors that influenced 

the suppl y capacity of the country is related to domesti c infrastructure.4s Most African 

countri es includi ng Eth iopia are characterized by poor infrastructure. This poor 

in frastructure is a main deterrence on Ethiop ian textile and apparel industry's 

competi tiveness and on the attraction of FDI. The improvement in infrastructure and 

transport se rvices can lead to improvement in export performance 4 9 

Textil e and Apparel industry on export market do not simply compete on price. Buyers 

eva luate a suppl y Offer on fi ve di mensions: Price, Quality, Response, Product, and 

Eth ics 50 Price is the cost paid by the bu yer to have the goods deli vered to hi s/her door. 

Quality does not mean compliance with standard s, as it is usua ll y assumed, but it is 

rather a di fficulty of characterizing perception that one product is more desirable than 

anoth er. The price and quality of the export product are se riously affected by the 

ava il ability, price and quality of raw materi als used to produce that product. In the case 

of textil e and apparel product, the availability, price and quality of raw cotton have a 

significant influence on the competitiveness of the final product in internationa l market. 

The stud y on Madagascar Cotton-Textil e-Apparel value chain has shown that the export 

o f loca l raw cotton, which is well -known for its good quality, poses a threat to the 

domesti c tex tile and apparel industry export and to the national economy. In addi tion. 

46 The RATES Center (2003). Cofton - Texrile - Apparel. value c/win Report for Ethiopial/. Nairobi 
·n TA IDl (20 10). Five years (20 /()-I S) Textile and Apparel IndllSII )I Development Plan. Addis Ababa: 

Unpubli shed Report. 

dB UNClAD (2005). Determinants of Export peljormance: Developing counties il1 International Trade . 
New York and Geneva: UN Publication. Trade and Development Index.2:49-79 
49 Fugazza. Marco(2004). "Export PeJ!ormance and its Determinanls: Supp~v and DemCind COl/straints'· . 

Policy Isslles In International Trade and Commoditi es Study Seriollsness No.26. 
50 Sabm .A .. et al. (2004). /3 o/s1I'al1o Textile and Apparel sllbsectol" stud.. Gaboron e: BIOPA and T he 

World l3 ank 
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thi s study also shows alternati ve ways to import raw cotton from abroad where thc 

supp ly fees represent an add itional cost ofapprox imatcly 20% when compared with local 

suppl y5 1 

Response refers to the total delay between placing an order and recciving goods. The 

seasonality of textil e and apparel product consumption in developed co untrics makcs 

response more sensiti ve. Thc two aspects of response are the delay length and the delay 

length 's reliab ili ty. In man y cases, de livery reliab ility is more important than delay 

length. This reliab ility is considered a factor that is able to meet the promised de li very 

date. Besides the fi rm leve l constraints fo r response, the country's infrastructure quanti ty 

and quality, mainly transport has a paramount influence on the response. 

Despite techn olog ical advancement, the text ile and apparel industry, mainly apparel 

remalllS labour intensive globa ll y. Hence its manufacturing is continuing to shift from 

deve loped to deve lopi ng count ies due to low labour cost. The labour cost of the texti le 

and appare l industry is the most geograph ically di stinct variable and it becomes one of 

the competiti vc factors. The spread is enorm ous, from over $ 10 per hour in the U.S. to 

22 cents per hour in Vietnam52 In the textil e and appa rel sector, labour cost assumes 

greater significance in the production cost. Eth iopia is considered very favorabl y across 

the deve loping countri es in terms of labour cost. A recent study on Indian garme nt 

industry shows that, higher wage rate is one of the dcterminant factors on ex port 

performance 53 Ethiopia is a densely populated country with morc than 74 million 

people. The Eth iopian population has a hi gh percentage of yo un g people. Since the labor 

force is yo ung; they can easil y be tra inab le and quickly adopt new tcchnolog ics. This 

condition would secure the comparat ive adva ntage of the textil e and apparel industry to 

be competiti ve on international market. 

Opening economic po li cics to trade and investment with the rest of the world is needed 

for export and economic growth. This is because in recent decades there is no country 

achiev ing economic success in terms of substantial increases in living standards for its 

people without liberalizing itse lf to the rest of the worl d. Trade libera li zation has 

generall y taken place in LDCs as part of the structural adjustment program. Eth iopia has 

51 The RATES Center (2005). COll on - Textile - Apparel, value chain Report/or Madagascar. airobi. 

S2 Dic ken. Peter (2003). GLOBAL SIIIFT. Reshaping the Global Economic Map in (he 2/,1 CenllllY. 
London: SAGE Publ ishing Ltd. 
~.' Verma. Samar (2002). £\pOrl Competitiveness 0/ Indian Textile and Garment Industry . New Delhi: 

India Indian Council ror Research on International Economic relations. Working Paper NO.94. 
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taken man y measu res to liberali ze its economy since the fa ll of Oerg. Trade li beralization 

im pl ies considcrable reduction in tariff and non-tariff barr iers, so as to establi sh a 

noti ceab le open market as compared with the pre- liberali za tion era .'4 

With libera li zation of the economy, the sectors in home countri es ha ve a comparati ve 

advantage in which they can export their products to the rest of the world , while the 

import competing sectors face foreign competition. The empirical researches focusing on 

the impact of trade libera lization (openness) on export earnings have exhibited more 

mixed results. Some of them show that countri es wh ich get on li beralization programs 

have improved their export earnings (A hmed, 2000; Thomas et aI. , 1991 ; and Santos­

Paulino, 2002b as cited in Yi Wu and Li Zeng, 2008) wh il e others ha ve found no 

significant evidence of the above relat ionship (Greenaway and Sapsford , 1994; Jenki ns 

1996 as cited in Yi Wu and Li Zeng, 2008).55 

Bes ides the broad internal and extcrnal factors for determining the ex port perform ance of 

the textil e and apparel industry, firm level competitiveness is a major bottleneck for 

export perform ance. Study conducted by Tinsae Berhanu (2006) on competitiveness of 

Eth iop ian garment industry, depicts the very low status of compet iti veness of the 

Et hi op ian garment industry. The find ing or the stud y shows that, at the firm leve l, all the 

determ i nants 0 f com petit i veness are found to be insign i ficant .'6 

2.3 An overview of Textile and Apparel industry 

2.3 .1 Global 

The textile and ap parel industry was the first man ufactur ing industry to have a globa l 

dimension. This sector is the most geographi cal ly dispersed of al l industri es across both 

developed and developing countri es . In th e first industri al revo lution of the 181h and 191h 

centuries in Britain . U.S., Germany, France, and the Netherlands, the text ile and apparel 

industry was a base. Tex til e and appare l could be manufactured using relatively simple 

technology and low-ski ll labour. The trad itiona l craft skill s of hand spinning, weaving 

and sewing were served as basis fo r larger- scale textil e and apparel industrial 

54 UNCTAD (2004). Linking Infernational Trade wi!1l Poverty Reduc!iol1. New Y ork and Geneva: UN 
Publicat ioll. 

5S W u. Yi and Li Zeng (2008). The Impac! afTrade Liberalization on the Trade Balallce in Developing 
COllI/tries, 1M F working paper. \V P/081 14. 
~b Tinsac Bcrhanu (2006). Competitiveness of Ethiopian Garment IndusflY: Response 10 f .. xporl Markel. 

Addis Ababa: Unpublished MSe Thesis, Addi s Ababa Un iversity. 
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applicati on. The geographica l trends in the production of textil e and apparel industry 

shows a clear pattern of continues decline in the deve loped countries producers and a 

geographica l shift of producti on to deve loping countri es. Current ly China by far di stant 

leads the global tex til e and apparel producti on, empl oyment, in vestment and trade. 

Besides fac tors endowment, mainly cheap labour and cotton costs, the ex istence of Mu lti 

Fiber Agreements (complex system of Nati onal quotas), rapid technolog ica l innovations 

in producti on and di stribution process significantl y contribute to continual geographical 

shift of thi s sectorS7 

More than 30 years, export of textil e and apparel product between developed and 

deve loping countri es has been ti ghtly regul ated by quotas. In the hi story of texti le and 

appare l ind ustry deve lopment, no country has ever tried to deve lop its textile and apparel 

sector without appl ying some protecti on for its in fa nt industri es before opening up to 

competition. No industry was able to survive in open competition fo r domesti c or foreign 

markets before it had a chance to mature within a protected environment. Customs duties 

and other protecti ve measures were always intended to equali ze producti vity di fferences 

among competitors. Quota has also permitted many small er, less competiti ve co un tries to 

partic ipate in international trade providing them with economic and soc ial benefit s such 

as FD I, constructio n of infrastructure. employment and foreign exchange earnings. U.S. 

Internati onal Trade Commiss ion estimated that one direct job in tex til e and apparel 

industry can lead in to two supporting (or indirect) jobs in service and supplier 
. d 58 In ustry. 

The world trade in the textile and apparel product has shown an increasing trend , 

curre11lly estimated at US$ 6 12. 1 billion (US$ 250.2 bil lion for textile and US$ 361.9 

billion for apparel). Simil arl y different estimates indicate that the global texti le and 

apparel trade will reach US$ 900 bil li on by 201 3. The increment in apparel is ex pected 

to grow from US$ 36 1.9 billion to about US$ 555 bill ion; whereas textile trade is 

projected to grow from US$ 250.2 billion to about US$ 345 billion during thi s peri od. 

The future globa l tex til e and apparel trade would depend on the current in vestment on 

th is sector. There has been a clear shift in the investment patterns in the global textile and 

" Dicken, Peter (2003). GLOBAL SHIFT, Reshaping Ihe Global Economic Map in Ihe 2/" 

CeIlIIllY , London: SAGE Publishing Ltd. 

58 Nathan Associates INC (2002). Change in Global Trade Rilles / or Textile and Apparel: Implications /or 
developing COllI/frie s. Washington D. C. 
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apparel industry towards As ian countries over the last 10 years. The largest in vestments 

in textile machinery have been made in Ch ina, Indi a, Pakistan and Bangladesh59 

2.3.2 Ethiopia 

2.3.2.1 Development ofthe textile and apparel industry 

Eth iopian trad itiona l apparel (cottage industry) produced by hand loom has a long 

hi story in prov iding the needs of the people. These traditional appare ls are made of 

woven cotton thread. Some of these products are ' kuta' , ' Netel a' , ' Ga bi ', 'Ejetebabe ', 

'Tibeb ', etc. The activities were trad itiona ll y held by smal l arti sans called 'shemane' 

(weavers). This tradit ional cottage industry is inherited and cont inued up to now, making 

an important contribution to sati sfy people ' s requirement. The modern text ile and 

apparel industry was ini tiated in 1939 with the estab li shment of Dire Dawa Texti le mill 

by forei gn capital. Then before 1975, 5 large-scale integrated text il e mill s and 2 apparel 

enterpr ises were establi shed mainly by private capita l. In 1975 al l private texti le and 

apparel industries were nati onali zed. From 1975 to 1992, in oreler to satisfy th e 

increas in g domesti c demand, addit ional 4 large-sca le in tegrated textil e mill s and 2 

apparel industries were established with foreign aid and played pivotal ro les in 

substitut ing imported products. 

Since 1992, the government of Ethiopia has launched free market economy princip le by 

encouraging the entry of domest ic and fo reign pri vate capita l and transformin g 

ownership of the state owned enterpri ses. Informati on found fro m the Central stat isti cs 

Authority (CSA) o f Ethiopia indicates that, in fi sca l yea r 2006/07 the total number of 

large and medium scale texti le and apparel industr ies has reached 73, of which 4 1 are the 

textile mill s and the remain ing 32 are appa rel industries. 

Sim ilar source indicates that, the textile and appa rel industry capacit y utili zation has 

fluctuated from year to year. Since 2002/03 up to 2006/07 the average annual capacity 

utili zation has reached 31 % fo r tex ti le and 37% fo r apparel industry. The regional 

di stribution of the textil e and apparel industry is more concentrated aro un d Addis (more 

th an 50%) elue to better infrastructures and gove rnment support. Th is industry'S 

di stribution indicates that there are 4 industri es in Oromi ya, 4 in Ti grai, 3 in Afar,S in 

Amhara,4 in SNN P, I in Ga mbell a ,2 in Dire Dawa and 50 indust ries in Addis Ababa. 

59 IL&FS Cluster Development In it iati ve Limited (20 10). Illtegrated Textile Cluster. Ethiopia. India: 
unpubli shed report 
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Currently except some textil e mills, all state owned apparel industri es are transferred to 

the private ownership with var ious privatization schemes. 

2.3.2.2 Industrial Structure/Chain 

Textile and apparel industry consists of three parts (chains): up stream (fiber production), 

mid stream (fab ri c production and dyeing) and downstream (ga rm ent/apparel 

production). Each chain has its own spec ific technological and organizational 

characterist ics. The text il e industry consists of two major operations; the preparati on of 

yarn and the manufacturing of fabric. The texti le is relati ve ly cap ital intens ive and its 

large size capac ity makes it competent. The apparel industry is far more fragmented 

organi zationall y than tex til e industry and it uses less sophi sti cated technology. However 

this industry is more labo ur intensive and produces an enormous variety of often rapidly 

I . d 60 C 13ng1l1g pro llctS. 

Ethiop ian textile and apparel industry is producing a large vari ety of products. Spinning 

finn s produce yarn and sewing thread . Whereas integrated mill s produce a wide vari ety 

of products including yarn, fabrics (knitted and woven), canvas, school and trave ling 

bags, blankets, sweaters, shawls, uni forms, towels, baby nappies and knitted garm ents. 

Apparel manufacturers on the other hand, produce various types of garm ents for both the 

local and export market. 

The Ethiopian textil e and ap pare l sector is characterized by labour in tensive (appare l, 

weaving and knitting) and cap ital intensive (spinning dye ing and finishing) industri es . 

Although the fab ri c production is more capital intensive than the apparel sector, it is st ill 

fair ly labour intens ive in Ethiopia. However, th e fiber production is essenti all y capital 

intensive. Ethiopian textile and apparel industry is exposed to a comparative 

di sadvantageous pos ition in both upstream and mid stream chains. The deve lopment of 

these parts of the industry demands a hu ge investment capital , know ledge and strateg ic 

thinking. But Ethiop ia lacks these factors. Even in the reg ional market (A fri ca) there is 

no strong supp ly of fab ri c and/or fiber. As a resu lt, Ethiop ia wo uld have no access to 

focus on its comparat ive advantageous labour intensive apparel industry unless it secures 

the suppl y of fabri c. 

60 Dicken, Peter (2003). Global Shift, Reshaping the Global Economic Map in the 2/'" CeJ7llllY. 1.ondon: 

SAGE Publishing Ltd. 
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The leve l of tec hnology in Ethiopian texti le and ap parel industry can be viewed from two 

angles: the newly estab li shed industry brings relatively latest technolog ies, whi ch are 

prominent in text ile and apparel production such as China, Ind ia, Turk , etc. The second 

one is, the industries, which were establi shed in the Imperia l and Derge era, have 

experienced huge prob lems in terms of their production due to obsolete techno logy. This 

results in frequent breakage and lack of spare parts. The unique characteri stic of 

Ethiopian text il e and apparel industry is that most of the textil e mill s are vertica ll y 

integrated (spinning-weaving/knitting-apparel) and th ere is no observab le specia li zati on. 

In add ition they are not in the position of supporting the emerged appare l industry 

because most of the fab ri c produced is consumed by them. Thi s condition demands 

policy intervention to bri ng spec iali zation , promote intra-sectoral linkage and allract 

more investment. 

2.3.2.3 Policy, Legal and Regulatory framework 

As the main component of Ethiopian manufacturing industry, the hi story of modern 

textil e and appare l inclustry is more or less re lated to the post Ethio- Italian war. The 

Imperi al era form ulated strategies that were relevant to the deve lopment of the 

industriali zat ion in Ethiop ia since 1950 to 1974. An encouragement of the foreign capital 

investm ent with the underl ying import substat ion goal was the main di rect ion of thc 

industri al strategy. Such poli cy gave man y incent ives to fo reign investo rs and showed 

less concern for indigenous in vestment. Because of this during the imperia l era, most of 

the man ufactu ring industry including textile and apparel were owned and operated by 

forei gners. 

During the soc iali st Derg reg ime ( 1975 -1 991), the coun try's industry was operated under 

state- led strategy and th e government national ized almost all pri vate industries. The Derg 

regime industrial poli cy had similarity with the Imperi al era in the basic theme, si nce 

both industria l poli cies focused on imp0l1 substituti on. In the Derge regime the text ile 

and apparel industries were estab li shed with the objectives that geared towards pub li c 

we lfare such as creating employment opportu ni ties, besides their import substitutive 

aspects . These kinds o f directions protected the industry from external compet ition and 

in tu rn introduced ineffi c ient resource allocati on6 1 

61 Ad mit Zcrihun (2009). ·· Industria lization Pol icy and Industrial Dcvelopmelll S trat~gy or Ethiopian", In 

Taye Assef~l (eel.). Digest of EthioPia's National Policies. Strategies and Proerams. Addis Ababa: Forum 

for Social Studies. 
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Following the fall of th e Derg regime in 1991, The EPR DF has taken a wide range of 

liberalizat ion measure. ErRDF is fo llowing an Agricu ltural Deve lopment Led 

Industrial ization (AD Ll ) policy. 62 The objectives of ADLI are 

Promoti ng economic effici ency and growth , 

Developing domestic tec hnologica l capacities and capabilities for the promoti on 

and deve lopment o f intermed iate and capita l goods industry, 

Promoting the inter and intra-sectoral linkages, 

Creating sound domestic base for the transfer, adaptation, and deve lopment of 

technology, 

promoting the advanced use of labour in tensive technologies and loca l resources, 

Achiev ing industrial competiti veness in an area of clea r comparati ve advantages 

in industri al exports, and 

Promoting balanced regional industr ial development. 

In formu lat ing approp riate industri al deve lopment strategy, priorit izing the sub sectors 

and focusing on activities which accrue the benefits would be economica l. Accordingly, 

the industri al development strategy of Ethiop ia has ranked the texti le and apparel sector 

as th e first and co re sub sector because of the fo ll owing reasons: first the world wide 

market for texti le and appare l is always ava ilab le next to food commod ities. Second the 

sub sector uses more labour wh ich is abundant ly available at low cost in the country. 

Third the texti le sector utilizes cotton as its main inp ut so that it can create conducive 

opportunity for agri cultural development. Fourth the sector easily creates high backward 

linkages, mai nly with the agriculture wh ich in turn creates more income for 

farm erslinvestors. Fina ll y in the long run it is assumed that the textile sector will initiate 

the estab lishment of chem ical and other inputs (supp lementary industry) which are now 

being imported. 

The objective of industri alizat ion deve lopment by the past reg imes has an effect on the 

current status o f the ind ustries. Since the cumulat ive effects of these prob lems became 

ve ry di ffi cult to tackle when the country' s economy went th rough the liberali zation 

process it made the industries to lose th eir competiti veness in both local as we ll as the 

intern ati onal markets. In 2004 the government of Ethiopia with the cooperat ion of Ch ina 

62 Mol (2002). Federal Democratic Republic of Ethi opia Industrial De velopment Strategy 
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had conducted a depth stud y to identify the ex isting deep routed bottleneck of the sector 

and to fo rmu late the so lution so that it can accelerate the development of the textil e and 

apparel industry. Based on the fi ndings, the government had deve loped secn·a l 

development master plan. The strategic road map of thi s master plan acce lerates the 

deve lopment of appa rel industry and pull s the development of the tex til e in dustry (Top­

Down- Pull approach). For the implementation of thi s master plan, the governm ent had 

set fi ve years medium term plan. The fi rst five years med ium term plan was extended 

from 2005/06-2009/ I O. In for mation found from the Min istry of Trade and Ind ustry has 

indicated that, the first five years performance is far apart from the plan. 

For the last fe w yea rs, the Ministry of Trade and Industry has engaged on the 

formulation program to come up with workable platfo rm fo r effective imp lementation of 

government industry po licy. As a resu lt, under the Ministry of Trade and Industry, the 

Text ile and Appare l Industry Development Institu te (TA IDI ) was established. The ma in 

objecti ve of the Institute would be leadin g, coordinating and controlli ng the deve lopment 

of the secto r, and prov iding one stop support for the industry to speed up the 

deve lopme nt and competiveness of text ile and appare l industry in international market. 

2.3.2 .4 The Emerging Opportunities and Threats for Textile and 
Apparel Industry 

Opportun iti es are natura l in the bus iness world but exploiting them needs strateg ic 

thin king, long term plann ing and dynamic poli cy formulati on. Opportuni ties for the 

textil e industri es are; 

./ Tex tile market is global and has increasi ng trend, because it prov ides a basic 

commodity for human need . 

./ The industry has cont inuously relocated itse l f to low cost locations. The key 

attributes of new locations are ra w material, manpower, energy and water 

./ The sector is a top pri or industry in the country industrial po li cy, and the 

government prov ides various suppo rts and incenti ves. These inclu des; different 

investment attraction incenti ves, export credit guarantee, in vestment fund , 

industri al prem ise, income tax exemption fo r expatriate, duty free importati on of 

raw materi al, spec ial tariff(on land, sea and air transportation and related services 

for export product) and human resource deve lopmen t. 
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,/ Preferenti al and differential market access to U.S., EU, Reg ional (Africa) market 

through AGOA, EBA and COMESA. 

,/ Bi lateral agreements made by Ethiopian government wh ich prov ided lega l 

framework made the country to enj oy favored nation treatment and remove 

tari ffs. 

Threats are also facts that affect th e country's competitiveness in the competi tive world. 

However, threats are created to be tack led and problems came to be so lved. The textile 

and appare l industry is also confronted with the fo ll owing threats:-

» Many countries fo ll ow export ori ented industri al deve lopment strategy and 

competition in the wor ld market is fi erce. 

» Erosion of preferential and di ffe rential market access before Ethi op ia builds the 

texti le and apparel industry base. 

;.. Tough competit ion from As ian countri es, main ly from China and India after the 

ex pi ry of the multi fiber agreements (MFA). 

» The Spread ing terrori st acti vities around the world might be limiting the 

in vestment flow from the deve loped to deve loping countri es. 

» Increas ing globa l warming mi ght be affect ing the cotton prod ucti on. 

» Poor state of infrastructure facil it ies and Land locked country 

» Th is sector's tech nology is rap idly developing, which creates continuous 

techno logy gap fo r Ethiopian industry to compete in the internationalmarkel. 
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CHARTER III 

3. Data Analysis 

The data analysis part constitutes both descripti ve and econometri c meth od. The 

descriptive method is used to assess the economic im pact and the utili zati ons of 

preferent ial and differential market access of the texti le and apparel industry, whereas the 

time series econometri c technique is used to estimate the suppl y side determinants of the 

texti le and appare l export. In thi s study only secondary data are used; these data are 

co llected from different sources, mainly from an nual publi cati on ofCSA abstract, annual 

pub li cation of Large and Medium Scale Manufacturing Industries CSA survey, Revenue 

and Customs Authority, MoTl , NBE and MoFED. 

3.1 Economic Impact of Textile and Apparel Industry 

To eva luate properly the overal l macro economic im pacts of the textile and appare l 

industry and to have the ri ght picture, differe nt macroeconomic indicators (parameters) 

are employed in this study. These pa rameters include the Gross Yalue Product (GY P), 

Gross Yalue Addition (GYA), Employments creation, Export Performance and 

Investment growth of the textile and ap parel industry. 

3.1.1 Gross Value Product (GVP) and Gross Value Addition (GVA) 

The table 3. 1 below indicates that, the Gross Yalue Product (GYP) of the text il e and 

apparel industry fluctuated for the last ten years. However, it has shown an increas ing 

trend on average 7 percent of annual rate. The maximum and minimum GY P have been 

reg istered in th e years 2006/07 and 1999/2000 respecti ve ly. The average GYP share of 

the textile and apparel industry for the last ten years in both, the country and 

manufacturin g industries has shown a decreasing trend by 7.44 and 5.34 percent of 

annual rate respecti ve ly. Si milarl y, accordi ng to tab le 3. 1, the Gross Yalue Added 

(GYA) of the textile and appa rel industry has shown an increasing trend on average 3.62 

percent of annual rate for th e last ten years. Howeve r the average GY A share o f this 

industry fo r the same pe riod in both country and manufactu ring industries has shown a 

dec lini ng trend by 11 .79 and 6.73 percent of an nu al rate respecti vely. The maximum and 

minimum GYA of the text il e and apparel industry have been recorded in the years 

2006/07 and 2002/03 respectively. To sum up these findin gs, for the last ten yea rs even 

though the average GYP and GYA of the sector have shown an increasing trend , the 
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average contribut ion (share) of th is ind ustry for the country and manufactu rin g industri es 

has shown a deter iorat ing trend. 

Table 3. 1 The Tota l Coun try, Manufacturing Industries and Texti le and Apparel Industry GYP 
and GYA 

Value in '000 Birr , 
~ 0 00 " 8 'n ~ ~ ~ g: 0 8 8 8 0 8 8 8 " 0 0 ~ 

;;; C; C; C; C; C; C; C; C; C; e 
~ § N '" ~ 'n i§ ~ " g: 0- 8 8 8 0 8 8 > 
~ 0 < 

Ye,Lr - - 00 n. n' 00 00 n. 00 N 

Gross value product 
(GVP) o r texti le and 

apparell ndust1)1 at 
current basic price 689.798 655.99 1 755 ,636 733 ,012 1.124 ,034 1.042,955 959,862 998,951 1,3 70,793 1,081 ,903 941 .29/1 

Annual growth or lhe 
tex tile and apparel 

Industry GVP -5 15 -) 53 -7 -8 4 37 -2 1 7 

Share oJ' tcxt il c and 
apparel indust1)' GY P 

in the total coun try 125 107 12 I 19 1 65 I )2 0.98 082 086 0.47 108 
Annual growth orthe 

share urlhe tex til e 
and apparel industry 

GY P in the Iota I 
coun try -14.40 12.15 -0.8) 38.66 -20.00 -25.76 -16.33 4.88 -4535 -7.44 

Share of Ie x ti le and 
apparel indust1)' GY P 

in the total 
manulilcturing 

industries 9.49 8 19 897 906 12.06 959 779 6.4 738 " 71 836 

Annu al growth o rthe 
shure or th e textil e 

and apparel industry 
GY P in the tota l 

manll l ~lcturing seclor -13 .70 9.52 1.00 33.11 -20.48 - 18.77 -17 84 15.31 -36.18 -5.3·\ 
Gross va lue Added 

(GYA) of tex tile and 
apparel industry at 
current basic price 2 14225 228.073 240.488 124,509 132. 187 142.489 192,345 146.006 267.394 162.8 17 185,053 

Annual growth orllle 
tex ti le ,md apparel 

industl)' GVA 6.46 544 -482) 6.17 7.79 34.99 -2409 83 14 -39 II 362 

Share ortextile and 
apparel industry GVA 

in total coun try 039 0.37 0. )8 0.20 0.19 0.18 0.20 0.12 0. 17 0.07 0.23 

Annua l growth orthe 
sha re of the textile 

and apparel indusll") 
GV J\ in the total 

CO llIlU'V -5 . 13 2.70 -47 .37 -5 .00 -5.26 11 11 -40.00 41 .67 -58 .82 -11.79 

Share of lex tile and 
appa rel industry GY J\ 

in the total 
Ina nuli\cturi ll" sec tor 7" 7 6.95 7.05 5.66 5.12 5 6.35 397 5.42 27'1 5 57 

Annual growth orthe 
share orthe textile 

and apparel industry 
GVA in the to tal 

mallUI~1cturi ll " sector -6.96 1.44 -1 972 -9 .54 -2 .34 27.00 -37.48 )6.52 -49,45 -673 
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3.1.2 Employment 

One of the industri al po li cy centers of the textile and appare l industry for many 

deve loped and deve loping countries is the creation of more job opportunities fo r their 

people due to the very nature of thi s industry. In Ethi op ian case, textil e and apparel 

industry is one of the top three manufacturing industries in creating employment 

opportunities. Table 3.2 below ind icates that the creati on of employment opportunity of 

this industry has declined on average 3.4 1 percen t for the last ten years. The maximum 

and minimum labour that was hired by thi s industry is in the years 2006/07 and 2007/08 

respective ly. The average share of the textil e and appare l industry employment from 

manufactu ring industri es has shown a decreas ing trend at the annual rate of 6.98 percent, 

whereas the maximum share had been regi stered 3 1.49 percent in the yea r 1998/1999 and 

the minimum share was 14.95 percent in the year 2007/08. The overall message of the 

tab le be low shows that the role of the textile and apparel industry on employment 

creation has shown a decreasing trend. 

Table 3.2 Number of Emp loyment 111 Total Manufactu rin g Industri es and Text ile an d 
Apparel Industry 

0- 0 - N '" 
.,. 'n oD ~ 00 .,. 0 0 0 0 0 0 0 0 0 .,. 0 0 0 0 0 0 0 0 0 

a:: N <:! N <:! <:! ~ :-a ::! ;;0 c; '" ," .,. .,. c- o 0 0 0 0 0 0 0 
c- c- o 0 0 '" '" '" '" '" Year - - N ~, N N N ~, N N 

Number of 
employmen t in 
manufacturing 

u 

'" E 
u 

-< 

industries 93.680 95,0 15 935 15 98,136 101,259 105,381 109.150 118.'168 124569 131 ,803 107.098 
N umber of 

employmcnt in 
textil e and apparel 

industry 29,50. 27,499 28.00<1 26,054 26.2 16 16,706 23,307 26,199 29,306 19.70 t 26,250 
Annual growth of 
the emp loyment in 
textile and apparcl 

Industry -6.80 1.84 -6.96 0.62 1.87 -127J 12.41 1l.86 ·32 77 -341 
The share or the 

tex tilc and apparel 
industry 

employment in Ihe 
10lal m anufaeturing 

industries 31 49 28.9-1 29.95 26.55 2589 2534 21 3S 22.1 1 23.53 1495 2501 

Annual growth of 
the share of the 

tcxtik and apparel 
industry 

employment in the 
totalm<lnufacturing 

industries -811 347 -11.34 -248 ·2 .12 -15 .7/1 3.57 6.38 -3646 ·698 
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3.1.3 Export 

Export performance indicator is freq uently used to ex plain th e success of the texti le and 

apparcl industry by po licy makers. As table 3.3 below, the textil e and appare l industry 

export has shown an increasing trend of an ave rage 27. 13 percent of annual rate for th e 

last 10 yea rs. The maximum export earn ing of thi s sector had been recorded in th e year 

2007/08 and the va lue of the export was 14.5 mi lli on US D. And the minimum ex port 

earning of thi s industry for the last 10 years had been registered in the year 1999/2000 at 

the va lue of 2.5 million US D. The textile and apparel industry export share fro m the total 

country and manufacturing industries, have shown on average an increasing trend of 12.3 

and 2 1.76 percent of annual rate respective ly for the past 10 years. However, the share o f 

the textil e and apparel industry export from the country's tota l export on average remains 

low at I percent and the average share in manufacturing industries take the value of 9.0 I 

percent. The overall export perfo rm ance indicator has shown that there is an 

improvement on th e export earning of thi s sector even if the share from the total country 

and total manufacturing export earning remains insignificant. 

Table 3.3 The Total Country, Manu facturing Industries and Textil e and Apparel Industry Ex port 
Perfor mance. 

.. x port va ue 111 
, 

E . 000 US D 
0 N '" V 'n >D c- oo c- o 0 0 0 0 0 0 0 0 0 0 
0 0 0 0 0 0 0 0 0 0 '" Year at t::' t::' t::' t::' N t::' ~ ~ :;a 2 

0 N '" '" ~ 0 
c- o 0 0 0 0 0 0 0 0 > 
c- o 0 0 0 0 0 0 0 0 < - ~, ~, N N N N N N ~, 

Total cou ntry export 46·1.632 44 7.976 436.2 10 482 ,700 596.52 1 819.026 1.008,568 1.185.083 1.481 ,24 1 1,'105. 161 832.71 2 

Manufacturing 
industr ies export 44.6 11 89.328 71,437 76,539 68.472 104,153 11 2.994 11 7.999 131.582 105,7 16 92.283 

Textile and apparel 
industry export 2,567 3,46 1 4.0 13 4.039 9j54 7.034 11 .098 12,622 14,526 14,43·' 8.3 15 

Annual growth orthe 
textile and apparel 
industry export 34.83 15,95 0.65 1) 1. 59 -24.80 57.78 13.73 15,08 ·063 2713 

Share or textile and 
apparel industry export 
in total country 055 0.77 0.92 0,84 1.57 0.86 1.1 0 1.07 098 103 100 

Annual growth orthe 
share of lcxlile and 
apparel in dustry export 
in total country 39.84 16.02 ·9.05 87.40 -45.23 28.13 -3.2 1 -7. 93 4 75 12 30 

Share of textile <llld 
apparel in dustry ex port 
in tota l manufacturing 
ind ustries 5 75 387 562 528 13.66 6.75 9. 82 10.70 11 04 1365 9.01 

A ntllJ<l1 growth of the 
share or textile and 
<l pparel industry ex port 
in tOl<l l manufacturing 
industries -3 2.67 4-1 99 ·606 158 ,88 -50 56 45.43 8.9 1 3.20 23.68 2 176 

AAU, School of Economics 2010 Page 37 



Economi<.: Impact and Dt.:tcrrninants of Ex porI : The Case ofEthiopi all Textile and Apparel Indus!l) 

Accord ing to the governmenl 's textil e and apparel industry deve lopment strategy, which 

is ca ll ed Top Pull Down (TPD) approach, thi s secto r is expected to generate more export 

income from the va lue added part of the industry (A ppare l-sub sector). The table 3.4 

be low ind icates, for the past five years on the average more than 60 percent of the 

industry"s ex port was generated fro m ap parel products export and around 39 percent of 

the export income was generated fro m the textile products. 

Table 3.4 The Texti le and Apparel Industry Export 

E -xport a ue III 1111 Ion VI .1\" USD 

Year 2004/05 2005/06 2006/07 2007/08 2008/09 A verage 

Product Export Export Export Export Expon Export 
Types Value Share Value Share Value Share Value Share Value Share Value 

Textile 2.9 41.43 4.1 36.94 4.4 34.92 4.6 31.51 7.4 5 1.39 4.68 

Apparel 4.1 58.57 7 63.06 8.2 65.08 10 68.49 7 48.61 7.26 

Total 7 11.1 12.6 14 .6 14.4 11.94 

3.1.4 Investment 

Accordi ng to tab le 3.5 below, new investment engagement in to th is sector has shown an 

increas ing trend on average an nuall y 28.87 and 76. 12 percent in number and cap ital 

respecti ve ly. The maxi mum in vestment of the textile and apparel industry had been 

reg istered 192 in number with the total capital of 2,759 billion birr in the yea r 2008. 

Around 60 percent of the tota l investment ex ists in the pre-implementation stages. The 

in vo lvement of the share of the foreign direct in vestment in the texti Ie and apparel 

industry has shown an increasing trend on average 55.15% of annual rate in number and 

54.33% of annual rate in cap ital in vestment. The maximum share of foreign direct 

investment in the year 2009 was 76.09 and 72.45 percent in number and cap ita l 

respecti ve ly. 
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Table 3.5 Domesti c and Foreign Investment of The Text ile and Appare l Industry 

ap lta III liT C I ' 000 ' W 

Year 

2005 2006 2007 2008 2009 

" "§ " "§ " "§ " "§ " " 0 0 v 0 
.D .D .D .D .D 

Types of Investment § .5. § .5. 
" .5. " .5. E 

" " " 0 " InvesllllcllI Status z u z u i u z u i 
Pre-
Implementation 43 233,605 86 877 ,387 51 1.015,115 138 1,491.927 II 

Domestic Implementation 5 62.390 I 20.000 0 0 0 0 0 

Investor Operational 4 30,671 2 11 ,700 0 0 I 50,000 0 
Pre-

Foreign I rnplcmcntat ion 5 14 , 184 17 72. 168 19 94,116 46 725,1 17 33 

Direct Implementation 2 [5,572 I 1.000 I 11 ,835 I 471 ,000 0 

Investor Operational 6 224,454 II 202,136 8 42 ,900 6 20.900 2 

Total investment 65 580,876 118 1,184 ,39 1 79 1,163,966 192 2,758,9411 46 

A nnual Growth or total 
investment 81.54 103.90 -33.05 - 1.72 143.04 137.03 -76.0·1 

Share of foreign direct 
investment 20.00 43.76 24.58 23.24 35.44 12.79 27.60 44 . 11 7609 

Annual growth or the share of 
fore ign Direct InveSllnent 22.88 -46.89 44.22 -44. 98 -22. 12 244.94 175.64 

3.2 Utilization of Preferential and Deferential Market Access 

Like most less deve loped countries (LDC's), Eth iop ia has been ex ploiting pre ferenti al 

and di rrerential market access to makc its cxportab le products competitive in deve loped 

countri es' market. Based on thi s fact, the textile and apparel industry has an opportu nity 

of duty and quota free privilege to U.S.A market through Afri can Growth Opportun ity 

Act (AGOA) and to E.U member countri es through Everythi ng But Arms (EBA). The 

Ethiopian texlile and appa rel in dustry has also a great market opportunity on regional 

market. which has quota and duty advantage through Common Market for East and 

South Afri ca (COMESA). In this part of descriptive analys is an attempt is made to assess 

utili zati on of th ese opportunities by Ethiopian tex tile and appa rel industry. 

3.2.1 Africa Growth Opportunity Act (AGOA) 

According to tab le 3.6 below, th e Ethiopian textile and appa rel industry export through 

AGOA has shown an increasing trend on ave rage at 35.2 1 percent annual rate. The 

max imum export was reg istered in 2008 at the amount of 9.4 mi ll ion USD, whereas th e 

min imum export was regi stered in the year 2003 at the amount of 1.7 million US D. The 

textil e and apparel industri es engaged on export through AGOA to U.S.A market has 

increased in number and become 19 in the year 2008. However, the share of the 

Ethiopian textil e and apparel industry export through AGOA remains at the lowest poin t 
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be low I percent. The past seven years ' maX im um, min imum and average share of the 

Ethiop ian tex tile and apparel industry export through AGOA was 0.82 , 0.14 and 0.4 1 

re spect ive ly. Lesotho, Madagascar, Kenya , Mauritius and Swaziland we re the top fi ve 

textile and appa rel expo rters through AGOA. They cover on average around 87 percent 

of the market share . Ethiopia is too far from these countries and the rank of Eth iopia in 

uti lizing thi s market privilege is at 11 th on average sca le. 

Tab le 3.6 Eth io pian and Sub Sahara Afri can Countries Textil e and Apparel In dust ry 
Export through AGOA 

-xpOrl va ue 111 E . 000' US D 

Year 2003 2004 2005 2006 2007 2008 2009 Aver~gc 

Sub Sahara A Ii-j ean 
COUll tries texti le and 
apparel export through 
AGOA 1. 197.081 1.613,554 1.4 18.388 1.255 ,64 1 1,266,203 1.1 36.952 91 3.762 1,257.369 
Ethiopia textile and 
apparel export through 
AGOA 1.685 3.329 3.509 4.861 4.554 9,350 6,6 18 4.844 
Number of Ethiopia 
textile and npparcl 
industries exporting 
throlloh AGOA 2 7 9 14 17 19 17 12 
Annual gro\\th or 
Ethiopia t~xtilc and 
apparel export through 
AGOA 97.5 7 5.t11 38.53 -6 .32 105.3 1 -29.22 35.2 1 

Rank of Ethiopia textile 
and apparel CX P Ol1 

th rough AGOA 13 12 12 II II 9 9 II 

Share of Ethiopia textile 
and apparel CXpOl1 

through AGOA li·orn the 
Sub Sahara Ali·iean 
couJltries AGOA export 0.14 0.2 1 0.25 0.39 0.36 0.82 0.72 0.'11 

Share oCthe fir st five top textile and ap parel exporter th rough AGOA from the Sub Sahara African 
countries AGOA export 

Lesotho 27.37 27.67 27.38 30.62 29.97 29.79 30.30 

Madaoascar 15.56 19.47 19.24 18.28 22.23 24.37 22.98 

KcnY<l 14.72 16.83 18.80 20.5 1 19.33 21.53 21.30 

Mmlritius 11.27 9.16 10.11 8.78 8.58 8.41 10.79 

Swazi land 10.60 10.89 11.22 10.7 1 9.83 8.28 1.29 

3,2.2 Everything But Arms (EBA) 

Table 3.7 shows, the Ethiopian text ile and appare l industry export to EU market through 

EBA has shown an improvemenl. In the annual average growth rate, our export was 50 

percent. The ave rage export of textil e and apparel industry products was 2.3 million 

USD. The maximum and minimum export of the Eth iop ian textile and apparel industry 

AAU, School of Emnomics 2010 Page 40 

29.01 

20.30 

19.00 

9.59 

8.97 



Economic Impact and Determinants of Expol'l: The Case OrElhi opiall Tex ti le and Apparel Industry 

export through EBA had been reg istered in the years 2007 and 2002 at the va lue of 4.7 

and 0.3 mi ll ion US D respectively. 

Table 3.7 The Textile and Apparel Industry Export through EBA 

EXp0l1 va lue in 000' USD 

Year 2002 2003 2004 2005 2006 2007 2008 2009 Average 
Ethiopia texti Ie and 
apparel export th rough 
EGA 313 892 1,466 1,990 2.8 14 4,746 3,264 2,809 2,287 
Annual growth of 
Ethiopia textile and 
apparel cxp0rl lhl'ough 
EGA 184.98 64.35 35.74 4 1. 4 1 68.66 -31.23 - 13.94 50.00 

3.2.3 Common Market for East and South Africa (COMESA) 

Compared to AGOA and EBA's market privileges, the utilization of COM ESA for the 

reg iona l market by Ethiopian textil e and apparel industry was at the lowest leve l. 

According to table 3. 8, even though the export o f the texti le and apparel ind ustry into the 

reg ional market has shown an increasing trend, it remains below I million US D per yea r 

for the last 8 yea rs. The max imum export to the regional market th rough COMESA 

pri vilege had been reg istered 0.9 mi llion USD in the year 2007. The growth rate of the 

textile and appare l industry ex port into the reg ional market through COMESA has shown 

higher vari ation fo r the past eight years. 

Table 3.8 The Text ile and Apparel Industry Expolt th ro ugh COMESA 

Exp0l1 value 111 000' US D 

Year 2002 2003 2004 2005 2006 2007 2008 2009 Average 
Ethiopia textil e and 
apparel expo rt through 
COMESA 27 164 94 335 46 907 539 8 1 274 
Annual growth of 
Ethiopia textil e and 
apparel export through 
COM ESA 507 -43 256 -86 1,872 -4 1 -85 340 

3.3 Determinants ofthe Textile and Apparel Industry Exports 

In thi s part of the analys is, the time seri es econometric method was emp loyed to estimate 

the suppl y side factors that affect the ex port performance of the textile and appare l 

industry. Eviews 5 econometric software was also used for all econometri c method of 

analys is. The summary stati sti cs of the sample data will be attached in the an nex- I. 
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3.3.1 Unit Root Tests 

In order to examine the presence of unit roots in the sample data this stud y employed the 

Augmented Dickey Fu ll er (A DF) test on both at level and at first difference of all 

variab les. For th is test, intercept and trend vari ab les are included in the regress ion model 

to capture technolog ical, in frastructural and other exc luded factors that playa ro le in 

determining export performance. The null hypothesis is that variable is not stationary 

(has a un it root). On thi s test even if we add intercept and trend parameters at the ri ght 

hand side of the equation the null hypothesis remains the same. The null hypothes is of a 

unit root will be rej ected if the ca lcul ated t-stati stics associated with the estimated 

coeffic ient exceeds the tabu lated critica l value of the test at pre-determined signifi cance 

leve l. 

Ta bl e 3.9 The ADF Test Statistics for The Va riab les 

Var iable With Intercept With Trend and Intercept 

At leve l At l" difference At leve l A t I" difference 

LTAE -0 .477 -3.95 1 ** -1.964 -3 .984' 

LCE -2.725 -6.988" -3.008 ~6.885* * 

LLC 0 .087 ~4.56 1 ** ·2 .860 -4.469" 

LER -0.459 ~ 3.8 1 0** -2.344 ~3.861 * 

LTL -1.766 ~5.003** 2.770 -4.927" 

Critica l Va lu e 

At 1% -3.626 -3.632 -4.234 -4 .243 

At5% -2.945 -2.948 -3.540 · 3.5 44 

- 0 * Un llr OQ[ IS rejected at ) Yo cllIleal level and 

•• Unit roOl is rejec ted at I % critical level 

The table 3.9 above indicates, the ADF test stati sti cs (with interce pt and with trend and 

intercept) resu lts of each vari ab le fa il to reject the null hypothes is at I % and 5% level of 

signifi cance. This result indicates the existence of un it roots in all var iables at leve l. 

When the variables are differen ce, as the above table shows, all var iab les reject the null 

hypothesis (the presence of a unit root). Therefore all variab les are stationary on the first 

difference (integrated order one). Integrated order (I ( I» one means all variab les are 

needcdto be di fferenced once befo re they become stati onary. 

AAU, School of Economics 201 0 Page 42 



Economic Impact and Dell:rminants ofExpon: The Case or Ethiopian Texti le and Apparel Ind ustry 

3.3 .2 Test for cointegration 

Coi ntegrati on test determines the va lidity of long run linea r equi li brium re lat ionship of 

the va riables when all va riab les are fo und to be non-stati onary at level (that is, have a 

unit roots). If there is co integration, it means that even if the va riables are non- stationary 

at leve l there is a long run relati onship between va riables. In order to make thi s happen, 

the res idual of a linear comb ination of non- stationary variables need to be stat ionary. In 

th is stud y the Johansen system based approach was se lected for co integrat ion test. 

Therefore, if we have n-num bers of variab les th ere could be n- I co in tegrat iong vectors. 

The numbers of co integrating vectors are determ ined with the help of two stati sti cs: the 

lrace stati sti cs and the maximum eigen value. 

Table 3. 10 Johansen Cointegration Test Result 

Trend assumption: Linear determin istic trend 
Series: L T AE LLC LER LCE L TL 
Lags interva l (in first differences): I to 3 
Unrestr icted Cointegration Rank Test (Trace) 

H ypothes ized Trace 
No. of CE(s) Eigenvalue Stati sti c 

None * 0.785608 99.05972 
At most I 0.493320 46.70 149 
At most 2 0.378965 23.58570 
At 111 0st 3 0. 16 1364 7.3 89206 
Atmost4 0.040508 1.405947 

0.05 
Criti ca l Va lue 

69.8 18 89 
47.856 13 
29.79707 
15.4947 1 
3.84 1466 

Trace test indicates I co integrating eqn(s) at the 0.05 level 
* denotes rejection of the hypothes is at the 0.05 leve l 
* *MacK innon-Haug-Michelis ( 1999) p-va lues 
Unrestricted Cointeg ration Rank Test (Max im um Eigenva lue) 

H ypothes ized Max-Eigen 0.05 
No.of CE(s) Eigenvalue Statisti c Criti ca l Value 

No ne * 0.785608 52.35 824 33.87687 
At 111 0st I 0.493320 23. 11 578 27.5 8434 
At 111 0st 2 0.378965 16.19650 2 1.1 3162 
A t most 3 0. 16 1364 5.983258 14 .26460 
At most 4 0.040508 1.405 947 3.84 1466 

Prob** 

0.000 1 
0.0639 
0.2 185 
0.532 8 
0.2357 

Prob** 

0.000 1 
0.1686 
0.2 136 
0.6 154 
0.2357 

Max-eigenva lue test indicates I co in tegrating eqn(s) at the 0.05 leve l 
* denotes rejection of the hypothesis at the 0.05 leve l 
**MacKinnon-Haug-Michelis (1999) p-va lues 
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From th e above result in table 3.10, the Trace stat istics and the Max-Eigen stati sti cs are 

greater th an the criti cal va lue at 5% significance leve l, when the null hypothesis r=O 

((None), I' is rank) against the alternative hypoth es is r= 1. This helps us to reject the null 

hypothesi s and which in turn implies that there is at least one co in tegration vecto r and 

the remaining rank tests continue in the same procedure. Therefore, the above result 

indicates that the variab les are co integrated and there is single co integrating equation at 

the 5% leve l of signifi cance. 

3.3.3 The Long-Run Equation 

The result of Johansen approach co interration test confirmed the existence of single long 

run equilibrium equation. For ou r interest, Johansen co integration test prov ided us with 

the estimation of the determinant of textil e and apparel industry export long run 

equilibrium equation. 

Table 3. 11 The Long- Run OLS Estimation Result of LTAE 

Variab le Coefficient Std. Error t-stati sti cs 

C 4.2022 

LCE -0.7958 0.2079 3.8276 

LLC 4.6787 1.0906 -4.2899 

LER -3.97 13 1.2428 3.1954 

LTL 11.7959 2.5875 -4.5588 

Since all va ri ab les are used in the logarithmic fo rm, the estimated coeffi cients can 

directly be interpreted as long term elasti city. Coeffic ients of all var iables are stati ca lly 

significant at I % leve l of significance. The long run elasticity of textile and appa rel 

industry exports (TAEt) with respect to cotton export is -0.79 indi cating that textile and 

apparel industry exports perform ance is sensiti ve fo r raw cotton export. That is a 1% 

increase of raw cotton will reduce textil e and apparel industry exports by 0.79 percent 

per year. The reason for thi s response may be, as a result of raw COllon export the tex til e 

and appa rel industry suffers from the shortage of best quality cotton from domestic 

sources. In addition, the pr ice of raw cotton becomes expensive on the loca l market. 
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Labour cost affects the export o f textile and apparel industry pos iti ve ly, whi ch means a 

I % increase in labour cost will increase textile and appare l industry exports by 4.68 

percen t per year. Thi s result looks strange. However, when compared to the rest of the 

worl d, Ethiopian labour cost is too low and the increasing labour cost from currently 

exist ing leve l could not create a di scourag ing effect on the country' s export 

compet iti veness. In add ition, hi gher wage is incent ive fo r workers so as to improve 

productiv ity and raise export product competitiveness. 

The other variables are nominal exchange rate and trade libera lizati on in which the first 

one affects the expol1 of textile and apparel ind ustry negatively and the later affects it 

pos itive ly. A I % increment in the nomi na l exchange rate reduces the industry' s exports 

by 3.97 pe rcent per year. The un usua l di scouragi ng effect o f exchange rate on the 

ind ustry's export might be because of the fo llowing reasons: the reli ance of Eth iopian 

text ile and appa rel in dustry on imported raw ma terial, thc low product ivity of the sector 

and high volatility of the exchange rate . This resu lt is consistent with Singapore's 

exchange rate depreciation in wh ich its discourag ing impact on th e export was 

menti oned on the literature part. Finally I % trade libera lization (openness) affects the 

texti le and apparel industry export pos itive ly by 11.79 percent per yea r. This resul t is 

cons isten t with the theoreti ca l expectat ions of trade liberal izati on for exports. 

Autocorre lat ion LM and Residua l Heteroskedasti city Tests were conducted to check the 

whi te noi se property of the res idual of the long rung equat ion. The results of the tests 

will be attached in Annex - 2 and 3. As indicated by the tests resu lts, the residual of the 

long term eq uation has no seri al corre lat ion and white Heteroskedasticty problem. 

Therefore the error term of the long ru n equation is fulfilling whi te noise property. 

Graphi ca l test of vector (VA R) stab ility and res idual graphs of long run equat ion 

var iables are presented in the graph- I and 3 respective ly. 

3.3.4 Error Correction Model (Short-Run Equation) 

The short run eq uation relates the difference of L TAE with the di fference of the variables 

such as: LC E, LLC, LEI< , L TL and the error term in the lagged periods. Here the lagged 

difference term s for D(LCE), D(LLC), D(LER) and D(L TL) capture the short run change 

in the corresponding level, while the error correcti on term (ECM) capture the long run 

impact. 
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Table 3. 12 Short-run OLS Estimat ion Resu lt of 0 (L TAE) 

Dependent Variable: D(L T A E) 

Method : Least Sq uares 

Var iable Coeffic ient Std. Error t-Stati stic 

D(LLC) 2.3 1677 1 1.972381 1.174607 

D(LER) -0 .790787 1.4 13067 -0.559625 

D(LCE) -0.049918 0.049783 -1 .00273 I 

D(LTL) -1.46972 1 0.755805 -1.944576 

LAGRESIDO I -0.395696 0.140003 -2.826338 

C 0.047584 0.08 1095 0.586765 

R-squared 0.292239 Mean dependent var 

Adjusted R-squared 0.178083 S.D. dependent var 

S.E. of regression 0.402803 Akaike info criterion 

Sum squared res id 5.029770 Schwarz criter ion 

Log like lihood - 15.583 17 F-statisti c 

Du rbin-Watson stat 2.473904 Prob(F-stati stic) 

Prob. 

0.2491 

0.5798 

0.3238 

0.0609 

0.0082 

0.5616 

0.076324 

0.444303 

1. 166658 

1.4278 88 

2.5600 14 

0.047384 

The above table 3. 12 indicates that, in the short run equat ion, except trade libera lization 

(openness) all variables have the same sign (d irect ion) with the long run equation 

variables. The individua l coefficients are insignificant at 5% crit ica l value. However, as 

the F-stati stics indicated that , the short run equat ion mode l is jo in tly significant at 5% 

critical va lu e. 

The speed of adj ustment coeffic ient is signifi cant at I % critica l value with the correct 

(negat ive) sign. Th is means with the adjustment speed, the rate of var iat ion of the text ile 

and apparel industry expo rt performance (the dependent variab le) in the ECM system is 

adjusted towards the dynam ic equ ili briul11 long run cointegrating relationship . Acco rding 

to thi s estimate, short run text ile and appa rel industry export performance di sequi libriul11 

is corrected at speed of39.57 percent per year. 
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CI-lAPTERIV 

4 Problems and Constraints 

In data analys is chapter. the last ten years economic impact and prefe rentia l market 

utili zati on of th e text il e and apparel industry were rev iewed. And the resu lt indicated 

that there are some improvements with respect to some parameters. However, the overall 

performance of thi s industry remains fa r from the expected leve l even though it is a 

prioritized industry by the gove rnment ind ustrial development po licy. 

On th is part of the study, attempts have been made to answer some of the questions that 

impede the development of thi s sector. The questions include: "what are the majo r 

prob lems that limit the textile and apparel industry deve lopment?", "what are the 

difficulti es that we re created by the act ion and po licy of the government for the poor 

performance of thi s industry?" and "what are the problems of the textile and apparel 

industry that hinder the secto r to perform compet iti vely in the international markct?" 

Thus, thi s chapter being devoted on discuss ions of some of the prob lems, it tries to 

answer the above mentioned questi ons. 

4.1 PI"Oblems on the Role of Support Institutes 

From the ve ry nature of the tex til e and apparel industry, the suppl y chain of th is industry 

is very long. Sim ilarl y, Ethi op ian industry has experienced extended and frag il e supply 

chain . This reali ty has invited many governmental and non-governmental stakeholders to 

be part of the deve lopment of thi s sector. The Ministry of Trade and Industry has a 

leading role for the support of the development of the sector. In 2006 under the Mi nistry 

of Trade and Industry, the Textile and Apparel Industry Development Institute was 

estab li shed to lead and coordinate the support efforts of the gove rnmental and non· 

governmenta l organizations so that they cou ld acce lerate the deve lopment of thi s sector. 

Thi s In stitute still focuses on organi zing its human power and encourag ing its capac ity 

building acti vi ti es. It might be too early to eva luate the impact of th is organization on the 

developme nt of the sector but it is poss ible to forwa rd advice in order to speed up its 

preparation and to engage full y on the deve lopmental acti viti es of the sector. 

Ex peri ence has shown that, other stakeholders prepared and integrated their support 

inadequately to the deve lopment of thi s sector. These organizati ons practicall y have no 

equa l level of urgency, commitment, read iness, capac ity and poli cy direct ion to br ing 

into ground the amb ition of the gove rnment on th is sector. The overall performance of 
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the stakeholders in supporting the development and strengthening the supply chain of the 

industry is poor in any measurement. Problems have practi call y been experi enced by the 

texti le and appa rel industry because of the following governmenta l support institu tions. 

~ Revenue lind C ustoms Authori ty 

Very bureaucrat ic and corru pted customs services for importation of re­

exportable raw materia ls and different inputs. 

Lack of sense of urgency on importat ion of machineries, spare parts and 

accessories. 

Excess ive delays (about a yea r) for renewal of voucher and for getting the duty 

draw back for exported products. 

Lack of dynamic and experienced personnel who can prov ide average quality 

servIces. 

~ Financiallnstitutions 

The Development Bank of Eth iopia (DB E) has ded icated itse lf for financial 

support of thi s sector. However, the DBE have lack of kn owledge, experience, 

timcly deli ve ry servicc and effi cient monitoring and eva luati on of the textile and 

apparel industry loan request starting from the in itial stage (submiss ion of 

app lication) up to the feasible operation of the industry. Currentl y, most of the 

textil e and apparel industries financed by DB E are at the verge of bankruptcy 

even though they are struggling against it. Due to thi s problem , DB E has started 

to show some hesitation to finance new projects espec iall y the apparel industry. 

The textil e and appare l industry suffered from the ri gid and undi versified 

payment system for the im pOit and export activities of all public and private 

banks. 

~ Investment Agencies 

Both federal and reg ional in vestment agencies besicles the ir little effort to allract 

domestic and fore ign in vestors in to th is sector, they do not provide proper after 

care services for new projects. Most of the in vestments in thi s sector ex ist on 

pre-implementat ion stage. In addit ion, the transit ion rate from in vestment stage 

into operational stage is very low. These agencies are not in the pos ition of 

extending their support when the inclustry faces so many challenges in the 

implementati on phase. Due to lack of supports, most of the in vestments are 

fo rced to experience extended (very long) project implementat ion period and 
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additional cost. Thi s condition by itself causes many problems on the industry 's 

competitiveness on international market. 

:? Privatization of Public Enterprises 

The main objecti ves of pri vatizat ion, transforming th e owner ship of textile and 

apparel industry from state to pri vate, is to im prove the managerial capacity of 

the indust ry. However, the privatizations of these industri es have performed 

poorl y. mai nl y in the textile industry. There is limitation on utili zation of new 

privatization modali ti es. After privatization, the monitoring and eva luation 

process has shown poor performance. As a result, some of the privatized textile 

industries after severely damaged by private owners are being returned back to 

the admini strat ion of the government. Currentl y except few privatized texti le and 

appare l industri es most of them have shown poor performance. 

:? EduclItionlll Institutes 

Even though the government has made a lot of efforts to expand vocational 

schools (TVET) and universities to build human capital of the textile and apparel 

industry, the educational institutes up to now don ' t have a capac ity of creating th e 

required trained human power. Most of the graduate of these institutes lack 

pract ica l kn owledge and experience. The institutes' curr iculums are not updated 

according to the labour market demand of the sector. The industry has fo rced to 

engage itsel f on retraining of the graduate students to bring them up to the leve l 

of the req uired skill. This condition has incurred additional cost for the industry 's 

com pet iti veness. 

>- Power, Transportation and information 

The operation of text il e and appare l industry was hampered by power problems. 

Besides the schedule on complete shading of power, this industry has al so 

expe rienced random power cut and fluctuation. Th is caused damage on some of 

the electronics equipments which in return results in the delay of delivery order 

and poor product ivity. 

Ethiopian textile and apparel industry has faced a relati ve ly hi gher cost of 

transportation . Sometimes the availability of transportat ion is also questionable 

unless the industry pre informed the situation to serv ice providers. 

The tex ti Ie and apparel industry has prob lem in having access to updated and 

reliable information on market, price, future trend of the industry, sources of raw 

AAU, School of Emnomics 2010 Page 49 



Econolll ic Im pact and DClcrrn innllts or Export: The Case or Ethiopian Te:-" li Ie and A pparel Industry 

materi al and on other issues that help the industry to make time ly and proper 

dec ision on their operation. 

4.2 Government Short Term Interest 

Even though government poli cy widely foc uses on the deve lopment of thi s sector, the 

sup po rt instrument is geared up by export performance onl y. This means, unless the 

texti le and apparel industry become exporter or potent ial exporter, the government 

support will be very lim ited . 

For the past ten years onl y very few textile and apparel ind ust ries participated on 

generating export income out of thi s sector. Government didn't work to the expected 

level (capacity) to boost the population of the industry. When the ind ustry'S pop ul at ion 

grows, some of the bott lenecks for the deve lopment of the sector, like unavailability of 

raw material for apparel industry, lack of accessor ies and spare parts, will be so lved by 

the market force. 

Policy makers freq uentl y measu red the development of thi s sector by export performance 

only. However, thi s indicator by itself conveys very limited message and the government 

has to diversify the performance measurement parameters to get comprehens ive (the 

ri ght) picture o f the sector's deve lopment and limitati ulls. The fi rst five yea rs textile and 

apparel industry deve lopment pl an and performance is too far apal1 from its 

accomplishment (at the end of the five years, the plan was to generate 500 million US D 

export earnings out of this sector but the performance was below 15 million USD). Th is 

means it was poss ible to ach ieve on ly 3% percent of the plan. Th is fact has to initiate the 

government to take tangib le measure to review its poli cy towards thi s industry and to 

change the complete picture of thi s industry. 

The best practice of the government on thi s sector was conduct ing frequ ent consultations 

with the industry th rough pub li c pri vate pa rtnershi p (PPP) program, which is clearly 

ment ioned by the government industry development poli cy as instrument to lead the 

industry'S development. Thi s condition was creating good opportunities for the industri es 

to present their sensit ive problems and demand so lution. However, nowadays this best 

practice happens very rarely. 
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4.3 The Textile and Apparel Industry Readiness for Export 
Market 

The productivity and capacity utili zati on oFmost textile and appare l industry is very low. 

Their product quality is al so inferi or when compared wi th th e international market 

demand . However, the domesti c market is read y to take thi s inFerior quality prod uct with 

better price than th e internat ional market. InFormation Found from the Textile and 

Apparel IndListry Development Institute has indicated that, Ethiopia 's import and 

domestic demand of text ile and apparel products has shown an increas ing trend , whereas 

Ethiopian export is neglig ible when compared with the domestic dema nd and import. 

Because of thi s fact, whatever support prov ided by the government to increase the export 

of thi s sector, the im pact is still weak (limited). Not only the export perform ance but also 

the industry's demand of the government support will be reduced through time due to 

attractive and hot cake in the domesti c market. 

Most of the industries on thi s sector are engaged on service se lling due to unava ilability 

of raw material on domesti c market and lack of capacity to import fabric from abroad. 

This reality, bes ides their poor productiv ity, narrows the profit margin of the industries. 

The Ethiop ian textile and appare l industry is not in a pos ition of developing its own 

brand and fashi onab le products that will enab le the industry to create a ni che market lor 

better income out of thi s business . 
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CHAPTER V 

5 Conclusion and recommendation 

5.1 Conclusion 

This paper has ana lyzed descripti vely the text il e and appare l industry's economic im pact 

and its utili zation of the preferential and differential markets from 1999 to 2009. Time 

series econometri c method was employed to est imate the suppl y side determinants of the 

export perfo rmance of the text il e and apparel industry from 197 1/72 to 2008/09. The 

supply side factors include: the cotton export, average labou r cost of the text ile and 

apparel industry, average nominal exchange rate and the leve l of trade openness 

(I i bera l ization). 

The resu lt of the descripti ve analysis on economic impact and utili zati on of the 

preferent ial and di ffe rential markets access is summarized as fo ll ows: 

~ Although the perform ance of th e text il e and apparel in dustry regardi ng GY P and 

GYA has shown some improvement, the GYP and GYA share of thi s industry in 

the total country and total manufactu ring industries dec line through time. 

~ It is known that the nature of the textil e and appa rel industry is labou r intensive. 

However, in Ethiopian case the employment share of textile and apparel industry 

in tota l manufacturing industri es had a declin ing trend. One of the reasons that 

contributed for low em ployment creation of th is sector is the overgrowth of 

public enterpri ses and their unrea li st ic employment po licy under the Derg regime. 

~ The export performance of the textil e and appare l industry has shown some 

improvement. In add ition, the export share of thi s industry in the total country 

and total manufactu ring industries increase through time. 

~ Even thoug h the re is some increment in most recent years In terms of fo reign 

direct in vestment in the textile and apparel industry, it is too earl y to make 

defin itive conclusion on the im pact of thi s in vestment on the leve l and 

sustainab ili ty of output and export. 

~ Although there is some improvement in export performance on the AGOA, EBA 

and COMESA arrangements, the overall Ethiop ian export perfo rm ance has 

remained poor and far be low the perform ance of other Sub Sahara Afri can 

countries in all free access market agreements. 
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The other part of the analys is oF the stud y was estimati ng the supply side determ inants of 

the text ile and apparel in dustry export perFormance. The econometric analys is produced 

an in teresting and some strange results that have im portant bea ring on the futu re 

deve lopment of the sector. 

:.- The raw cotton ex port has a signifi cant negati vc impact on the export of the 

textil e and apparel industry. When raw colton is exported, th e domest ic textil e 

mill s lose the best quality (grade-A) o f th c raw materi al. This condi ti on has 

Forced the texti le mill s to use inferior quality (m ight be grade B and C) raw 

cotton with highest cost. Due to th is reason and the obso lete technology, the 

textile mill s produce inferior quality of Fa bric for both domesti c apparel 

industries and for export market. Th is Fact implies that the export of raw 

conon has a ncgati ve consequence on the ove ra ll export perForm ance of thi s 

ind ustry. 

~ Even if the labour cost of this ind ustry increases from time to time, sti ll our 

labour cost is relatively low when compared with the internati onal standards. 

Thi s low labour cost of the texti le and apparel industry positive ly contri buted 

to the improvement 0 r export perform ance 0 f th i s sector. 

~ The average nominal exchange rate of Ethiopia has continuall y been 

deprec iati ng since the liberalizat ion of the exchange rate. The impact of the 

nominal exchange rate depreciat ion looks strange. However, the Ethi op ian 

textile and appare l industry is heavily depe ndent on imported raw material 

and the prod uct ivity is poor. Thc depreciation of the nominal exchange rate 

has created the adverse effect on the sector's export performance. 

~ Ethiopia 's trade openness (l iberalization) is getting im proved th rough ti me. 

Th is condition positive ly and signi fi cantl y aFFected the perform ance of the 

texti le and apparel industry ex port perform ance. 

5.2 Recommendat ion 

Ethiopian tex tile and apparel industry has huge potenti al. However, up to now a very 

small porti on of th is potential has been ex ploited. Thi s is becausc of cumulated and deep­

rooted problems, lac k of dynamic and workable govern ment poli cy and un ava ilab il ity of 

systemati c approach to tackle these problems and constraints. This study identifi ed the 

most important elements that requ ired proper attent ion. Based on the fi ndings of the 

paper. the following reco mmendations are made. 
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" It wou ld be better for all stakeholders to work with equa l comm itment and sense 

of urgency to strengthen the supp ly chain of the industry and to improve the 

competiti veness of the industry on the intern at ional market. For effective lead ing 

and coordinating of these efforts the newly establi shed Textile and Apparel 

Ind ustry Deve lopment Institute has to finali ze its ground work as soon as poss ib le. 

In add ition, government also needs to empower thi s institute to exercise practica l 

power so that it would bring all governmental and non-governmental 

stakeholders' efforts to the required leve l. It is also recommended for some of the 

most critical support organ ization like Customs, Bank and In vestment Agency to 

prepare accountab le and effective special wi ndow (access) to thi s sector fo r their 

services. The government also needs to compile and implement the best practi ce 

(experience) of successful countri es for the support of thi s industry. In addi tion, it 

is also im portant for government to create public awareness on the sensiti vity of 

export prod uct. 

» To strengthen the tenuous integrat ion between the textil e industry and cotton 

production (Agriculture sector) and to miti gate the negati ve impact of colton 

ex port, discou rag ing colton export will not be a feasible so lution, rather it is 

advisa ble fo r the government to work hard to altract new in vestment into cotton 

prod uction and provide tangible support for ex isting cotton producers so as to 

expand their capacity. In add ition, the government also needs to design specia l 

incentives schemes fo r cotton producers that suppl y the domestic in dustry. 

» Government has to change com pletely its support instrument dri ving fo rce from 

ex port performance in to the overall sector capacity build ings. Thi s is done 

through attracting genuine foreign and domestic investors into th e sector by 

providing them tang ible incentives and supports. It would also be better if the 

government designs a mechanism to take the domestic market as springboard fo r 

the development of the industry's competitiveness. 

» Because domest ic raw material supp ly capacity is not being built and the labour 

productiv ity of the industry is low, excess ive depreciation of th e exchange rate 

has created an adve rse effect on the industry' s export perfo rm ance. Therefore, 

government has to create mechanism to secure raw material sup ply on domesti c 

sources and work closely with these ind ustries so as to so lve their problems and 

upgrade their producti vi ty. 
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y From the industri es side, they should use di ffe rent mechan isms in order to reduce 

their manufactu ring cost. These are: improving labou r productiv ity by developing 

workers' skill , im prov ing materi al effi ciency by investing on automated 

technology, shirting from low va lue added to hi gher va lue added products 

(actuall y it is unlikely for Ethiop ian texti le and appare l industry unti l government 

deve lops mechan isms that are used to reduce over reliance on imported raw 

material and unsk illed worke r) and di versify ing market destination mainly into 

th e reg ional market (Afri ca) because thi s market acce pts average qua lity 

products . 

.,. Governm en t has to continue its best pract ice on conduct ing consu ltation with the 

industri es. Because of these consultations, not on ly the industri es but also the 

poli cy makers are benefi c iaries in which they can get eq ual opportunity to lead 

the ind ustri es ' development. The textile and appare l industry associati on has to 

push the gove rnment to make such types of consultat ions effect ive and 

sustai nable. 

:;. Some of the preferential market access, such as AGOA has a time limit to ex pire 

and it reverses some of the special advantages like: third countr ies fab ric 

provision. Therefore government should act ively attract targeted investors that 

can provide the backward linkages in terms of fabric production. Fo r short term 

so lution, governm ent should id enti fy fabri c sources fro m AGOA pri vileged 

countries. In addit ion, it is also adv isab le fo r the gove rnment to create proper 

awa reness on advantages of these preferenti al market opportun iti es, the ways of 

uti li zing them and on the rules of ori gins. Regarding the reg iona l market, the 

government should des ign wo rkable mechani sms (like market promotion and 

suppol'ting the industri es with opening market outlets) to show the huge 

0PP0l't unity of market dest ination fo r thi s industry. 

» Government should discourage the current preferred verticall y integrated text il e 

and apparel industry trend because it requires hu ge in vestment and limits the 

part icipants on investing into thi s industry. And al so it further weakens the intra­

industry (textil e - appa rel) integrat ion (l inkage). Therefore policy makers should 

encourage and support spec ializati on to increase the involvement of more 

in vestment in any size and capacity. In add ition, it is important to design a spec ial 

incenti ve mechanism to strengthen intra- industry linkage. 
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". Government in ord er to improve the effi ciency of the industries has to speed up 

th e transfo rm ation of th e owner sh ip of the pub lic texti le industri es by app lying 

different (new alternati ves) privatization modality. After pri vati zation , 

gove rnment has to use comprehensive and supporti ve follow up, monitorin g and 

evaluation process effective ly. Based on the fo llow up result, timely co rrection 

measures must be taken. 

". Government to make the textil e and apparel industry competitive must strength 

and continues its effort on the implementation of international best practi ces 

through benchmarking on the operational and new emerging industry. 

~ Government through its export strategy for the textil e and apparel industry should 

take not onl y the U.S. and EU markets into consideration, but also the advantage 

of alternati ve export outl ets of Middle East and African markets. These markets 

offer a comparati ve cost advantage in view of country's geographica l locati on. 
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Annex I: Sum mary Stat isti cs of the log texti le and appa rel industry export, cotton export, 

average labour cost, average nomina l exchange rate and trade openness (liberalizat ion) 

index for the pe ri od 197 1172 to 2008/09. 

LTE LLC LER 
Mean 6.518471 3.434350 0.55 1788 

Med ian 6.604445 3.422998 0.33018 1 
Maxilllulll 8.1278 18 3.936966 0.965672 
Min im um 4. 3802 1 I 3.006466 0.3 15970 
Std . Dev. 0.998227 0.248325 0.279366 
Skewness -0.285273 0.0 I 0057 0.444229 
Ku rtosis 2.288588 2.136833 1.316102 
J arq ue-Bera 1.316748 1.1803 13 5.739375 
Probab ility 0.517692 0.554240 0.0567 17 
Sum 247.70 19 130.5053 20.96793 
Sum Sq. Del'. 36.86892 2.28 1619 2.887681 
Observations 38 38 38 

Annex 2: Long-ru n equation residual Autocorrelation LM test 

VEC Residua l Serial Corre lation LM Tests 

1-10: no serial co rrelation at lag order h 
Sample: 197 1172 2008/09 
Included observat ions: 34 

Lags LM-Stat Prob 
I 15.86878 0.9187 
2 28.47524 0.2864 
3 23 .88360 0.5261 
4 19.53962 0.7705 
5 20.87440 0.6996 
6 35. 8480 1 0.0739 
7 14.36905 0.9549 
8 21.37295 0.67 16 
9 30.74066 0.1978 
10 33.8975 1 0.110 1 
II 17.88695 0.8472 
12 30.29059 0.2 136 

-Probs fro m chi-square with 2) df. 
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LCE LTL 
6.590794 -0. 546827 

6.832370 -0.575038 
8.249877 -0.297897 
3.444669 -0.90 1843 
1.105628 0.141930 

-0.949707 -0.245964 
3.76 1473 2.597462 
6.630388 0.639716 
0.036327 0.726252 
250.4502 -20.77944 
45.22929 0.745330 

38 38 
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Annex 3: Long-run equati on res idual Hetroschedasticity test 

VEC Residual Heteroskedastic ity Tests: No Cross Term s (only levels and squares) 
Date: 06/021 I 0 Time: 12: 10 
Sample: 197 1172 2008109 
Sample: 1963 2000 
In c luded observations: 34 

Jo inttesl: 

df Prob. 
480 0.2576 

Indiv idual components: 

Dependent R-squared F(32, I) Prob. Chi-sq(32) Prob. 
res I ores I 0.999222 40. 15299 0.1244 33.97356 0.3727 
res2 *res2 0.876875 0.222558 0.958 1 29.8 1376 0.5776 
res3 *res3 0.9881 30 2.60 1410 0.4604 33.59642 0.3900 
res4 *res4 0.999648 88.72374 0.0839 33.98803 0.3 720 
res5*res5 0.9983 18 18.55264 0. 182 1 33 .94283 0.3740 
res2 ores I 0.9811 57 1.627204 0.5612 33.35934 0.40 I 0 
res3 ores I 0.991 393 3.5994 17 0.3982 33.70735 0. 3848 
res3 *res2 0.998 164 16.98974 0. 190 1 33 .93758 0.3743 
res4 ores I 0.998943 29.52742 0. 1448 33.96405 0.3 73 1 
res4 *res2 0.998424 19.80 136 0.1764 33.94643 0. 3739 
res4 *res3 0.999736 118.1 557 0.0727 33.99 101 0.37 19 
res5* res I 0.932643 0.432694 0.86 17 3 1.70985 0.4812 
res5*res2 0.943474 0.52159 1 O. g243 32.078 11 0.4629 
res5 ' res3 0.988903 2.784779 0.4468 33.62270 0.3 887 
res5 *res4 0.95053 7 0.600532 0.7938 32. 3 1825 0 .45 10 
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Graph I: V AR stability Test graph 
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Graph 3: Long- run equat ion variab les residual graph 
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