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Abstract 

Textile and Garment I ndustry of Ethiopia: Governance, Upgrad ing and Participation in 
the Global Value Chains 

Zewdie Yilma 
Addis Ababa University, 2015 

This study analyzes textile and garment sub-sectors of Eth iopia within the g lobal value chains 

framework using both pi' imary and sccondary data. Primary data were collected through face-to -

face firm level survey. GVCs r,'amework includes the analysis of governance, upgrading and 

participation level in the value chain. In the GVCs literature, there are five types of governance 

namely Market, Modular, Relational, Captive, and Hierarchy. There are also fo ur upgrading 

types in GVCs: product, process, functional and chain upgrading. The participation level in the 

GVC is the backward and forward integrat ion in terms of the foreign and domestic value added 

content in the gross export. Regard ing the governance structure, this study found that Ethiop ian 

textile and garment sub-sector is under capt ive global va lue chains governance structure. Under 

this type of governance structure, the sub-sector has a potential for product and process 

upgrading. The captive GVCs governa nce structure limits the sub-sector potential for functional 

upgrad ing. However there is a variation in the share of gross export contents at industry level; 

the garment industry showed low domcstic value ac'ded and textile industries have high domestic 

value added , the sub-sector in gencra l has more domestic value added share in the gross export 

content. The sub-sector is highly linked with USA and EU market in terms of forward inteeration 

and it has intense link with As ian markets in backward integration. 

Keywords : GVes, Governance, Upgrad ing, Participation 
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1.1. Background of the Study 

Chapter·One 

1. Introdnction 

Today world economy has changed in significant ways during the past several decades, 

especially in the areas of international trade and industrial organization. The most important new 

features of the contemporary economy are the g lobalization of production and trade. These 

features have stimulated the growth of industrial capabi lities in a wide range of developing 

countries and the vertical disintegration of transnational corporations (Gereffi, 2005). According 

to Gereffi, the evolution of global-scale industrial organization affects not only the fortunes of 

firms and the structure of industries, but also how and why countries advance and fail to advance 

in the g lobal economy. 

The past decades have witnessed a rapid g lobalization of economic activity which has 

significantly changed the outlook of the world economy. An increasing number of firms, 

countries and other economic actors take part in today's global economy and have become 

increasingly connected across bordcrs. International production, trade, and investments are 

increas ingly organized within so-called global value chains (GVCs) where the different stages in 

the production process are located across different economies. Intermediate inputs like parts and 

components are produced in one country and then exported to other countries for further 

production and/or assembly in final products (De Backer and Yamano, 2010) 

Globalization has changcd the way goods and services are produced. The country-centric view of 

trade no longer reflects reality. Instead, production networks even for just a single product span 
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many countries, often the entire globe. We call these networks global value chains (AEO, 2014). 

Value chain is the full range of activities that firms engage in to bring a product to the market, 

fi'om conception to final use. Such activities range from design, production, marketing, logistics, 

and distribution to SUppOlt to the final customer. They may be performed by the same firm or 

shared among several firms. As they have spread, val ue chains have become increasingly global 

(OCED, 2013). Global value chain takes basic featu res of to day's global economy which are the 

growing interconnectedness of economies, specialization of fLl'ms and countries in tasks and 

business functions, networks of global buyers and suppliers, and new drivers of economic 

performance. 

World trade, investment, and production are increasingly organized around global value chains 

(GVCs) . The international fi'agmentation of production in global value chains (GVCs) driven by 

technological progress, cost, access to resources and markets, and trade policy reforms, 

challenges the way we look at the global economy. It is essential to understand how global value 

chains work, how they affect economic performance, and how policy can help countries derive 

benefits from their participation in global va lue chains (OCED, 2013). 

OCED, WTO and UNCTAD (2013) pointed out when value chain becomes global, it has trade 

policy implication. It gives rise to a new set of international competition issues that is best 

understood by looking at the global organization of industries and how countries perform within 

these industries. In particular, the operations of global value chains highlight how the new 

patterns of international trade, production, and employment shape the prospects for development 

and competitiveness. Global value cha ins arc changing the patterns and structure ofinter~ational 
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trade. Multilateral, bilateral and reg ional trade agreements will need to reflect the fact that goods 

and services are now fi'om "everywhere," rather than, as they are defined today, from 

"somewhere. " 

According to the above institutions, in a world of GYCs, fostering the building of a complete 

va lue chain is a huge task. Governments can nevertheless encourage firms to join an existing 

global value chai.i, which may have low entry bar";'ers and enable firms to realize export success 

relatively quick ly and at low cost. Indeed, this can provide increased opportunities 

Developing countries are parts of this global dynamics and they cannot be out of the play field. 

They have their own comparative and competitive advantage to participate in the global value 

chain. Ethiopian economy starts its move toward development with goal of the government 

transforming it fi'om agricultural lead to industrial lead. In support of this, the government of 
" 

Ethiopia is trying to create conducive environment for development of manufacturing sub sect~: 

in respect of Ethiop ia's comparative advantage specially promoting export. Ethiopia devotes 

considerable attention and resources to attracting foreign direct investment in the textile and 

garment sector to generate benefits like jobs, foreign exchange, tax revenues and to realize 

dynamic benefits to the domestic economy through so-called "spillovers" fi'om FDI which refers 

to productivity improvements resulting fi'om knowledge diffusion fi'ommultinational affiliates to 

domestic firms. 

Ethiopia, as a developing country, needs to participate in the global value chain in gainful way to 

achieve growth and development objectives. The global value chain is a new opportunity for 
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developing countries to diversify their product and take the segment of it according to their 

comparative and competitive advantage. Clearly, it is essential to understand how global value 

chains work, how they affect economic performance, and how policy can help country derive 

benefits from global value chains. 

1.2. Statement of the Problem 

The Government of Ethiopia has g iven due attention to Ethiopian industrial sector in · the GTP 

with a particular emphasis to the textile and garment sub-sector. The Industrial Development 

Strategy of Ethiop ia sees labor-intcnsive industries as more appropriate than capital-intensive 

industries in Ethiop ia. There are several incentives from the government for investment in 

manufacturing ind ustry to attract many investors to the sector. The textile and garment sub-sector 

is assumed to have comparative adva ntage due to the availability of raw cotton and cheap labor 

force locally. It is one of the most important parts of the manufacturing industry in Ethiopia 

given its high contribut ion to output, employment and trade (Admaw, E., 2010; Tilmann, A., 

20 I 0; Italian Trade Commission, 20 11). 

In the past, comparative stud ies on the competitiveness of a given industry focused attention 

either on individual firms or on c lusters, but it is now acknowledged that value chain 

relat ionships playa decisive ro le and that competitiveness does not concern only a single firm ' s 

performance but the entire chain's. Developing countries are finding it hard to assess their 

relative ga ins from trade. Nevertheless, linking into GVCs by itse lf is increasingly being 

considered as the new deve lopment challenge by policy makers in many developing countries. 

Industria l po licies are being reshaped in order to adjust to this new dimension of trade; and 
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foreign direct investments are be ing encouraged with the hope of raising the poss ibil ity of 

linking into the va lue chains. In this race to lin k into GYCs, very little attention is being paid on 
o 

measuring the additional gains, ifany, to the country by linking, especially in terms of'net value-

added' created by trade within GYCs (UNCTAD, 2013). 

Empirical studies in the area of value chain in general and textile and garment sub-sector in 

particular revea led that none of them tried to look value chain concepts from the global 

perspective. Either they are focused only on simple va lue chain of a single commodity or they 

looked at the level of supply value cha in. Most studies in the textile and garment sub-sector 

focused on the competitiveness in terms of a single variable such as labour cost, marketing 

strategy, or regulatory issues or they eva luate the performance at firm level. For example: T insae 

Berhanu (2006) studied on "Competitiveness of Ethiopian Garment Industry: Response to Export 

Market"; Yared Mesfin (2010) studied on " Economic Impact and Determinants of Export: The 

Case of Ethiopian Textile and Apparel Industry"; World Bank (2006) studied on "Developing 

Competitive value chains"; Rahel Abcbe (2007) studied on "Opportunities and Challenges of 

Development for Afi'ica in the Global Arena: AGOA: The Case of Ethiopian Textile Sub­

Sector"; Hiwotie Walclign (2010) studied on "Analys is of the Competitiveness of Ethiopian 

Textile sub- sector under A fi'ica Growth and Opportunity Act (AGOA) using Porter Diamond 

Model" ; Admaw (20 I 0) studied on "Impact of supply chain management practices on 

competitive positioning of Ethiopian Textile firms." Moreover, the avai lable studies didn ' t try to 

see the detail issues of the current international trade operation and production network with 

respect to power relation of the buyers and suppliers. This shows there is clear gap in the area of 

global va lue chain study in Ethiopian Textile and garment sub-sector. In light of this, it is 
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necessary to find out the governance, upgrading potential, and participation level of Ethiopian 

Textile and Garment sub-sector in the global value chains to get the expected benefits from the 

sector. 

1.3. Objectives of the Sturly 

The broad objective of the study is to analyze the position and growth potential of Ethiopian 

Textile and Garment industry within global value chains. The specific objectives are: 

• To identifY the governance stl'llcture of the Global Value Chains in which the 

Text ile and Garment industry of Ethiopia operates; 

• To analyze the upgrading potentials of the industry in the global value chain; and 

• To assess the participation of the industry in the global value chain perspective. 

1.4. Research Questions 

This study attempts to address the following questions 

• To what. extent and direction is Ethiopian textile and garment sector linked with 

global economy? 

• Under what type of governance does the Ethiopian textile and garment s'Jb­

sector operate in the GVC? 

• What kind of upgrading opportunity is available for Ethiopian textile and 

garment sector due to the participation in the global value chain? 
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1.5. Significance of th~ study 

Analyzing sectors fi'om the GVCs aspect wi ll have a very important benefit for the development 

and exp lo itation of the growth potential of the industry. It helps policy makers and govemment 

to have a clear picture of va lue chain's actors and to design development policy towards 

maximizing benefit from g lobal value chains. Firms can see the ir potential of competitiveness in 

global value chain and will deve lop a mechanism to build their capacity of compet itiveness. 

They can have the know ledge of how they become more efficient and value adding and 

co llaborate with parties in value chains that are able to capture new market opportunit ies; how 

can va lue chains, as embedded in the internatio r.al, domestic, and local economic, legal and 

socia l-cultural environment, optimally use the ir business envirorunent; and what major 

upgrading oppOitun ities are available. 

Textile and garment sector has been the starting points for export led industrialization of m~ny 

countries. In Ethiopia, this sector remains to be very important since it has a potential to provide 

employment and boost economic growth, and assessing it in the perspective of global value 

chain wi ll have the following benefit s. 

I .. The sector players wi ll have an understanding how they can be more competitive in the 

international market and explo it the global potentials. 

2. It will help to have an idea how to build capacity on the upgrading potentia ls in the value 

chain position. 

3. The study will make clear the governance structure for the sector players so that they can 

act for their optimum benefits. 
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4. Policy makers will have a better understanding how Ethiopian text ile and garm~nt sector 

contribu tes a lot in the process of growth and development of Ethiopia. 

5. Useful concept and results of the research will be also applied for other sectors. 

1.6. Scope and Assumption of the study 

This research is on Ethiopian Texti le and garmen\ sector to assess its position from the global 

value chain perspective. Even though the research aims at the general country level, survey data 

were collected fi'om major player finns in terms of their contribution to the national export in the 

sub-sector in the fiscal year of 201 3114 based on the information from Ethiopian Textile 

Deve lopment Institute. 

It is assumed that there was no causal ambiguity and cognitive biasness in respondents ' response. 

The list of exporting firms drawn from Ethiopian Textile Development Institute were also 

assumed to be a representative of export ing firms in the Ethiop ia textile and garment sub-sector. 

1. 7. Organization of the Research Report 

This research report is organized as fo llows. It starts with the front matters (title page, abstract 

and content outlines) and then follows the main chapters. Chapter one discusses background of 

the study, statement of the pro blem, objectives of the study, research questions, significance and 
o 

scope of study. It also prov ides the overall organization of the report. Chapter two deals with the 

literature review. It gives an overview of the body of knowledge applicable to the research 

problem. The previous related studies have been critically discussed in order to show the 

different findings of these researches. Chapter three describes the research methodology. It 
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explains the research design, research approach, data source, the sample techniques, data 

collection instruments strategy, and data analysis techniques used to assess each research 

questions. Chapter fou r incorporates data analysis and the findings of study. The final chapter, 

contains discussion of findings, conc lusion and recommendations made based on the results of 

the study. 
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Chapter Two 

2. Literature Review 

2.l.Concepts of Global Value Chains 

2.1.1. Evolution of Global Value Chains 

The concept of value chain and its definition has been evolving and developing since the idea 

came to the academic literature in 1960s. In association with evolution of value chain concept, 

many related terminologies also came to be useD to describe various phenomenons in chain. 

(Kaplinsky & Morris 200 I) produced a handbook for value chain research trying to cover in 

comprehensively the many aspects of value chain analys is. Basing the work of these awl other 

researchers, many developmcnts have bcen made in the conceptual framework of value chain 

analysis. 

This paper ro~uses only the global value chains which is the latest value chain conceptual 

framework to analyze value chain at global leve l. Global value chain gets its foundation from 

commodity chain ment ioned in Wallerste in's ( 1974) World Systems Theory. Hopkins and 

Wallerstein (1986) defined 'commodity chain' as "network of labour and production processes 

whose end result is a finished commod ity". This concept had gotten great attention from scholars 

and policy makers who have been struggling to understand the changing global economy. 

In the 19905, Gereffi and Korzcniewicz (1994) extended the 'commodity chains' concept and 

developed a framework, called 'g lobal commodity chains'(GCC). GCC is defined as a set of 

networks (nodes) clustered around one final product or service and linking firms, industries and 

communities to one another across the world economy (Gereffi and Korzeniewicz, 1994). 
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Though internationa lization of the world economy was a phenomenon since at least the 

seventeen century, globa lizat ion became a catchword for the international economy since the late 

nineteen century. Nat ions became interdependent through the flows of goods, service, and 

cap itals in 1970s (Gereffi et a I. , 200 I). Export oriented industrialization and integration with 

world economy becamc a dcvc lopmcnt path of nations. As the integrat ion of the world economy 

movcd forward and the phenomenon of globalization came to the production of goods and 

serv ice, different termino log ies came to 'be defined more distinctly. 

Value chain : Full range of activit ies which are required to bring a product or a service from 

conception, through the different phases of production (involving a combination of' physical 

transformation and the input of various producer services), delivery to final consumers 

(Kaplinsky & Morris, 200 I). 

Globalization is defined as the pervasive decline in barr iers to the g lobal flow of information, 

ideas, factors (especial ly capital and skilled labour), technology and goods (Kaplinsky & Morris, 

200 I). It is 1110re recent and implying functional integration between internationally dispersed 

activities. It is coord inatio n and organization of these internationally dispersed economic 

activities. 

Internationalization refers to the geograph ic spread of economic activities across national 

boundaries. It is about the scope of economic activities and it has been a prominent feature of the 

wo rld economy since many years back might be ancient civilization but at least since colonia l 

powers began to carve up the wo rld. 
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(Gereffi et a I. , 200 I) asserted that if globa lizatio',l in the productive sphere brings functiona l 

integration of internatiOlia lly dispersed economic activities, va lue chain perspective is the means 

of conceptua liz ing this kind of economic integrat ion. They stated the importance of global 

commodity chain as (pp. 1) : 

The value chain view of global economic integration highlights that for many industries 

access to international markets is not achieved merely through designing, making and 

marketing new products. Instead, it involves gaining entry into international design, 

production and marketing networks c{]J'lsisting of many different firms. Understanding 

how these value chains operate is very important for developing country firms and 

policymakers because the way chains are structured has implications for newcomers. 

How can economic actors gain access to the skills, competences, and supporting services 

required to participate in global value chains? What potential is there for firms, 

industries, and societies fro 111 the developing world to 'upgrade ' by actively changing the 

way they are linked to global value chains? 

Global commodity chain concepts focus on the strategy and action of the firms due to the 

restricted ab ility of the state to set tariff and local content rules of trade liberalization. It is 

primarily developed to analyze the impact o f g loba lization on indu strial commodity chains. It 

emphas izes on the internal governance structure of supply chains (producer-driven vs. buyer­

driven dist inction) and on the ro le of diverse lead firms ' in setting up g lobal production and 

sourcing networks. It is a fi'amework to ident iry appropriate production and marketing strategies 

and key points for upgrad ing for firms within particular types of commodity to change existing 

power relations within the chain (Gereffi et al. 200 I ; Chokchainirand, 20 13). 
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Gereffi and Korzeniewicz' framework lays out four key structures that shape GCCs 

(Chokchainirand, 20 13). These are input-output, geographic, governance and institutional 

structures. The input-output structure and the geographic structures of the GCCs were to outline 

the configurations of spec ific chains. The institut ional framework is used to define the condition 

under which lead firms integrate thro ugh the control of market access and info rmation. 

Governance is, on which focus was given, about the authority and power relationships that 

determine how financial, material and human resources are a llocated and flow within the chain. 

The governance structure within GCC framework is determined by the way firms organized their 

cross-border production arrangement. T hese researchers came with two kind of governance 

structures namely buyer-driven and producer-driven. 

})rod uccr-drivcn commodity chains exist when large producers or manufacturers play p ivota~ 

ro les in coo rd inati ng the production nctwork. This is typical for capital- and technology­

intensive industries such as automobiles, computers, semiconductors, and aircrafts. Buyer­

driven commodity chains happen in the case when large retailers, branded marketers and 

branded manufacturers play significant roles in directing production networks across exporting 

o r developing countries.· The buyer~iven value chain conveys the idea that the buyer exercises 

contro l over the chain, even in the absence of ownership (Humphrey and Schmitz, 2000). These 

types of cha in and network have become common in low-tech industries, labour-intensive, and 

consumer goods ind ustries such as garments, footwear, toys, handicrafts, and consumer 

e lectronics. 
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Although GCC was app lauded as a fi'amewo rk for the fact that it a llowed policy makers and 

academics to capture the different way of firms' organiz ing their cross-border production 

arrangement, it had its own shOitcomings. First, j, did not explain what factors determine the 

type of governance; to be buyer-driven or producer-driven. Gereffi explained (Chokchainirand, 

2013) that because the main competence in the low-tech industries like apparel and cO.tsumer 

goods lies on product des ign and marketing and firms can easily outsource labour-intensive 

manufacturing goods, the chains tend to be buyer driven. In capital-and technology-intensive 

industries, the core competence lies on technology and production expertise that need to be 
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developed and deployed in-house, or in closely affiliated ' captive' suppliers that can be blocked 

from sharing them with competitors and the chains tend to be producer driven. Second, as 

globa lization brings more changes, these two types of value chain governance were tqo simple 

and did' not adequately specify the variety of nctwork forms that more recent field research has 

uncovered. GCC scholars at a workshop in Bellagio in September 2000 also chose to replace the 

term 'commodity' with 'value ' because of popular connotations of the word 'commodity' with 

undifferentiated products, espec ially primary products such as crude oil and bulk agricultural 

goods. The term ' value' is preferred because it "focuses on value creation and value ~apture 

across the full range of poss ible chain activities and products, and focuses attention on the main 

source of economic develo pment: thc application of human effort, often amplified by machines, 

to generate returns on invested capital."( Chokchainirand, 2013, pp. 69-70). 

The buyer- and producer-driven GCC typology was based on a static, empirically situated view 

of technology and barriers to entry, but both are dynamic because oftechnological change and 

firm- and industry-level learning (Henderson et aI., 2002; Ponte and Gibbon, 2005). As we 

adopted a more dynamic view of chain governance two things became clear: I) there was a clear 

shift away from the vertically integrated, producer-driven variant in a range of industries, and 2) 

the buyer-driven type could not characterize all of the network types being observed in the fie!d. 

[n moving beyo nd the empirically based typology of chain governance developed in the GCC 

stream, a one-week workshop in Bellagio in September 2000 was organ ized to construct a 

dynamic, operational theory that could account for observed changes and anticipate future 
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developments. An important goal was to develop a theory that could help policymakers explain 

and predict governance patterns in cross-border production networks (Chokchainirand, 20 \3) 

The above defects of the GCC brought in the mind of researchers the need to develop a new 

framework that comprehends the shortcomings ofGCC. Gereffi, Humphrey and Sturgeon (2004) 

developed the extended ·GYC framework to speci fY a more elaborate set of governance forms 

and crucially provide a method to exp la in changes in governance patterns over time. To propose 

theoretical framework uildcrpinnings of GYC governance, Gereffi, Humphrey and Sturgeon 

(2004) draw upon three bodies of literature. These are transaction cost economics, network 

"theory, and literature on technologica l capabi lity and firm-level learning (Chokchainirand, 2013 ; 

Gereffi et aI., 2005) 

Transaction cost economics is a theory that predicts when a lead firm will internalize a 

particular function and when it w ill rely on external suppliers for a specific input i. e. the make or 

buy decision. The main point here is firms seek to minimize their transaction cost. With the 

absence of transaction cost, economies of scale favour outsourcing and specialization that brings 

lower cost thro ugh higher capacity utilization. On the other hand, firms will bring certain 

activities in-house to minim ize the transaction-specific investments of customized products and 

risk of opportunism, to avoid greater coordination cost of inter-firm relationships, and reduce 

these costs for supply of time sensitive products. 

}'roduction networl{ theory offers exp lanations of how the problems of motivation, such as 

avoiding, opportunism and loss of resource control, can be contro lled in the presence of asset 

specificity and complex coordination without vertical integration. Network actors in many 
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instances control opportunism through the effects of repeat transactions, reputation, and socia l 

norms that are embedded in particular geographic locations or social groups. Network theorists 

argue that trust, reputation and mutual dependence dampen opportunistic behaviour, and in so 

doing they make possib le more complex inter-firm divisions of labour and interdependence than 

would be predicted by transaction costs theory. 

Firm capabilities and Icarning is a third body of literature that GVC advocates used to extend 

the theoretical framework. This works mainly appears in the management literature, specially on 

corporate strategy which says whether and how firms can capture value depends in part on the 

generation and retention of resources that are difficult for competitors to replicate. 

o 

Transaction • Key Concept: Asset spec ificity 

Costs • . Academic field: Inst itutional economics 
Economics 

Production • Kcy Conccpt: Trust, reputations, social networks, geographic 

Network proximity, power 

Theorv • Academic field: Economic sociology, economic geography 

Complementary • Key Concept:. Resource view ofthe finn, learning, core competel1(5, 

Competencies co-evaluation (bi-Iateral and industry levels) 
• Academic field: Strategic management, operation management, 

evo lutionary economics 

Source: Chokchallllrand (2013) 
Figure 2: Main Theories underlying Global Value Chain 

The different ways 0 f deal ing with the problem of asset specificity, and different motivation for 

constructing complex firm-to -firm relationships in the face of asset specificity, result in three 

modes of industrial organization: market, hierarchy, and network: Empirical observation tells us 

that not all networks arc alike ( Gereffi et aI. , 2005) . Based on empirical observation of the 
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horticulture industry, footwear industry, and electronic industry, Gereffi et a l. (2005) added to 

the above concepts of an extension of the network category in to three distinct type ("modular, 

relational, and captive). Thus, overall it was identified five basic types of global value chains 

governance. These are market, modular, relational, ~aptive, and hierarchy. 

The global value chain concept evo lved through time in parallel with globalization dynam 'cs and 

the way global players could manage and control their demand within this unstoppable 

dynamics. It is expected to continue evo lving ir. one way or another as globa lization does not 

reach at its peak leve l and it continues making our "big world" very small world. The Global 

Value Chain concepts have orig inated fi'om commodity chain developed in early 1970s. 

Commodity Chain had been extended into Global Commodity Chain by Gereffi and 

Korzeniewicz( 1994) and came up with two governance structure Le. the buyer-dr.iven and 

producer-driven. Owing to the drawbacks mentioned above of the Global Commodity Chain 

framework, Gereffi et al. have extcnded the GCC to the Global Value chain after Bellagio 

workshop in September 2000. 

• 

• 

Commodity 
Chain 

Wallerstein's (1974) 
World Systems Theory 
Hopkins and 
Wallerstein (1986) 

Source: ,Chokchain irand ( 20 13) 
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Figure 3: Evolntion of Commodity Chains to Global Valne Chains 
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2.1.2. Emergence of Global Value Chain 

Rashmi Banga (2013), in the work "Measuring Value in Global Value Chains"(for UNCTAD), 

related the emergence of global value chains with reg ional supply chain in East Asia for where 

and how its practical phenomenon come to the trade practices and explained as follow. 

"Global value chains first emerged as regional supply chains in East Asia. with Japanese 

investors taking the lead in the region and triggering flying geese pattern of investments and 

trade. Japanese investors put up production bases in a large number of countries in East Asia 

and later in Southeast Asia to access locationql advantages and develop export platforms for the 

components. The final assembly took place in a third country from where the finished products 

were exported either back to the home counlly or to the global markets under the Japanese 

brand. This ji-agmentation of production improved the cost competitiveness of the final products 

which were then able to compete with the products from other developed countries. Overtime 

multinationals fi'om other developed countries, aiming at improving their cost competitiveness, 

flocked the region and soon spread to other regions as well. What emerged from this 

phenomenon were global value chains (GVCs) with production of a product spread across 

countries, regions and continents gathering cost advantages to become globally competitive." 

In this research study, a general definition fi'om the Global Value Chain Initiative at Duke 

University is adopted. It states that; " A global value chain describes the full range of ac:livities 

undertaken to bring a product or service ji-om its conception to its end use and how these 

activities are distributed over geographic space and across international borders." (ECB, 2014) . 
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2.2.Global Val uc Chains Govcrnafi'::e 

Acc.ord ing to Humphery & Schmitz (200 I), the question of governance arises when some firms 

in the chain work according to parameters set by other and governance structures may be 

required to transmit information about parameters and enforce compliance. They define.it as "the 

inter-firm relationships and institutional mechanisms through which non-market coord ination of 

activit ies in the chai n is achieved. These researchers argue that at any po int in the chain, the 

production process is defined by a set of parameters and suggests four parameters. These 

parameters are what is to be produced? I-low is to be produced? When it is to be produced? How 

much is to be produced? From the point of the ana lysis of the inter-firm linkages in the global 

economy, the critical parameters for value chain governance are the first two: What is to be 

produced and I-low is to be produced? 

The main reason for selling parameters is risk either performance risks: relating to factors such 

as quality, response time and reliabi lity of delivery or conformance risks spring mainly from 

increas ing concerns about product safety, labour standards and environmental standard s. The 

buyer specification of product is mostly like ly to arise when the buyer has a better understanding 

of the demands of the market than the supp lier. Supplier's limited knowledge of market demands 

may arise in fast-moving markets characterized by innovation and product different iation and 

they may face the "Iatccomer" fate. Th is is the situation when firm is dislocated from the 

mainstream internat iona l markets it wishes to supply (Humphery & Schmitz, 200 I). 

(H umphery & Schmitz 2001) , in their wo rk of "Governance in global value chains", 

distinguished between market coord inat ion and coordinat ion through governance mechanism. 
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They restricted the term governance to non-market coordination of economic activities. 

However, the recent globa l value chain framework ident ifies five typology of global value chain 

governance: markets, mod ular, relational, captive, and hierarchy. These governances are 

measured and determined by three variab les: the complexity of the informat ion between aGtors in 

the chai n; how the information fo r production can be codified ; and the level of suppl ier 

competence (Gereffi & Fernandez-Stark, 20 II ; Gereffi et aI. , 2005) . 

Market: Market governance invo lves transactions that are relatively simple. Informat ion 

on produci spec ificat ions is easily transmitted, and suppliers can make products with minimal 

input from buyers. These arms-length exchanges r~qu ire little or no formal cooperation between 

actors and the cost of switching to new partners is low for both producers and buyers. The central 

governance mechanism is price rather than a powerful lead firm. 

Mod ular: Modular governance occurs when complex transactions are relatively easy to 

codifY. Typ ica lly, supp liers in modu lar chains maI,:e products to a customer's specifications and 

take full responsib ility for process techno logy using gener ic machinery that spreads investments 

across a wide customer base. This keeps switching costs low and limits transaction-specific 

investments, even though buyer-suppl ier interactions can be very complex. Linkages (or 

re latio nships) are more substantial than in simp~e markets because of the high vo lume of 

info rmatio'n flowi ng across the inter-firm link. Information technology and standards for 

exchanging information are both key to the fu nctioning of modu lar governance. 

Firms deve lop informat ion- intensive relationships, d ividing essential competences between 

them. The buyer provides the design and product spec ification and highly competent suppliers 

provide products and services at short notice to any kind of specification drawing on the 
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specia lizat ions in their cluster. In fo rmation intensity is high, transactional dependence is low and 

confidence in supplier competence is high (Schmitz, 2006). 

Relational : Relational governance occurs when buyers and sellers rely on complex 

information that is not eas ily transmitted or learned. This resu lts in frequent interactions and 

knowledge sharing between parties. Such linkages require trust and generate mutual reliance, 

which are regulated through reputation, social and spatial proximity, family and ethnic ties, and 

the like. Despite mutual dependence, lead firms stilI specifY what is needed, and thus have the 

ability to exert some level of control over suppliers. Producers in relational chains are more 

likely to supply di ffere ntiated products based on quality, geographic o rigin or other unique 

characteristics. Relationa l linkages take time to build, so the costs and difficulties required to 

switch to a new partner tend to be high. 

Captive: In these chains, small suppliers are dependent on one or a few buyers that often 

wield a great deal of power. Such networks feature a high degree of monitoring and control by 

the lead-firm . The power asymmetry in capt ive networks forces suppliers to link to their buyer 

under conditions set by, and often specific to, that particular buyer, leading to thick ties' and high 

switching costs for both parties. Since the core competence of the lead firms tends to be in areas 

outside of production, help ing their suppliers upgrade their production capabilities does not 

encroach on this co re compctency, but benefits the lead firm by increasing the efficiency of its 

supply chain. Ethical leadership is important to ensure suppliers receive fair treatment and an 

equitable share of the market price. 
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Hierarchy: Hierarchical governance describes chains characterized by vertical 

integration and managerial control within lead firms that develop and manufacture products in­

house. This usually occurs when product specifications cannot be codified, products are 

complex, or highly competent suppl iers cannot be found. Whi le less common than in the past, 

this sort of vertical integration is st ill an important feature of the global economy 

The five types of the value chain governance with respective values of the determinant variables 

are listed hereunder. 

Tab le I: Typology of Global Value Chains Governances 

Governance Complex ity 0 f Abi lity to eodiJ)- Capabilities in Degree of explicit 

Type transactions transactions supply-base coordination and 

power asymmetry 

Market Low High High Low 

Modular High High High 

~ Relational High Low High 

Captive High ]-[ igh Low 

Hierarchy High Low Low High 

Source: Gereffi et a!. (2005) 

Figure 4 illustrates the definitions and theoretical explanations of the different type of global 

value chai.n governance arrayed along the dual spectrums of explicit coordination and power 

asymmetry. The small line arrows represent exchange based on price while the larger block 
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arrows represent thicker nows of informatiOl, ' and control, regulated through explic it 

coord ination . 
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Figure 4: Five types of Global Vallie Chaills Governance, 

2.3. Upgl'ading in the Global Value chain 

The main concept of the bottom lip perspective of the global value chain is "upgrad ing." This 

aspect o'fthe g loba l va llie chain analys is focu ses on the strategies used by countries, regions, and 

other economic stakeho lders to maintain or improve their position the GVCs. Upgrading can be 

seen from different dimension of improvement and to list some: economical, social , and 

environmental upgrading. Economic upgrad ing is defined 'as "moving up" the value chain into 

higher-value activities which enables fir ms to capture a higher share of value in the Gyes 
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overall and enhances competitivencss. Social upgrading refers to improvements in the rights and 

entitlements of workers, Icad ing to bctter jobs (Goger et aI., 2014; Gereffi 2005). The 

achievement of one aspect of upgrading may not result m the success of the other aspect. 

Economic upgrading does not necessary lead to social upgrading rather it may cause soc ial 

downgrading or the reverse may happen. For example considering social and economic aspects 

the following figure shows the economic and social upgrading matrix. 

Economic Downgrading & 
Social Upgrading 

Overall Downgr;:lding: 
Economic Downgrading & 
Social Downgrading 

Source: Annelies Goger et al. (20 14) 

Figure 5: Economic and Socia l Upgrading Matri'{ 

Overall Upgrading: 
Economic Upgradina 
& Social UPlrading 

Economic Upgrading 
&Soclal Downgrading 

With the deepening integration of dcve loping countries into global markets, firms in these 

countries face increasing competitive pressure. For producers to maintain or increase incomes in 

the face ofthis pressure they must either increase the ski ll content oftl:eir activities and! or move 

in to market niches which have entry barriers and are therefore insulated to some extent from 
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these pressures. These shills in activities are referred as "Upgrading" (Humphery & Schmitz, 

2002). According to these researchers value chain approaches of analysis emphasizes the 

impOitance of upgrading in order to face increasing competition in global markets. 

Global va lue chain analys is emphas izes that loca l producers learn a great deal from global buyers 

about how to improve the ir production processes, attain consistent and high quality, and increase 

the speed of response. This upgrading effect is pcriicularly significant for local producers ne'. 1 to 

the global market (Schmitz & Humphery, 2002). Upgrading may involve changes in the nature 

and mix of act ivities, both within each link in the chain, and in the distribution of intra-chain 

. 
activities (Kap linsky and Morris, 2001). This might include development of new product and 

process, the functiona l rcconfiguration in the chain as whole. The eccnomic upgrading has four 

dimensions of trajectory which firms can fo llow the objective of upgrading. These fou l' 

trajectories of upgrading are defi ned as fo llows. 

I. Process upgrading: increasing the efficiency of internal processes such that these are 

sign ificantly better than those of rivals, both within individual links in the chain and 

between the links in the chain . This can be done by tr!lnsforming inputs into outputs more 

efficiently by introducing superior technology of re-arranging the production system. 

2. Product upgrading: introducing new products or improving old products fa ster than 

rivals. This involves changing new product development processes both within individua l 

links in the value chain and in the re lationship between different chain links. This is 

generating more value added pcr wo rkers. This can be achieved shifting to the production 

of high va lue products. 
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3. Functional upgrading: increas ing value added by changing the mix of activities 

conducted within the finn or moving the locus of activities to different links in thp. value 

chain (for example fi'om manufacturing to design). 

4. Chain or inter-sectoral upgrading: where .firms move into,new but often related indust·'ies 

for example, firms can move fi'om the manufacture of transistor radios to calcu lators, to 

TVs, to computer monitors, to laptops and WAP phones. 

Firm activities in one country are connected to international activities of the global value chain. 

There are roles that firms play in the g lobal value chain and industrial development, in turn, can 

be understood in terms of the nature of those roles and how they change, Combining the' different 

export roles finns can play that explained by different researchers (Gereffi, 1999, 1995; Gereffi 

& Fernadez-stark, 20 II ; Chokchainirand, 2013); there are six major export roles played by firms . 

These are: 

1. Primary product expOlts, including processed • industrial commodities' and non­

traditional agricultural exports ; 

2. The export-oriented assembly of traditional manufactured goods, such as apparel and 

electronics items, using imported components; 

3. The production of components for export in re latively advance industries, such as 

automobi les and computers, using substantial local inputs; 

4. Origina l Equipment Manufacturing(OEM), whereby contractors make goods to be so ld 

under another company's brand name; 

5. Original Brand name Manufactur ing (OBM), whereby , manufacturers make goods for 

export and sale under their own label ; 
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6. Original Design Manufacturing (ODM), whereby addition to manufacturing, the supplier 

carries out parts dthe dcsign process 

This trajectory (Primary => assembly =>production of components =>OEM => OBM) is neither 

inevitable nor easy, and Gye studies have analyzed the conditions under which varied patterns 

of upgrading and downgrading have occurred using these categories (Gereffi & Fernadez-stark, 

20 II) . 

In relation with the role developing countrics play in the apparel global value chain, six dist inct 

value-add ing activities are identified: (I) research and new product development (R&D), (2) 

design, (3) production, (4) logistics (purchasing and distribution), (5) marketing and branding, 

and (6) services ((Gereffi & Fernadez-stark, 2011). 

• R&D: This value-add ing function includes companies that engage in R&D, as well as 

activities related to improving the physica l product or process and market and consumer 

research. 

• .Design: This stage includes people and companies that offer aesthetic design s ~rvices 

for products and components throughout the value chain. 

• Purchasing/Sourcing (Inbound): It is the inbound processes involved in 

purchasing and transporting text ile products including physically transporting products, 

as we ll as manag ing or providing technology and equipment for supply chain 

coord ination. 

• Production/Assembly/Cut, Make, ·irim (CMT): Appare l manufacturers cut 

and sew wove n or knitted f,~br ic or knit apparel directly from yarn. 
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• Distribution (Outbound): Aller manufacturing, it is distributed and so ld via a network 

of wholesalers, agents, log istics firms, and 'J ther companies responsible for value-adding 

activities outside of production. 

• Marketing and Sales: This function includes all activities and companies ass')ciated 

with pricing, selling, and distributing a product, including activities such as branding or 

advertising. 

• Services: Th is inc ludes any type of activity a firm or industry provides to its suppliers, 

buyers, or employees, typica lly as a way to distinguish itself from competitors in the 

market (eg . Consu It ing ) . 

Within the economic upgrading, the appare l g lobal value chains have four mam stages of 

functional upgrading. These are descr ibed below: 

1. Entry into the chain via Assembly/CMT: This is the most basic stage of the apparel 

industry, in which garment-sew ing plants are provided with imported inputs for and the 

manufacturer is responsible for cutting, sewing, supplying trim, and/or shipping the 

ready-made garment. The buyer purchases the fabric and supplies it to the manufacturer, 

along with detailed manu fact uring specifications. 

2. OEMiFull Package/FOB: The apparel manufacturer takes responsibility for all 

production activities, including the CMT activities, as well as fini shing and distribution. 

3. ODM/Full Package with Design: This is a business model .that includes design in 

addition to manufacturing. A garment supplier that does full package with design carries 

out a ll steps invo lved in the production of a finished garment, including design, fabric 

purchas ing, cutting, sewing, tr imming, packaging, and distribution. 
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4; OBM: This is a business model that incorporates branding of products, in addition to or 

in lieu of design and manufacturing; upgrading involves a move into the sale of own 

brand products. The table below shows the activities buyers and suppliers at each stages 

of the upgrading and the sequential move of functional upgrading. 
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Upgrading Stages Diagram Description 

Assembly/CMT • Assembly (CMT): The focus of the supplier is on 

(Entry production alone; suppliers assemble inputs, following 

in the value buyers' specifications. 

chain) • Inputs-such as textiles, accessories, and packaging-may 

1. Production 
be imported due to limited avai lability and quality concerns 

(asselll~ ly/CMT) 

over local inputs. 

• Product focus may be relatively narrow. 

Fu ll Package/OEM • Firm takes on a broader range of tanglDle, manufacturing-

(Functional ~ related functions, such as sourcing inputs and inbound 
\ 2.0E.\lIfOB 

Upgrading) logist ics, as well as production. 

• The supplier may also take on outbound distribution 

activities. 
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Product Design • Supplier carries out part of the pre-production processes, 

(ODM) such as design or product development. 

(Functional • Design may be in collaboration with the buyer, or the buyer 

Upgrading) 
2.0E-'1'FOB 

, DishibuHoo may attach its brand to a product designed by the supplier. ;-
• Tn many cases, ODM firms work with designers fro m the 

lead firms to develop new products. 

Product Brand (OBM) • Supplier acquires post-production capabilities and is able to 

(Functional fully deve lop products under its own brand names. Two 

Upgrad ing) options: 

(I) Supplier mainta ins a relationship with the buyer and 

develops brand collaboratively. 

(2) Supplier establishes its own distribution channels by 

establishing a new market channel that is typically more 

profitable and allows the firm to expand skills. These are often 

local or regional markets. 
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Product Upgrading 

["\. 
R&D • 

Process Upgrading 

lOl\IIOB VI lomlOB I PwWIi! _ , 

.~~ 
~ 

Source: Fernandez-Stark, Frederick, and Gereffi ( 20 II) 

Table 2: Upgrading Trajectories i~ the Apparel Global Value Chain 
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• Increase unit value by producing more complex products, 

which requires increasing the capabilities of the firm. 

• Countries must move from low-cost commodities to higher 

value-added fashion goods that warrant higher returns as 

labor rates increase. 

• Mach inery: I mproving productivity through new capital 

investments. 

• Information and Logistics T ~chnology: Improving the way 

the firm carries out these activities. Benefits both the firm 

and the chain because it reduces the total time, cost and 

increases the flexibility of the supply chain process . 



Growing importance of GVCs has led to the realization that the way international trade has 

traditionally been accounted for may no longer be suffic ient. A growing body of work, by 

different inst itution around the world, exists aimed at netting out the double-counting effect of 

GVCs before final consumption of product. UNCTAD/Eora, OCEO/WTO , lDE-JETRO, Purdue 

Un ivers ity and a group of 11 institutions (funded by EU) have deve loped their own platform for 

netting out the double-counting effect ofGVCs on global trade. 

UNCTAD uses "backward" and "forward" integration ofa country to measure its participation in 

the Global Value Chain. A country's exports can be divided into domestically producecl value 

'added and imported (foreign) value added that is incorporated into exported goods and. services. 

Furthermore, exports can either go to a foreign market for final consumption or as intermed;ate 

inputs to be exported again to third countries (or back to the original country). The analysis of 

GVCs takes into account both fore ign va lue added in exports (the upstream perspective) and 

exported value added incorporated in third-country exports (the downstream perspective). The 

most common indicators, which wi ll also be used in this research, are "s follows: 

I. Foreign value added (foreign value added as a share of exports) indicates what part of a 

country' s gross exports cons ists of inputs that have been produced in other countries, termed 

as "backward integration". It is the share of the country's exports that is not add ing to its 

GOP. 

2. Ooinestic va lue added is the part of exports created in-country. The share of the country's 

exports contributes to GOP (domestic value added trade share), termed as "forward 

integrations" . The sum of foreign and domest ic value added equates to gross exports. As a 

35 

a 



share of GDP, domestic value added measures the extent to which trade contributes to the 

GDP ofa country. 

3 . . GVC participation indicates the portion of a country's exports that is part of a multi-stage 

trade process, by adding to the roreign value added used in a country' s own exports also the 

value added supplied to other countries' exports. Although the degree to which exports are 

. used by other countries for rurther export generation may appear less relevant for 

policymakers as it does not change the domestic value added contribution of tr.ade. The 

value added supplied to other country's export is a useful indicator for the extent to which a 

country's exports are integrated in international production networks (UNCTAD, 2013). 

2.S.The Need to Global Value Chain Analysis 

Following Porter (1985), value chains have become a reference for the analysis of trade and 

industr ia l organization, describing the full range of activities that firms and workers perform to 

bring a product or service l1"om its conception to end-use and beyond. These activities include 

design, production, marketing, distribution and support to the final consumer, and can be 

contained within a single firm or divided among different firms (Gereffi et.al; 2013). 

According to Kaplinsky & Morris (2001), there are three main sets of reasons why value chain 

analys is is important in this era of rapid globa lization. They are: 

1. With the growing division of labo ur and the global 'dispersion of the production of 

components, systemic competitiveness has become increasingly important. 

2. Efficiency in production is on ly a necessary condit ion for successfully penetrating global 

markets 
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3. Entry in to globa l markets which a llows fo r sustained income growth - that is, making the 

best of globalisation- req uires an understand ing of dynamic factors within the whole value 

chain. 

2.6. Drivel's of GVC 

Litenitures have pointed out that declining transport, information and communication costs, the 

sharp increase in technological progress and lower po litical and economic barriers to trade and 

capita l flows are the main drivers of a y cs. 

2.6.1. Technological progress and T rade costs 

Only technologica l progress makes it poss ible that parts and components produced in factories in 

different parts of the world perfectly combine in sophisticated fmal products, opening the door to 

the .internat ional fragmentat ion of production ( ECB, 2014). Technology di ffusion and transfer 

lead compan ies to increase their export and improved informat ion, telecommunications, and 

transportation technologies are very important in the management of dispersed production 

activities which is basica lly the part of managing the a y Cs and thereby companies reduce cost 

and increase saving. 

Specially technolog ical improvement in service contribute significant ly fo r the development of 

aycs. Activities in the ayCs are more dependent on the ava ilability and quality of ~~rv ice . 

Information and communication techno logy development make easy the exchange of electronic 

informat ion· and leads to growth and tradab il ity of service like financial services, computer ~nd 

information services and other commercial and business services. Th is development gives rise to 
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outsourcing and ofT shoring. Electronic communications progressively replace face-to-face 

interact ions and geographica l distance is not more a barrier for international transactions. 

High Technical innovations and technological changes in the transportation mode have played 

key role in the development of GYCs. The advancement of air transport increases the 

fragmentation of product ion world wide even time- sensit ive activities. Ocean shipping also 

underwent important techno logica l changes like growth of open reg istry shipping, introduction 

of containerizat ion and improvement in log istic services. These all are push factors for the fast 

deve lopment ofGYCs. 

2.6.2. Economic and Trade L iberalization 

Decreasing political and economic barriers has been an important driver of trade and of GYCs. 

Baldwin(20 12), cited in ECB(20 14), pointed out that supply-chain trade are very regionalized 

and supported by regiona l trade agreements, bi lateral investment treat ies and unilateral reforms 

by develop ing co untries which are most ly acco m·, lished outside WTO. The coming of GYCs 

poses challenges to the principles of WTO localized production within nations and not on 

internationally fragmentcd product ion systems and member countries reached to agr~ement 

ai med at lowering trade barriers. The political and economical liberalization in Europe, accession 

big players like China to WTO, and decreasing of tari ffs in Asian countries fastens the 

development ofGYCs. In re lation, Orefice and Rocha (C ited in ECB, 201 4) confirm the positive 

two-way relation between production networks trade and deeper trade agreements. 
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2.6.3. FDI flows and intra-firm trade 

Economic liberalization and deregulation contributed to the high growth of FDI flows since the 

nineties ( ECB, 2014) , Firms leave the tradit ionally known reason ofFDI flow, which is cross-

co untry difference in relative facto r abundance, ane; start to locate production facilities in foreign 

countries to take advantage of factor-cost differentials in specific stages of production, These 

production stages are diffcrent in factor proportions and geographically separable. This :':ind of 

production fragmentation creates globa l production network and accelerate the development of 

GYCs. 

Technological progress 

\ 

Enables the 
fragmentation 

.. ......... .. ..... , ....•.. ..•.• 
of production 

Lowers ,.,."'\ .. transport and 
communicati } Multinational Corporations 
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j (key players) ./ 

1 
Frade Costs Trade) 

F 

T 
l Global Value Chains 

Source: ECI3 (2014) 
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Figure 6: Schematic IlIush·ation of the Main Drivers ofGYCs 
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2.7.Dcvcloping countries and GVC: African Countries Perspectives 

Many studies show that the participation and upgrading in GVCs is being considered as a 

promising approach for promot ing development. The relation between development and 

participation is not automatic and outcomes can be uneven. Studies also show that developing 

countr ies havc not bettcr opt ion than link ing in GVC even with less benefits. At present, 

developing countries are not gaining the expected level of benefits from the participation in the 

GVCs. There are opportunities for these countries possessing comparative and competitive 

advantage growing as rcsult of structural transformation in the economy of other regions and 

development in their own parts. Many wr iters and researchers are optimistic about the benefits 

from the increasing participation of developing countries in the GVCs however a lmost all 

emphasize on the nced of Icvel ing the homc conditions to be gainful from the participation. 

\... 

Gercffi & Fernandez-Stark (20 II: pp. 2) emphasized the importance of GVCs for d~ve loping 

countries. They explained "G VCs linkfirll1s, workers and consumers around the world and often 

provide a stepping stone fo r firms and workers in developing countries to integrate into the 

global economy. For lIIany countries, especially low-income countries, the ability to effectively 

insert themselves into G VCs is a vital condition jc'" their development. This supposes an ability 

to access GVCs, to compete successfully and to "capture the gains" in terms of national 

economic development, capability building and generating more and better jobs to reduce 

unemployment and poverty. Thus, it is not only a matter of whether to participate in the global 

economy, but how to do so gainfUlly. " 
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Pietrobe ll i (2008) identificd the unavailability of many studies on the GYCs impacts on local 

producers. Depending on the empirical evidence, he concluded that the opportunities to benefit 

from G VCs exist for firms in LDCs but with threats of 'exclusions and marginalization. The 

major risk is the dependency on one buyer. Buyer may set a standard or performance target that 

needs to be reached by the producers. He came up with the point that to be benefited for a 

country from GVCs, the host conditions are 'important and the trading down strategy is an 

alternative way not the only one to benefits from the GYCS. It is conso lidating their suppliers' 

role by focusing on econo mies of sca le, high specia lization and simple and labour-intensive 

technologies, and aim at mass markets through large-scale retailers. 

G ibbo and Ponte (2005) conducted a detail study on GVC in SSA in the cotton, clothing, citrus, 

coffee, cocoa and fi'csh vegetab les scctors. Their study suggests uneven trajectories within the 

continent-----<lcpending on wh ich g lobal value chain (OVC) is considered. The increased 

integration of some African industrics in the g lob • .! economy goes hand-in-hand with a greater 

marginalization of others. In some chains, new opportunities are materializing but have high 

costs and often come with benefits that are generally low, unpredictable, and nontrancparent. 

They argue that exclusion and margina lizat ion have been experienced as a result of the failure of 

African farms and firms to meet new expectations concerning quality, lead times, volumes, and 

prices, and their failure in activel y shaping new standards to their advantage-including ones 

related to social and environmental concerns raised by Northern NOOs., According to this study, 

Afi'ica faces daunting challenges not on ly from the new trade regime and domestic market 

liberalization, but also fi'om the tightening del11and~ associated with participation in OYCs, From 

the above examined six sectors by Oibbo and Ponte (2005), all but one OYCs have become 
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increasingly buyer driven in the preceding two decades. Different buyers drive these value 

chains-those with direct contact with consumers in citrus, clothing, and fresh vegetables; and 

branded processors/manuFacturers in colTee and cocoa. An exception to this trend is cotton, 

where there is no clear group of lead fi rms. 

One of the recent works on GVCs in Ali'ica is " Capturing the Gains in Africa" by a .group of 

researchers (Goger et al. ,20 14) from Center on Globalization, Governance & 

Competitiveness(Duke Univers ity). This supports the argument upgrading and sharing the gains 

from participation in GVCs were limited in Africa. Economic upgrading was uneven between the 

sectors the study conducted on (hOlticulture, apparel and tourism), and social upgrading even 

more so. However, they pointed out the recent c',anges in geographic end markets and trade 

patterns have brought about new opportunities and challenges for African countries seeking to 

derive broad development ga ins from participation in GVCs. The rise of South-South tr[ de and 

expansion of lead firms within Afi' ica and serv ing African consumers is very important to 

harness GVCs participation with other strategies to increase spillovers and enhance shared 

prosperity. This recent dynamic includes the emerging of regionalization, informalization and 

conso lidation of lead firm market power in African GVCs. 

The above paper focuses on three secto rs: apparel, hOlticulture, and tcurism. The case studies in 

Africa included Egypt, Kenya, Lesotho, Madagascar, Mauritius, Morocco, South Africa, and 

Uganda. From these case studies, the researchers highlighted challenges and opportunities with 

the development of reg ionalization, informalization and consolidation of lead firm market power 

in African GVCs. Trade liberalization, local labor market conditions, and the retail revolution in 

Africa have contributed to a growing trend of regional economic integration and expansion of 

, 
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regional. value chain, particularly in SSA countries that participate in regional freo trade 

agreements. Regionalization presents opportunities for small and medium-sized proilucers to 

scale up and exper ience organizational learning as they adapt to increased standards w:,en 

moving from national to reg ional to global chain participation, as evidenced in the horticulture 

section of their paper. Growing pattern of informalization across industry sectors led to lower 

access to decent work, secure employment, and social protections for informal workers. Due to 

trade liberalization, the market power of the le~d firms has increased which makes SMEs 

struggling to stay competitive and exacerbates the uneven power dynamics within GVCs and 

RVCs resulting in a tendency of soc ial downgrading due to lower bargaining positions for labor 

and smallholders. 

They summarized fi'om the findin gs by sector that economic and social upgrading are especially 

challenging to achieve in Africa. Inadequate infrastructure (high logistical costs), skill 

deficiencies, and gender disparities continue to be common barriers to upgrading across industry 

sectors. The combination 0 f quota phase-out, regional trade agreements, and trade preference 

systems has influenced the structure and upgrading trajectories of African apparel sectors in 

significant ways and the major barrier to upgrading and RVCs is lack ofa textile sector in SSA. 

The main coverage of African Economic Outlook th is year (2014) is Global value chain in 

Afi·ica . This indicates that Afr ican countries are in need to increase their participation in GVCs 

and ready to do so. This yearly research book considers the development level of GVCs as best 

opportunity to Afi'ica not to walk all the steps in the chain .. It says GYCs hold the promise of 

boosting employment and structural transformation in Africa. According to Cattaneo et al. 
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(2013), Gerefli and Lee (20 12), OECD (20 13) cited in AEO (201 4), in the past, for a country to 

industrialize it has to deve lop the domestic capac ity to perform all major steps in the value chains 

of complex manufacturing products. Today, through linking in to an international production 

network, countr ies can estab lish a specific sect ion of a product's value chain without hav ing all 

the upstream capabilities in place. 

The argument, whether GYCs is an opportunity or threat for African countries, has gotten wider 

coverage in the Afi' ican Economic Outlook. It conducted a . survey and 93% of respond ing 

experts on Ali'ican countries considcrcd global va lue chains to be opportunity rather' ,than a 

threat. It also identifies the major opportun it ies and threats for African countries arising from 

GYCs. Accordingly, respo ndents vicw 'job creation from new activities" as the top oppOltunities 

and "being locked into low va lue-added stages of GVCs" as main threat. Another finding is that 

AIi'ican countries' part ic ipation in g loba l va lue chains is growing particu larly , in primary goods 

and in backward integrat ion even though share of gains from GYCs trade is small. In the case of 

Ethiopia, fo rward integration is highcr than backwP ':d integration in the global value chains. 

2.8.0verview of Ethiopian Industrial Sector: Textile and Garmen~ Sub-

scctOl· 

The governmcnt of Eth iopia has designed, and is implementing strategies, policies and plans to 

guide and manage the overa ll devclopment of the country to achieve broad-based, accelerated, 

and sustained economic growth in order to erad icate poverty. During the PASDEP period, 

Ethiop ian economy was growing faster than any time before and became one of the fastest 
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growing economies in the wo rld. GOP growth rate was at II % for the consecutive ten years up 

to the fiscal year 2009120 I O(EEA, 20 14; MoFED, 20 I 0). 

The government has formulated the five year (2CIO/11-2014115) Growth and Transformation 

Plan (GTP) to carry forward the important strategic directions pursued in the PASDEP. With 

slight decline in growth rate, the growth of Ethiopian economy has continued in the GTP ,)eriod. 

In the fiscal year 2011112 and 20 12113 GDP was growing at 8.8% and 9.7%, respectively. 

Volume of Ethiopian economy in the fiscal ye&r 2012/13 was 852.7 billion Birr measureti at 

current market price. This long period robust growth rate is enough to reduce poverty. In the first 

three years ofGTP period (20 I 0111-20 12113), the economy grew at average by 9.8%, which is a 

very nearest figure to the plan (11.1%) (EEA, 2014; MoFED, 2010). While service sector and 

agriculture sector took the leading share in the coptribution of the overall growth, the industrial 

sector contributes 24% of the growth rate of the whole economy. This is attributed from its size 

in GDP; it is only 12 percent (EEA, 2014; MoFED, 2010; CSA, 20 13). 

The GT P is a iming at promoting industria lizat ion by increasing contribution of the industria l 

sector in gencral and manufacturing sector in particular to transform the economy from 

agriculture lead to industry lead. The structure of the Ethiopian economy is characterized by the 

decline of agriculture in share of the va lue added of the GDP. Serv ice sector became in the 

forefro nt position in fisca l year 2012113 with 45% share of the total value added. Agriculture 

takes 42.7% share and industry 12 .3% share of the GDP in the same period. However the 

contribution of industrial sector to overall growth increased from 6.6% in 2006/07 to 23.6% in 

201211 3, its share in the GOP still remains very smal l. Beside this, the largest part of this growth 
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comes from construction sub-sector. The share of the manufacturing sub-sector, which includes 

large, medium, and small-sca le manufacturing, is 4% and almost the same as the average for the 

PASDEP period (MoFED, 2010; EEA, 2014). 

The GTP identifies 8 medium and large scale sub-industries to give particular emphasize in the 

industrial sector development strategy. Among these industries, textile and garment ;s in the 

fo refront to maximize utilization of existing production capacity, increase export earnings, 

increase investment in the sub-sector (MoFED, 20 I 0). To this end, the government augmented 

its effort through strengthen ing the Ethiopian T~xti le Industry Development Institute. The 

go vernment of Ethiopia is carrying Ollt establishment of new industrial zone in many of cities 

and towns of the country to boost in vestment inflow and industrial development. Text'le and 

garment is the priority strategic sub-sector indentified for establishment in these new industrial 

zones. Textile and garment sub-sector is expanding through time though the development is not 

as planned. This sector exhib its good records in terms of value added growth, export, and import. 

Manufacturing va lue added has been growing, on the average, by 9.1 % over the last 8 years. 

Except the textile and garment sub-sector, all the major sub-sectors have witnessed declin ing 

(EEA,2014) 

According to the inFormation from Ethiopian Text ile Industry Development Institute, the texti le 

and garment sub-sector is growing /i'om both sides: exports and impOlts. In fiscal year 2004/05, 

the export performance of thc sub-scctor was 6,759 USD. Last fiscal year (2013114), increased 

by 12.5% liOln prev ious ycar, the total export was 11 1,353USD. The sector is sfiJWing 

s ignificant incremcnt in the export li'OIl] year to year. Table I of annex part shows export trend of 
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Ethiopian textile and garment sub-sector lor the last ten years. Import also increased by about 

19% average for the last ten years. The 10 years trend of import in the sub- sector is shown in 

annex table 2. 

Employment generat ion IS a key facto r in the promotion of the development of the 

manu facturing industry. Transformation towards industrialization entails increased share of 

employment, value added, expo rt earnings, etc of the manufacturing sector in the economy. 

While other medium and large manufacturing industries show poor performance, Text:'e sub­

sector ga ined significant employment during the first two GTP periods. It shows a 42% 

employment: growth in thc period. In addition, increased wage was witnessed in the textile ' .:Ib­

sector during the years back might be due to the entry of export-oriented foreign investors (EEA, 

2014). 

o 

Currently, there are around 110 firms in Ethiopia operating in the production of textile and 

garment prod ucts. From these firms, 18 are engaged in the integrated production, 19 are engaged 

in the textile production (four are spinning firms), 50 are engaged in the production of garment, 

16 ginning, and six are in cultura l clothing. Around 33 firms have so ld their product to the 

foreign market in fi scal year 2013/20 14. In leading exporter list, Ayka Addis, E lse Addis, and 

Kombo lcha Textile hold the first three positions. 

2.9.Conccptllallf ramcwork for the Study 

This section presents the systematic stratcgy of the study. Based on the reviewed l it~rature 

presented above a conceptua l fi'amc wo rk is developed for the research. Determinants factors for 
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the development of different type of governance patterns within the transactions are described. 

These determinants are ability of firms to codify transactions, complexity of transactions and 

capabi litics of suppliers. Whether these factors are high or low with transactions betw~en the 

export bu yer and d.;:>orting firm s dctermine governance between the g loba l buyers and suppliers. 

(Gereffi, Humphrey, & Sturgeon, 2005) indentihed five possible co mb.inations of magn itude of 

the determinant variables and generated five di fferent governances type namely market, modular, 

relational, captive and hierarchy. The five governance types are represented by proxy 

description. The fo llowing figure illustrates the conceptual frame employed in this study to 

analyze the governance structure of the Eth iopian ~xtile and garment sub-sector with respect to 

the global va lue chains. 

Transaction in GVCs 

Market 

Hierarchy 

Sell ing product in perfect competition or ~ 
market price;; e.g. bidding 

Selling product with supplier contrac' e.g. 
Turnkey suppliers 

Selling product Long term relationship 

Sell ing product based on Long-term 
relationship and frequent sell of much of 
your product 

Subsidiaries -] 

Upgradi ng is strategy that finn s employ to increase the ir export business. Economic upgrading is 

moving up the va lu e cha in into higher-value activities which enables firms to capture 1 higher 

share of va lue in the GVCs overa ll and enhances compet it iveness. The fo ur types of econo mic 
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upgrading: process upgrading; product upgrad ing, "'unctio nal upgrading, and cha in upgrading are 

the mechanisms for firms to achieve their goal of catching higher value activities .. Upgrading 

types are representcd with proxy description as it is dep icted in the following diagram. 

Improve product through R&D, new 
design and marketing division, 

Product Upgrading cooperation with suppliers to creat.e 

I? new product 
Strategy for 
Export Busincss Improve through new 
Development 

process 
machinery, process improvement, 

U"CO",' -{ ... Process Upgrading logistics improvement, supply chain 
management 

Global e 
Chains , 

1"-. 
Moving to higher value adding 

Functiona l activities. E.g. developing your ,. 
Upgrading own brand 

.-~ Inte r-sectoral Shifting to inter-related and --. 
(Chain Upgrading) ~ advanced sector product 

In thc analys is o f the sub-sccto r' s participation in the globa l value chains, the value added 

concept was emp loycd. The share of foreign value added in a country's exports -termcd 

"backward intcgration" -and the sharc of a country's value added in other countries' exports -

known as "fo rward integration"- are the main measures of a country's participation in globa l . 

va lue cha ins. A co untry's gross export to the world is the sum of the following five broad terms: 

• Domestic value-added embodied in exports of final goods and services absorbed by the 

direct importer; 

• Domestic va lue-added embodied in exports of intermediate inputs used by the direct 

importer to produce its domestica ll y necded products; 
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• Domestic value-added embod ied in intermed iate exports used by the direct importer to 

produce goods for third countries ("ind irect va lue added exports' ) 

• Domestic va lue-added embodicd in intermediate exports used by the direct importer to 

produce goods shipped back to source ("reflected domestic value added") 

.• Value-added fi'om foreig n countries embodied in gross exports ("foreign value added 

used in expo rts"). 

Participation 
the GVCs 

in 

Sector 
Export 
market 

Gross 
to world 

/. 
Share of domestic inputs 
in the gross export 

Share of Foreign 
inputs in the gross 
export 

Ifl"ported inputs in the 
gross export of Firms 

'-----Jr-----L/I 

Firms' Export Product 

Forward Integration \ 
Domestic inputs in the 
gross export of Firms 

2.10. Empirical Studies on Textile and Garment Sector 

Integration 

Studies in different countries in the textile and ga~ment sector show industrial upgrading plays 

sign ificant ro le to compete in thc internationa l market. For example, Natsuda et al. (2009) found 

that even though the government of Cambodia created favourable environment for garment 

industry deve lopmcnt, the industry faced high competition due to many impediments for 

upgrading. The cha llcngcs are lowest va lue-added segment in the global garment value chain, 

high dependence on the US market and foreign capital firms, and a lack of efficient technology 
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and management transfer to the local economy. Kenta(2007) in his work "Industrial Upgrading 

of the Vietnamese Garment Industry: An Analys is from the Global Value Chains Perspective" to 

exam ine Vietnamese garment industry upgrading strategy which aimed to increase value-added 

of garment exports through vertical integration and supply of original branded products, asserted 

increasing value-added by Vietnamese suppliers in the g lobal garment value chain can be on ly 

done through either, o r a mix of, process, product or functional upgrad ing. He advised policy 

makers to focus on how to support these three aJpects of upgrading rather than emphasizing 

developing backward linkages and aiming a radical jump in industrial upgrading through 

promoting domestic vCltical integratio n. 

World Bank (20 II) identiticd thc main cha llenges of SSA low income countries for integrat ion 

into global value chains as exogenous factor and endogenous factors. The exogenous factors 

reflecting changing dynamics in the global economy and in global clothing value chains and 

includes structure of the industry, g lobal regulations, and global sourcing policies of buyers. The 

endogenous factors affect the SSA's supp ly response to global marht opportunities, including 

physical and bureaucratic infi'astructure, productivity, sk ills and capabilities, and 

entrepreneurship. According to the World Bank (referring Kaplinsky and Morris, 2008), all SSA 

economies face huge challenges in all the endogenous factors with the poss ible exception of 

South Afi'ica and Mauritius. The other important aspect of clothing export in SSA is that 

exporting firm s in the clothing scctor are foreign-owned and part of triangular manufacturing 

networks. This has a grcat impact o n the functional activities in SSA, on decision-making power, 

local linkage, spillovcrs, and evcn on the sustai nability of the operations. This ownership 

structure resu lts low poss ibil ity of taking over more functions with higher value added· for local 

firms as these functions are ensured by the headquarters on a regional or global basis. Due to the 
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strategic cho ice of these foreig n firms and lack of good operating environment in the countries, 

local firms concentrated in the production of low-value adding assembly functions. This shows 

that the upgrading challenges are not one side problem and it needs both developing skills and 

creating capabil ities in SSA LICs and changing their specific role and integration in to global 

c lothing value chains. 

Gereffi et al. (20 I 0) asserted that the most va luable activities in the apparel GYC are found in the 

design, branding, and marketing of the products. However, large g lobal retailers and brand 

owners in the apparel industry perform these activities. These lead firms in most cases out source 

the manufacturing process to a global network of supplier. Developing countries are also 

compet ing fo r foreign investment and contracts with g lobal brand owners which results little 

leverage and low partition of the total value added along the chain for suppliers from these 

countries. Gercffi et al. (2005), in their famous wo rk "The governance of global value chains" 

explained the rapid move of East Asia, which was the epicenter of apparel production, from 

captive to morc complex relat ional value chains over the span of just a few decades. East Asian 

countries cou ld move fj 'om apparel production in middle of nineteenth century to world-class 

texti le in 1970s and 1980s. The key for their success was to move from assembly of imported 

inputs (expo rt-process ing) to a more domestically integrated and higher-value-added form of 

exporting (full -package supply). 

There are no wide-rang ing studies in the value cha:n of Ethiopian textile and garment sub-sector 

in general and none is avai lab le with g lobal value chain framework. However, researches have 

been done on anothcr aspect of the sub-sector. Tensae (2006) had conducted a study on the 

competiveness of Ethiopian garmcnt sub .. scctor. He found that though the sector has 

52 



comparative adva ntage 'in terms of labour avai lability and its low cost, there is shortage of 

profess ionals and skilled labourcrs. Beside the problem of supply of cap ita l to sub sector due to 

ill functioning and unclcar wo rking procedures of the financial market, lack of transparency and 

lack of international banking system knowledge and experience of banking institutes, he po inted 

out that financial incentives are biased to expOlt ing garment firms. The same study indieated that 

in addition to the small-sca le operation and high competition in the domestic and international 

market, garment firms and the industry generally faces problems on the availability, quality and 

cost of inputs. 

The impact of supply chain management practice in the competitive position of Ethiopian texile 

firm s was assessed by Endalcw (2010) using quantitative method. The findings and conclusion is 

towards the need of app lyi ng supply chain management practices for competitiveness both 

loca lly and globally. In addition, Rahel (2010) in her study performance and measurement and 

impro vement of Ethiopian garment industries concluded actual performance of the industry is 

hindered by both internal and external factors. The internal factors include poor quality of 

garment, low productivity, poor performance measurement practice, under-utilization of 

resources, lack of informat ion about market and poor skill of workers. The general business 

enviro nment of the country is considered as external factors. This one also focused on the factors 

affecting performance. Another study by H iwotie (20 I 0) strengthened that Ethiopian textile and 

garment sector has a competitive advantage. 

World Bank (2006) analyzed the effi c iency of the value chains of garment in Ethiopia to identify 

the potent ia l intervention in o rder to make the value chains more competitive. It found out that 
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Ethiopian cotton- garment has substant ial opportunities both at regional and international market. 

However ficrce competition, mass customization, increased leverage of buyers, post-MFA quota 

free environment, and AGOA pose both threat and opportunity for sector. Both production and 

supply chain ineffi c iencies a long the colton- to -textile value chain also prevent the sector from 

becoming a g lobal player though there are c lear market opportunities at regiona l level. 

Tebarek (201 1) examincd the role of soc ial network within local but a lso g lobal value chains in 

case of Ethiopian Icather and leather products industry. He employed mixture of va lue chains 

and network approaches for exp loring processes and micro-level interactions used by individuals 

to construct and maintain networks. 

The above and other studies conductcd in Ethiop ia in the area of value chain in general and in 

textile and garmcnt sub-sector in particularly; are far from the recent global value chain 

concepts. It is found out that none of them tried to look value chain concepts from the globa l 

perspective. Either they are focused only on simple value chain ofa single commodity or to the 

maximum, they go to thc leve l of supply va lue chain. Most studies in the textile and garment 

sub-sector focused on the compct itivcness in terms of a singlc variable might be labour cost, 

markcting stratcgy, or rcgulato ry issues or they evaluate the performance at firm level. 

Moreover, the ava ilable stud ics might touch issue of internationa l trade but none tried to see the 

detai l issues of thc today's intcrnationa l tradc operat ion and production network with respect to 

the power rclation of thc buycr and supp liers. We can say all saw trade with the traditional 

concept of international trade: the exchange o f goods and services between two countries. Thus, 

there is clear gap in the area of g lobal value chain study in Ethiopian Textile and garment sub-
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sector and it is valuab le to find out the governance, upgrading potent ia l, and participation leve l 

of Ethiopian Text ile and Garment sub-sector in the global value chains. 
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Chapter Three 

3. Resea reh Methodology 

3.1. Research Design 

The research design is the conceptua l structure with in which research is conducted; it constitutes 

the blueprint for the co llection, measurement and analysis of data (Kothar i, 2004). 

A descriptive research describes the state of affairs. as it exists at present. It includes surveys and 

fact-finding enquir ies of difFerent kinds. The main characteristic of this method is that the 

researcher has no control over the variables; he can only report what has happened or what is 

happening. The methods of research utilized in descriptive research are survey methods of a ll 

kinds, including comparative and co-relationa l methods (Kothari, 2004). 

It is required to se lect a research method that allows to explore, examine and have in-depth 

understanding of how the industry operates and is structured and examine the experience of firm s 

within the globa l value chain s. Further, it is required a research method that allows the researcher 

to assess the sub-sector with in GYC theoretica l framework . 

The objective o f th is study is to assess the Textile and Garment sub-sector of Ethiopia within the 

Global value chains taking Features of governance, upgrading and participation in global market. 

[t is more appropriate to apply a descriptive survey research design from the point of achieving 

the objectives of the study. The researcher used the descriptive survey research design to 

accomplish this study. 
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The three comlllo n approaches to cond ucting research are quantitative, qualitative, mid mixed 

methods. With the mixed methods approach to research, researchers incorporate methods of 

co llecting o r analyz ing .data fj'om the quantitative and qualitative research approaches in a single 

research study. That is, researchers collect or analyze not only numerical data, which is 

customary for quantitative research, but also narrative data, which is the norm for qualitative 

research in o rder to address the research question(s) defined for a particular research study 

(Williams, 2007) . Thc researchcr in this study employed the mixed model of research approach. The 

quantitative method that was employed in this study is a descriptive statistics that is expressed in 

freq uencies, rates, percentagcs , and measure of central tendency. They used to give explanations to 

typology of governance, upgrading practices and participation in the aves of the studied sub-sector. 

To have a better understanding of the industry and widen understanding of organization and 

structure, qualitative and quantitative data such as structures, distribution of textile and garment 

factories, performance of the sector, number of foreign and local firms, sectoral investment 

growth, and so fo rth were co llccted o'om secondary sources. Furthermore, qualitative and 

quantitative data were collected via survey to analyze the type of governance, upgrading 

practices in the sector and part icipatio n of the sector in the GVc. 
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3.2. Study Arcli 

Ethiop ia, ollic ially known as the Federa l Democratic Republic of Ethiop ia, is a country located 

in the Horn of Afi·ica. It' is bordered by Er itrea to the north and northeast, Djibouti and Somalia 

to the cast, Sudan and South Sudan to the west, and Kenya to the south. With over 90 million 

inhabitants, Ethiop ia is the illost populous landlocked country in the world, as well as the 

second-most populous nation on the African continent after Nigeria. It occupies a total area of 

1, 100,000 square kilometers (420,000 sq mil , and its capital and largest c ity is Addis Ababa. 

Currently, Ethiopia has nine ethnica lly based and politically autonomous regional states and two 

chartered cities, the latter being Addis Ababa and Dire Dawa. 
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Acco rding to the IMF, Eth iopia was one of the fastest growing econo mies to the world, 

reg istering over 10% economic growth fi'om 2004 through 2009. It was the fastest-growing 

non-o il-dependent Afr ican econo my in the years 2007 and 2008. World Bank indicated 
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Ethiopian economy has experienced strong and broad based growth over the past dec1:de, 

averag ing 10.8% per year in 2003/04 - 2012113 compared to the regiona l average of5.3%. 

\L " 
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Source : http: //www.whereig.com/eth iopia/ 

3.3. Data Source 

N 
A 

Both primary and secondary data sources were employed to get reliable information for the 

study. While Primary data were' co llected through face-to-face firm leve l survey, secondary data 

were collected fi'om published and unpublished. materials like reports for different purposes, 

strategy and po licy document, books, journals, working papers, research findings of various 

scholars on the topic under investigation and other publications. 
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Literature rev iew is an in-depth and critica l assessment and evaluation of other people's research 

or studies. This part of the data collection process provided the study with existing knowledge 

based on relevant empirical research, producing a base-line description of the industry and basic 

information about the firms that are operating in the sector and were surveyed. The purpose of a 

literature review was to have understanding of existing knowledge and to extract significant 

information about the industry structure, organization, and policy. Particularly in this kind of 

study where the conceptual fi·amcwork has not been yet applied widely in the context of 

Ethiop ia, literaturc review was vcry important and main source of ideas and information in all 

section of the researcch. Above all, manufacturing is not a leading and well developed economic 

sector in Ethiopia and studies on this secto r are not widely available with locally customized new 

and progressive methodology. This limitation was addressed by customizing and extracting 

useful methods and ideas fi·om research works in the countries where their industrial 

development process is similar with Ethiopia's real condition. 

3.4. Sampling Tcchniques 

This research focuses on thc g lobal aspect of the Ethiopian textile and garment sub-sector. Its 

main objective is to evaluate the level 0 f engagement and its facet of the sub- sector in the 

GYCs. Without the prescnce of integration with the g lobal market, this study is value-less. As a 

result, exporters are the main target of data collection as far as this particular research is 

concerned. 

[n this kind of research in ,,,hich the conc lusion from the findings would be general, source of 

data and its rcl iability are very cruc ial. Clear ly, there is a need to collect the information from 

most relevant sources and thus a purpose sampling technique was applied. Considering the need 
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of focusing on the objectives of the research, based on the information from Ethiopian Textile 

Industry Devclopment Institute, all 33 fi nns that exported part of their product in textile and 

garment sub-sector in 20 I 3/20 I 4 fi sca l year were included as the study population considered 

the source of data . Thus, as the universe is very small number, a census was conducted during 

prima:y data co llect ion for the study. Although factories of firms are located in different region 

of the country, all firms have office in Addis Ababa. Fourteen firms' factories and offices are 

found in Addis Ababa. The factories of remaining 19 are out of Addis Ababa. Seven of firms' 

factories are found in the towns surrounding Addis Ababa (Sebeta, Gelan, Alemgena, Oukem, 

Legetafo). Others base their factory in different regional towns: Dire Dewa(two firms), Arba 

Minich(one firm), Bahirdar( one firm) , Adama(four firms), Kombolcha(one firm), Mekele(one 

finn) , Adewa (one firm) and Oebre Zeit(one firm) . All the factories found in Addis Ababa were 

visited and interviewed at factory site. Three of the factories located in the surrounding of Addis 

Ababa were a lso interviewed at factory s ite. Other firms were contacted at their office in Addis 

Ababa. 

3.5.Data Collection Instruments 

The data co llect ion instrument that was employed for the study is semi- structured questionnaire. 

The fi rm level face-to-face survey was conducted after the qualitative and quantitative 

information from seco ndary sources and literature review were examined. 

The survey method is a more systematic method used to gather data or information from 

individuals and it attcmpts to e labo rate on and understand the basic characteristics or experiences 

of large and small populations to which these individuals belong (Enanoria , 2005) .ln a face-to-
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face survey, an interviewer is phys ically present to ask the survey questions and to assist the 

respondent in answering them. There are a number of benefits of the face-to-face survey method 

of data co llection, especially in terms o f data quality compared to other types of survey. For 

instance, respondents can ask interviewers/researchers for clarification if they find questions to 

be confusing or ambiguous. 11 allows for complex questions to be asked and provides researchers 

with a fairl y high degree of control over the data co llection process and environment. It also 

offers the highest response rates obtainable (Doyle, 2005) . Semi-structured questions is a more 

commonly used interview technique that follows a framework in order to address key themes 

rather than spec ific questions and it allows a certain degree of flexibility for the researcher to 

respond to the answers o f the interviewee and therefore develop the themes and issues as they 

arise. 

In survey data collection, respondcnts will have difficulty in understanding the theoretical and 

technical terms used by GYC research including governance and upgrading. Governance was 

thus identified using three key dcterminants, i.e. the complexity of transaction, the cod ifiability 

of transaction, and the competence of suppliers. Literature shows that respondents could not full y 

understand the technical term; and they were unable to understand the different types of 

governance in simple terms such as market, modu lar, relational, capt ive and hierarchy and hence 

could not answer the question. 

To be pract ical, technical terms were simp li fied to respondent by explaining concepts that were 

associated with and represented governance type theoretically. Descriptions of terms are 

annexed. 
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3.6. Data A nalysis 

Data analys is depends on both the o bjectivcs of the stud y and the nature of the variables in the 

data collected. The quantitative mcthod that was employed in this study is descriptive statistics 

that are expressed in fj'eq uencies, cross tabulat ion, percentages, ratios, rates, measures of central 

tendency and they are the bases for the explanations on governance typology, upgrading t;'pe, 

and part icipation level oCthe scctor in GYCs. 

To generate data and identify the typology of GYCs governance, upgrading types and sectoral 

partic ipat ion in GYCs, Microsoft Exce l, and Statistical Package for Social Science (SPSS) 

software wcre used. In the data analysis process, information and findings are presented using 

tab les, graphs, charts, and other illustration mechanisms. 

This study took the expo rting firm s as populat ion for collecting data and to answer the research 

questions. It had been tried to survey all exporting firms with face-to-face manner. Out of 33 

fIrms, 29 of thcm could bc accessed and gave response to the survey questionnaire; fro m the 

non-respondent two of them were not willing to give information and fo r the other two 

responsible staffs were not available in the research timeframe. Out of the 29 respondents, one 

response was incomplcte due to the fact that the firm is under rehabi litation process and has 

stopped export ing. The response fi'om another one was also incomplete as the staff had no full 

information. As a result, 27 firms were considered in the analys is. 
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3.7. Limitation of the study 

Studies have not been conductcd in Ethiopia on export manufacturing sectors from the GVe 

perspectives. GVe is a wide conccpt and at stage o f infancy ac('\itrding to great researchers in the 

fie ld. The study tried to cmploy the latest co ncepts of the GVe developed by different 

researchers. Due to time and finance constra int and partly due to lack of experience, this research 

is an assessment of the textile and garment secto r of Ethiopia with respect to GVe focusing 

governance, upgrading and participation. 
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Chaptcr Four 

4. Data P"cscntation and Analysis 

This chapter presents the results of the analysis of the data obtained from the respondents. The 

results are organized into two gro ups: (I) Descriptive statistics of typology of governance, 

upgrading practices and participation in the Global Value chains experienced by Ethiopian textile 

and garment sub-sector; and (2) mapp ing the Global value chain with respect io Ethiopian Texti le and 

garment sub-sector. 

4.1.Bacl'g.-ound of Firms Considcrcd in the Analysis 

According to thc ycarly performance rcport prepared by ETIDl on sub-sector by the end of 

2013/2014 fi scal year, about 33 compan ies have exported their product to the global market. 

Their expon product incl udes yarns, fabrics, garments, and cu ltural clothing. The composition of 

firms under the analysis was that, seven of them were texti le finns, nine were integrated finns, 

and II were garment-producing finns . As it can be seen from the table 6, about 41 % of the 

exporting firms considercd in stud y are garment manufacturers. 

T bl 3 B a c : USIIlCSS E ~ I1 U"agcmcnt 0 rr i lrms 
J ndustry Group Frcqucncy Percent Cumulative Percent 

Textile 7 25.9 25.9 

Intcgrated 9 33.3 59.3 

Garment II 40.7 100.0 

Total 27 100.0 

-Source: Survey Data, Dceember 20 I) 
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4.1.1. Reliability of Respondents 

Most of the respondents are professional employees at level of General Manager or in marketing 

department. During the data co llcct ion, great effort had been exerted to meet with right 

practitioner and get reliable in Formation fro m firms. The respondent rate well represents the 

population considered: around 82 pe rcent of the population have responded completely to all the 

questions. The position and responsi bility o f the respondents in firm g ive a confidence on the 

rel iabi lity of the data co ll ectcd. Almost 52 percent of the respondents were at the highest 

management leve l in the fi rm as it is seen on table 7 , 

T bl 4 P ' j' a c : OSI'IOI1 0 I'll . IC rcspoll d t ' II ell 's III IC company 
Respondents Frequency Percent Cumulative Percent 

GeneraV Deputy manager 14 51.9 51.5 

Marketing manager/Expert 13 48. 1 100:( 

,'otal 2 100.0 

Sourcc: Survcy Data , Dccembcr 2015 

4.1.2. F irms size in terms of Capital , Orgltnization Nature and Employment 

These variables indicate the size and organizational strength of firms in the sector. Out of the 27 

firms assessed in the study, 12 have a cap ita l of less than 50 million Birr, 8 have greater than 200 

million Birr and 7 of them have a cap ital between 50 million and 200 million. Seventeen of the 

firms employed more than 200 hund red peop le, three firms employed less than 50 people and 

the rema in ing seven emp loyed within 50 and 200 peop le. Most of the firms, around 74% or 20 in 

number, are organized under the form of private limited company, five are share companies, and 

the rest three are so le- proprieto rship businesses. It can be sa id that most of the exporting firm s 
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arc fo rmcd and operated wit hin the private limited co mpany form of business ent ity. Most firms 

have low amount of cap ital and cmploy low num ber of workers. This implies that fi rms have lo w 

capacity in terms of capital, organizational strength, and workforce. Tab le 8 shows the detail of 

fi rms' capac ity in terms of cap ita l, organizat ional form, and employment. 

Table 5: F' ( IrIns 'R eg,stere( I C . I I I fE aplt'u , eve 0 mfl oyment, o rgalllzatlona IF ormation 
Firms' Registered Capital F requency Percent 

<50 l11illion 12 44.4 

50-200111illion 7 25.9 

>200mi llion 8 29.6 

Total 27 100.0 

Number of E mployees ' by Firms Frequency Percent 

-
<50 3 1 1.1 

50-200 7 25.9 

>200 17 63.0 

Tota l 27 100.0 

Organizational Forma ofVirms Frequency l'ercen t 

Solc-Proprietor 2 -- 7.4 

Privatc Limited Company 20 74. 1 

Sharc Co mpany 5 18.5 

Tota l 27 100.0 

Source: S urvey Data , December 2015 
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4.1.3. Owncrship StructUl'c of thc ExpOl·tlng Firms 

The distribution of firms in terms of ownersh ip has an implication on the contribution of the sub­

sector for the nationa l economy and its leve l of development: private sector participation and 

investment. Private foreigners own higher numbers of firms in the exporting category; the loca l 

private firms are 10 and th cre a re 3 loca l public firms exporting to the global market. This means 

more numbcr of foreign owncd firms participate in the global va lue chains than the locally 

owned firms. T he situation cal ls more participation and integration of local fir ms to the global 

market. The implication would be loca l firms need to learn and adopt skills for bui ld ing 

competitive capacity to participate 111 the globa \ value chain. The table below shows the 

fi'equency of owncrship among firm s. 

Tab le 6: OlVnership oflirms 

Ownership Frequency Percent Cumulat ive Percent 

Private Local 10 37.0 37.0 

Private Fore ign 14 51.9 88.9 

Public Local 3 11.1 100.0 

Total 27 100.0 

Source : Survey Data, December 2015 

4.1.4. Export a nd Local Salc Sharc of F irms 

The share of expo rt and loca l sa le are ind icators of how much flfms give emphasis to the globa l 

market and loca l market. While the average share of export sale within the firms under 
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consideration is 56.22%, the loca l market takes the remaining share of 43 .78 %. This shows 

much of the production by thcse firms is exported and has a connection with global value chain . 

As it is depicted in the fo llowing consecuti ve tables, there is average deviation of 31.729(Std. 

deviation). This means there is a grcat deviation between fi rms in their export share from their 

total production and in turn to the globa l market involvement. 

T bl 7 E a e : ' xpor t all( I L IS I D oca a c: . r S r r escnpuve la IS ICS 

Export Sale N Hange Minimum Maximum Sum Mean Std. Variance 

Deviation 

Export Sale 27 99 I 100 15 18 56.22 31. 72\ 1006.7 18 

ValidN 27 

Local Sa le N Hange Minimum Maximum Sum Mean Std. Variance 

Deviation 

Local Sale 27 99 0 99 1182 43.78 31.729 1006.7 18 

Valid N 27 

Source: Survey Data, Deccmber 2015 

4.2.Prod uction Process of Textile and Garment Industry 

An overv iew o f the prod uction process of the tcxtile and garment is important to understand the 

va lu e chain of the industries. Furthcr, the relatio'nship between textile and garment industries is 

crucial to relate the va lue chains in the industry. Here it is necessary to present the production 

process of both the texti lc and garment manufacturing in order to make clear the link between 

textile and garment producing finns. The followi ng chart shows the production process of 

textiles. 
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Flow Chart of Textile Production Process 

Inpu t/Raw Matcria ls -+--> Process ing Steps ---> --->--->--->--->---> Output 

Texti Ie Fibers ----7-7-7----+----+-)0 Yarn Manu facturing ---+----+-+-+---+-+----+---+-+-+-+ Yarn 

(cotton, wool, 

silk, synthetic, jute) 

(Spinning Mill) 

-J, 

-J, 

y arn---+---+-+----+---+---+----+ Fabric Manu facturing----+----+-+-+----+Grey Fabrics 

(Weaving/Knitting Industry) 

-J, 

Grey Fabrics--->--->--->--->--->---> Wet Processing -->-->-->-->-->Finished Fabrics 

(Dyeing, Printing & Finishing Industry) 

Finished Fabrics-->-->-->--> -->Garment Manufacturing-->-->-->-->--> Garments 

(Garmcnt Industry) 

Source: http://textilelca rn cr.blogspot.com 

Garment manufacturing is an cxtension oftcxtile industry in which the output of textile industry 

is converted in to final consumable products. Like the textile industry, garment manufacturing 

has its own stepwise production process. In value chain concept, every step of a production 

process has a va lue-adding ro le on the product. Stepwise garments manufacturing sequence on 

industrial basis is presented here under and Table 11 describes the detail job and the method of 

do ing the work. 
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Garments Production Process 

Design I Sketch -. P:1 ttern Design • Sample Making--•• Production Patt~rn -. 

Grading --_I Markcr Making - -_I Spreadin~g-----_. Cutting ----~) 

SortinglBundling----+ SClVing/Asscmbling-_ Inspection ' • Pressingl Finishing_ 

Final Inspection ---+. Packing ---.~ Dispatch 

Table 8' Garmcnt )'roduction I'roecss Activities 
Opera tion Act ivities Method 

Design! It is given by buyers to manufacturers contai ning sketches ManuaVComputerized 

Sketch includi ng measurements of particular styles 

Basic block is an individual component of garments without ManuaVComputerized 

Basic Block any style of design (without Allowance, Style, Design) 

Working When a pattern IS made for a particular style with net 

Pattern dimension regard ing the basic block along with allowance then ManuaVComputerized 

it is ca ll ed working paLtern. 

Sample To make a sample, this will be approved by buyer. After 

Garments mak ing a sample, it is sellt to buyer for approval to recti fy the Manual 

fa ults 

Approved After rectify the faul ts, sample is again sent to buyers. Ifit is ok 

Sample then , it is called approved sa mple Manual 

Fabric costi ng 

Costing Making charge Manual 

Trimmings 

Profit 
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Production Making allowance with net dimension for bulk production Manual/Computeri led 

Pattern 

Gradi ng Ifthc buycr rcquircs diffcrent s izes, so should be grade as S, M, ManuaVComputerized 

L, XL, XXL 

Marker Marker is a thin paper which contains all the components for 

Making different s izes for a particular style of garments ManuaVComputerized 

Fabric To spread the fabrics on table properly for cutting ManuaVComputerized 

Spread ing 

Cutting To cut fabric according to marker dimension ManuaVComputerized 

Sorting & Sort out the fabri c according to size and for each s ize making Manual 

Bundling individual bundles 

Sewing To assemble a fu ll garments Manual 

After sewing we will gct a complete garment which is treated 

Ironi ng & with steam ironing & also several fi nishing processes are done Manual 

Finishing for exa mple extra loose thread cUlling 

Inspection Shou ld be approved as initial sample Manual 

Packing Treated by Polycthylene bag Manual 

Cartooning After packi ng, i[ should be placed in cartooning for export Manual 

Dispatching Ready for export Manual 

Sou rcc: http: //tcxt'lclcarn cr. b logspot.colII 

4.2.1. Products Produced by the Firms under this Analysis 

Surveyed fIrm s were asked to choose type of products produced from the list of cotton yarn, 

other yarn, weavon fabric, knitted fabric, clothing, and accessories. This question makes the 
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researcher to know the product divcrsity of finns and the concentration of products in the sub-

sector. In terms of product diversity, the table below shows out ofthp, total twenty-sever. firms, 

o 10 firm s produce only c lothing, four produce on ly weavon fabric and one produces only cotton 

yarn. The remaining firms (12) produce mix of products maximum up to four products from six 

choices. With maximum divers ity, one firm produces the basic textile products (cotton yarn, 

other yarn, weavon and kn itted fabric). Surpris ingly, no firm produces accessories. 

T hI 9 P a c : ro( uc I T lype 0 fF' qrms 
Prod ucts Frequency Percent Cumulative 

Percent 
Cotton yarn I 3.7 3.7 
Cotton yarn, other yarn, wcavo n fabric, knitted fabric I 3.7 7.4 
Cotton yarn and weavon fabric 2 7.4 14.8 
Cotton yarn, weavon fabric, knittcd fabric, c lothing I 3.7 18.5 
Cotto n yarn, weavon fabric, clothing I 3.7 22.2 
Cotton yarn and knitted nlbric I 3.7 25 .9 
Cotton yarn, kn itted fabr ic, c lothing I 3.7 29.6 
Cotton yarn and clothing I 3.7 33.3 
Other yarn and weavon fabric I 3.7 37.0 
Other yarn, kn itted fabric, c lothing I 3.7 40.7 
Weavon fa bric 4 14.8 55.6 
Knitted fabric and clothing 2 7.4 63.0 
Clothing 10 37.0 100.0 
Total 27 100.0 

Source: Survey Data, December 2015 

In aggregate, c lothing is the most produced product by exporting firms; out of the assessed 27 

firms 17 of them produce clothing and it is about 37% of the firms. Weavon fabric is produced 

73 



by 22 percent of assesscd firms. Figure 7 depicts number of firms for export produ~ts and 

percentage share of products in terms of firms. It assures the exp lanation in the review literature 

that the major part of expo rt performance by the sub-sector comes from garment industry. Th;s is 

also a clear ind icat ion that Ethiop ian firms are at the labour intensive and low value adding stage 

of production in the g loba l va lue chain. 

Concentration of Products by F irms 
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Source: Survey Data , December 2015 

Figure 7: Concentration orl'roducts by Firms 
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4.3. Global Value Chains Governance typology 

Ident ification of the type of g lobal va lue chain governance in which Ethiopian textile and 

garment sub-sector is operating is one of the objectives of this study. In the survey questionnaire, 

firms were asked to choose from the five options regarding how they are related with their export 

buyers. The question was presented as "How is yo~r relationship or buying dynamics with your 
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export buyers?" To make understandable for respondents, the five types of global value chains 

were presented in c lear terminologies. The perfect competition or market price (e.g. bidding) 

se lling type was for "Market Govcrna nce"; se lling with supp lier contract( e.g. Turn-key supplier) 

was for" Mod ular Governance"; selling because of long term relationship represent "Relational 

Governance"; fi-equcnt se ll ing 0 f much 0 ftheir product with long-term relationship (80% of the 

product) represents "Capt ive Governance", and sell ing to subsidiaries represents "Hierarchy type 

of Governancc." T his question is an important question in the research since the response 

determines the GVC governance in wh ich the Ethiopian text ile and garment sub-sector is 

operating. 

Some of the firms under assessment of this stud y have g iven multiple responses and others gave 

a single response. The fi·equency of responses from respondent is presented in Table 13. Three 

finns sa id they have onl y a market re lation with their export buyers. Five of the firms indicated 

that thcy have related with their expo rt buyers with only modular type of governance. Two firms 

have s in g led out the re lationa l type of governance fo r their re lation with their export buyers. The 

majo rity of fi rms, 13 out of 27, specified that their relationship with their export ~uyers is 

frequent se lling of much their product with long-term relationship (80% of the product) which is 

the captive type of g loba l va lue chains governance. 

Though firms gave multiple responses to the ques:ion, none included "Captive Governance" in 

their mUltiple answers. Four of respondents combine "Relational type of governance" with 

market, mod ular, and hierarchy. Thcre is no finn that chose hierarchy alone for the relat: Jnship 

w ith expOlt buycrs; on ly one firm chose it in combination of market and relational type of 
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governance. The capt ive type of g lobal value chain governance has a share of 48.1 % percent in 

terms of number of firms and 18.5% of firms have only modular type of global value chain 

governance with their buyers. Around II % of the firms have only market type of global value 

chains governance with their g lobal buyers. 

Table 10: Type 0 fGVC G s overnance by Number 0 fF' lrms 
Governance· Frequency Percent Cumulative Percent 

Market 3 11.1 1 1.1 

Market & Relational I 3. 7 14.8 

Market, Relational & 
I 3.7 18.5 

Hierarchy 

Modular 5 18.5 37.0 

Modu lar & Relational 2 7.4 44.4 

Relational 2 7.4 51.9 

Captive 13 48.1 100.0 

Total 27 100.0 

Source: Survey Data, December 2015 

* Governance typc is asked as represented in the annex part. 

It would bc ncccssary to sce the type of global value cha ins governance with respect to the 

business engagement 0 f firms. Out of the nine integrated firms, six of them have a captive ~:lPe 

of global value chain govcrnance; onc has only modular; and two have modular and relational 

type of global va lue cha in governance. Dominated by captive governance, the three type g lobal 

va lue cha ins govcrnances arc concentrated in the integrated group of firms. The following 

76 



figures show the share ofeach type of global value cha ins governance with respect to integrated 
firms. 
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Percentage Share of each Goverance Types 
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Figure 8: Type of eves governance ill the Integl'lltcd Industry 

Within the garment industry sti ll the capt ive type of global value chain is the dominant one 
thought lesser in proportion than the integrated firms. The fo ur types of relations are distributed 
w ith s light variation. Out of the total II finns, four have captive type of governance with their 
g lobal buyers, equa lly w ith modular; three firm s have relational type of global value chains 
governances. The market type of go vernance i s observed on ly in the relationship of two firm s 
with their export buyers in the garment industry. The captive type of governance has 33 % share 
in terms o f number of firms fi'om garment manufact urers. The following figures show the share 
of each type o f global value chains governance distribution within the garment firms under 
assessment by this stud y. 

c 
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Figure 9: Number and I'ereelltage Share of each Governance Type in the Garment 
Industry 

In the Textile manu fact uring firm s, there is existence of all types of relations. Three have a 

market type of governance with their global buyers; equally, three firms have the captive type of 

relationship with the ir expo rt buyers. In the group of textile manufacturing firms, equally for 

each, one firm has re lationship of modular, relational and hierarchy type of global value chains 

governances 'w ith buyers. T he capti ve and market globa l value chain governance take equa l 

percentage share in ge neral I' umber of firms in tte text ile manufacturing. It might be because 

that textile finns have a better domestic demand due to forward linkage and have the bargaining 

power both at domestic and g lobal market so that market type of global value chains governance 

has been observed in higher number of firms than the garment and integrated industries of the 

sub-sector. 

78 

J 



3.5 , 
3~ 

§ 
~ -

2.5'0 
~ -., 

2.0 
E 
" z 

1.5 

1 

0.5 

a 

3 3 

1 1 1 

Hierarch 
y 

11% 

Relation 
al 

11 % 

---''--

Source: Survey Data, December 2015 

Percen tage Share of eaeh 
Goveranee Type 

11 % 

Figure 10: Distribution of eves Governance Type in the Textile Industry 

The g lobal va luc chains govcrnance type in which the textile and garment sub- sector of Ethiopia - - ) 

is operat ing can bc sec n from the cumulative of the above three group of firms in the sub-sector. 

The assessmcnt is done on t wenty-scvcn firms out of 33 exporting flfms in the sub-sector in the 

20 13114 fiscal ycar. In the thrce divisio ns of the , 'Jb-sector industries, the captive global value 

chains governance is the dominant both in number offlfms and percentage share. Thirteen firms 

are operating purely w ith capt ive governance and they haven't been within other type of global 

value cha in govcrnanccs. !\s it is shown in the fi gure II , 40 % of the firms considered in this 

study a rc cxporting their product under captive glo bal value chains governance. This implies .hat 

the sub-sector is highly do minated by captive global value chains governance in the global 

markct. T he implication of each govcr nance type with Ethiopian textile and garment firms is 

seen be low. 
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Figure ll : Distribution of each Type of GVCs Governance in -tlte Textile and Garment Sub-secto r of I<:t hiopia 

T he ma in characteristics of the fi ve types of the global va lue chain governance are organized and 

described in the next paragraphs sourced from review literature and web pages. 

https://www.m icro links.org/good-praet icc-center/va lue-cha in-w iki/types-value-cha in-governance 

http://www. rug. nl/rescarch/ ggdc/ act i v it ieslworkshops/efra me/sl ides/sess io n2 _van b iesebroeck. 

Mal'ket Relation: 

When tra nsactions are eas ily cod ified, product specifications are relatively simple, and suppliers 

have the capab ility to make lhe products in q~estion with little input fro m buyers, asset 

specificity will not be significant and the market governance exists. In this case, buyers respond 

to speci fications and prices set by suppliers. Because the complexity of information exchanged is 

relatively low, transactions can be governed with little exp licit coordination. This re lation 
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requires little or no formal coopcration betwcen actors and the cost of switching to new client is 

low for produccrs and suppliers. T he central governance mechanism is price rather than a 

powerful lead firm . The linkages between value chain activities are not very "thick" because the 

information that nceds to be exc hangcd and knowledge that needs to be shared is relatively 

straightforward. ror the existence of such relation, suppliers need to have well established 

network and be good competitor in the international market. In addition, suppliers are required 

to be within the locally highly linked industry. Ethiopian textile and garment firms are not at the 

position ofbc ing hig hly compctito rs in the global market. As it is indicated earlier, most of the 

finns are at low level of employment creation, with simple organizational formation, have small 

cap ital and operating at the low valuc adding stage of production of the global value chain. 

Thus, thc markct governancc is not attainable with the current performance level of Ethiopian 

textile and garment sub- sector, specia lly for garment and integrated firms. 

Within the sub-sector, tcxtile tirms might have the pos'sib ility to have market based relation with 

their buyers. This is due to the fact that textile firms have the opportunity to exploit Qoth local 

and foreign demand as thcy arc positioncd at upstream of the global value chain. Creating of 

market based relation with g lo ba l buyers can be easy for Ethiopian textile firms and it will be 

advantageous for moving up alo ng the fllllctiona! upgrading. A well-structured and efficient 

innovation system may help to reduce the complexity of transactions, and therefore make 

transactions based on market and the risk offa lling into a captive relationship diminishes. 

Modular' Value Chaills·K.: lation 

In the modular rc lat io n, thc abi lity to codify speci fications extends to complex products; product 

architccturc is modular and tcchnical standards s implify interactions by reducing component 
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variation and by uni fYing componcnt, product, and process specifications. Suppliers have the 

competence to supply full packages and modules which internalizes hard to codify (tacit) 

information, reduces asset specificity and the need of buyer's for direct monitoring and control. 

Linkages based on codified knowlcdgc provide many of the benefits of market linkages - speed, 

flexibility, and access to low-cost inputs - but are not the same as classic market exchanges 

based on price. In proccss of transferring information from a lead firm to a supplier, there is 

much more flowing across the intcr-firm link than information about prices. Because of 

cod ification, complex information can be exchanged with little explicit coordination, and so, like 

simple market exchange, the cost of sw itching to new partners remains low. Suppliers in modular 

va lue chains tend to take full responsibi li ty for process technology and often use generic 

machinery that spreads investments across a wide customer base. Linkages are necessarily 

thicker than in simp le markets but at the same time cod ification schemes and the internalization 

of coherent rea lms or knowledge in value chain "modules," such as design or production, can 

keep interactions between val ue chain partners from becoming highly dense and idiosyncratic. 

Most of Ethiop ian texti le and garment firms are at entry level ofthe global value chain and they 

do not have the competency to supply · full packages and modules which internalizes tacit 

information , reduces asset spec ificity and the need of buyer 's for direct monitoring and contro l. 

So they cannot take full responsibility for process technology and use generic machinery that 

spreads investments across a wide customer base. As it is described earl ier, Modular relation is 

exhibited among the integrated and garment firms. Modular relation is beneficiary fur integrated 

firms as they are comparably more capable to supply full ~kages than the other two groups of 

firms . This is due to the fact that integrated firms have the options to perform both the 

downstream and upstream production stage of textile and garment and get in-house inputs for 
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downstream activities. Ethiop ian integrated firms wou ld be more advantageous by moving 

towards creating modular re lat ion with their export buyers. 

Relational value chains relation : 

This relation occurs when product specifications cannot be codified, transactions are complex, 

and supplicr capabilitics are high . This is because tacit knowledge must be exchanged between 

buyers and sc llcrs, and because highly competent suppliers provide a strong motivation for lead 

firms to outsource to gain access to complementary competencies. There is strong inter­

dependency between buyer and supplier and both make relationship-specific investments; 

products are highly customized. The mutual dependence is regulated through reputation, social 

and spatial proximity, famil y and ethnic ties, and the like. Imposing costs on the part that breaks 

a contract is another handling mcchanism. The exchange of complex tacit information is most 

often accomp lished by n·equcnt face-to-face interaction and governed by high levels of explicit 

coordination which makes the costs of switching to new partners high. Dense interactions and 

knowledge sharing arc supported by the deep understanding value chain partners have of one 

anothcr, but unli ke the codification schemes that enable modular networks, this tend to be 

idiosyncratic and thus d ifficu lt and time-consuming to re-establish with new value chain 

partners. 

In thi s study, relationa l va lue chain relation is obsdved amo ng garment and integrated firms of 

Ethiopia. With the charactcrist ics of relational relation, it is more advantageous for Eth iopian 

garment and textile fi rms because these firms cou ld learn skills, develop technological capdbil ity, 

and establ ish loca l supply cha in wit h component and material supp liers. Particularly garment 
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firms will be benefited more fi'om relational governance because there is long upstream chain to 

create domest ica ll y inter- lin kage with component and material suppliers. 

Captive value chain relation: 

In the case of captive value chains, suppliers ability to codify - in the form of detailed 

in structions - and the complexity ofproduct specifications are both high but supp lier capabilities 

are low. The low supplier compctcnce in the face of complex products and specifications 

requires a great deal of intervention and control on the part of the lead firm, encouraging the 

build-up of transact ional dependence as lead fU'ms seek to lock-in suppl iers in order to exclude 

others fi'om rcaping the benefits of their efforts. Captive suppliers are frequently confined to a 

narrow range of tasks - for examplc, main ly engaged in simple assembly - and are depenLent on 

the lead firm for comp lemcntary act ivities such as design, logistics, component purchasing, and 

process tcchno logy upgrading. Captive inter-finn linkages control opportunism through the 

uominance of lead tinns, while at thc same time providing enough resources and market access 

(0 the subordinate firms (0 make exit an unattractive opt ion. 

The asymmet ric power relationsh ips in capt ive networks force suppliers to link to their customer 

in ways that are specified by, and oftcn specific to a particular customer, leading to thick, 

idiosyncratic linkages. Since the eore competence of the lead firms tends to be in areas outside of 

prod uct ion, helping their suppliers upgrade their production capabilities does not encroach upon 

this core competency, but benefits the lead fir m by increasing the efficiency of its supply chain . 

Captive types of governance structures of value chains imply that distributors (lead finns) 

enforcing standards/rcgulations, could substitute suppliers whenever other supplier with higher 

compliance capabilitics is idcntificd. Captive would face more difficulties to develop a 
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relationship with the same resources w ith other buyers, the length of the relationships creates 

path depende nce (lock-in) betwecn the partners, reducing the chances of subst ituting one 

another. The cxpectcd re lat ionship length higher than the industry average is associated to higher 

captivity of the supp lier to the bu ycr. 

With a ll the above descript.io n, captive relation is not a favo urable relation for Ethiop ian fi rms 

under cons ideratio n. Howcvcr, it is thc easiest way to engage in the g lobal value chain and 

Ethiop ian fir ms can be providcd w ith eno ugh resources and market access from buyers so that 

they can build the ir capacity fo r the better relat ion like modular or market. Integrated firms have 

a better chance to escape fI'om be ing captive a:J they are linked both from the backward and 

forward . With innovation system, integrated firms will be at better position to exp lo it the 

oppo rtunities li'om the capti ve relat ion. Texti le firms are not exposed to captivity as ' compare 

w ith garment and integrated firms due to the w ider demand chain for t heir products. Ethiopian 

garment firms arc the least bene fi c iary fI'om the captive relat ion and exposed to long-term 

captiv ity und cr Icad finns. Th is is because there is a need to create domestically integrated 

industry lin kage to establish more ga in-full relations and garment finns are positioned at low 

value adding orthe va lue chain and need to build capabi lity to extend beyond simpler tasks. 

Hierarchy Relation : 

It is established when product specifications cannot be codified, products arc comp:ex, and 

highly competcnt suppliers ca nnot be fo und, then lead firms wi ll be forced to develop and 

manu fact ure prod ucts in-house. Th is governance fo rm is usually driven by the need to exchange 

tacit knowledge between va lue chain activities as ",~ II as the need to effective ly manage complex 

webs of input s and o utputs and (0 contro l reso urces, especia lly inte llectual property. This 
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governa nce pattern is character ized by vertical integration (i.e."transactions" take place inside a 

sing le firm) . T he domina nt form of governance is managerial control. Firms either invest 

offshore directly or buy goods and services from fo re ign fi rms. One company can have total 

control over anothcr- It is a hierarchy. An asymmetric value chain is usually a long-term 

re lationship, having as coordinato r the producer or the buyer, and is commonly run as a 

hierarchica l systcm. T he coordinator can implement an extended corporate governance structure, 

w ithout taking into account partners' interests. 

This governance re lation is observed w ithin the firms which have head quarter in foreign 

countries. It is use ful relation for newly established firms and small enterprises as it he lps to 

learn managerial sk ill and governance structure ur,Jer the umbrella of the big firms . In the case 

of Ethiopian textile and garm ent finns, this re lation w ill be advantageous for attracting fo reign 

dircct in vestment and knowledge spillover to the local firms Ii'om the multi-national companies. 

Integrated firms are tended to have hierarchy governance relation because there is a great 

poss ibi lity c ithcr the upstream o r the downstream activities can be re located and establisheo in 

another country. T his rc l ,t~ n is highly bene ficial for firms operating. at upstream activities (For 

example text ile) and ha ve head quarters in abroad for the downstream activities ( like marketing, 

d istribut ion). 

4.3.1. ExpOl·t Buyers 

In survey data co llection, firms were asked the ir buyers type in the g lobal market. This variable 

te lls the lead fi rms type, the leve l 0 f fi rms' position in the value chain and to what extent they 

have power on the ir products and in the g lobal market. Most of the firms are se lling their product 

to branded marketers. Abou t 57 % of the firms, lifieen of the surveyed firms; sell the ir product 
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only fo r branded marketers. Only three of firms sell their product to retai lers. Selling to reta ilers 

is found mostly wit h cultural clothing producers and in the strong historical established 

companies like Dire Dewa Textile, which has its own brand. Two firms sell their product to 

retailers and branded marketers and .o nly one firm has the experience of selling its product to 

retailers, branded markcters and branded manufacturers. The cultural clothing producers have a 

comparative advantage o f high domestic va lue adding and would have the opportunity to se ll 

their product to the cultural tied buyers. There are firms a lso se lling their products to buying 

ho uses, who lesa ler stores, and directly to consumers. However, the share of their export sale is 

very low. This indicates that the branded marketers are dominant bu yers of the textile and 

garment sub-sector of i:; thiopia . With the above-discussed type of governances, the dominant 

lead fi rms in g loba l market with respect to the Ethiopian textile and garment sub-sector are brand 

marketers and most of the loca l firm s have a little role than producing the product. These brand 

marketers monitor and contro l Ethiop ian firms for the compliance of their requirements'. On the 

other hand, it is an opportunity [o r Ethiop ian firms to participate in the GVCs and learn the 

g loba l trade sk ills fi'om these brand marketers. 

T bl 11 T a c : :ypc 0 fE • x)lort B uycrs 
Buyers Type Freq uency Percent Cumulative Percent 
Retailers 3 11.1 11.1 
Retailers & Brand Marketers 2 7.4 18.5 
Retailers, Branded Markcters, & 

I 3.7 22.2 Branded Ma nu facturer 

-Branded markcters 15 55.6 77.8 
Branded Marketcrs & Branded 

I Manu facturer 3.7 81.5 
Brandcd manu facturcr 3 11. 1 92.6 
other 2 7.4 100.0 
Tota l 27 100.0 

Source: Survey Data, Deccmbcr 2015 
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T bl 12 C a e ross T b I . fl3' E a II atlon 0 . uS1l1ess -n"agement an dE -xport B uyers 
Business Engagement * Export Buyers Cross Tabulation 

Business Export Buyers Total 

Engagement Retailers Retai lel's Ucta ilcrs, Branded Branded Branded Other 

& Branded marketers Marketers manufactur 

Branded Marketers, & & Branded er 

Marketers Branded Manufactur 

Manufacturer' er 

Textile I 2 0 I 0 2 I 7 

Integrated I 0 I 6 0 I 0 9 

Garment I 0 0 8 I 0 I I I 

Total 3 2 I 15 I 3 2 27 

Source: Survey Data, December 2015 

4.4. Upgl'ading Trends by Firms in the Sub- sector 

The sccond main object ive of this rescarch is to analyze the upgrading trend and potential of the 

sub-S'cctor in the global value chains. In the survey questionnaire, a question was included to 

identify the tcchn iqucs firms applied for the past three years fo r their business growth in the 

export markct was included . As in the case of the governance, the researcher here also used clear 

phrases to represent the technica l terms of different upgrading types. In the methodology part of 

the study, the represcntati ve phrases, and explanation for product, process, functional and chain 

(inter-sectoral) upgradi ng are described. Other than the four upgrading trajectories, there was 

a lso a "no im provcment" option in choices to represent upgrading has not done. In this study, 

upgrading.refcrs to only economic upgrading and it does not include other aspects of upgrading. 

The upgrading type is an indicator of fi rms' capacity, position, and potent ial for capturing the 

gain in the g lobal va lue chains participation. Profit comes from the upgrading to hold 
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combination o f high value activit ies in the value chains. Accordingly, firms were assessed based 

on their experience of upgrading practices for the growth business in the export market. 

The result shows that out of the 27 firms, seventeen of them gave a single answer and. the 

remaining tcn gave mUltiple answers. Eleven ofthe sing le answer respondents were ear.rying out 

product upgrading for the last three years, four of them were doing process upgrading, functional 

and chain upgrading each were performed by one firm. From the multiple respondents, the mix 

of product and proccss upgrading took the highest number of firms: eight. One firm did three o f 

the upgrading types (product, process & fu nctional). 

Table 13: Ty pe of Upgrading by Firms 

Upgrading Type* Frequency Percent Cumulative Percent 

Product II 40.7 4J.7 

Product & Process 8 29.6 70.4 

Product, Proccss & Functiona l I 3.7 74.1 

Product & Functional I 3.7 77.8 

Process 4 14.8 92.6 

Functional I 3.7 96.3 

Chain!1 ntcr-sectoral I 3.7 100.0 

Tota l 27 100.0 

Source: Su rvey Data, December 2015 

• Upgrading type is askcd with the phrases represented in the methodology part of the study. 

In the integrated firms, . ollly product and process upgrading were used as techniques for the 

growth of busincss in the g lobal market during the past three years. The same is true for garment 

industries. Though in both cases product upgrading was intensively applied, in garment 
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.industries the extent was higher than in the integrated firms was. The intensity of the produet .and 

process upgrad ing in the garment and integrated firms is shown on the following figure. 

Upgading Type by Gnnncnt Firms 
Upgrading Type by Integrated Firms 

Source: Survcy Dilta, Deccmber 2015 

Figure 12: Type of Upgrading in the Garment and Integrated Firms 

All the upgradi ng types have occurred in the group of textile firms yet the product up~rading 

considerably done by most of the fi rms. Out of seven assessed textile firms, five of them 

performed product upgrad ing and ; equal three textile firms did process,(b and functional 

upgrading. One firm uscd chain upgradin g for its business growth model in the global market. 

The fo llow ing fi gure shows the type o f upgrading used by textile firms for as growth model o f 

their business in the g loba l market. Seventy one percent of the textile firms adopted product 

upgrading and eq ual 43 % o ffu'ms implemented process and function upgrading to increase their 

business in thc g lobal market in the last three years. On the Figure 13, the diversity ofupgrading 

types approachcd by text ile firm s can be easily seen. 
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Figurc 13: Upgrading Activitics by Textile Firms 

o 

None 

At the level of the sub-sector, out of the twenty-seven of exporting firms, twenty-one of them 

have been using product upgrad ing to increase their business in the export market. Thirteen 

app lied proccss upgrading as busincss model for their export market. A few numbers of firms did 

the othcr typcs o f upgradi ng: functional by three firms and chain upgrading o nly by one firm. 

Seventy eight pcrcent of firm s optcd product upgrading as their business mode l for export market 

growth and followed by proccss upgrading having 48 percent of the firms have been putting into 

practice it for busincss improvemcnt in the last three years. This is a witness for the appl ication 

of product and process upgrad ing both cxtens ively and intensively in the textile and garment sub-

sector of Ethiopia. 
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In the past, fo r a country to industria lize it had to develop the domestic capacity to perform all 

major steps in the va lue chains of complcx manu fact ured products. Today through linking in to 

an international production netwo rk, co untries can establish a specific section of a product's 

va lue chain without having al l thc upstream capabil ities in place. Labor-intensive production 

stages like garment are moved to countries with a lower wage leve l. [t is easier to integrate in to 

GYCs fo r garmcnt firms though upgrading can be difficult as competition between prov iders at 

each stage is hi gh and most value added is captured by the lead firms which mostly control 

distribution and markcting. Ethiop ian text ile and garment firms have a competitive advantage in 

the garment export as labou r wage is low in Ethiopia. These firms have potential for more 

intcgration in thc g loba l valuc chains by specializing in the garment production of their 

conipetitivc advantagc, and upgrade the ir partic ipation by building a competitive supply base of 

intermcd iatc goods and by enhanci ng the qua li ty of their exports. 

The kcy fo r success in the mov ing up o f upgrading trajectories and escaping the captive value 

chain govcrnancc is crcat ing a morc domestica lly integrated industry and higher value added 

form of expo rting broadly known as in the industry as full package supply. In a situation where 

fU'lTI S are locked in to low va luc added stage of GYC, it would be challenging to creating 

domestica lly integratcd industry. Ethiopian firms must be committed to developing in the loca l 

market to reap long-term benefits fi'om GYc. In the process of creating domestically integrcted 

industry and upgrad ing in the g lobal va lu e chains, factors like lead firms' commitment to 

deve lop ing local linkage, meetin g standard requirements, promoting local entrepreneurship, and 

enhancing domcst ic tcchnica l capac ity are the critica l areas to work on. 
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o 
Participation in G ves secures demand for production and ' increases the security and 

predictability of income; on the other hand, it may lead to a captive relationship where the 

supplier is a price- taker and forcgoes economic freedom in the case of low capability of 

suppliers. This study found out that existence of such situation in the participation of Ethiopian 

textil e and garment sub- sector in the global value chain. Ethiopian firms can strengthen their 

position and move up to a more val ue added product in the chain through product and process 

upgrading practice. These upgrading can done through advanced production technology, quality 

management skill, good design, rich know how on process management, efficient procurement 

network, soflware and o ther leT processing complex tasks. The following figures show the share 

of each upgrading typc in the sub-sector by number of fIrms. 

Source: Survey Data, December 2015 
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Figure 14: U "grad i ng ty pes by 11 11m ber of firms and its percentage cover. 

4.4.1. S upport 1'1'0111 Buyers 

To understand the leve l of bu yer's power and the stage of functional upgrading the firms are 

positioned, firm s werc asked what support they are getting from their lead buyers. The 
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alternatives were : finance, human resource development, product design, manufacturing & 

technology, market, and rcscarch and development. Even though multiple responses were found , 

most firms gct support .in product dcsign. Market is the second area in which buyers support 

local produccrs. Almost 26 % of the fi rms considered in this ana lysis get support from buyers 

on Iy in terms 0 f product des ign. Abo ut 22 percent of the firms (6 in number) in the aspect of 

reccive both product design and market support. It is interesting to note that 3 firms do not get 

any support fi'om buyers. The following table describes type of support firms are getting from 

their global buyers. 

) 

T bl 14 S a e : upport f rom B uyers 
Supports from Buyers Frequency Percent CumUlative 

Percent 

Finance, BRD, Product design, Manu facturing & 
1 3.7 3.7 

Irechnology, Markct, R&D 

HRD , Product design, I 3.7 7.4 

l-IRD, Product dcsign, Manu facturing & Techno logy I 3.7 ILl 

l-l RD & Market I 3.7 14.8 

Product dcsign 7 25.9 40.7 

Product dcsign, manu facturing & Technology 2 7.4 48.1 

Product dcsign, manufacturing & Tcchno logy, Market 2 7.4 55 .6 

Product dcsign & Markct 6 22.2 77.8 

Product dcsign, Markct & R&D 1 3.7 81.5 

Ma nu factu ri ng & Tcchno logy 1 3.7 85.2 

Market 1 3.7 889 

No Support 3 11.1 100.0 

Total 27 100.0 

Source: S urvey Data , December 2015 

Gencra lly, export buyers in tcrms of prod uct des ign and market significantly support the sub-

sector. In the GVCs li terature, supports fi'om buyers in terms of product design, and market are 

g iven in the first two stages of func tional upgrading. In the case of Ethiopian texti le and garment 
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sub-sector, cxport buycrs s ignificantly support local firms with product design and market. 

About 43 pcrcent gct support in the product design from buyers and 25% of the firms are 

supported in the market aspect. This is an implication of the development stage of Ethiopiag 

textile and garment sub-sector. They arc at the entry level of global value chain by supplying low 

value products. With the support of the global buyers, firms can commence upgradin8 from 

process and product, then move up to functional upgrading by improving given technologies and 

abso rbing new techno log ical capab iliti es. Ethiopian firms can take the support from buyers as the 

good oppOltunity to move up from whcre they are now. The figure below shows the percentage 

share of each kind of supports o ffcrcd fi'om buyers with respect to number of firms under 

consideration. 

No Support 
6 'Yo 

Research & __ ~:"'--::;;~lr:;"1 
Dcvelopment 

2% 

Man 
& Technology 

14% 

Source: Survey Data, December 2015 

Human 
Resource 

~ __ Development 
8% 

Figure 15: The Percentage share of kinds of supports from buyers in the number of firms 
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4.4.2. Reason for Business Improving in the Export Market 

A question (0 find out the reaso ns for upgrading or business improving was presented in 

questionnaire fo r respo ndents. This variable helps to identify the initiator for bus iness 

improvement in the export market. It answers what forced the firms for upgrading. The options 

were commitment o f owncr, incrcase in competition, buyers assist upgrading and new standard 

or regulation fo rces to upgrade. Nine of the finns improve their business only due to the owners' 

commitment. Five firms said they improved their business in g lobal market due to the 

comm itment of owner and increase in competition. Only one firm said its improvement of 

business in the expo rt market was the result 0 f buyer assistance for upgrading. Multiple reasons 

are mo re frequent than o ne reason for business im p:ovement in the export market (see Table 15). 

T bl 15 R a e : cason f B or lISIIlCSS I . II E mprOVlll fJ 111 Ie xpor 1M k I ar e 
S.N. Ucasolls for Business Improvement Frequency Percent Cumulative 

Percent 

I Owner co mm itmcnt 9 33.3 33.3 

2 Owncr commitment & Increase in Competition 5 18.5 51.9 

3 Owner comm itment, Increase in Compet ition & 
2 7.4 59.3 

Buyers assist upgrading 

4 Owner commitment, Increase in Compet ition, 

Buyers ass ist upgradi ng & New standard or 2 7.4 66.7 

regulation fo rces 

5 Owner cO l1lmitmcnt & Buyers ass ist upgrading I 3.7 70.4 
-

6 Owner commitJl1ent, Buyers ass ist upgrading & 
1 3.7 74.1 

New standard or rcgulation forces 

7 Owner Co mmitment & New standard or regulation 
2 7.4 81.5 

forces 
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8 Incrcasc in compctition & Buyer ass ist upgrading I 3.7 85.2 

9 Increase in competition, Buyer assi st upgrad ing, 
I 3.7 88.9 

New standard or regulat ion forces 
.-

10 Increase in competition & Ncw standard or 
I 3.7 92.6 

regulation forces 

II Buycr assist upgrading I 3.7 96.3 

12 New standard or rcgulation forces I 3.7 100.0 

Tota l 27 100.0 

Source: Survey Data, December 2015 

About 43 percent of {inns improve the ir business due to owners' commitment. This is an 

indication of Ethiopian fi rms' capacity in the face of global buyers. Since firms have less option 

to switch to other buyers, they arc committed to stay in the business without major. enforcement 

from buyers. It indicates the low eompct itiveness of Ethiop ian firms in the face of their export 

buyers. Figure 6 shows' reasons for business improvement for Ethiop ian firms in the export 

market. 

New 
Sthndard or -.... 
Regulation 

16(Yo 

Source: Survey Data, December 2015 

Figure 16: Reasons for business upgrad ing by {inns 
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4.5.Pal·ticipation of the Sub-Sector in the Global Value Chain 

The last and third main objecti ve o f this study is to measure the partic ipation level and direction 

of integration of textile and garment sub-sector of Ethiopia in the global value chains.1!1 order to 

analyze this question of the 'research, firms were assessed :!:ased on four criteria. These four 

criteria are indicato rs o f leve l and d irect ion of both fo rward and backward integration. It is qu ite 

clear that in our co untry, input- output data for international trade at industry level are no. easily 

found or not ava il able. To overcome this problem, the researcher used four questions: I) Major 

export destination 2) Majo r so urce of fore ign inputs 3) Share offoreign value in the gross export 

of finns 4) Sharc of domcstic valuc(value added) in the gross export of firms . These four 

questions wcrc directly prescnted to respondents. Based on these four criteria, the researcher 

assessed the g loba l value chains partici pation of the Ethiopian textile and garment sub-sector. 

4.5.1. Domestic Value Added and Forward integration 

Respondents were asked to estimatc and put the percentage share of domestic value ar'ded in 

the ir gross expo rt. f orward integration is the share of a country's value-added exports that are 

embedded in the exports of other country. For tris study, it was impossible to find data on !~ow 

much o f the domestic value added is go ing to be embedded in the export of other countries. 

Partic ipat io n in fo rward linkages o f Gyes, is the extent of domestic value- added that enter 

export of o ther countries. Robert Koopman et.al (20 I 0) divided gross exports into final demand 

and intermediatcs. Within intermcdiates, they further divide those goods that are consumed by 

the d ircct im portcr o'om those goods that are processed and exported by the direct importer for 

consum ption o r further process ing in a third co untry. 
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I 
I 

Gross Export = Final goods cxported to importer country + Intermediates absorbed 

in importer country + Processed and exported to third countries 

+ l?rocesscd and cxported back to exporter country 

Key decomposition cquntion states that a country's gross export to the world is the sum of the 

fo 1I0wing fivc broad terms: 

I. Domcst ic va lu c-ad-dcd cmbod icd 111 expolts of final goods and services absorbed by the 

direct importer; , 
/ 

2. Domcstic valuc/-addcd embodicd in exports of intermediate inputs used by the direct 

importcr 'to pro :Juce its domcstically necded prnducts; 

3. Domestic vall' ,e-addcd cmbodicd in intermediate expOlts used by the direct importer to 

produce good1s [o r third countr ics (" ind irect value added exports ') 

4. Domest ic valuc-addcd einbodicd in intermediate exports used by the direct importer tb 

produce gr Jods shipped back to sou rce ("reflected domestic value added") 

5. Value-a! Jded fi·om foreign count ries embodied in gross exports ("foreign value added used in 

export .s"). 

The SUIt I of (I), (2), and (3) cquals cach country's value-added exports to the world; the sum of 

(I), (2 .), (3), and (4) cquals domcstic content in a country's gross exports. The domestic cmltent is 

the gross basc lor mcasuring forward intcgration. In this study, domestic value added is 

co nsidcrcd as ind icator of forward intcgration. 

Within thc domain of27cxporting firm s on which this study based for the analysis, the maximum 

domcstic valuc ad dcd fo und is 100% in the case of cu ltural cloth producing firm and the 

minimum is 10 % in the garm cnt fi rm. Thc average domestic value added in sub-sector is 54.3 % 
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and thi s is the percentage .. ' se for the calculation of the fo rward integration level of the sub-

sector in thc g lo ba l va luc cha in . T hc dcviation between firms' domestic value adding is high: the 

standard dcviation is 32.065. T he fo llowing table shows the descriptive stat istics of domest ic 

value added by the 27 firms. 

T bl 16 a e :. A "crane Sll b -sector J) r V I Add d J) omes "Ie a lie e : cscnphve S . f tahs ICS 
N Rangc Minimum Maximum Mean Std. Deviation Variance 

Domestic Value added 27 90 10 100 54.3C 32.065 1028.14C 
Valid N 27 

Source: Survey Data, December 2015 

There is great variation in the do mestic value adding nature of the three industry of the sub-

sector. The average domestic va lu c added in the integrated firms is 47 % and it is 42% in the 

garment industry. Howcver, in the textile industry, the average domestic value adding is 84 % 

which is much higher than those o f the other two group of industries. Many ofthe firms in the 

textil e industry are at high do mestic value adding position where-as high number of firms are at 

low Icvcl o f domestic va lue adding in the garment industry. The proportion of forward 

integration within the g lo bal value cha in is high for textile industry and low for garment· industry. 

It is due to the filet that textile product io n is the starting o f the value chain for textile and garment 

manu factu ring and textile industry uses higher amount of primary inputs which are available 

loca lly than garment industry. Another reason is that most of garment firms are working on the 

bases of CMT so that mu ch of the inputs come from buyers. The following table shows the 

d istribut ion of domestic value addin g by business engagement. 
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T bl 17 D a e : . V I All I ' B . omcshc a lie ( (C( x U Sill css E ngagemcnt c ross T b I . a u atlOn 
Business Engagement 

Domestic Number of Total Number of Total Number of Total Total 
Value Added Textile Value Integraterl Value Garment Value Number 
Sbare(%)* l?irms Added llinns Addcd Firms Added of Firms 
10 I 10 1 
20 I 20 2 40 3 60 6 
25 1 25 I 25 2 
30 1 30 1 
35 1 35 1 
38 I 38 1 
40 I 40 I 
41 I 41 1 
60 1 60 I 60 2 
70 I 70 1 
80 2 160 0 0 2 
90 , 

270 I 90 4 0 

95 I 95 I 
98 1 98 I 
99 I 99 1 
100 I 100 1 
Total 7 587 9 420 II 459 27 

84 
Average 
Domestic 
Value Added 
Share(%) 
Source: Survey Data, Decem ber 2015 

* Based on the Estimat ion by f irms 

47 42 

The fo rward integration of thc sub-sector is highly skewed towards USA and EU markets. Out of 

27 firm s, fi ve export thc ir product only to the USA market. Six firms export their product to only 

USA and EU market. About 19 percent o f the firms export their product only to the USA market 

and .jl bout 41 perccnt o f the export ing firms export their product to either USA market or EU 
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market. Two [irms ex port only to Chinese market and one firm exports to only EU market. Table 

18 shows number 0 f export ing (inns to each export market. 

Table 18: Export Destination for Firms Product 

Export Destination Frequency Percent Cumulative Percent 

USA 5 18.5 18.5 

USA & EU 6 22.2 40.7 

USA & EU Tu rkey/Eastern Europe 1 3.7 44.4 

USA, EU, China 1 3.7 48.1 

USA, EU, China, other As ian Countries' I 3.7 51.9 

USA, EU, other Asian Countries ,An'ican 
1 3.7 55.6 

Countries 

USA, EU, An'ican Countries I 3.7 59.3 

USA, An'ican Co untries 2 7.4 66.7 

USA. EU, Turkey/ Eastern Europe, Ch ina, other 
I 3.7 70.4 

Asian Countries 

EU I 3.7 74.1 

EU, Turkey/Eastern Europe 2 7.4 81.5 

EU, Turkey/Eastern Europe, China I 3.7 85.2 

EU, China I 3.7 88.9 

Tu rkey/Eastern Europe, A fi'iean Countries I 3.7 92.6 

Ch ina 2 7.4 100.0 

Tota l 27 100.0 

Source : Survey Data, December 2015 

• Other Asian Countric~~'~c lude Pakistan, India, Thailand, Taiwan, Indonesia, Kong Hong, 

Malays ia, and Bangladesh. 

I n aggregate terms, 19 and 17 [inns export their product to USA and EU market, respectively. 

Asian countries exc lud ing China arc least recipient of export product of Ethiopian textile and 
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garment sub-sector. Regional forward integration of firms is low: only s ix firms export to 

African countries. With regard to the percentage share of export market, USA market holds 33 

percent 0 f the share and EU market has 29 % share. Figure 17 shows the number of firms and 

market share by ex port destination. There is a lso variation in the destination of export products 

by each group of business engagement. T he garment industry is much skewed to USA and EU 

market than the other two groups of industries. Figure 18 compares the intensity of export 

destination by the industry group. 

N umber of Firms rt 
20 ~:1~~~~~~~~ 
18 

16 

14 

12 ' . 

10 

8 

6 

4 

2 

o 

Source: Survcy Dala, December 2015 
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Figure 17: Numbcr of linns and percentage share by export destination. 
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Figure 18: The variation of export destination by industry group. 
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4.5.2. Thc FOI'cign Valuc Addcd jl3ackward Intcgration in the Global Value 

Chain 
o 

T he fo reign va luc added is the portion of the gross export that comes from other countries and 

embedded in thc cxport of Ethiop ian tcxtile and garment sub-sector in the case of this study. The 

backward imegration is the pcrccntagc share of foreign value added in a country's export . It 

looks back fi'om the pcrspcct ivc of a country's exports across foreign inputs into local 

production . Through the survcy qucstionnaire, firl1, s )¥ere assessed in terms of the fo reign value 

addcd contcnt of their exports. It is found that there is a firm producing its export product at zero 

percent sharc of foreign input for example in the case of cultural clothing products and t~,~re is a 

firm produc ing its cxports product with 90 percent share of foreign input in the case of garment 

industry. At average 45.7% of thc gross export of firms under consideration contains a foreign 

value added contcnt. It was co untcd as cxport of the sub-sector while it was not produced locally 

and not part of thc do mcst ic value added. Measuring trade in value added in the today's 

international trade is to avo id thi s double counting and to net out counting effect of global value 

chains on g loba l trad c. The fo llowing tab le shows the share of fo reign value added in the gross 

export of firl11s. 

Table 19: l"orcign Value Added: Dcscriptive Statistics 
N Range Minimum Maximum Mean Std. Deviation Variance 

Fore ign Value Share 27 90 0 90 45 .70 32.065 1028. 140 
Valid N 27 

Source: Survcy Data, Dccember 2015 

The forcign va luc added share of the gross expOit in terms of the business engagement, is the 

reverse of the domestic va lue added data. An aver'ge foreign value added share of gross export 
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is high in the garment industry and low in the textile industries. This is because most textile firms 

use cotton fiber fi'om do mcstic market to produce their product. Looking at industry level, the 

average fo reign va lue added contcnt of gross export of each group is 16 %, 53% and 58% in the 

textilc, integrated and garment industry, respcctively. There is an increas ing move from textile to 

garment industry. Th is is due to the fore ign input consumption level of each industry. The 

garment industry uses much of foreign inputs and textile industry uses much of domestic input. It 

also indicates thaI high backward intcgration with g lobal value chain is found within the garment 

industrics and low backward integration exists in the textile industries. The following table 

depicts the distribution o f fore ign valuc added share in each group ofindustries. 

Table 2(): lcorcign Va lue Added Share * Business Engagement Cross Tabulation 

Business E'lgawnent I 
J .J 

Foreign N UIl1 bCJ" ]i'orcign Number of Foreign Number of Foreign Total 

Va lue Added of Textile Value Tntegrated Value Garment Value Number 

Share (%)* J"i rms Added l'irms Added Firms Added Lf Firms 

0 I I 

I I I I 

2 I 2 1 

5 1 5 I 

10 3 30 I 10 4 

20 2 40 2 

30 I 30 I 

40 I 40 I 40 2 

59 I 59 I 

60 I 60 I 

62 I 62 r 
65 I 65 I 
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70 I 

75 I 

80 I 80 2 

90 

Total 7 11 3 

Average 16 

l?orcign 

Value Added 

Source: SII "vey Data, December 2015 

* Based Oil the Estimat ioll of Firms 

9 

I 

70 1 

75 1 75 2 

160 3 240 6 

1 90 I 

480 II 641 27 

53 2 58 

Unl ike the export dest ination , the sources of foreign input is skewed towards Asian countries. 

Four firm s so urced their fore ign input only from China; three firms imported their foreign input 

on ly fi'om other As ian co untries; seven firms get their fore ign inputs from both China and other 

Asian countries. About 52% of the finns so urced their foreign inputs from either China or other 

As ian countries. Three firm s imported their intermediate inputs only from EU. There is no any 

firm im porti ng fore ign inputs fi'om USA and thus the sub-sector has zero backward integnition 

w ith USA market. fi rms have high backward integration in the global value chains with Asian 

markets. China alone takes abo ut 15 percent of firms fo r the contribution of foreign value added 

in the Ethiopian texti le and garmcnt firms gross export. Aggregate about s ixteen firms imported 

forcign input s 5'om China for thc production o fe xport products. "Other Asian Countries"(group) 

are more backward intcgratcd with Ethiopian firms in the textile & garment sub-sector. About 

35% and 33 % of examined fi rms importcd foreign input from "Other Asian Countries and 

China, respcctive ly and inc lu,5 in the ir gross expo rt. Regional backward integration here also 

low: only onc finn impo rts its inpu ts fi'om African countries. [n Table 21 shows the distribution 

of fo rcign value added by number of firms fo r each world market assumed in this study. 
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Figure 19 shows the number of firms and percentage share of global markets source for foreign 

value added of firms in their gross export product. 

Tablc 21: l<'orcign Valuc Addcd Sourcc/ Backward Integration of Firms 

Sourcc of l<'orcign Inputs Frequency Percent Cumulative 

Percent 

Not usc any fo rcign inputs I 3.7 3.7 

EU 3 11.1 14.8 

EU, Turkey/ Eastcrn Europe, China, Other Asian 
3 11.1 25 .9 

Countries 

EU, China 1 3.7 29.6 

EU, Othcr As ian Countries 1 3.7 33.3 

Turkey/ Eastern Europe, Ch ina, Other Asian Countries 1 3.7 37.0 

Turkey/ Eastern Eu rope, China, Other Asian Countries 2 7.4 44.4 

Turkey/ Eastern Eu rope, Afi'ican Countries I 3.7 48.1 

China 4 14.8 63.0 

China, Other Asian Cou nt ries 7 25.9 88.9 

Other Asian Countries 3 11.1 100.0 

Total 27 100.0 

Source: Survey Data, December 20 15 
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Figure 19: Backward Imegration of f'ir ms 
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There is var iat ion in the strength 0 r backward integration among industry groups. Out of eleven 

examined garment fi rms, 88% of them have backward integration with either China or other 

Asian countries. Integrated firms arc better integrated with EU than the other two industry 

groups. Textile firm s are more integrated with Turkey / Eastern Europe. In term of regional 

backward integration, mostly because 0 f the primary inputs consumption, textile firl)1s are at 

better pos ition than the-other two groups of industry, which have no back ward integration with 

Afi'ican countries at a ll. fi gure 20 compares the frequency of firms in each industry groups in 

their backward integrat io n with globa l markets assumed in this global value chains analysis. 
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Figure 20: I3aekward integration of firm s by industry group 
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Figure 21 : T he network of g lobal value chain w ith respect to Eth iopia textile and garment sub-sector 
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Chapter Five 

5. S ummary ofFilldings and Hccommcndatiol1s 

5.1. Summary of Research Findings 

Governance Typolo!,'y 

This study presented the prevai ling GVCs governance types of the Ethiopian textile and garment 

sub-sector is infl uenced. The study a ims to show the need that growth and investment strategies 

in sub-sector take in to. consideration thc GVCs ;n promoting export. The GVCs governance 

influence potcntia l paths to upgrad ing. Whether a g lobal value chain is controlled by a producer 

o r a buyer strongly impacts thc opportunities for firms to move into higher value- added 

activit ies. According to many litcratu rcs, buyer-driven chains are more open and easy to access 

a llowing for a wider range of upgrad in g pathways, but they also tend to be competitive and can 

be capt ive. T his study fo und that in Ethiopian text ile and garment sub-sector higher number of 

firms, which is 4 1 %, have pure ly a capt ive globa l value chains governance with their export 

buyers. 

The capt ive glo bal value c hains governance can ex ist in when there is high ability of information 

cod ification in the transact ion relation, high complexity of product specifications in condition 

supp liers arc low in capabili ties. In the captive GVCs governance, small suppl iers depend on one 

or a few buyers that ollen wield a great dea l of power. Captive suppl iers are frequent ly confined 

to a narrow range of tasks- for example mainly engaged in simple assembly -and are dependent 

on the lead firm fo r complcmentary act ivities such as design, log ist ics, component purchasing 

and process techno logy upgradi ng. In garment chain of this type of governance structure, buyers 

ollen spec ify the cha ractcristics of thc product to be made by their supplier. It is also 
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acknow ledged in literature that textile and garment globa l value chains, lead firms include 

c) 

reta ilers and brand owncrs and arc typically headquartered in the leading markets-Europe, 

Japan, and the United States. 

The study found that 37% the exporting firms produced only clothing, about 56% of export 

buycrs wcre brand markctcrs, 43% of firms got support from export buyers in terms of product 

design, 85% of cxport destination is USA and EU. Ethiopia enjoys favorable market access 

conditions to the two major c lothing impOlt markets (like AGOA). The preferential market 

acecss might playa role for major destination of clothing export to EU and United State markets. 

Garment firms in Ethiop ia arc gencrally only in charge of manufacturing; sales, merchandising 

and markcting, product development and design, logist ics, and largely input sourcing are located 

at the buyers. This would bc problematic as Ethivpian firms have no direct access to sourcing 

and se lling networks. The spcc ific il1legration of Ethiop ian firms into global clothing value limits 

the possibility for taking over more functions with higher value added as these functiJns are 

cnsu red by thc buyers. Et.\liopian tcxtile and garment sub-sector remains concentrated into 

cloth ing production and a major eha llcnge to the sub-sector growth would be the lack of 

diversification in markets and products. C lothing exports are highly concentrated with regard to 

end markcts. The cnd-market divcrsification is cruc ial for Ethiopia clothing exports to sustain 

and grow, 

Upgl'ading types 

The scco nd objcctive this study was the upgrading exper iences and potentials of up grad in: in the 

Ethiopia textile and garment sub-scctor. Acco rding to GVCs theory, governance structure and 
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authority and powcr rclationships within the value chain determine the performance and 

upgrad ing ability o f an industry. Rescarchers ,Stark et al.(2011), supported the argument Lat lead 

[u'ms tcnd to pcrfo rm thc most valuable activities in the apparel value chain-design, brand ing, 

and marketing of products- and in most cases, they outsource' the manufacturing process [Q a 

glo bal nctwo rk o f supplicr. According to Humplu'ey and Schmitz (2000), the different forms of 

g lobal valuc cha ins govcrnanccs havc an innuence on performance and upgrading practices. 

T hcy arguc that in the captive valuc chain, suppliers experience fast product and process 

upgrad ing but make little progress in functional uperading. 

The resul ts fi'o m thc data analys is sccm to confirm what literature says about upgrading and 

governances. Abovc 85 % of exporting firms experience either product upgrading or process 

upgrading. Elcvcn o ut o f thirtecn firm s under captive governance, experience product 1nd 

process upgrading in thc Ethiopian textilc and garment sub-sector. Many of the firms export 

clothing to brand markctcrs in devcloped co untries. From the total exporting firms in sub-sector, 

2 1 got support o'om expo rt bu yers in product design that is 78% of the firms. Twelve firms got 

support in tcrms of markct. As rcsult, buyers control the high value chains and local prcducers 

are posit ioncd at low value adding stages wh ich is at the low level of functional upgrading. So 

the findings of the analys is confirmed the Ethiopian textile and garment sub-sector is at lower 

stage o f functional upgrading in wh ich fi rms perform assembly/CMT. 

Thcrefore, with the currcnt s ituation o f captive g lobal value chains governance structure, the sub­

sector has potcntia l of prod uct and process upgrading. In terms of functional upgrading, it has a 

,; 
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long way to move on the stage of trajectories though, according to GVCs theory, achieving 

functional upgrading under capti ve global value chain is not easy and possible. 

PaI·ticipation in thc Global Valuc Chains 

The GVC approach provides a vicw o f internat ional trade that differs radically from that found in 

economic trade thco ry. Globa l trade in goods and services includes significant amount of double 

count ing. Va lue adding trade statistics ai m to identifY the double counting in gross trade figures 

and show where va lue is created in global production chains. The growing importance of GVCs 

has led to the rea lization that the need to netting out its double counting on global trade. 

At the industry level, the average foreign valued added is a proxy for the extent to which industry 

value chains are segmented and termed as backward integration. It indicates what part of an 

industry's gross exports consists of inputs that have been produced in other countries. It is the 

share of gross export that is no t adding to GOP. The domestic value added share is the share of 

the gross exports that contributes to GOP. The global value chains participation is measured by 

the pcrccntage o f backwa rd and fo rward integration in the gross export of a sector. The fo rward 

integration is thc part of the domestic value added which is embedded in the export of other 

countries. This stud y use the fore ign va lue added share and domestic value added to measure 

level o f partic ipation in the GVCs and to identify the extent of integration with global markets. 

The finding oJ this study assured that Ethiopian text ile and garment sub-sector has higher 

domestic value added in the text ile industries and low domestic value added in the' garment 

industries. 84 % of the gross export is domestic va lue added in the textile industries and it is 42 

% in the case of garment industries. The sub-sector has 54.3% and 45 .1% of domestic value 
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added and foreign value added share from the gross export, respectively. Generally, the 

Ethiop ian textile and garme nt sub-sector is more fO I-ward integrated than backward. 

Ethiopian textile and garmen t sub-sector exports much of its product to the USA and EU 

markets. At average 62 % of the firm s so ld their prod uct only either USA or EU markets. 85 

percent of garment firm s so ld their product only in the USA market. This confirmed that the 

Eth iopian textile and garment sub-sector is highly dependent on USA and EU markets for exp0l1 

sell. In terms of backward integration, Asian Countries including China were the main sources of 

fo reign inputs. 68 % of the firms imported their foreign inputs from these countries. No firm 

imported foreign inputs fi'om USA. Therefore, the sub-sector is highly integrated with Asian 

markct in terms of backward link. 

5.2. Rccommcndations 

• Eth iopia has potent ia l for thc dcvelopment oftexti le and garment industries as it has huge labour 

resourcc and it has a long historical culture in weaving and knitting. The growth lnd 

transformation p lan and other dcve lopment strategies have identified the sub-sector as one of 

priority scctor in the in dustr ial de vc lopment of Ethiopia. As result , having all these efforts and in 

today's g loba l productio n networks, deve lopment policies on the sub sector must be value-chain 

specific us ing g lobal valuc chains w ith greatest identified potentials. There need to be inerea'sing 

capab ilities in the divers ificat ion ofexport products and upgrading the current position of the sub 

sector to escape [r'om captive governance structure and join to gainful g lobal value chain 

governance. 
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• As many literaturcs pointed out captive g lobal value chains is not ideal governance structure for 

functional upgradin g. The domcstic environment is the spring board to increase competitiveness 

in the g lobal market. Thus, within Ethiopian textile and garment sub-sector, there is a neert to 

expand and gro w capabilitics in more domestically integrated and higher-value added form of 

export ing to move succcss full y ii·om captive to more complexes relational and modular value 

chains govcrnancc. This wo uld foster the growth of strong industrial clustering and glomeration 

and favorable conditions for functional upgrading. 

• Ethiopian textil e and garmcnt sub-sector has a forward link with the more developed countries' 

market. [t has also geographica l advantage for the emerging economies like India to source 

foreign inputs. This potcntial should be optimally exploited by creating domestically integrated 

and more productivc industries. Optimization of upgrading opportunities in the sub-sector 

requires spec ific po li cy formulation for g lobal value chains integration based on competitive and 

comparati vc advantages the industry has in the backward and forward integrations. 

5.3. Direction for Future Research 

It is necessary to acknowlcdge limitations of the present study that may provide opportunities for 

future rcscarch. This study was conductcd mainly t1u·ough the questionnaire survey with limited 

previous rcsearch work availability with GVCs fi·amework on the sub-sector. So, the depth of the 

research is limitcd. Future studies can considcr this lack of depth in to account and study on: 

J . GVCs partici pation of Ethiopian textile and garment sub-sector using detail and full data 
• 

of the who le Domestic Value Adding and Foreign Value Adding Components. 

2. Relatio n ofG VCs governance and performance offtrms 

3. The re lation ofGVCs governance and industrial and ftrm level upgrading 
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Annex 

Descriplions 

Proxy Terms for Tvpe of Governance used ill the Survey Questionnaire 

Conceptual 

Terms of 

Governance 

Markct 

Mod ular 

Re lational 

Tcrms in sur vcy Just i fication 

Bidding o r pcrfcct Markets governance is governed by a markets 

compctit ion 

Supplicr 

cont raetn'urnkcy 

supp licr 

mechanism that buys and sells products with little 

interaction and the switch cost is low. This implies that 

in th is governance the interaction between buyers and 

sc llers is governed by price. Hence, this corresponds to 

the perfect competition conditions. 

Suppliers in modular value chains tend to take full 

rcsponsib ility for process technology and often use 

gcneric machinery that spreads investments across a 

wide customer base; this implies a turnkey service to 

Icad firms. 

Long-tcrm relat ionship Firms in relational governance have mutual dependence 

through reputat ion, social and spatial proximity, family 

and ethnic ties. Trust and r~putation are built up over 

time or are based on dispersed family and social groups. 

So this implies that these finns have a long-term 

relat ionship with international buyers. 
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Capt ive Lo ng-tcrm rc lationship Small suppliers tend to be 'captive' by larger, dominant 

and sc ll buyers. Such networks are freq uently characterized by a 

morc than 80% of high degree of monitoring and control by the lead firm. 

yo ur product 
~ 

This mcans that domestic producers have a long-term 

re lat ionship with and rely on several large firms for 

the ir revenue. 

1-1 ierarchy Subs id iary firm Thi s governance pattern is characterized by vertica l 

intcgration, i.e. domestic producers are subsidiaries of 

Icad firms. 

Descript ion of upgrading in the survey 

Theoret ica l terms of upgrading Tcrms in the survey 

trajectories 

Product upgrad ing Improve product e.g. R&D, new design & marketing, 

coo pcration with suppliers to create new product 

Proccss upg radi ng Improve process e.g. new machinery, process improvement, 

log ist ic improvement or supply chain improvement 

Functiona l upgrad ing Dcve lop yo ur own brand 

Chaini intcr-scctoral upgrad ing Transform to production of re lated product e.g. producing 

Icather products 

o 
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Tables 

Ta ble 1: Export va llie of Ethiopian Textile and Garment Industries (in '000' USD) 

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 

S. Prod uct (2004 (2 0051 (2006/ (20071 (20081 (2000/ (20101 (20111 (20121 (201311 

N Type 105) 06) 07) 08) 09) 10) II) 12) 13) 4) 

1 Yarn 0 0 0 0 3,7 17 8,522 9,124 8,891 23,464 28,016 

2 Text ile 2,897 4,181 4,'12 1 4,565 3,708 6,325 22,984 8,284 9,599 6,321 

3 Garment 3,446 6,848 8,043 9,674 6,630 6,667 26,734 63,090 61,009 72,025 

4 Cullural 4 16 73 154 373 383 1,696 3,3 82 4,361 4,9 16 4,738 

Ganncnt 

5 Olh ers - - - - - - - - - 254 

S UIlI 6,759 11 ,102 12,618 14,612 14,438 23,210 62,224 84,626 98,988 11'i353 

VI (%) 64.3 13.7 15.8 - 1.2 60.8 168.1 36 17 12.5 

AY I (%) 43 
-,,-.., 

Source: ERC!\; I~ IIDI (20 14) 

Table 2: Last 10 Years Import of E thiopian Textile and Garment Industries (In '000 USD) 

Year Yarn Texlile Garment Sum Growth Rate 

Vallle( 111'000) Vallle( 111'000) Value( In'OOO) Vallle( In'OOO) 

2004 13,486.00 63,159.40 68,731.10 145,376.50 3% 

2005 19,753. 10 90,456.90 64,381.30 174,591.30 20% 

2006 13,695.60 131,526.10 74, 10 1.30 2 19,323 .00 26% 

2007 17,215.50 11 6,433.50 84,404.90 218,054.00 -1 % 

2008 27,245.10 96,243.20 83, 195.50 206,683.80 -:"10 

2009 23,235.30 132,076. 10 114,15 1.70 269,463 .10 30% 

20 10 30,361.20 170,442.40 11 3,389.00 3 14,192.60 17% 

20 11 29,070.70 100,60 1.90 13 1,005.20 260,677.80 -17% 

20 12 49,'125.40 112,759.30 243,857.41 406,042.11 56% 

201 3 50,680.25 124,27 1.29 284,2 19.00 459,170.54 13% 

." Source: I~ IIDI 
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Table 3: Number of Em 10 ees b Manufaeturin of Text ile &Garment 1983-2006 E.C. 
Years 

Sex 

Total 

Textile 
and Male 
Wea ri ng 1-'-"-='--F'-f='--P--P-F4"-1P-.p--P-f'-l"--p..-P-F'-f='--P--P--f'4"-1P-.p1--P-f'--+-'1 
Apparel 
Industry Female 
Source: CSi\; ETII)I 
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Appendix 
Appendix-[: Questionnaire 

Addis Ababa University 

Collegc of Developmcnt Studies 

Dcparlment ofHcgional a nd Loeal Dcvelopment Studies 

Survey Questionnaire 

This questionnai re is des igned to ana lyze the textile and garment industry of Ethiopia in the 

Global Value Chain . The object ive o f the questiunnaire is to co llect information in· order to 

idcntify the governance· typo logy, upgradi ng potential and participation level of the sector in 

GVCs. The research output is mainl y to fulfill the partial requirement of Masters of AI:s. The 

information gathered w ill be used full y and with due attention for academic purpose only. I 

therefore, 1V0uid like to assure yo u that the data collected will not be .misused in anyway. 

Therefore, yo ur gcnu ine, honest, and prompt response is a valuable input for the quality and 

successful completion of tllc paper. 

General T nsf ructions 

• Pleasc t ry to g ive yo ur ar.slVer to a ll questions 

• In all cases where answer options arc avai lab le, p lease tick your answers on the space 

provided. 

• For questions that demands your opinion, please try to honestly describe as per the questions 

on the space provided. 

Q UF:STlONS 

I. Interviewee name _________ Postion __________ _ 

Company name _________ Address _________ _ 
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2 . Cap ital Rcg istration 

o Lcss than 50 millio n [JilT 

o 50 to 200 million Birr 

o Mo rc than 200 Mi llion [JilT 

3. Numbc r o f cmp loymcnl 

0 Lcss than 50 cmployccs 

0 50 to 200 cmployccs 

0 Morc than 200 cmployccs 

4. Typc of busi ncss 

0 Fam il y bus incss! So lc proprictary 

0 Private Limctlcd Co mpa ny 

0 Sharc company 

0 Corporatio n 

5. Engagmcnt of the co mpany 

0 Tcxt il e manufcturcrs only 

0 Integrated 

0 Garmcnt manu fac turers on ly 

6. Owncrs hi p {) f yo ur company 

0 Privatc Loca l 

o Pr ivate f orcign 

o Public Loca l 

o Pub lic Forcign 
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7. What are yo ur products? (can choose more than one) 

o Collon ya rn 

o Other ya rn 

o Weavon ulbric 

o Knitted Fabric 

o Clothings 

o Accesso ries 

8. Please est imate what percentage of total sa les is from these prod ucts 

Local= ______ __ % o f Sale 

Expo rt= _______ % of Sa le 

Tota l = 100% of sa le 

9. [-low is yo ur relationship or buy ing dynamics with yo ur export buyers? 

LJ Yo u se ll yo ur prod uct in pcrfect competition or at market prices e.g. bidding 

o Yo u sell yo ur product with supplier contract e.g. turnkey suppliers 

o Lo ng term re lat ionship 

c o Lo ng-te rm re lationship and frequent sell of much of your product (eg. sell 80% of 

you r product) 

o Subsid iaries 

10. Who arc most your export bu yers?(mo re than I choice) 

o Retailers 

o Brandcd Markcters 

o Branded Manu filc tu rcr 

o Otiter please specify _____ _____ _ 
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II . Where do yo u expo rt yo ur products to ? (more than I cho ice) 

o USA _____ _ 

o European Unio n _--,--____ _ 

o T urkey ( Eastern Europe) 

o China 

o Othcr Asian Co untr ics _____ _ 

o A fi' ica Co untries ______ _ 

12 . From whcre do yo u impo l'l your in puts for your product ? (more than I choice) 

o USA ____ _ 

o European Unio n 

o Turkey IEastern Europe _____ _ 

o China 

o O ther As ia n Co untrics _____ _ 

o A fi 'ica Co untrics ______ _ 

13. I low much pcrcentage o f fore ign and do mestic input value your gross export product> have? 

o Fo re ign input va luc = % 

o Domestic added va lue = % 

Tota l = 100% 

14 . Which o f these techn iq ues has been your key growth for business in the export market in 

past 3 or more years? (mo re than o ne choice) 

o Improve product thro ugh R&D, new des igr: and marketing division, cooperation with 

su pp I iers to create new prod uct 
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o Improve process through new ma<C,"::. ry, process improvement, logistics improvement, 

SliPP Iy cha in management 

o Deve lo p your own brand 

o Shifling to intcr-relatcd and adva nccd secto r product 

o No im provemcnt 

15. Arc thcre any suppo rts u'om bu ycrs in lhe following factors?( more than 1 choice) 

0 Finance Yes 0 No D 

0 Iluman Rcso urce Dcvc 10 p mc nt(Train i ng) Yes 0 No D 

0 Product dcs ign Yes 0 No D 

0 Manu racturing & Tcchno logy Yes 0 No D 

0 Market Yes 0 No D 

0 Resea rch & Dcvc lopmcnt Yes 0 No D 

16. What arc the reaso ns ror business improv ing in the export market? (more than 1 choice) 

o Comm itmcnt 0 r owncr c.g. Change in strategy 

o Incrcase in compctition 

o Gu ycrs firm s promote/ assist upgrad ing 

o New standard or rcgulation rorccs to upgrade 

THANK YOU Vlmy MUCH FOR YOUR VALUABLE TIME 
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Appcndix-lI: Lists of I£xpo rting lcinns in thc Ethiopian Tcxtile and Garment Sub-Sector at thccnd of Fiseal Ye"r2013/14. 

Type of s. Ownership 
Company/ Factory Na me Company/Fa C ity Phone Number N. Citizen 

ctory 

I Selen Dawa Tex til e S.e. Foreigner Integrated Dire Dawa 0116611515 

01 12511252 

2 Almeda Tex til e P.L.e. Ethiop ian Integrated Adwa 0347711483 

0347711543 

3 Etur Textile P.L.e. Foreign Textile Adama 011663408 1 

4 Arballlineh Tex tile S.e. Eth iopian Integrated Arbamineh 0468110409 

5 Ayka Add is Textile P.L.e. Foreigner Integrated Alemgena 0113871 179 

0116616951 

6 13ahirdar Text ile S.c. Et hiopian Integrated Bahidar 0582200104 

7 Else Addis Ind us tr ial Foreigner Integrated Adama 01 16632837 

Develop ment P.L.C. 0116632845 

0 11 6632847 

8 Kombol eha Tex tile S.c. Ethiopian Integrated Kombo)eha 0335510211 

0335510 ' 03 

9 Keb ire Enterprise (Maa Ethiop ian Integrated Mekele 0344420188 

Garment and Textil e)P.L.e. (Kuya) 

10 Nas Foods Dire Dawa Textile Ethiopian Integrated Diredawa 0251113488 

Factory P.L.c. 

" Saygin Dima Textile S.c. Foreigner Integrated Sebeta 0113383969 
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.. -12 M.N.S. Manuraeturing P.L.C. Porcigncr Integrated Legetafo 

13 AI-Asr Industries P.L.e. roreigner Textile/Fabri Dukem 0116188987 

e 

14 AI-Mehdi Industri es P.L. C. Foreigner Text ile/Fabri Dukem 0116616834 

e 0116616835 

01 16616836 

15 Addis Garment S.e.(Augusta) ['oreigner Garment Addis 0113711791 

Ababa 0113715216 

16 13M Ethiop ia Garmenl and Foreigne[' Garment Addis 0114423455 

Textile S.C. Ababa 

17 Concept Internat iona l Et hiopia Ethiopian Garment Addis 0114422602 

P.L.e. Ababa 0 114421874 

18 Feleke Garment P.L.C. Ethiopian Garment Addis 0114196167 

Ababa 0114196169 

19 GG Sliper Garment P.L.e. Ethiopian Garment Debrezeit 011433 7500 

'0114337501 

20 GMM Garmcnt P.L.C. Ethiopian Garment Addis 0114197374 

Ababa 0114197375 

21 Kni t To ri nish Et hiopian Garment Gelan 0114450038 

P.L.e.(Garment Express) '0114450039 

22 Luey Garment Industry P.L.e. Ethiop ian Garment Addis 0114426 188 

Ababa 0 111525285 

23 Nazaret h Garment S.C. Ethi op ian Garment Adama 0221123427 

01155 16880 

24 NovaStar Garment Factory Ethiopian Garment Gelan 0114450222 
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P.L.e. 

25 Vitcol1 Ga nllcnt P. L.C. Ethiop ian Garment Addis 0116292365 

Ababa 

26 Wossi Garment v Des ign Ethiopian Garment Addis 0114422440 

Factory P. I".e. Ababa 

27 Yi llagclnd ust ry P.L.e. Foreigner Garment Addis 0114404864 

Ababa 

-28 Dcsla Garmcnt(Bck imar) Ethiopian Garment Addis 0116299953 

Indust ri es P.L.e. Ababa 

29 Adama Development 1) .1 ,.C. Ethi op ian Spinning Adama 0221100746 

30 Muya Eth iop ia 1' .L.e. Ethiopian ':'2.2uraI Addis 0111234015 

(Sara t\bcra Garment) Clothes Ababa 

31 Saba Silk/Saba liar P.L.e. Foreigner Cultural Addis 011321 5112 

Clothes Ababa 01132 1511 3 

0111711786 

32 Trio Craft 1'.1 "C. Ethi opian Cultural Addis 0114440075 

Clothes Ababa 0116297060 

0 114400752 

33 Sarni MohatlllllCd Abdela Ethiopian Cultural Addis 0 111 728080 

Expon P.L.e. (N igist Eth iopia Clothes Ababa 0115539773 

P.L.e.) 
0115539775 
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