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Though Ethiopia is among the few countries
known for their largest livestock population, it has
not been utilized in the way the wealth should
contribute for the development of the country. Re-
cently the government of the FDRE has issued a
policy that discourages the export of raw leather.
Rather it stretches various incentives for exporters
engage in the export of processed or semi-pro-
cessed leather to the international market. In this
issue of Mudaye-Neway, a research paper that
investigates the trend in the country’s export of

finished leather is entertained.

In the past few years the government of the FDRE
has been promoting a firm stand in mobilizing
saving. In this issue of Mudaye-Neway a paper
in filed “Will the Government of Ethiopia’s Poli-
cy of Saving Mobilization will be Successful: the
lesson from the African Evidence” is presented.
This scholarly article will help us to revise African
experience and the viability of our government's

saving mobilization endeavor.

As usual our columns which are meant for infor-
mation, education and enfertainment are here

with articles selected for the issue.

We are very much grafeful for those of you who
have sent your comments about the contents of
our corporate magazine as well as make contri-
butions for the various columns of the magazine.
Keep sending what you have found is relevant

for Mudaye-Neway. We are more than ready to

entertain them.

Pleasant Reading!
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Message of the President

Our bank is striving ifs level best to accomplish the key targets set in the five years strategic plan
which is now in its final year. The strategic plan, among other things, aims at promoting the Bank’s
service provision to a higher level, playing a crucial role in the country’s development endeavors,
mainfaining our leading role in the country’s banking sector, and laying the foundation fo realize
our vision of becoming a world class commercial bank by the year 2015. The periodic evaluation

of our performance confirms that we are in the right track towards realizing our strategy and vision.

The Commercial Bank of Ethiopia (CBE) is serving as reliable financial provider for the various
sectors believed to be priority areas for the sustainable development of our nation.  Taking info
consideration the importance of saving for national development, the CBE is exerfing maximum
efferts to bring the entire public fo be part of the banking business sector. In this saving mobilization
scheme, it has been possible to bring cerfain segments of the society that have been far from banking
services due to various reasons. Youth, feen youth, women and those who couldn’t participate in
the conventional banking services due to their beliefs are now users of the newly developed bank
products. The aggressive branch expansion implemented by the CBE is another facfor that helped
fo increase banking accessibility to the previously unbanked segments. With its more than 900
branches, it has been possible o reach even the most remote comers of the country. Beside branch
expansion, a network expansion project has enabled our customers the privilege of accessing
their accounts from anywhere which enables them to manage their time properly and reduce cost
associated with travelling for the service. We are indeed delighted o have been able to create

value to our customers through our technology based products.

The CBE shoulders a huge national responsibility of bringing technological transformation in the
country’s financial sector and the accomplishment so far is very much remarkable. It has been
possible to recruit millions of new customers for mobile banking, internet banking and card banking
services. As the potential of expansion for the technological infrastructure is immense, the Bank has

a plan fo yet recruit even more customers to the bank products availed by our bank.

Dear customers, the successful joumney we have accomplished so far greatly affributes to your
boundless support and faith on us. The upcoming five years strategy of our Bank will continue to
consider your parinership as a valuable asset.

Bekalu Zeleke

President

COMMERCIAL BANK OF ETHIOPIA MUDAYE NEWAY
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BUSINESS AND ECONOMY

Ethiopia's Export of Finished leather:Medium Term
Prospects and Challenges

1. Introduction

Ethiopia is an agrarian country where livestock
production plays a major role in its economy.
Ethiopia has the largest livestock population in
Alrica. The country is among the top ten largest
live sfock producing countries in the world and
the first in Africa (Kebede, 2008). Different re-
searchers give different sfafistics about the num-
ber of live-stock in Ethiopia. But according to a
recent CSA publication on livestock resources,
Ethiopia has 53.9 million cattle, 25.5 million
sheep and 24.1 million goats (CSA, 2013).

However, the resource is not fully utilized and
only 4.1 million hides, 8.1 million sheep skins
and 7.5 million goat skins are sold on the mar-
ket annually. This amounts to only 21 percent
of the country’s livestock population. Therefore,
the leather industry still has room to be devel-
oped further, optimizing the abundance of the
resource. In our country the current leather for
fanneries are obtained from 7.7 percent for cat-
fle, 31.7 percent for sheep, and 32 percent for
goats. This translates info an output of 4.1 mil-
lion cowhides, 8.1 million sheepskins and 7.5
million goatskins (Ministry of industry 2013).
On average, Ethiopia has the capacity to sup-
ply 16 to 18 million pieces of hides and skins to

local tanneries.
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Abebayew Dufera
National Bank of Ethiopia, 2013

So far, Ethiopia has not tfapped the huge poten-
fial in the sector. Although leather and leather
products consfituted the major share in terms of
foreign exchange generation, the exporfable
items were predominantly semi-processed and
raw leather. As a result, the country failed to reap
its potential. That is why the government has of
late infroduced a new structural policy aimed
at exporting only finished leather products. This
structural change has focused on adding value
fo the leather goods. Accordingly, it intends to
discourage export of raw hides and skin. Thus,
based on this change, only value added leather
and leather products are exported to the global

market (Ethiopian leather Industries Association/
ELIA, 2013).

The general objective of this research is o assess
the prospects and challenges faced by producers
and exporters of finished leather and to forward
policies needed fo enhance the foreign exchange
generating capacity of the secfor. For the anal-
ysis purpose both primary and secondary data
sources are used. However, the major limitation
fo be cited here is the availability of data in the
required amount and quality. Maximum effort has
been exerted by the researcher to compensate
the limitation and answer the research questions

in a required manner.
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2. The leather Production Processes

The most common leather manufacturing process
is divided info three sub-processes: preparatory
stages, tanning and crusting. All true leathers will
undergo these sub-processes. A further sub-pro-
cess, surface coating may be added into the se-
quence. The list of operations that leathers under-

go may vary with the type of leather.

2.1. Preparatory Stages

The preparatory stages are when the hide/skin
is prepared for tanning. During the preparatory
stages many of the unwanted raw skin compo-
nents are removed. Many options for prefreat-
ment of the skin exist. Not all of the options may

be performed. Preparatory stages may include:

e Preservation- the hide/skin is treated with
a method which renders it temporarily un-
putrescible.

e Soaking- water for purposes of washing

or rehydration is reinfroduced.

e liming- unwanted proteins and “opening

up” is achieved.
e Unhairing - the maijority of hair is removed.

e Fleshing - subcutaneous material is re-

moved.

e Splitting- the hide/skin is cut info two or

more horizontal layers.

e Reliming - the hide/skin is further treated
fo achieve more “opening up” or more

protein removal.
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e Deliming - liming and unhairing chemi-
cals are removed from the pelt.

e Bating - proteolytic profeins are infroduced
fo the skin fo remove further proteins and

fo assist with soffening of the pel.

e Degreasing- natural fats/oils are stripped
or as much as is possible from the hide/

skin.

e Frizing - physical removal of the fat layer
inside the skin. Also similar fo Slicking.

e Bleaching - chemical modification of dark

pigments fo vyield a lighter coloured pelt.

e Pickling - lowering of the pH value to the
acidic region. Must be done in the pres-
ence of salfs. Pickling is normally done to
help with the penefration of certain fan-
ning agents, e.g., chromium (and other
metals), aldehydic and some polymeric

tanning agents

e Depickling - raising of the pH out of the
acidic region fo assist with penetration of
certain tanning agents.

2.2. Tanning Stages

Tanning is the process that converts the protein of
the raw hide or skin info a stable material which
will not putrefy and is suitable for a wide variety
of end applications. The principal difference be-
tween raw hides and fanned hides is that raw
hides dry out to form a hard inflexible material
that can putrefy when re-wetted (wetted back),
while tanned material dries out to a flexible form
that does not become putrid when wetted back.

A large number of different tanning methods and
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materials can be used; the choice is ultimately
dependent on the end application of the leather.
The most commonly used tanning material is chro-
mium, which leaves the leather, once tanned, a
pale blue color (due to the chromium), this prod-

uct is commonly called “wet blue”.

The acidity of hides once they have finished pick-
ling will typically be between pH of 2.8-3.2. At
this point the hides are loaded in a drum and
immersed in a float confaining the tanning liquor.
The hides are allowed to soak (while the drum
slowly rotates about its axle) and the tanning Ii-
quor slowly penetrates through the full substance
of the hide. Regular checks will be made to see
the penetration by cutting the cross section of a
hide and observing the degree of penetration.
Once an even degree of penetration is ob-
served, the pH of the float is slowly raised in a
process called basification. This basification pro-
cess fixes the tanning material fo the leather, and
the more fanning material fixed, the higher the
hydrothermal stability and increased shrinkage
femperature resistance of the leather. The pH of
the leather when chrome tanned would typically

finish somewhere between 3.8 - 4.2.

2.3. Crusting Stages

Crusting is when the hide/skin is thinned, re-
fanned and lubricated. Often a coloring oper-
ation is included in the crusting sub-process. The
chemicals added during crusting have fo be fixed
in place. The culmination of the crusting sub-pro-
cess is the drying and soffening operations. This
is where finished leather is produced affer stages.

Crusting may include the following operations:
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Wetting back - semiprocessed leather is
rehydrated.

Sammying - 45-55% (m/m) water is

squeezed out the leather.

Splitting - the leather is split info one or

more horizontal layers.

Shaving - the leather is thinned using a

machine which cuts leather fibres off.

Neutralization - the pH of the leather is

adjusted to a value between 4.5 and

6.5.

Retaining - additional tanning agents are

added to impart properties.
Dyeing - the leather is coloured.

Fat liquoring - fats/oils and waxes are
fixed to the leather fibres.

Filing - heavy/dense chemicals that
make the leather harder and heavier are

added.

Stuffing - fats/cils and waxes are added
between the fibres.

Stripping - superficially fixed tannins are

removed.

Whitening - the colour of the leather is

lightened.

Fixation- all unbound chemicals are chem-
ically bonded,/trapped or removed from
the leather

Setting - area, grain flatness are imparted

and excess water removed.

MUDAYE NEWAY



e Drying - the leather is dried to various
moisture levels (commonly 14-25%).

e Conditioning - water is added to the
leather to a level of 18-28%.

e Softening - physical softening of the leath-
er by separating the leather fibres.

e Buffing - abrasion of the surfaces of the
leather o reduce nap or grain defecis

3. Trends in leather Production & Export
3.1. Secondary Data Analysis

3.1.1. Production and Investment in
Finished leather

Since the ban of raw leather exportin 2010/11,
the export and production of finished leather
was increased significantly. As the same time in-
vestment in the sector was affracted invesfor from
both domestic as well as from abroad. There are
33 invesfors investing on it in 2011/12. B,
during 2010/11 only about 15 investors were
engaged in the finished leather production. The
numbers of domestic invesfors are far more than
those of foreign investors. On average the rate

growth of domestic invesfors were 40 percent
from 2010/11 to 2012/ 1 3.The number of for-

eign invesfors who invested in the finished leath- |

er production were less in number. In 2010/11
there were only about 3 investors, but at end
of 2012/13 this number was increased to 11

showing on average more than 90 percent an-

nual growth rate (Table T).

As it is shown in table 1 below, production

aspect shows radical growth rate though it do
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have differences between both investors. Domes-
fic investors produce only 2.1 million square feet
in 2010/11 finished leather for both domestic
and global market, this increased to 19.9 million
square feet in 2012/13. Over all annual growth
rate is very high. Similarly, the production capac
ity of foreign industries was 11.8 million square
feet annually in 2010/11 but this number in-
crease 59.4 million square feet in 2012/13
showing annual finished leather production more
than triple. The other point is, when we compare
the annual production capacity of finished leath-
er by both; those industries owned by foreign-
ers were more productive than domestic. In the
year covered in the fable, foreign investors were
produced about 97.6 million square feet in fofal
while the domestic produced only 26.6 million
square feef in fotal though the number of domes-
fic investors over weigh. Here, there is produc
fivity difference among them, domestic investors

lack know-how and technology.
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Table 1: Production (Mill. Sqg.feet) and investment

in finished leather

Investor Year 2010/11 2011/12 | 2012/13
No.

investors 12 21 22

Domestic | Production 2.1 4.7 19.8
No.

investors 3 7 11

Foreign | Production 11.8 26.4 59.4

Total No. investors 15 28 33

Total production 13.9 31.1 79.2

Source: LIDI and own summary

3.1.2. leather Industries Production Capacity

Currently, there are 33 tfannery industries in opera-
tion in Ethiopia in 2012/13. But table 2 below
contain about 29 tannery industries, of which 18 of
them were owned by Ethiopians and 11 of them by
foreigners. Similarly, 19 (65.5 percent) of them are
on production of finished leather. The tanneries have
150,415 sheep and goat skin soaking capacity
and 11,950 cowhides soaking capacity per day
in general, and 67,00 sheep and goat skin soaking
capacity and 111,300 cowhides for finished leath-

er per day in particular.

Together they also employ 7,683 persons. Ethiopia
Tannery with 145,000 sheep and goat skin and
1,300 cowhide finishing capacity and Ethio-leath-
er - ELICO with 15,000 cowhides and 800 sheep
and goat skin finishing capacity of finished leather

are the two largest industries. Most tanneries seem

COMMERCIAL BANK OF ETHIOPIA
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fo be working below capacity as the export
eamnings from the sector is low and annual
production of finished leather was not satis-
factory. The demand and supply of finished
leather is not matched in Ethiopia. The indi-
cation for demand and supply mismaich is
most tanneries are working below their ca-

pacity mainly due to lack of raw materials.

3.1.3. Distribution and Ownership of
leather Industries

As presented in table two, distribution of
leather industries are uneven. More than half
of leather industries are located in Oromia
region (55.2%) followed by Addis Ababa
city administration (24.1%), Amhara region
(17.2%) and Tigray hosting only one factory.
The rest regional states do not have leather
industries. In general, this disparity is due to
raw material availabilities, infrastructures in
general and other market related problems.
When we see the types of ownership about
62.1 % of them are owned by Ethiopian in-
vestors and the rest (37.9%) are owned by
foreign investors. In ferms of capacity sfill in-
dustries owned by Ethiopian investors have
lions share in finished leather soaking ca-

pacity per day.
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3 .
. o
Table 2: Distribution and Ownership of leather industries
Soaking capacity per Finished leather ca-
day pacity per day NI
No Name of factory Location hides skin hides skin Employees
1 | Ethio-Leather Industry Addis Ababa 0.0 6000.0 15000.0 800.0 1195.0
2 | Dire Industries PLC Addis Ababa 250.0 6000.0 6000.0 600.0 402.0
3 | Sheba Leather Industry PLC Wukro(Tigray) 600.0 6000.0 6000.0 300.0 702.0
4 | Hafde tannery PLC Sebeta(Oromia) 350.0 6500.0 9000.0 500.0 348.0
5 | Colba Tannery PLC Mojo (oromia) 500.0 7000.0 9000.0 400.0 252.0
Walia Leather & Leather product
6 | PLC Addis Ababa 1000.0 | 10000.0 7000.0 300.0 307.0
7 | Kombolcha Tannery Sh.Co Kombolcha (Amhara) 0.0 3000.0 5000.0 0.0 250.0
8 | Batu Tannery PLC Addis Ababa 1000.0 2500.0 3000.0 700.0 340.0
9 | Mersa Tannery PLC Mersa (Amhara 1000.0 5000.0 1000.0 500.0 183.0
Debrebirhan(Am-
10 | Debrebirhan Tannery hara) 0.0 3000.0 6500.0 0.0 70.0
11 | Mojo Tannery Mojo (oromia) 500.0 8000.0 5700.0 200.0 367.0
12 | Gelan Tannery PLC Gelan(oromia) 600.0 6000.0 4000.0 0.0 95.0
13 | Bahirdar Tannery Bahirdar(Amhara) 0.0 4000.0 0.0 0.0 170.0
14 | Addis Ababa Tannery Addis Ababa 1200.0 2400.0 900.0 0.0 282.0
15 | Hora tannery Mojo (oromia) 0.0 3000.0 4700.0 0.0 84.0
16 | Mesaco Global Mojo (oromia) 0.0 3000.0 3000.0 0.0 33.0
17 | Habesha Bahirdar(Amhara) 0.0 4000.0 0.0 0.0 113.0
18 | Cristal tannery Addis Ababa 0.0 0.0 0.0 0.0 42.0
Sub-total owned by Ethiopian 7,000.0 |85,400.0 |85,800.0 |4,300.0 |5,235.0
1 | Ethiopia Tannery Mojo (oromia) 1200.0 | 12000.0 14500.0 | 1300.0 676.0
2 | Blue Nile tannery PLC Sebeta(Oromia) 0.0 0.0 5000.0 0.0 74.0
3 | Bale tannery Bishoftu(oromia) 1000.0 | 10000.0 0.0 600.0 130.0
4 | East Africa Tannery Mojo(oromia) 0.0 8000.0 6000.0 500.0 139.0
5 | Farida Mojo (oromia) 0.0 7000.0 0.0 0.0 80.0
6 | New-Wing Addis Addis Ababa 0.0 0.0 0.0 0.0 7.0
7 | Koka Addia Mojo (oromia) 500.0 5000.0 0.0 0.0 118.0
8 | Dx Industries Mojo (oromia) 1200.0 8000.0 0.0 0.0 126.0
9 | Friendship Tannery Mojo (oromia) 1050.0 15.0 0.0 0.0 658.0
10 | United Vision Mojo (oromia) 0.0 5000.0 0.0 0.0 105.0
China Africa Overseas Leather
11 | Production Sululta(oromia) 0.0 10000.0 0.0 0.0 335.0
Subtotal owned by foreign 4,950.0 65,015.0 25,500.0 | 2,400.0 2,448.0
Total 11,950.0 | 150,415.0 111,300.0 | 6,700.0 7,683.0

Source: LIDI and own computation, 2012,/13

COMMERCIAL BANK OF ETHIOPIA

11

MUDAYE NEWAY




3.1.4 Finished leather Export Performance
of Ethiopia

Figure 1 Share of finished leather export
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When we see the share of finished
leather export to leather and leather
products export and to fotal export, it

shows some ups and downs though

percentage

not significantly in the case of fofal
export. Export of finished leather sig-
nificantly increase from 2004,/05
2012/13. In 2004,/05 it was only
USD 4.6 million within less than ten
years inferval it reaches USD100.4

2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 2012/13

million in 2012/13 which is good in

performance. On the other hand, from 2009,/ 10-
2012/13 export performance of finished leath-
er export was more than double from year to
year on average. Similarly, the share of finished
leather export also increased from 6.8 percent in
2004,/05 to 83.2 percent in 2012/13 out of
leather and leather products' export, and its share
again increased from 0.5 percent in 2004,/05
fo 3.3 percent in 2012/13 out of fofal ex
port eaming of the country. As it is seen from
the graph, the share of finished leather export
fo leather and leather products export increase
sharply from 2006,/07(8.4 percent) fo maximum
(83.2 percent) in 2012/13.Though, the share of
finished leather export to total export was almost
smooth until 2011/12 it shows increment after
it. From that year it shows significant change due
fo government banned export of raw hides and
skins, and other policy changes taken to improve

export performance of the sector.

1 leather and leather products includes
finished leather, crust leather, raw leather,
shoes, gloves, and other materials made of
leather.
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3.1.5 Finished leather Export from Individual
Industry

As it is seen from below table, in general, in all
industries finished leather export was increased
dramatically though there were individual dif-
ferences. For the last five years top exporters of
finished leather were: Ethio-leather Industry, Ethi-
opia Tannery, China Africa Overseas leather
Production, Colba Tannery and Dire Industries.
Those five industries contain about 5.4 per-
cent of finished leather export in Ethiopia. The
other thing is, in 2012/13 only finished leath-
er was exported due fo 150 % tax imposed to
crust leather export in 2011/12. The aim of tax
imposition was fo boost finished leather export
and fo encourage value added leather export.
Almost all leather industries started to export fin-
ished leather though capacity limitations prevail

in some industries.

MUDAYE NEWAY



Table 3: Finished leather export by industries in thousands of USD.

Export Value (2008/09 - 2012/13)
Average
Growth
No. Name of Industry 2008/09 | 2009/10 | 2010/11 | 2011/12* | 2012/13 | Performance Rate Share
1 | Ethiopia Tannery 1,256.9 651.2 5,604.0 | 6,745.8 | 14,152.0 28,409.9 210.6 14.9
2 | Ethio-Leather Industry 6,496.4 7,211.8 | 7,535.0 9,595.4 12,310.2 43,148.8 17.8 22.6
Dire Industries PLC 675.8 1,242.3 | 2,380.0 | 4,997.0 7,137.7 16,432.8 82.1 8.6
Sheba Leather Indus-
try PLC - 274.7 2,654.0 1,207.6 3,052.7 7,189.0 321.5 3.8
Hafde tannery PLC 336.1 507.9 68.0 293.4 1,737.3 2,942.7 197.0 1.5
Colba Tannery PLC - 17.0 2,236.7 | 14,503.5 16,757.2 6,802.7 8.8
Walia Leather &
7 | Leather product 184.0 470.4 473.4 2,259.7 3,387.5 266.5 1.8
Kombolcha Tannery
8| Sh.Co - 640.8 640.8 0.3
9 | Batu Tannery PLC 702.9 222.7 2,302.0 1,609.4 166.4 5,003.4 186.4 2.6
10 | Mersa Tannery PLC - 11.9 25.0 217.3 344.5 598.7 312.6 0.3
11 | Debrebirhan Tannery - - 0.0 0.0
12 | Gelan Tannery PLC - 1,227.0 773.3 2,000.3 -37.0 1.0
13 | Modjo Tannery - 234.0 1,634.9 4,813.2 6,682.1 396.5 3.5
14 | Bahirdar Tannery 436.0 399.9 1,330.0 1,463.1 3,629.0 41.4 1.9
15 | Blue Nlile tannery PLC | 1,038.4 | 1,842.7 | 1,728.0 953.5 5,562.6 8.8 2.9
16 | Addis Ababa Tannery = 18.0 24.5 206.8 249.3 390.1 0.1
17 | Hora tannery 543.0 1,174.8 1,717.8 116.4 0.9
18 | Mesaco Global 2.2 2.2 0.0
19 | Bale tannery 31.0 5.4 25.0 61.4 140.2 0.0
20 | Cristal tannery 37.0 128.2 130.4 295.6 -49.1 0.2
21 | East Africa Tannery 2,646.1 8,188.1 10,834.2 209.4 57
China Africa Overseas
22 | Leather Production 95.0 6,889.6 | 13,155.3 20,139.9 3,621.6 10.6
23 | Habesha - 205.9 1,125.2 1,331.1 446.5 0.7
24 | Jafer - - 155.2 155.2 0.1
25 | Friendship = 11,071.2 11,071.2 5.8
26 | Ferida - 253.6 253.6 0.1
27 | United vision - 342.2 342.2 0.2
28 | New Wing 1,620.8 1,620.8 0.9
29 | Others 2.6 240.4 243.0 0.1
Total 11,157.6 | 12,877.9 | 24,017.6 | 41,628.7 |100,920.6 | 190,602.4 79.4 100.0

Source: Mol and Own computation

*Only eleven months were included.
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3.1.6. Direction of Finished leather Export

The export destination of finished leather was to
11 trading partner countries. More than 95 per-
cent of finished leather export was exported 1o
these trading partners. As it is seen from below
table, in 2005 main finished leather destination
was ching, ltaly and United States of America
having about 80 percent of fofal finished leather
export. In 2006, China and UK only contain 60

percent of the tofal. From 2009 onwards; the fin-
ished leather export destination was confined to
China and Hong Kong mainly. The main reason
behind was economic factors related to expan-
sion of leather industries and the other reason is
recently Chinese investors” involvements in leather

industries of Ethiopia.

Table 4: Direction of finished leather export in millions of USD

Destination (2005 - 2012)
Average
Export | Growth
Country | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 2011 2012 | value Rate Share
China 1.9 1.1 0.6 1.7 2.6 3.7 3.4 18.3 33.3 88.7 22.4
India 0.1 0 0 0.1 0.7 0.4 1 3.6 5.9 173.4 4.0
Germany 0 0 0.1 1.4 0.9 1 1.7 0.5 5.6 255.0 3.8
ltaly 1.6 0.3 1.9 1.9 1 1.7 4.2 15.7 28.3 127.9 19.0
UK 0.6 3.1 2 0.5 0.4 1.4 4.5 2.4 14.9 101.6 10.0
USA 1.6 0.8 0.6 0.1 0.2 0 0 0 GRe -31.7 2.2
Hong Kong
(China) 0 0.1 0.6 0.6 0.8 2.8 6 27.2 38.1 208.5 25.6
Indonesia 0.3 0.2 0.1 0.2 0.4 0.6 0.9 2.8 55 61.1 3.7
Thailand 0 0 0 0 0.1 0.3 0.6 5.2 6.2 355.6 4.2
France 0.2 0.6 0 0.2 0.1 0.1 0.2 0.2 1.6 25.0 1.1
Sub total 6.3 6.2 6 6.8 7.2 12 224 | 75.9 | 142.8 58.1 95.8
Others 0 0 0 0 0 0 0 6.2 6.2 4.2
Total 6.35 | 6.21 595 | 6.76 7.2 [12.03 (2238 |82.11 149.0 62.0 100.0

Source: ERCA and Own computation

The figure below shows that Hong Kong, China
and ltaly were top three destinations of Ethiopian
export of finished leather. Hong Kong and china

takes about 48 percent of finished leather export
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for the last 7 years covered. In contrast, finished
leather export to France was only 1 percent for

the last 7 years covered.
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Figure 2: Finished leather export destination from 2005- 2012 in millions of USD.
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Table 5 below shows countries with which Ethi-

opia has export partnership, contain more than

50 percent of world finished leather import.

Compared fo those countries” finished leather im-

port, Ethiopian export of finished leather to those

countries is insignificant. But, in the future, there

are room for Ethiopian finished export to those

Table 5: Trading partners finished leather Import

countries as the demand for finished leather is

high. Even, if Ethiopia can satisfy 5- 10 percent

demand of those trading partners it will bring

radical change for the sector in Ethiopia.

in millions of USD

Year 2001 2002 2003 2004 | 2005 | 2006 | 2007 2008 2009 | 2010 2011 2012
World 358.6 | 2660.2 | 29374 3310.9 | 3276.0 | 3325.4 | 36474 | 3503.1 | 2699.5| 3433.7 | 4014.1 | 3814.1
Hong Kong 135.6 4571 | 4449 526.4 | 522.8| 567.8| 601.9| 6260 5114 | 658.8| 721.8| 636.8
ltaly 14.5] 331.1 336.7 3498 | 376.6| 4027 | 4879 | 448.8| 316.8| 413.7| 5421 486.4
USA 10.2 92.8 82.2 84.8 90.9 9271 101.3 88.2 61.4 62.1 72.0 4.7
China 27.3 2957 3933 4763 | 4759 | 488.1 | 4657 | 4676| 430.3| 554.8| 558.3 567.8
Germany 59 84.1 78.1 74.4 82.0 76.7 96.0| 1057 75.6 82.5 84.1 81.5
Indonesia 2.5 2.1 3.9 1.5 0.7 1.2 3.6 8.5 3.0 53.1 59.3 51.0
India 1.5 3.4 6.1 13.0 9.1 12.0 12.0 15.3 12.3 16.7 15.9 22.1
UK 3.8 29.4 30.7 22.6 19.8 18.5 19.7 18.2 18.2 13.0 15.4 13.5
Thailand 0.9 54 38 5.2 55 54 7.4 9.4 7.3 12.2 12.5 188
France 4.0 82.6 87.4 88.7 80.6 75.9 980 1136 82.8| 115.1 150.6| 178.2
Subtotal 206.2 | 1383.6| 1466.6 | 1642.8|1663.9|1740.8|1893.2 | 1901.2| 15190 | 1982.0| 2231.8 | 2145.3
share from

world import 57.5 52.0 499 49.6 50.8 52.4 51.9 54.3 56.3 57.7 55.6 56.2

Source: ITC and own summary
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3.1.7 Medium Term Forecast for Production
and Export of Finished leather

Aftempt has been made to forecast both produc
tion and export of finished leather of Ethiopia
by using Autoregressive model. However, due
fo time series on the variable is not enough to
fest stationarity of variable, trend forecast meth-
od has been used. In order to forecast by trend
method, some assumptions were made. The first
one was, real GDP growth of Ethiopia continue
as per recent last years, the second assumption
is that the number of new investors (5 investors?
until 2014/15) is expected fo engage in the
production of finished leather will be as expect-
ed and growth rate of export of finished leather
continue as recent past years, factories will start
production at their 85% of capacity, new huge
investments like Hujian, George shoe will start
production in full capacity and finally export of

semi-finished leather continue to be taxed heavi-

ly as seen in 2012/13.

Table 7: Forecast of finished leather export in

millions of USD

year Finished leather Export
2013/14 147.6
2014/15 216.9
2015/16 318.9
2016/17 468.7
2017/18 689.1

3.2. Discussion with Relevant Institutions

The primary data was collected through inferviews
conducted both orally and in written Format. The
participants were The Ministry of industry, Leather
Industry development Institute (LIDI) and Ethiopian
leather Industries Association (ELIA). It has been
tried to address challenges and opportunities in
the production and export of finished leather. In
general, the challenges can be categorize under

~ i - the following:
Table 6: Production forecast by type of produc e following 1. Challenges Related 1o
er in millions of square feet :
Finance: The challenges
are mostly observed in
Producer | 2013/14 | 2014/15 | 2015/16 | 2016/17 | 2017/18 : .
: getting foreign currency for
Domestic , L
63.8 2053 |661.0  |2,131.2 |6,862.5 pUichdngmectinercagend
Ea— other related accessories.
133.1 298.0 667.6 1,495.5 3,349.9
Total 2. Market Access
Otal |196.8 |[503.3 |1,328.7 3,626.7 |10,212.4]| 4 Inforation,  and
Source : Researcher based on actual data from LIDI managements:  Knowledge

2 Five investors were expected to start
production of leather and leather products in FY
2014/15.
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of online marketing is lacking
by many so finished leather
industries have fo deal only

with subcontractors.
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3. Management Related fo the Industry: Market
penefration strategy is needed so as to compile
and compete with dominant producers of finished
leather globally. In addition, many leather indus-
fries lack proper organizational management,
production management, maintenance manage-
ment and human resource management mainly

due to lack of modemn experience in the area.

4. Production Capacity: this challenge is mainly
originated from lack of raw materials with need-
ed quality and quantity. These limitations have
caused many industries to perform below capac
ity. There is also low productivity and efficiency
especially by locally owned industries. .

5. Infrastructure: shorfages and frequent electric
power inferruption; Poor telecommunications in-
frastructure; insufficient transport infrastructure cre-
afes inefficiency in the production which makes

industries less competitive internationally.

6. Obtaining license, labor market, land and
security:
significant by many respondents regarding

those challenges were not as much

finished leather production and export in Ethiopia.
This was because govemment of Ethiopia is

working on those challenges.
3.3 Existing Investment Incentives

To encourage private investment, the Ethiopian
Government has developed a package of incen-
fives under Regulations No.84,/2003 for inves-
fors engaged in new enterprises and expansions,
across a range of sectors. These incentives are
available both to foreign and domestic investors
and it doesnt discriminate between a foreign

and domestic investor or between foreign inves-
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tors of different nationalities. Those incentives are
given for investment in the priority areas. Among
the priority areas, investment in finished leather is
one as it is part of leather and leather products
investment. The type of incentives that are avail-
able both fo foreign and domestic investors are

the following:

Customs Duty Exemption: A 100 percent exemp-
tion from the payment of import custfoms duty and
other faxes levied on imports is granted to invest-
ment capital goods and construction materials
necessary for the establishment of a new enter
prise or for the expansion or upgrading of an ex-
isting enterprise as well as spare parts worth up
to 15 percent of the value of the imported capital

goods. There are also many other exemptions.
Income Tax Exemption:

Any income derived from an approved new man-
ufacturing, agro-industrial or agricultural invest-
ment is exempted from the payment of income
tax ranging from 2-8 years depending up on the
area of investment, the volume of export and the
location in which the investment is undertaken.
Income derived from an expansion or upgrading
of an existing manufacturing, agro-industrial or
agricultural enterprise is exempted from income
tax for a period of two vears if it exports at least
50% of its products and increases, in value, its

production by 25%.

Beside tax related incentives, a lot other incentive
packages are developed by the government to
encourage the industry in general and export of

finished leather in particular.
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4. Conclusions and Policy implications

4.1 Conclusions

Most tanneries seem fo be working below ca-
pacity due to different factors. Among tanneries
operating in Ethiopia, about 19 (65.5 percent)

of them are on production of finished leather in

2012/13.

Ethiopia tannery and Ethio-leather are the two
most industries which have largest capacity in fin-
ished leather production in the country. In ferms
of ownership, tanneries which are owned by
foreign investors are more productive than those
owned by domestic investor though the number

are less than those in finished leather production.

Production of finished leather increased as in-
vestment in the sector increase during the recent
past years. The same also seen in finished leath-
er export performance of Ethiopia. Export of fin-
ished leather reached maximum in fiscal year
2012/13 (USD 100 million). Direction of fin-
ished leather export was mainly to Hong Kong,
China and ltaly with share of more than 67 per

cent for the period covered in the study.

Maijority of tanneries which produce finished
leather in Ethiopia are owned by Ethiopians and
when we see the distribution of those tanneries
many of them are concentrated in Oromia region
and Addis Ababa city administration.

There are many incentives for producers and ex-
porters of finished leather in Ethiopia.

Producers and exporters of finished leather face

many challenges related to finance, infrastructure,
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production capacity and others.

There are also many opportunities for finished

leather production in Ethiopia.

4.2 Policy implications

The following points were given as recommen-
dations for further better performance of finished

leather production and export in Ethiopia.

> Assisting fanneries should confinue as
many of them are working below their
capadity. It might be through increasing
the collection of hides and skins and even
facilitating import of raw materials from
neighboring countries fo solve raw materi-

al shortage in short run.

> In order fo expand finished leather indus-
tries, diversification of domestic leather

products production is needed.

> Direction of finished leather export needs
broadening. Because depending only on
few trading partners may affect the de-
mand for finished leather if some econom-
ic shock happens. This may be achieved
by finding new trading pariners by strong

diplomatic and economic relations.

> The other policy implication is, in order
fo solve machinery and accessory related
problem fadilitating domestic production
of accessory and components by Small
and Medium Industries locally is long last-

ing solution.
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> Infrastructure related  challenges  should also strong follow up of industries is need-
be solved as much as possible in short ed whether those incentive packages are
period of fime since its effects on the used correctly for the goal of government.

performance of leather industries is great
though the government is on the way to

solve the problem.

> Establishments of new industries should be
balanced among regional sfates. Incen-

tives packages should be broaden and

- “Financial peace isn't the acquisition of
. stuff. It's learning to live on less than you
. make, so you can give money back and -
: have money to invest. You can’t win until
: you do this.” - Dave Ramsey :

By being modest in your spending, you can ensure you will have enough for refirement
and can give back to the community as well.

. "It's not how much money you make,
+ but how much money you keep, how -
. hard it works for you, and how many
generations you keep it for.”
: - Robert Kiyosaki :

If you're a millionaire by the time you're 30, but blow it all by age 40, you've gained nothing.
Grow and protect your investment portfolio by carefully diversitying it, and you may find yourself
funding many generations to come.
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Will the Government of Ethiopia’s Policy of Saving
Mobilization be Successful?
The Lesson from the African Evidence.
Alemayehu Geda (PHD) Professor of Economics

One of the recent policy stances of the Ethiopian
government is mobilization of saving. As publicly
owned bank the Commercial Bank of Ethiopia is
aggressively working on this. This is an encour-
aging policy development of the government.
This is because it shows it came out of the lax
monetary policy which has led fo the rampant
inflation since 2005 (and we know that inflation
hurts the poor more). Thus, having reviewed the
determinants of saving and its linkages to various
economic aggregates in Africa, the purpose of
this article is to highlight the main conclusions of
the theoretical and empirical evidence in Africa
and fo summarize their policy implications. The
following points seem to emerge from this exer-

cise and we hope this will inform the government

policy.

To begin with the saving data, both at aggre-
gate (macro) and household (micro) levels suffers
from measurement problems. This measurement
problem arises because at the macroeconomic
level saving is measured as a residual of a resid-
ual by subtracting consumption from the natfional
income; and at a micro-economic level the con-
cept of saving, particularly in a rural based econ-
omy is complex (eg is the gold earring ornament
a saving or a consumption in rural Ethiopia?).
Hence the reliability of the data that has been
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used in many studies to date is questionable. This
problem suggests that even when saving studies
are carefully made the inferences drawn from
them may not be that reliable. The policy impli-
cation of this is, as is already done in few coun-
fries in Africa, is to encourage household surveys
that are based on clearly defined concepts of

income, consumption and saving.

Many African studies show that there is a high
degree of association between growth of an
economy and saving. However the causality is-
sue (whether saving causes growth or the other
way round) is not yet seftled. But, in general most
studies seem fo suggest that income growth in-
fluences saving. For a sample of African coun-
fries, growth is found to be the most imporfant
variable that has a significant positive effect on
saving. There is also a strong degree of asso-
ciation between investment and saving both in
developed and developing countries. Growth is
found to lead to high level of saving and invest-
ment. Many studies also noted that investment
is the most important deferminant of growth. In
Sub Sahara Africa [SSA] the existing empirical
evidence shows that saving generally leads to a
higher level of invesiment.

For developing countries in general saving is

negatively correlated with macroeconomic insta-
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bility and uncertainty (such as inflation, unstable
exchange rate, balance of payment defect ec).
Thus maintaining stable macroeconomic environ-
ment such as low lever inflation, stable exchange
rate, low level of public deficit and healthy bal-
ance of payment position is crucial. Although
there is conclusive evidence that households in
developing countries (particularly those in SSA)
are credit constraint, the effect of such borrowing
constraint on saving is inconclusive. The finding
in SSA strongly supports the conclusion that real
interest rates(which is the interest less the inflation
rate) have litfle or no impact on saving. This is ob-
vious in Ethiopia where most banks pay an infer-
est rate of less than 5% vet the inflation is above
10% and hence the real interest rate (>10% less
5%) is negative. It is interesting fo note here that
the recent IMF's request to Ethiopian government
to do something about its interest rate doesn't
seem to have empirical evidence both across the
continent and in Ethiopia too. In relation to this,
the African evidence also shows that financial
reform may increase the incentives to save, but
its overall effect is found to be inconclusive both
for developing countries in general and for SSA

countries in particular.

In developing countries, in general foreign aid is
found to discourage domestic saving (have a sfo-
fistically significant negative effect on domestic
saving). For developing countries in general and
for SSA countries in particular, an improvement
in terms of trade (the price of our exports relatfive
fo our import prices) is found to have a positive
effect on saving particularly in the short-run, but

its long-term effect is ambiguous.
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African based saving studies further shows that
demographic and insfitutional factors are found
to be important. The age dependency ratio
(more children and old people per household)
is found to have adverse effect on saving. This
underscores the importance of placing an appro-
priate population policy to enhance saving rafes.
Addressing institutional (through sensible policies
such as formalization of the informal sector), and
structural problems (such as infrastructural provi-
sion and efficient and relevant education policy)
is also noted in the empirical literature as influenc

ing saving mobilization positively.

To Sum-up, the following factors are empirically
found to be the most important determinants of
saving in developing countries including those
in SSA. Saving is positively related to income
level or growth, rate of investment, and short-run
positive changes in ferms of frade. On the other
hand, more often than not it is negatively relat-
ed to macroeconomic instability, foreign aid de-
pendency, and age-dependency. We hope the
points raised thus far help to chart an appropriate
empirically informed policy to raise the level of

saving.

At the bank, | told
the cashier, "I'd like
fo open a joint
account please.”
"0K, with whom?"
"Whoever has
lots of money."
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Dear Readers
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Our corporate magazine ‘Mudaye-Neway’ always looks for and encourages
your readership as well as your contribution. We would like to remind you to

send us articles that fit in to our columns. We accept contributions:
e Research Articles on Banking and related issues

e Papers on investment, legal issues pertaining to the Banking sector and

others meant to inform and educate readers on related areas.
e Short stories, Poems, and other articles for entertainment.

For detailed content of the Magazine, please look at the previous publications

of ‘Mudaye-Neway’
Dear Readers,

We would like to inform you that, in order to encourage your participation, we
have arranged a royalty payment. Please contact the Editor’s office for details

through the address we left you here:

Communication Sub-Process

E-Mail cbecomu@combanketh.et
Tel 011-122 87 36

Fax 011-123-79-58

PO. Box 255

We are very much grateful to know that you are always with us!
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