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ABSTRACT

Textile sector is an industry in which Ethiopia lsompetitive advantage. The study found to
assess the impact of imported textile goods on dtertextile industry in Ethiopia. In this study
both quantitative and qualitative research approagiwere used. To investigate the impact of
textile import into Ethiopia in terms of price amdlume on the domestic textile industry both
primary and secondary data sources were used. €benslary data is a time series data of 16
years collected from Ethiopian Textile Industry Blepment Institute and the primary data
collected from purposively selected 6 domestidléebdctories through the application of open
ended questionnaire to those key informants of fHwories. Co —integration and error
correction mechanism were employed to analyze ithe series data and simple descriptive
method was used to explain other serious probleroedf by domestic textile industries. The
result of the time series data analysis showed thatimport volume has negative impact on
domestic textile industry but import price has gositive impact. In addition, the analysis from
gualitative data indicated that lack of skilled Wwers, poor technology, obsolete machinery,
hard currency shortage, price pressure due to messle goods import, and low-tariff textile
import were identified as serious problems the dsirogextile industries in Ethiopia are facing.
Reduce the volume of textile and garments impdrtexEthiopia, conduct studies to improve
the performance of domestic textile industries,laep old machineries, train manpower by
working with universities and improve infrastruatgr are policy implications to Ethiopian
government.

Key words: Ethiopia, textile, import, domestic istiy
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CHAPTER ONE: INTRODUCTION

1.1. Background

The manufacturing sector has long been consides¢deamain engine of economic growth and
structural transformation. To this end, Ethiopianialated new, comprehensive Industrial
Development Strategy (IDS), which commenced inydsa 2002/2003. It was more concretized
into action by various sub-sector strategies andth®y successive development plans. The
2003/2003 IDS declared priority sectors for goveenhdirect support which include textile and
garment among others. The selection of the testilesector is justified on the ground that it is
labor-intensive and provides strong linkage witke thgricultural sector and competitive
advantage to compete in the export market (Muld120Despite the ambitious plan and the
many preferential economic and non-economic ingestigiven by the government to this
sector, import still continues to enjoy a highearghof the market. More than 73% of standard
fabrics volumes are imported in forms of fabricgl aeady-made garments costing the country

dearly in foreign exchange (chambers of commer@&]1 R

The textile world is constantly changing. New deyehent brings new opportunities in terms of
Production and products. Starting from early timeckb to 1939, Ethiopians have made
tremendous effort to develop the textile indusirge effort made was manifested through the
establishment of different government and privaismed textile industries. But, the Ethiopian
Textile Industry Development Institute (ETIDI) hkdely declared that exports for the first six
months of Ethiopian fiscal year 2015/2016 are lagdiehind the plan target. ETIDI stated that
the target was to obtain $60.07 million from textixport, while only $41.1 million was
achieved, meeting 70% of the plan (www.Allafricaom).The major challenges are low
production of local cotton, unmatched supply anchaed, low capacity usage of textile industry
and low capacity utilization in garment factoridsck of diversification of products and low
quality, limited production, inability to competentérnationally due to price pressure,
etc.(ETIDI,2015).

In the mid 2014, the government revealed ambitiplags to stimulate the sector by offering

attractive incentives to investors. The incentiedude duty free import of spare parts of 15%

1



of capital goods for the first five years of operat In addition, there is the possibility to hire
expatriates free from income tax provided they $bayno more than two years. The government
also offers reconciliation of value added tax (VA®) materials purchased locally during the
project period if declared within six months (wwwla8rican.com). According to the general
Director of ETIDI, the country is working to be tieading country in light manufacturing in
Africa which will lay the foundation for heavy amigh tech industry by 2025 (www.Allafrican.

com).

More than 152 new investments were expected amelat $1 billion income was anticipated
from the sector’s export. The Growth and TransfaromaPlan 1l (GTP2) is also expected to
create more than 70,000 job opportunities. Howeitewyas revealed that while the cotton
production was planned on 262, 000 hectors of lant), 65, 000 hectors were used for cotton
production. The El Nifio destroyed cotton crops o¥4/000 hectors of land. Other negative
factors included lack of continuous power supplyealv company linkage, shortage of
manpower, and delay in implementing investment qutsj accounted for the weak export

performance of Ethiopian textile industry during #ix months period (John Sambo, 2016).

The Ethiopian government wants the textile seatoné export-oriented and gives emphasis to
quality. The textile institute is also believed ttiae textile industry could achieve the export
target for the year in six months ending June 204§ Sambo, 2016). According to the ETIDI
view, the sector has comparative advantage of gigtlity cotton that is grown in the country
and duty free access to US through the African &worsd Opportunity Act (AGOA) and the
European Union (EU) market. There are also severalgn owned enterprises involved in the
Ethiopian textile industry coming from US, Chinajrkey, and the EU (John Sambo, 2016).



1.2. Statement of the Problem

In the first Growth and Transformation Plan (GTB#&jiod, 2010/11 to 2014/15, the government
had planned to earn one billion dollars from texékports in the course of those 4-5 years. The
actual performance of the sector was 456 milliolad® in garment exports in 2014/2015 which
was 23.2million in 2010/11. It is still consideras a big success but far distant from meeting the
projected one billion USD. The reasons for thedagap were low productivity of the textile
factories in 2010, lack of diversification in prams, low quality products, and inability to
compete on the international market due to pri@ssure (ETIDI, 2015). The relative success
was because of the demographic location of Ethjdmaing favorable weather condition and
good land for quality cotton production compareatioer African countries, and the availability
of cheap electric power and water supply (ETIDIL20 The focus of the government is aligning
cotton production with demand, constructing strdogwvard and backward linkages, and
attracting new prospects to the country by increasioreign Direct Investment (FDI) (ETIDI,
2015).

According to business opportunity report on Ethémptextile and apparel industry in 2015, the
Ethiopian government identified that there is weakkward linkage between the textile sector
and the cotton production and supply. In addititve, domestic textile and clothing industry in
Africa is hit by imports from Asian countries whidhfinds it difficult to compete with (Rudolf,
2006). The impacts from the influx of textile goad& Kenya has led to notable reduction in the
capacity utilization of the local textile mills tabout 50 percent following Kenya’'s market
liberalization in 1990 (Omolo and Omit, 2006). Chamports and the elimination of quotas
exposes most African countries to stiff competitmnthe local markets from more established
manufacturing economies such as China. Interndtmrapetition suppressed domestic price as
local manufacturers have had to compete with tieinal counterparts. Cheap imports put price
pressure on local manufacturers to drop clothingepr

Quality related issue is a serious matter to theigal of the textile industries in Ethiopia. Low
market share locally and internationally is theutesf poor quality products (Matebu, 2006).
This poor production in local coupled with lack @dmpetitiveness, poor leadership, lack of

commitment, lack of awareness of workers, inadegtraining of workers, poor quality supplies



of raw materials, poor relationship with customearsd suppliers, poor product design and
absence of team work marked the plight of the itrgiual the more serious. The major binding
constraint in apparel export is poor trade logsstichich nearly eliminate the country’s wage
advantage. The poor logistics in Ethiopia can kebated to two factors: high handling and
financing costs and physical distance from productcenters to Djibouti port. Deficient

facilities, unskilled workers, weak industrial baseimbersome exports, lack of tradition of
industrial discipline and of good labor relatioremyd poor industrial infrastructure such as
frequent power cut which reduce the competitiverdsthe domestic industry are factors that

hinder our textile factories from competing in lbaad international markets.

Therefore, the impact of imported textile and app@oods to Ethiopia, on domestic textile
industry is high. But research has to be condugethining to production capacity, local market
share, and imports price pressure on domestichiuligextile products and other challenges that

have impacted this domestic textile industry inigha; hence the need for this research.

1.3. Objective of the Study

1.3.1. General Objective

The general objective of this study is to assessrtipact of imported textile goods on domestic
textile industries in Ethiopia.

1.3.2. Specific Objectives

i) To assess the impact of imported textile price loa grice of domestic
textile goods;

i) To assess the impact of imported textile volumehanprice of domestic
textile goods;

iii) To give an overview of the import policy of textd@ods in Ethiopia,;

iv) To identify import related domestic textile indysthallenges in Ethiopia
; and

V) To suggest possible recommendations based on @isadin



1.4. Research Questions

The following are the research questions
) What is the impact of imported textile goods price the price of
domestic textile goods in Ethiopia?
i) What is the implication of policies on textile geoidnport in Ethiopia?
iii) What other factors are affecting domestic textlguistry in Ethiopia?

1.5 Research Hypothesis
1. The null hypothesis, il the volume of imported textile goods does notecff
domestic textile industry in Ethiopia.

The alternative hypothesis,;:HThe volume of imported textile goods affects
domestic textile industry in Ethiopia.

2. Ho: The price of imported textile goods affects themestic textile industry in
Ethiopia positively.
Hi: The price of imported textile goods affects theg of domestic textile goods in

Ethiopia negatively.
1.6 Significance of the Study
Firstly, this study will help Ethiopian to reviséet existing textile goods import
policies, and textile good import tariffs and thevgrnment to solve the problem of
dumping of finished textile goods to the countrgnfr different parts of the world by
unlicensed importers and contraband traders. Ségosohce it focuses on impact
analysis of imported textile goods on domesticikexhdustry, it can also be used as
starting point for other researchers to condudafietuin this area to further investigate
the challenges of textile goods import to Ethiograd encourage the export of textile
goods by minimizing import volume over time andctmtribute to the development of

the country.



1.7. Scope and Limitation of the Study

The major limitations of the study are time conistrand budget.

1.8. Organization of the Study

The first chapter treats introduction, includingckground and basic concept€hapter two

presents the review of related literatures. Thedtlchapter is about data and methodology.
Chapter four, deals with data analysis, discussam findings. The last chapter consists of

conclusions and recommendations.



CHAPTER TWO: REVIEW OF RELATED LITERATURE

2.1 Theoretical Literature

The gravity model states that there is a strongireap relationship between the size of a
country’s economy and the volume of both its impashd its exports. The bilateral trade
between two countries is proportional, or at lgassitively related to the product of the two
countries’ GDPs and to be smaller the greater istarte between the two countries. That is the
larger and the closer the two countries are, thgetathe volume of the trade between them is

expected to be.

Economic historians tell us that a global economihy strong economic linkages between even
distance nations, is not new. In fact, there hanlh&o great wave of globalization, with the first
wave relying not on jets and the internet but olnaads, steamships, and the telegraph. In 1919,
the great economist John Maynard Keynes descrhmdstirge of globalization. There were two
subsequent world waves, the great depression af986s, and widespread protectionism did a

great deal to depress world trade.

Globalization is a revolution which in terms of peoand significance is comparable to the
industrial revolution but whereas the industrialal@tion took place over a century, today’s
global revolution is taking place under our verg®yn decades or two. The rapid globalization
started with the end of World War 1l in 1945 andesxed to about 1980. It was characterized by
the rapid increase of international trade as altresfuthe dismantling of the heavy trade
protection that had been put in place during tleagdepression that started in the United States
in 1992 and during World War Il.

As all revolutions, however, today’s globalizatibrings many benefits and advantages but also
has some disadvantages or harmful side effecadt) there is a great deal of disagreement as to
the extent and type of advantages and disadvantdbese disadvantages and negative aspects
of globalization have given rise to a rethinkingtloé old beliefs in free trade and to a strong ant

globalization movement.

The best policy for the world as a whole is fresd&. With free trade each nation will specialize

in the production of the commodities that it candarce most efficiently and by, exporting some



of them, obtain more of other commodities thanatld produce at home. In the real world
however, most nations impose some restrictionshenfree flow of trade. Although invariably

justified on national welfare grounds, trade resiohs are usually advocated by and greatly
benefit a small minority of producers in the natairthe expense of the mostly silent majority of

consumers.

The problem is now exacerbated by the increasingpetitive challenge that advanced countries
face from the leading emerging market economiesgogarly China and India. Widespread job
losses have led to calls for protection from fonet@mpetition in advanced countries, especially
the United States. The challenge for advanced desnis how to remain competitive, avoid
major job losses, and share in the benefits ofalinéition, and avoid increased protectionism of
trade (Salvatore,2013).

The current Ethiopian government follows market é&dnomic policy since it seized power.
The first plan developed under this government stagctural adjustment plan that was targeting
to reverse the command economic system by the Wdgstering competition, opening the
economy, and promoting the private sector. Durihig period some measures have been
undertaken. These includes: liberalization of treifgn exchange market starting with a massive
devaluation of birr by about 150 percent in Octob292, removal of subsidies and export tax,
reduction of the maximum import tariff from 230 pent to 80 percent and liberalization of
market entry for privately owned banks and insueagompanies. The plan also aimed at
limiting the role of the state in the economic w@ties and promotion of greater private capital

participation.

2.1.1 Basic Concepts and Definitions

A textile is something or artifact made by knitting, weavimg crocheting fibers together.
Textile comes from the Latin wotéxtilis for “woven fabric”.Apparel is clothing in general. Its
origin is Latin. Garment is an article of clothing. It is derived from thH&ench word for
“equipment”. Garment is a somewhat generic term;cae use it when the specific kind of
clothing we are describing is not the point. A dré&x example is a dress and pants are pants;
they are not the same thing unless you refer tom theth as garments in which case they are the

same thing.Import means to bring in from abroad or something brourghits origin is literally



“to bring into port.” Industry is the organized action of making of goods angises for sale,
http:/Mww.vocabulary.conidictionary.

Agriculture, which comprises 46% Gross Domesticdaod (GDP), is still the leading sector in
Ethiopian economy. But, over the last two yearg® government has been determined to
diversify the exports with a priority set to stigitesectors like light manufacturing and textiles.
The textile- and apparel industry has grown aheerage of 51% in GTP 1 period, 2010/11 to
2014/15(ETIDI, 2015). Since the textile industryshuge potential, the government is driven to
open up the textile and apparel market to mid-angel scale foreign investors. In 2012, retailers
like H and M, Primark and Tesco have establishditesf and are buying finished clothing
products from Ethiopian manufactures (ETIDI, 201Hglf of Ethiopian textile and apparel
companies are Small and Medium Scales (SME’s) 6t BIDO works. There is an improvement
in the textile and apparel sector growth in a y2@t4/2015(ETIDI, 2015). Ethiopia has 2.6
million hectors that are suited for cotton cultieatwhich is a potential for successful industrial
backward linkage. At the moment, of this total capa only 5.6% of the cotton is cultivated and
used in the forward textile industry (ETIDI, 2015here are only few studies that are conducted
in the area of textile industries in Ethiopia. Teatudies that are conducted so far are mainly on
the issue of quality production and challengesdbagcess to international market through the
help of international agreements made between deamf developed nations and third world
countries. There are different preferential maketess to African countries like AGOA, and
Common Market for East and South Africa (COMESAG, fer African countries

The textile and clothing industries are importanboth social and economic terms. It provides
jobs especially for women. It fetches foreign coog for the country and ensures sustained
economic development by the application of appedprdevelopment policies (Yudhi, 2013).
The economic aspect could be expressed in termsraoie, GDP, employment, export
diversification opportunities and expansion of nfastured goods exports for low income
countries which can exploit labor cost advantages @l emerging niches and meet buyer
demands. The dynamic effects are greater the nmukages have been built up between the
garment industry and local textile suppliers. Atcnoalevel the contribution of textile and
clothing production to GDP differs country to coynbut is up to 5% in Sir Lanka, 12% in
Cambodia and 15% in Pakistan. Low income and dgued countries such as Cambodia,

Bangladesh, Pakistan and Sri Lanka depend ondeatitl cloth exports for more than 50% of

9



total manufacturing exports; for example, 80% imbadia and 83.5% in Bangladesh. The share
of total employment in manufacturing ranges fron%3f selected low income countries, 75%
in Bangladesh and 90% in Lesotho and Cambodia (iy 201.3).

The Ethiopian government initially has targeteckaéy; India, and china as sources of FDI in
manufacturing (ETIDI, 2015). Expanding domestic kearand cheap labor were key attraction
for those nations where labor costs went up. TmeenttGTP2 shows an increase of possibilities

for Dutch and European investors.

Textiles and clothing are a very important sectbinternational trade that has served as the
engine of growth, particularly for developing arehdt-developed countries. Over the past two
decades, the growth of the world textiles indusing trade has been influenced substantially by
three major developments. The first two are diyeotlated to the World Trade Organization
(WTO).First, the return of the textiles and clothing sectorthe "normal rules" of the
GATT/WTO - in other words, phasing out the longdiag Multi-Fiber Arrangement (MFA)
which, for almost 40 years, allowed countries tot@ct their domestic textile industry through
guotas. This was a major departure from the no@GRI'T/WTO rules.Second the accessions
to the WTO by China in 2001 and Viet Nam in 200%éhallowed both China and Viet Nam to
benefit from the phasing-out of the MFA quota systand enlarge their share in the global
textile and clothing market. Based on these twaettgpments, the world trading system became
more open to trade in textiles and clothidthird, the major development - which is the
significant transformation of the world textile ungtry through increased outsourcing, and the

proliferation of global value chains and globalgwotion networks.

These three major developments have had a suladtempact on the pattern of world trade, the
distribution of market shares, as well as the dlotadue chains in the textiles and clothing
sector, including the adjustment to new emerging/g@e in the field of manufacturing and
export. Since the return of normal trading rule@@5, when the Multi-fiber Arrangement quota
system ended, world trade in textiles and clotliing increased by more than 68 percent, more
or less at the same pace as the world trade in faxatoees. It has surged from US$454 billion in
2004 to US$766 billion in 2013. Even with the sfgrant economic downturn in most countries

during the period of 2008-2009, trade data poiotshe enormous success of export-oriented

10



textiles and clothing products. Today, developingramies and LDCs contribute to almost 70
percent of world exports of textiles and clothing.

In 2013, China alone accounted for 34.8 percenvard textile exports and 38.6 percent of
world clothing exports. However, it is interestittggnote that, with the rising production cost in
China and the shifting into higher-value goods aservices, in recent years China has started to
import finished textiles and garments from otheurdoes, such as Bangladesh and, perhaps,
very soon Sri Lanka. In 2013, Viet Nam accountedif® percent of world textile exports (it
was 0.2 percent in 2000) and 3.7 per cent of wddthing exports. Other developing and least
developed countries have also strengthened theditigmng in this sector - notably India,
Turkey, Bangladesh, Pakistan and Cambodia. Theased share of these countries in the world
textiles market has had a great impact in theirepgvreduction and economic development.
Although textile production is always an importéirgt step towards industrialization, this sector
continues to provide an alternative for workertoin-wage agriculture or service jobs even after
other manufacturing sectors are established, edpefor women and the less-skilled’speech

by Xiaozhun Y, in Beijing, China at Internationatade Multi-Fiber( ITMF) 2014 annual
conferencg

2.1.2 Imports and Taxes in Ethiopia

Import substitution industrialization policies inet early post-independence years were a boon to
cotton growers, to the textile and apparel indastthemselves and due to the imposition of a
100 percent duty on imported goods the print cliothdomestic consumption in Africa was
pursued as both an economic policy generating poiis revenue and as a cultural strategy
wearing African garments (Tina, 2006). Accordinggms imported into Ethiopia are subject to
a number of taxes except those items exemptedwbyTlaese taxes are customs duty, excise tax,
VAT, surtax and withholding tax. These taxes aréected by Ethiopian Revenues and Customs
Authority (ERCA, 2010).

2.1.3 Custom Duty and Its Rates
It is taxes imposed on goods entering or leavimgcibuntry. So far no tax on export is levied in

order to encourage export. However, there is a d&@ent export tax particularly on certain

hides and skins of animals. ERCA collects this sak@ased on customs proclamation no
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622/2009 and other regulation and directives. dte ranges from 0% to 35%. Raw materials
semi finished goods, and import items for publie ase 0% to 10% customs duty rate applied.
Whereas consumer or finished goods imported fubqeal use or for a non productive purpose;
the highest or 35 % customs duty rates are usapfyied (ERCA, 2010).

2.1.4 Export Tax

This tax is introduced on January 1, 2010 by diveato 25/2009 issued by Ministry of Finance
and Economic Development. It is 150 percent ofdbking price of the items like hides and
skins to be exported. The purpose is to curb thporation of the raw items and to increase

domestic leather products such as shoes, purses;-neade garments, etc.

2.1.5 Preferential Tariffs

Ethiopia is a member o€Common Market for Eastern and South Africa (COMESR)
administers preferential tariffs that favor tradéhwmember countries of COMESA. 1t is
applicable to goods produced in and imported fram member countries. Table 2.1 shows tariff

comparison of some items under COMESA.

Table 2.1:Preferential Tariffs

No. Regular customs tariff rate% COMESA Tariff Rate
1 5 4.5

2 10 9

3 20 18

4 30 27

5 35 31.5

Source: Ethiopian revenue and customs authority

2.1.6 Excise Tax

Excise Tax is a type of taxes levied on goods inggbmto Ethiopia and one of the most well
known forms of tax. It is a tax levied on selec@dlry goods. It also applied to goods that may
cause social problem. The minimum excise tax rppdied to excisable goods is 10% while the

maximum is 100%. Accordingly only 10 percent exdae rate levied on textile of any type

12



partly or wholly made from cotton, which is greyhite, dyed or printed, in pieces of any length
or width (except mosquito net and "Abudgedid”) amgtluding blankets, bed sheets,
counterpanes, towels, table clothes and simil&lestand garments.

2.1.7 Value Added Tax (VAT)

VAT is taxes to be levied on import items excdpmise items that are exempted from VAT by
the directive issued by the Ministry of Finance &wbnomic Development. VAT is levied on
every imported item. Importers are liable to paypg&scent of the sum of cost, insurance, freight,

customs duty and excise tax(directive no 18/2009).

2.1.8 Surtax

It is first introduced in the Ethiopian tax system April 9, 2007. The purpose was to build the
financial capacity of the government. However, thgosition on surtax over the imported
goods wouldn’t result in a rise in the standardivirfig and in the cost of goods for investment.
Fertilizers, petroleum, lubricants, and motor vidsdor freight and passengers are surtax free.
Beginning in April 2007, the government levied 1€rgent surtax on selected imported goods,
with the proceeds designated for distribution obssdized wheat in urban areas (Ethiopian
Customs Tariff, Volume 1 and 2, 2007 Version).

2.1.9 Withholding Tax

Withholding tax was introduced in Ethiopian DecemB8, 2000. Proclamation No 227/2001
introduced withholding tax and later on this proctdion was replaced by income tax
proclamation No 286/2002 and the Council of Mimst&come tax regulation No78/2002. The
latter proclamation made effective a withholding & 3 percent on import items and a 2 percent
on payments made in return for the purchase of gand services. Withholding tax is not a tax
in the traditional sense; it is the amount of ineotax collected on the imported goods which
results in underpayment of business income taxfduéhe years as determined at the time of
declaration of income tax. The tax payer is requtepay the difference with the declaration. If
the amount represents an overpayment of incomealuaxfor the year, the tax authority shall

refund the tax payer the amount overpaid withiee¢hmonths.
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2.2 Empirical Literature

In 2000 to 2009 the European Union textile andhifgy imports, originating in China have
increased strongly while the rest of the exportgeh® a varying degree remained in relatively
stable position, with the most significant increséng from India, Bangladesh and Turkey (EU,
2011).

Second hand clothes markets are widespread inaAfiiiban centers (Andrew 2012). In addition,
the growth of Chinese imports makes the total Sa\tican imports from China rise, so the
demand for South African local product would fafli€ Yang, 2014). Chinese imports have
introduced competition in Ghanaian market which mesulted in marginalized value of
authentic Ghanaian textile and it is a major ctwiting factor to the deplorable state of the
industry (Adikorley, 2018 The local market in Ghana is facing stiff competitifrom finished
imported textile prints usually from Coéte d’lvoirjgeria, China, and most recently from India
and Pakistan (Peter, 2006). Consumers argue tinaugh the locally produced finished fabrics
are relatively better in terms of quality, the metrfor imported products has increased because

the products have attractive colors, new desigssftar and glossier finish (Peter, 2006).

Import competition negatively affects the numbewofkers and wages in the apparel industries.
Similarly, to such correlation discovered in thetile industry each of these correlation consists
of two regimes governed by the value of import catipn beyond the three short values an
upsurge of import competition severely affects btik number of workers and wages in
Indonesia’s apparel industry (Yudhi, 2013).Massidamping of used clothes in Africa

significantly undermined competitiveness of theitexsectors.

Lawrence and Rhys, 2015, used econometric estim&ti@valuate the impact of Chinese trade
on production and employment in South Africa mantufeng from 1992 to 2010. Their finding
shows that increased import penetration from clegnzsed South African manufacturing out to
be 5 percent lower in 2010 than it otherwise wolbéve been. The estimated reduction of
employment in manufacturing is larger as a resuttazle with China. About 8 percent declines
in output in 2010 were because the increase initapaised labor productivity within industries

as industries are labor intensive.
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Morris and Einhorn, 2008, analyzed the Chines@lrapread clothing exports globally, using a
frame work of complementary or competitive relasbip and direct or indirect impacts. The
reason for the huge increase of Chinese clothingorta. The significant welfare benefit to
cheap clothing imports for consumers. The impactlaral manufacturers and the policy
challenges this creates for local producers. Tlealtreshowed that the direct and indirect and
textile sector is complex. It reflects all stresgesndustrial policy which seeks to balance the
interests of producers and consumers over timaich & way that short term welfare costs in
order to promote longer term production capabititylding. According to this study for many
clothing firms the past few years have been a masdock. Many have struggled and failed to
make the required transition and have closed, uesired, downsized, or shifted from full
package producers to outsourcing locally. The vers they made suggested that the volume
of sales has also increased by a factor greater @ value of sales. The competitiveness

impacts have resulted in the industry having tacalty hander goes a restructuring process.

Karan, 2014, was realized that there was a se@lentrease in production and export of
organic cotton to U.S.A and Europe and in the cgndecade garment and textile industry is
taking a serious turn towards the product and ntadgt@f products. The Ethiopian garment and
textile industry has to think about how to be imsegdifrom the various marketing strategies and
trade policies from the Europe and the U.S.A ineoitd support the building up of brands from
within the country for domestic business. The nEgdnass marketing has to create where the
consumer inside the country should be loyal todbéhing from the local manufacturers rather
than buying imported textile goods. The researtlasrrecommended that more emphasis should
be given on micro and macro level of economic fagt@o temporization of the traditional
Ethiopian design, brand development, fashion prbdines, and accessories/look for co
branding, research and development, and technokigpuld be considered, improve the

standards of labor as textile industry is laboemsee.

Elena and Rigoberto, 1996, investigated the imp&dmports on domestic price cost margin
through the interaction of economies of scale, dachand elasticity’s. They also argued that
theoretically, the impact of imports on domestic@icost margins by separating this impact into
three components: the direct effect of imports epreéssing domestic prices, the further impact
on prices caused by the reaction of domestic pmdithe associated changes in costs. It was

shown that overall imports can have a positive egative impacts on domestic price cost
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margins depending on the sign and strength of é¢hebe elements. A positive effect is
theoretically is consistent with weak economiesadle and low elasticity’s of demand. Imports
can have a negative impact on price cost margipscglly in markets characterized by strong

economies of scale and high elasticity’s of demand.

Tang, 2014, studied the impact of Asian investnoanffrica’s textile industry. The result of the
study showed that the textile and apparel sect@oirtheast Africa keeps shrinking because of
the challenge from Asian competition. These coasntdontinue to lose market share in general
as a result of the liberalization of internatiotralde and rising labor costs at home. Exports are
affected by changes in subsidy policies and bystarés movement within the region. The study
also identified that Asian products are not onlgpming a greater share of international market
but also flooding into southeast Africa’s domestiarket, dealing further blow to the local
textile and apparel sector. In Southeast Africa ynah the companies have to depend on
imported raw materials accessories and machinerthe@docal demand is low to encourage
suppliers to invest locally. Conversely, the demgmg on imported supply increases the cost of
production in the region and hinders growth ofgbetor. Lack of scale was a major obstacle for
the growth of textile and apparel sector in Southédrica. Smaller enterprises cannot compete
with the immense Asian manufacturers in terms a@feprThey have less bargaining power with
suppliers and have little support locally. Currgndl large amount of cotton is exported to China
from Africa and a large amount of fabric is impart® Africa from China. The raw materials
travels tens of thousands kilometers just for twohoee steps of processing. So coordination of
the upper stream and downstream producers will & full. The payoff is potentially
significant in building the missing link of textilgrocessing could create jobs, boost the economy
and put African on a path of sustainable growtlthie cotton textile apparel value chain. In
general Asian countries continue challenging Afdacandigenous enterprise. So, African
countries need a clear vision and tailor policesniake the most their opportunities to ensure

sustainable industrialization and comprehensivesldgwment.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Research Approach and Design

In this study both quantitative and qualitativeei@sh approached were used, in order to cover

all aspects of this thesis. The researcher uséddsohary and secondary data sources.

3.2 Population, Sample Size, and Sampling Procedure

Currently, the textile and apparel sector condisiround 130 medium and large scale factories
of which 37 are foreign owned (ETIDI, 2015). Becausf distance and budget constraints,
textile factories that are located in Addis Abalna autside of Addis Ababa, those having long
history, and good experience were selected thrahghapplication of purposive sampling

technique. Accordingly, 2 privately owned and 4 ggmmental domestic textile factories were

selected. Each factory manager was chosen asiafkemant.

3.3 Data Source and Data Collection Method

The data sources are both primary and secondaoyn Bre selected six textile industries, data
was collected through open ended questionnaire keynnformants, i.e. factory managers. The
secondary data was obtained from Ethiopian Textitkistry Development Institute (ETIDI),

National Bank of Ethiopia (NBE) and Ethiopian Renerand Custom Authority.

3.4 Data Analysis Methods

Descriptive and inferential statistics were usedatmlyze the data. This was done by the
application of Co-integration and Error Correctigiechanism model. They were employed to
analyze a time series data of imported textile goiodterms of import price and volume, and
domestic textile goods measured in price per yean 2000 -2015. The unit of analysis was at

national level.
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CHAPTER FOUR: RESULTS AND DISCUSSIONS

4.1 Time Series Data Analysis

This chapter deals with data analysis, discussiod,findings. The secondary data obtained from
ETIDI is a 16 years’ time series data. That is fre@®0 to 2015. The data were organized in
tabular form. Table 4.1 presents the textile ancingat imports to Ethiopia and growth value

(GV) information in terms of values or price in @@USD) and volume in (‘000kg)

Table 4.1: Ethiopian Textile and Garment Import &\d Information
Import of Textile and Garment Produ(2900 - 2015)

Year (G.C)) Value (in'000USD) (":.’gggzg)
2000 68,175.90 31,827.50
2001 94,890.70 40,846.40
2002 107,745.40 44,466.90
2003 141,689.80 67,358.30
2004 145,376.50 60,211.10
2005 174,591.30 61,955.20
2006 219,323.00 61,190.90
2007 218,054.00 58,581.50
2008 206,683.80 59,620.80
2009 269,463.10 54,806.00
2010 314,192.60 61,502.90
2011 260,677.80 54,009.10
2012 406,042.11 90,056.00
2013 476,558.18 95,651.97
2014 557,193.85 197,551.45
2015 659,339.38 146,147.44

Source: Ethiopian Revenue and Custom Authority
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Table 4.2 given below presents gross value of mroolu by manufacturing of Textile and
Garment products in terms of values in (‘O000USD).

Table 4.2:Gross Value of Production by Manufacturing of Tkx& Garment Products (Value in ‘000USD)

Year
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Source: Central Statistical Agency of Ethiopia

4.1.1 Test for Stationary

The first step in the analysis of time series daiavestigating whether a given time series data
is stationary or not. There are different statstimethods that are used for this purpose. Among
the existing statistical test that has become wigepular over time is the unit root test. To start
with, consider Yto be a time series data. If ¥ to be stationary the mean, variance, and auto-
covariance of Y must be the same as those qh.YIn other words, if a time series data is
stationary, its means, variance and auto -covagiabwarious lags remain the same irrespective
of the point at which we measure them; that is they time invariant. If a time series is not
stationary it is called non-stationary time seri&saon-stationary time series will have a time

varying mean or a time varying variance or bothjé@ati, 2004).

If a time series is non-stationary, we can studyhé&havior only for the time period under
consideration. Each set of time series data waltéfore be for a particular episode. As a redult, i
is not possible to generalize to other time periSd, it is important to test whether it is

stationary or non-stationary through non-statiorsioghastic processes.
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LetY; be a time series data.

Wherer1 < p < 1 and u,(0.5?).
Now let us subtract,_, form each side to obtain:
Yo=Y, 1=PYr 1Y +tu— — — —(2)

& - 1DV +u;

Alternatively it can be written as:
AY, =68Y i +u— — — — ——————(3)

Where,§ = P — 1, andA as usual is the firs difference operator.
Now, estimate (3) and test the null hypothesis, He: 0,if § = 0, then P = 1, that is we have a
unit root, meaning the time series under considerais non stationary. To test this null
hypothesis the normal t value of the estimated freft of Y,_; does not follow the t -
distribution. Therefore, instead we use théau) statistics which is referred as Dickey-Fulle

(DF) test. The DF test is estimated in three d#iférforms, that is, fewer than three different null

hypotheses.
1.Y, isarandomwalk, AY, =6V, +ut— — — —— — ————(4)
2.Y; is arandom walk with drift,AY; = B; + 6Y;_1 +u; — — — —(5)

3Y; is a random walk with drift around stochasticditrend.
AY, =1+ Bt + 6V +u — — — —(6)
Where, t is the time or trend variable. In eactedas null hypothesis is that:
Hy: 6 = 0, That is, there is a unit root and the time sage®n stationary.
H,:5-0, That is no unit root and hence the time serietaonary.

Now let us consider the textile import price (IB)Ethiopia from year 2000 to 2015G.C.

AlP, = B+ Bt +Ippq+ut— — — — — — (7)
For this series the result of the regression k®ws:
AIP, =-10624.478+ 7546.031t -0.073IP.; — — —(8)
28117.836) (7954.997) (0.250)
t -0(378) (0949) €0.293)
R? =0.244772, Adjusted R Square =0.119 d=2.4110028
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Here thet (tau) value of the IR coefficient is -0.292. It is less than 5% critivalue of -3.70in
absolute value. Hence the null hypothesis is netted and the IP time series is non stationary.
That is, a random walk with drift around stochastiwe trend and the estimated p value is 0.927.
Similarly, consider the result of regression oftitexmport Volume (IV) to Ethiopian as follows.
AlV, = B+ BV +us,— — — ———(9)
Output
AIV, =24949.912-0.250IV 13— — — — —(10)

(17058.569) (0.216)

t 1463)  (-1.156)
B =0.093273, AdjusteR Square=0.024 d = 2.272909

The domestic textile, in terms of price,

ADPy = Bo+ p1DPry tug—— ———— — (11)
ADP=—00341DP,_; — — — — —— (12)
(0.135727)
t  (0.2511)
R®> =-0.029743 d=2.575274

Thert (tau) value ofV,_, coefficient is-1.157 which in absolute value it is less than 5% critical
value of -3.93 and for model (12)(tau) value of the coefficient &P;_; is -0.251, which in
absolute value is less the 5% critical value d®33Therefore, in both cases the null hypothesis
is not rejected and hence they are non-stationary seriesAlV; is a random walk with drift
and DP is a random walk without drift. Hence, P and IV time series above the estimated p

value are 0.750 and 0.966 respectively.

4.1.2 Co -Integration Method

The second step in the analysis of time series @atavestigating whether the time series
variables are co-integrated or not. Economicallgaging two variables will be co-integrated if

they have a long term or equilibrium relationshgivieen them (Gujarati, 2004). There are a

21



number of methods for testing co-integration. THe @ ADF unit root test on the residuals
estimated from the co-integrating regression arel db-integrating Durbin-Weston (CRDW)
tests are most recommended. CRDW is the quickesiamoler method.
consider the following:

Dpe =By + BolPe + BlVi +up — — — ————(13)

Where u, is normally distributed with zero mean and constamiance, u.(0,52)

After estimating (13) becomes as follows:

DP,=13961.935+0.9261P;- 0.903IV, — — — — — — — — — (14)
(41364.281) (0.242) (0.987)
t (0.338) (3.822) (-0.915)
AdjustedR= 0.708R Square=0.747 d =1.595>1.539

Since DP, IP and IV are individually non stationatiiere is the possibility that the
regression is spurious. Therefore it is importanpérform a unit root test on the residual
obtained from (14) and obtain the following result.

Au, = —0.839933 u,_,
R’=0.3883t -3.011529d= 1.81393>1.539
Adjusted R Square=0.342

Statistically, the equilibrium error term is zenaggesting thaADPadjusts to changes in IP

and IV in the same period.

It can be clearly seen from (14) that DP, IP avicile co-integrated; that is there is a long-term
or equilibrium, relationship between them. Howevémn, the short run there may be
disequilibrium. So, it is important to tie the shoun behavior of DP to its long run value. Error
Correction Mechanism (ECM) method is used to fihd short term equilibrium. Therefore,
consider the following:

ADP; = ay + a,AIP, + a, AV, + azup 4 +€— — — — — — — (15)
Where, €, is a random error termang_, = (DP,_;—B; — B,1P;_; — B3IV,_,), that is the one

period lagged value of the error from the co indtigg regression.
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We can estimateu;_y = DP;_y — 81 — BolP;—q — B3lVieq — — — — — (16)
ADﬁt == (Xo + (XlAﬁt + OCAlot + 0(3125_1 +Et_ - - - - - - (17)

ADP, =-34136.971+1.612A[P,- 0.267AIV, —0.937u,_; — — — (18)
(23714.597) (0398) (0.632) (0270)
t ¢1.439) (4.052) (0.423) (-5.722)

R Square=0.724 Adjusted R Square=0.649

4.1.3 Error Correction Mechanism(ECM)

Error Correction Mechanism (ECM) states th&P, depends onlP,, AIV, and the equilibrium
error term (Gujarati, 2004). If botA/P, and AIV; is non-zero, then the model is out of
equilibrium. From equation (18) the coefficient wf_,is negative and it implies that DP is
below its equilibrium value iti;_,is negative and therefoeD P, will be positive to restore the
equilibrium that is, ifADP; is above equilibrium value, it will start falling the next period to
correct the equilibrium error. Statistically, thgudibrium error term is zero, so that DP adjusts
to changes in IP and IV in the same time period IBndas positive impact and IV has negative
impact on short-run changes on domestic textileeprHence1.612 and- 0.267are short run
equilibriums for IP and IV respectively. Similartiie long run equilibriums for IP and IV are
0.926and- 0.903 respectively.

If a time series is a non-stationary, both withftdand without drift can be transformed into
stationary time series by first difference or so lonthis study weak stationary assumption was
taken into account. Accordingly, the first diffecenin ADP, and AlV; is stationary. The time
series for IP is non-stationary with drift aroumdé trend that can be transformed into stationary
time series by trend stationary process. That iselgyessing IP on time and the residuals from

this regression will then be stationary. Hence mmrghe following regression.

IPi=agtat+ue (29)
IP, =-16971.039 +33761.280t +u, __________ (20)
u; = (I[P, +16971.039 - 33761.280t) — — — — — (21)

Hereu, is called detrended time series.
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Now it is reasonable to regreA®P;, onAlV, andu; to test the hypothesis that states both
the import price and volume of imported textile ahathes affect domestic textile industry in

Ethiopia in terms of price.

DP_1=33099.180 -0.578IV_1+1.155u_1— — — — — — (22)
(11318.365) (0.368) (0.121)
t (2.924) (-1.572) (9.513)
Adjusted R Square = 0.855 R Square=0.875

From equation (22) import price is statisticallygrsficant and it affect domestic industry

positively that is the domestic textile industrycisaracterized by low economics of scale and
their products are demand inelastic. According e &adjusted R squared, 85.5 percent of
domestic price of locally manufactured textile geade explained by the volume and price of
imported textile goods jointly. The alternative bypesis which states the price of imported
textile goods affect the price of domestic texgtwods in Ethiopia negatively must be rejected,

and the null hypothesis must be accepted.

4.2 Forecasting

Forecasting is the important part in the analydigime series. Once the given time series
converted into stationary, it is possible to apBlgx-Jenkins methodology to identify the
appropriateautocorrelations integrated moving average (ARIMAlutocorrelations iS the process

in which a given time series is affected by its bagg moving average is the process in which a
series is affected by previous error term. Theef&RIMA is the combination of both the
process that gives better forecasting result. lderery important question is that how to identify
the appropriate ARIMA for a given time series. 8pidentify the right model the correlograms

of DP is given as follows.
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Table 4.3: Autocorrelation and Partial Autocorrelation function

Lag | Autocorrelat Partial Box-Ljung Statistic
ion Autocorrel
ation Value | df Sig.”

1 0.565 0.565| 6.132 1| 0.013
2 0.213 -0.157| 7.061 2| 0.029
3 -0.038 -0.132| 7.093 3| 0.069
4 0.018 0.202| 7.100 41 0.131
5 -0.073 -0.233| 7.242 5 0.203
6 -0.096 0.006| 7.508 6| 0.276
7 -0.113 0.020| 7.914 7| 0.340
8 -0.142 -0.200| 8.635 8| 0.374
9 -0.161 0.017| 9.704 9|1 0.375
10 -0.183 -0.103| 11.308 10 0.334
11 -0.188 -0.135| 13.344 11| 0.271
12 -0.199 -0.038| 16.201 12| 0.182
13 -0.111 0.014| 17.383 13| 0.182
14 -0.026 -0.022| 17.478 14| 0.232

Source: survey data analysis by SPSSS.vr 20

a. The underlying process assumed is MA with the order equal to the lag number minus

one. The Bartlett approximation is used.

b. Based on the asymptotic chi-square approximation.
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Figure 4.1: Autocorrelation function correlogram iimport textile price.

The autocorrelation correlogram shown above deslup to lag 2 and cuts off.
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Figure 4.2: partial autocorrelation function coogrlams for domestic textile price.
The solid line in this figure 4.2, give the approate 95 percent confidence limit. The
partial autocorrelation correlograms shows thdagtl the spike is out of this limit and
hence, the coefficient is significantly differendm zero but the rest are not. As a result it
is an AR (1) model. In addition to this, after [aghe spikes cut off and assume MA (1)
model. Therefore, the model for DP is ARIMA (1,diven as follows.

DPt = 0(0 + (Xlut + azut_l + 0(3DPt1 _______ (23)
DP, = 1496.716 + 0.998 - 0.038:,_, + 0.998DPt_1 — —(24)
(1804.149)  (0.009) (0.010) (0.008)

t  (0.830) (105.682) (-3.779) (120.998)
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Adjusted R Square = 0.999

For example, the forecast value of DP for the @5 is about 343937.3294 thousand
dollars. The actual value of DP for the year 2015 843651.15 thousand dollars; the

forecast error was an over estimate of 286.179d0s#nd dollars.

In similar manner, the model for IP is given below.

Table 4.4:Autocorrelation and Partial Autocorrelation function for import price

Lag| Autocorrelatior] Partial Autocorrelatiol Box-Ljung Statistig

Value | df | Sig?
1 0.523 0.523| 5.243] 1| 0.022
2 0.234 -0.054| 6.366| 2| 0.041
3 0.045 -0.077| 6.410, 3| 0.093
4 -0.276 -0.358| 8.240, 4| 0.083
5 -0.217 0.137| 9.476| 5| 0.092
6 -0.279 -0.228| 11.711 6| 0.069|
7 -0.342 -0.147| 15.462 7| 0.031
8 -0.264 -0.162| 17.964 8| 0.021
9 -0.150 0.110( 18.88¢6 9| 0.026|
10 -0.165 -0.336| 20.191] 10| 0.027
11 -0.105 -0.066| 20.820 11| 0.035
12 0.085 0.102 21.339 12| 0.046
13 0.126 0.014] 22.855 13| 0.043
14 0.165 -0.229| 26.754 14| 0.021

Source: survey data analysis
a. The underlying process assumed is independarit (noise).

b. Based on the asymptotic chi-square approximation
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Figure 4.3: Autocorrelation function correlogram
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Figure 4.4:partial autocorrelation correlograms
The autocorrelation function and partial autoc@atieh correlograms and table 4.4, show
that at lag 1 the coefficient is significantly @&fént from zero and after lag | it cuts off.
Therefore, the model for IP is also ARIMA (1, 1)agiven as follows;
IPt = ao + (Xlut + azut_l + 0(31Pt1 __________ (25)
IP; =-813.549 - 0.098&:; + 0.994u;_, + 1.168IPt_1 — — — —(26)

(6857.115)  (0.067) (0.076) 0.0Q6)

t  (-0.119) (-1.451)  (13.115) (44.975)

Adjusted R Square = 0.995
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For instance, the forecast value of IP for the k4 is about 477276.1219 thousand
dollars. The actual value of IP for the year 201#sw76558.18 thousand dollars; the

forecast error was an overestimate of 717.94190stad dollars.

4.3 Open-Ended Questionnaire, a Qualitative Aspect

In Ethiopia there are both government and privateed textile factories. Among them, Dire
Dawa textile factory is government owned factory. i$ located at Dire Dawa city
Administration. It has a total number of 1200 workies. The manager of this factory is Mr.
Fekade G/Hiwot  who provided this general infororatabout the factory. As per the
information obtained through an open ended queséima, Dire Dawa Textile Factory is a
medium scale factory that mainly manufactures cldkd abujedid, flannel, and bed sheets.
Although cloth made in this factory is of low quglithe factory has a capacity of producing a
total of 963,218rhclothes per year and makes 662,400 USD total reventaverage including
VAT.

The performance of this factory is mostly affectsg imported textiles and clothes, budget
constraints (shortage of working capital), lack siilled workers, lack of technology and
immigration of trained manpower. Moreover, managgas commented, imported textile and
clothing in Ethiopia affect domestic textile protioa in general and reduces its market share
locally. This is due to old technology and highguotion costs in the country. He also believes
that the price pressure of imported textile gooasld affect the price of domestic textile and

clothes in the local market as the products offdmsory are available only at local market.

Dire Dawa Textile Factory does not own cotton famna. As a result they buy raw materials
from middle Awash, Humera and Omo Valley cottonduction firms. To solve thesesevere
problems the technology must be changed; all covecebodies must follow the performance of
this factory and identify the problems of the secho addition to this the government must help
the factories to purchase new technology; mustuewalthe performance of the sector and revise

the existing policy.

According to the manager the products of Dire Dawstile Factory are of low quality and price
inelastic; they do not compete in the internatiomarket. They never used the opportunity of

free market to Ethiopia internationally. As a résar country is not benefiting from AGOA or
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COMESA to sell the textile products abroad. Themefdo solve this problem in the future,
further study must be conducted in this sector rideo to improve the quality of domestic
products. In addition to this the Ethiopian expamt import policy does not help to promote the
sector of textile industry. This is because thelesed on imported textile goods is very low,
and as a result the local market in Ethiopia gatarated with import goods and leaving little

space to domestic products.

Bahirdar Textile Factory is a large scale factayrfd in Amhara regional state of Ethiopia. It
has got 1445 workers. It is a government owned @mmhich is currently managed by Mr.
Yared Birhane. Quilt covers, Red sheets, pillowesasabujedid, andhammaare its main

products. In 2015 budget year, the company manufdta total of 5,018,000 metric square
tones of cloth and earned total revenue 8,867,18D.UAccording to the manager of this
company, their products are made from cotton ardcanformable and found on international

markets, though not in abundance.

Just like Dire Dawa Textile Factory, Bahirdar Téxfractory does not own cotton farmland and
it gets the raw materials from Awash, Afar, Gonddetema, and others places. The company’s
management believes that competing in internatioreaket, making quality products, involving
skilled workers in export market research will ghgamprove the current poor performance of
the company in general.

The company didn’t make use of the existing preféaéfree market like AGOA and COMESA
so far. This is because the company has no captcipyoduce quality product with enough
guantity consistently. In addition to this, at miational market the customer prefers clothes with
new design and style that cannot be produced bymidbackward machines at this factory and
unskilled workers. To improve this condition, thevgrnment must assist the adoption of new
technology, train more workers and replace obsoteehinery with modern digital machinery
SO as to meet the needs of international societyemmeral. The government must also create
awareness in the society so that they can purdbaakly manufactured clothes even though the
main focus of the factory is exporting.

Another textile factory that this research has baacupon is Debre Birhan Textile Factory. It is

located at Debre Birhan town. It has got 443 actveekers. It is a private company managed by
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Mr. S.K Goel. Debre Birhan Textile Factory is agrscale factory which manufactures mainly

blankets, bed covers astiammassimall Gabis/with relatively high quality products.

The performance of this factory is mainly affectgdimported textile and clothes from different
parts of the world by inability to compete in imational market, by lack of skilled workers or
trained manpower and by foreign currency shortddest importantly, imported textile and
clothes to Ethiopia affect production and reduceirttmarket share locally. Most Ethiopian
customers opt for low-priced items as their incomesot allow them to go for expensive ones.
It is because of low quality imported blankets &alde at local market and their customers
turned their face for this low price products .Timported blankets are of low price because of
their low quality and yet Ethiopian customers prééebuy them mainly because they can afford
to do so. Hence, to some extent it is affectingrtheoducts price at local market as they sell
their products at local market only. The factorgslmot own cotton farmland; they get the raw

materials from Europe, India and China.

It is very important for the sector to work withgher educational institutions to bolster the
capacity of their manpower and produce export ¢erproducts in order to solve currency
problem. The government must also protect thisosdny encouraging the society to use local
products, and by taking action against the impiarabf low-priced products. The factory has
not yet made use of the preferential free markentatnational market as the products of this
sector is of low quality, high cost of logistics tansport factories products to the port of
Djibouti. Even though the export and import polgcief Ethiopia help to promote domestic

textile production, it needs revision.

Almeda Textile plc. is located at Adwa, Tigrai, Ethia. It is a privately owned company and
theproperty of EEFFORT that holds around 6000 wstkie is a large scale company run by Mr.
T/Mariam Tesfu and manufactures clothes like Ttsh{Knitwear) trousers, hospital wears,
military, policies and student uniforms relativelyth high quality, according to the manager.
The company manufactures large tones of clotheyger, and earns a total of 25 million USD
incomes. Imported textiles and clothes, lack aérinational markets, lack of skilled workers, and
shortage of technology, hard currency shortage paoglimity to local market are factors that

affect the total annual income.
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The manager of the company believes that imposrtle and clothes affect their products and
reduce their local market share. These importetiiéegoods and clothes could affect the price
of domestic clothes at local market as there ispmiition between newly made clothes at this
factory and that of re-used import garments. Theergxof the impact of these import textile
goods and clothes is relatively high. Almeda siétigroducts at local and international markets.
The factory does not own its own cotton farmland there are sister companies or firms from
which they get the raw material. These are Afarmdia, Metema, and Gambella cotton

production companies.

According to the manager of the company, the mesbss problem to their factory is shortage
of hard currency, lack of skilled manpower, podirastructure, power interruption, poor net-
work and poor market linkage. As far as the powésrruption is concerned, the manager said
that they are ready to prepare power storage péahave sustained power in the factory. But
they don’t have any idea how to mitigate the otir@blems stated above. The manager has also
explained that they are not fully utilizing the drenarket opportunity in AGOA and COMESA.
However, about 5% of their capacity is used to sd#m&r products abroad through these
agencies. The manager also added that poor qpatitiucts, late delivery and price pressure are
a real challenge in competitions at internationatkat. According to him the export and import

policies of Ethiopia help to promote their fact@xcept customers delay.

4.4 Findings

The result from co-integration methods shows tHadrd is a long-term equilibrium or
relationship between the dependent variable domesttile price and the volume and price of
imported textile goods at local market. Form thepati of regression by the application of
SPSS.ver 20, the long-term equilibrium of DP withttof IP is 0.926 and 0.903 with that of IV.
Accordingly IP has positive impact and IV has nagaimpact on short run changes on domestic
textile price. Hence 1.612 and -0.267 are shortequilibrium.

Imports can have a negative impact on price cosgimaespecially in markets characterized by
strong economies of scale and high elasticity'ddemand (Elena and Rigoberto, 1996). The
output of repressor model shows that the impoxtepaffect the domestic price positively and

hence it is consistent with weak economies of saatélow elasticity’s of demand for domestic
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products. The volume of imported textile goods @fe¢he domestic industry negatively both on
short and long run period but is non-significant.

The model for DP and IP time series is ARIMA (L The ARIMA (1, 1) model, forecast value
of DP for the year 2015 is about 343937.3294 thodisdollars where the actual value for this
year was 343651.15 thousand dollars; and the fsremaor is an overestimate of 286.17940
thousand dollars. Again from the ARIMA (1, 1) mod#le forecast value of IP for the year 2014
was about 477276.1219 thousand dollars where thalaalue was 476558.18 thousand dollars;
the forecast error was an overestimate of 717.94i@@sand dollars.

From the analysis of qualitative data, the actgitof domestic textile industries is also affected
by imported textile goods, by budget constrainysldak of skilled workers, by poor technology,
by heavy turnover of trained manpower, by pricespuee due to extensive imports of textile
goods, by inability to compete in international kedr by foreign currency shortage, by being
farther away from local market, by poor infrasturet by power interruption, by poor net-work,
and by poor market linkage.
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CHAPTER FIVE: CONCLUSIONS AND RECOMMENDATIONS

5.1 Conclusions

According to the analysis made in this researchmeastic textile industries are highly affected by
mass textile import from all corners of the world.

The time series data analysis shows that therbag and long term equilibrium between the
domestic textile price and volume and value of inga textile goods at local market.

Accordingly, the changes in domestic textile pritpend on the changes in imported textile
goods volume and price. The equilibrium point aioktthe domestic textile price adjusts itself
in the short run with the volume and price of intpdrtextile goods is -0.267 and 1.612
respectively. Similarly the long run equilibriumrf®P to change with volume and price of
imported textile goods is -0.903 and 0.926 respelsti

The time series for DP and IP are generated bycatrelation and moving average of order 1.
That is autocorrelation regression integrated npwénerage model or ARIMA (1.1).The value
of these series can be forecasted using this AR(MA) model. In addition to this, the analysis
of response to the open-ended part of the questienis that all domestic textile industries do
not own cotton farmland. As a result some impottaro from China, India and Europe and
others purchase cotton from local cotton productioms like Omo valley, Awash, Humera,
Metema , Gambela, Afar, etc.

Almost all the domestic textile factories sell theroducts at local market and they faced
stronger challenge from the imported textile goatiech monopolize the market. The activity of
domestic textile industries in Ethiopia are affelcbyy poor technology, lack of skilled workers,
poor infrastructure, lack of international marketd machinery, shortage of hard currency and
shortage of working capital.
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5.2 Policy Implications /Recommendations

The government should do the following in ordehétp the textile industry in Ethiopia.

* Reduce the volume of the textile goods importeHttoopia per year.

» Conduct through studies on textile sector in ordermprove the quality of domestic
products and expand market access locally anchisienally.

» Change the technology and assist the adoptionwfestile and garment technology.

* |dentify the problems of the sector and evalua¢eperformance of the sector.

* Give training to workers on export market reseawdtich will greatly improve the
current poor performance of the domestic textitristries in general. .

* Replace obsolete machinery with modern digital rrely so as to meet the
requirements of the international market.

» Work with higher educational institutions to strémen skilled manpower in the area of
textile industry.

* Produce export products in order to solve harderiary problem.

* Encourage the society to use local products byodisging the importation of low
quality clothes.

* Improve the infrastructure and power supply toitexhdustry.

* Arrange bazaar and exhibitions at internationatllev
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Appendices

The first difference of time series data for importvolume

NO. AlP, 1Py AV, Via
1 12854.70 68,175.90 3620.50 31,827.50
2 33944.40 94,890.70 22891.40 40,846.40
3 3686.70 107,745.40 -7147.20 44,466.90
4 29214.80 141,689.80 1744.10 67,358.30
5 44731.70 145,376.50 -764.30 60,211.10
6 -1269.00 174,591.30 -2609.40 61,955.20
7 -11370.20 219,323.00 1039.30 61,190.90
8 62779.30 218,054.00 -4814.80 58,581.50
9 44729.50 206,683.80 6696.90 59,620.80
10 -53514.80 269,463.10 -7493.80 54,806.00
11 145364.31 314,192.60 36046.90 61,502.90
12 70516.07 260,677.80 5595.97 54,009.10
13 80635.67 406,042.11 101899.48 90,056.00
14 102145.53 476,558.18 -51404.01 95,651.97
15 0.00 557,193.85 0.00 197,551.45
16 659,339.38 146,147.44

Table representing the time series for domestic price in terms of dollar

No. ADP, DP., In ‘O000USD(DPt1) Exchange rate

1 10292.26 666000 76471.74 1999/00-8.6901
2 -2597.78 755636 86764.00 2000/01-8.7191
3 10564.46 733012 84166.22 2001/02-8.7092
4 25493.41 825019 94730.68 2002/03-8.7091
5 -10034.56 1042956 120224.09 2003/04-8.6751
6 487.75 959861 110189.53 2004/05-8.7110
7 42409.69 998951 110677.28 2005/06-9.0258
8 -43030.47 1371200 153086.97 2006/07-8.9570
9 42468.61 1051799 110056.50 2007/08-9.5569
10 63604.52 1801352 152525.11 2008/09-11.8102
11 -104877.84 2956783 216129.63 2009/10-13.6806
12 403292.44 1838903 111251.79 2010/11-16.5292
13 -14816.03 9255776 514544.23 2011/12-17.9883
14 -129077.05 9124836 472728.20 2012/13-19.3025
15 1148828.00 6827180 343651.15 2013/14-19.8666
16 7976008 396412.02 2014/15-20.1205
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Table representing a time series data of domestic price, import price and import volume.

op K _Ev___Enive Blor 1 Edie 1 E3iv1 Edoer 1 BieT 1 EAiv7 1 B3

76471.74
86764
84166.22
94730.68
120224.09
110189.53
110677.28
153086.97
110056.5
152525.11
216129.63
111251.79
514544.23
472728.2
343651.15
396412.02

68175.9
94890.7
107745.4
141689.8
145376.5
174591.3
219323
218054
206683.8
269463.1
314192.6
260677.8
406042.1

31827.5
40846.4
44466.9
67358.3
60211.1
61955.2
61190.9
58581.5
59620.8

54806
61502.9
54009.1

90056

476558.2 95651.97
557193.9 197551.5
659339.4 146147.4
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10292.26
-2597.78
10564.46
25493.41
-10034.6
487.75
42409.69
-43030.5
42468.61
63604.52
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403292.4
-41816
-129077
52760.87
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St. Mary’s University
School of Graduate Studies
Institute of Agriculture and Development Studies

Department of Development Economics

Dear respondent

This questionnaire is prepared to assess the impacts of imported textile goods on domestic
textile industry in Ethiopia. The research output is mainly to fulfill the partial requirement
of masters of Art in Development Economics. The information gathered will be used fully
and due attention for academic purpose only. Its confidentiality that the data collected will
not be misused in any way. Therefore, your genuine, honest and prompt response is a

valuable input for the quality and successful completion of the paper.

Thank you in advance for your sincere cooperation

Questionnaire to selected domestic textile factory
General instruction

Don’t hesitate to ask questions for clarification
PartI: General information

1. Name of the factory

Location of the factory

Manager Name

Total Number of workers

SR B

Ownership
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PartIl: Instruction: please put \/ mark for the questions with alternatives and write your
idea for open ended question on the space provided.
1. What is the scale of the factory?
Small scale |:| medium scale |:| large scale |:|
2. What types of clothes manufactured?
a.

b.

C.

d.

€.

3. The quality of clothes made is:-

Low [ ] medium [] high []

4. How many tones of clothes made per year in total

5. What is the total revenue earned per year on average

6. Which affects annual textile and cloth production(more than one choice is possible)
a. Scarcity of raw material []
b. Imported textiles and clothes []
c. Lack of domestic market |:|
d. Lack of international market [ ]

®

Budget constraints

-

Lack of skilled workers

Lack of technology

SRR

Currency shortage

—

LoD o

Proximity to market

j.  Others (specify)

7. Do you think that imported textile and clothing to Ethiopia affects domestic

production and reduces its market share locally?

8. Ifyour answer is yes to Q.7, how and to what extent it affects production and market

share?
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9. Do you think that the imported textile goods could affect the price of domestic

clothes in local market?

10. If your answer is yes to Q.9, how and to what extent?

11. Where do you sell your products?
At local market |:|
At international market [ ]
Both local and international market |:|
12. Does the factory owe cotton farm land? If yes haw many hectors and how many

tones of cotton harvested per year

13.If your answer is No to Q. 12, where do you get the raw materials for textile

production?

14. What are the chronic problems to your factory?

15. What do you think the possible solution to avoid these problems in order to achieve

the intended goals as a nation?

16. What should government do to boost the sector.

17. How often do you use the free market access abroad for example AGOA,COMESA,

etc.

18. What are the challenges to use the available free markets for Ethiopia abroad?

19. Do the textile goods export and import policy of Ethiopia helps to promote domestic

textile Production?

20. If your answer is No to Q. 19, what must be done. ?

21. What is the effort made so far, to create awareness so that people purchase locally

made textile goods?
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