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1. Introduction

Ethiopia has an ancient heritage in weaving, and Industrialized textile and apparel was started
in 1939 (Dire Dawa Textile Factory and Augusta Garment). Expansion on these earlier efforts
came about in the 1960’s when the Imperial government of Ethiopia signed an agreement with
the Indian government. Following the formal agreements between the two governments, Akaki
Textile Factory was established. The Industry had been growing sluggishly until 1991; by then
there were only 19 Textile and Garment factories. As a result of the free market economy policy
and favorable industrial policy declaration in 1991, Textile and Garment industry growing

radically and now reached above 250.

Ethiopia’s population of about ~101,530,095 in the year 2016 (World meters, 2016), Africa’s
second largest, provides for a large domestic market. It is well positioned for global exports and
is situated at the cross-roads of Africa and the Middle East — easy access to Asia through the
port of Djibouti and close proximity to Europe also facilitates Ethiopian exports. Ethiopia’s
economy is believed to be among the fastest growing economy globally. Ethiopia has a land

area of 1.14 million square kilometers, 45% of which is arable.

Ethiopia is qualified for African Growth and Opportunity Act (AGOA) to manufacture and export
products duty and quota free access to the US market. Nevertheless, the export performance as
such is not high as compared to some African countries. Generalized System of Preference
(GSP) allows Ethiopian textile products to be exported to Austria, Finland, Canada, Sweden,
Japan and Norway. All in all, Everything But Arms (EBA) facilitates privileged access to the EU

for the Ethiopian export goods.

Ethiopia has a comparative advantage in the production and processing of textile fabrics and
garments. This includes the spinning, weaving and finishing of textile fabrics and, with regards

to garments, the manufacture of knitted and crocheted fabrics, carpets, sport wears, etc.

An abundance of raw materials, low wages and low energy costs give it a comparative
advantage over other countries and regions. Ethiopia also grows some of the world’s finest

cotton and has a rich spinning and weaving history.



2. Overview of Foreign Investment in Cotton, Textile and Garment sector

From a regional perspective it has to be concluded that the Ethiopian textile- and apparel
industry is of course small sized with some 100 factories only, but has the potential to grow
significantly. When we compare the current status of the industry to the regional market or
to the African continent as a whole, the competitiveness of Ethiopia is fairly limited still with

little export variety in the “prod-uct mix” and of a limited level of sophistication.

Several major multinational brands — including Gap, H&M, Primark, Tesco, Walmart, PVH
(the owner of well-known brands, such as Tommy Hilfiger and Calvin Klein) and Asda —
source apparel produced in Ethiopia by contracting manufacturers based in the country.
Contract manufacturers from a range of different countries, including India, Bangladesh,
China and Turkey, have invested in production bases in Ethiopia. In some cases, buyers such

as PVH and China’s Jiangsu Sunshine Group have also built factories in Ethiopia themselves.

Very few FDI projects are realized under joint venture with Ethiopian companies. Examples
can be found in: Chinese manufacturer Jiangsu Lianfa textile Co will boost 20,000 jobs but
brings its own client base; Bangladesh DBL will invest 30 million US In Mekele; PVH group
just started construction of large scale factory; Indian Arvind denim giant start production of

jeans.

The foreign investment in Ethiopia has been increasing and manufacturing sector consists

47%.



Fig: FDI inflow in Ethiopia, in USD millions (2005-2018)
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Source: IMF supplemented by UNCTAD

3. Investment Advantages in the Cotton, Textile and Garment Sector

Overall, the Ethiopian cotton, textiles and apparel sector exhibits the following main

advantages for investment:

An abundant and easily trainable young workforce/More than 55% Young population/ at
competitive labour costs; Wage rates: Unskilled worker — USS 40 to USS 50; semi-skilled
worker — USS 45 to USS 60; skilled worker — USS 60 to USS 80.

A privileged geographic location since Ethiopia is centrally located with easy access to
international value chains, and access to a state-of-the-art container port (Djibouti).
Abundant water supply /River and ground/

Untapped raw material potential, particularly cotton

Potential to develop a competitive cotton or textiles industry due to good climatic and
soil conditions, together with cheap hydro-energy (textile factories pay between USD
0.78 and USD 0.002 per KW). The average power cost in Ethiopia is 2 US cents to 3 US
cents/kWh.



e Duty-free access to the EU and US markets through the African Growth and Opportunity
Act and the Everything But Arms initiative.

e Ethiopia is a member of the World Intellectual Property Organization and the
Multilateral Investment Guarantee Agency, a World Bank affiliate that issues guarantee
against non-commercial risks in signatory countries. It is also a member of COMESA and
signed more than 16 bilateral agreements( including China, India, Turkey, Russia).

e Strong export performance: Ethiopia’s garment and apparel industry grew an average of
51% per annum, with the UK accounting for 10% of Ethiopia’s textile and garment
exports, other European countries taking 50% and the USA taking 40%.

e Since 1922, over 65 textile investment projects from international investors have been
licensed in Ethiopia, with global retailers such as H&M and Primark already sourcing

clothing from Ethiopia.

4. Investment Potentials in the Cotton, Textile and Garment Sectors

Cotton Production and Consumption

Ethiopia has the largest untapped potential for cotton production in the world. Ethiopia ranked
thirteenth among African cotton-producing countries in 2013/14, and produces a medium
staple length cotton of 25-30mm. Cotton production is concentrated in the Awash valley,
although significant potential exists for expansion in the Omo-Gibe, Wabi Shebelle, Baro Akobo,
Blue Nile and Tekeze river basins. The cotton farm is producing about 4,200 tons of raw cotton
on 1,400 hectares of land per annum. The productivity of the farm is assumed to be 3 tons per
hectare in each production season. Ethiopia has 2.6 million ha that are suited for cotton
cultivation. However, only 5-6% of this potential has been cultivated for cotton industry has
shown enormous potential for producing raw cotton, which is used in the forward textile

industry.

Factories’ total cotton consumption is expected to be around 111,081 tons of lint cotton at
annual full production. There are no cotton grading and classification systems in Ethiopia, so lint

cotton marketing takes place with the same price range for all kinds of quality.



Table 1: Status of Ethiopian cotton production(2010-2015)

Area/production 2010 2011 2012 2013 2014 2015
Total area, ha 82, 600 99,250 | 143,160 | 81,080 |59,000 | 125,000
Lint, t/ha 0.55 0.55 0.56 0.56 0.59 0.68
Total lint, tons 45, 845 55,081 | 79,452 |45,000 |35000 | 85,560
Total seed, tons 123,900 | 148,870 | 214,730 | 121,620 | 94,590 | 231,250

Source: ACTIF Benchmarking reports, 2016

Cotton yarn is used for warp and weft in weaving and for knitting or other interlacing that form

cloth. Of various yarns in the world at present, cotton yarn has high demand because it is

produced from natural fiber and can be supplied at reasonable price. The demand for cotton yarn

in Ethiopia is currently met through domestic production though the country was importing some

amount in the past to fill the demand gap. The local producers are two spinning plants: Adei

Ababa Yarn Factory and Edget Yarn and Sewing Thread Factory; and integrated textile mills:

Akaki, Awassa, Kombolcha, Almeda and Dire Dawa textile factories.

Ginning

There are 31 ginners with an installed ginning capacity of 106,164 tons of lint cotton, and

37,300 tons of lint cotton attained annual capacity, translating to 35% of the installed capacity.

Table 2: Ethiopian Ginning Factories Capacity and Location

S/N List of ginning factories Production Location Type
capacity
in tons per day
1. | Amibara (Birhale) Pvt LC | 192 Addis Ababa Saw gin
Factory
2. | Middle Awash Ginning 174.72 Afar (Middle Awash) Saw gin
3. | Omo Valley Ginning Factories 15 SNNPR Saw gin
4. | Aribamich Ginning Factory 96 SNNPR Saw gin
5. | Mohammed Amiru PLC 60 Afar (Awash) Saw gin
6. | Ture Ginning Factory 11 Addis Ababa Saw gin




Agricot Pvt Company 15 Oromia (MoJo) Saw gin

8. | Studio 3d Pvt Ginning Factory 12 Studio 3d Pvt Ginning Factory | Saw gin
9. | Des Ginning Factory 35 Amara (Gonder) Saw gin
10.| Gonder Ginning Factory 18 Amara (Gonder) Saw gin
11.| Shawa Ginning Factory 8 Addis Ababa Saw gin
12.| Luci International Ginning 174.72 Afar (Upper Awash) Saw gin
13.| Gebre Selam Pvt Ginning 53.3 Oromia (Dukem) Saw gin
14 Hiwot Pvt Ginning Factory 174.72 Tigray(Umera) Saw gin
15.| Abobo Ginning Factory 144 Gambella Saw gin
16.| Nuri Hussen Pvt Ginning 10 Amara (Gonder) Saw gin
17.| Else Addis Pvt Ginning Factory 150 Oromiya/Adama D/roller gin
18, Ediget 5 Addis Ababa Saw gin
19.| Luci ( Deri Kebede) 60 Dukem Roller gin
20.| Loyal Tiret 118 Ambhara Roller gin
21.| Abdulkadir 222 Afar Saw gin

Total 1748.46

Source: ACTIF Benchmarking reports, 2016
Textiles

Ethiopia’s textile industry is relatively diverse and can be divided broadly into four main areas
of production: spinning, knitting and weaving, finishing and garmenting. The Ethiopian textile
industry produces a wide range of products, such as yarn (cotton yarn; polyester blended yarn),
grey knitted and woven fabric, finished fabrics (bottom weights; workwear; knits and uniform;

printed sheeting) and made-ups (curtains; terry towels; blankets; mosquito nets).

There are 122 textile and garment factories, including ginning, spinning, weaving and knitting,
and integrated and traditional clothing-making companies. There are 21 ginning companies,
three spinning mills, 18 weaving and knitting mills, 13 integrated mills, 60 garment and seven
traditional handloom companies. The factories are located in Tigray, Afar, Amhara, Oromiya,
SNNPR, Addis Ababa and Dire Dawa. There are also 79 mills in Addis Ababa, 22 mills in Oromiya,
seven mills in Amhara, four mills in Afar, three mills in SNNPR, three mills in Tigray, two mills

Dire Dawa and one mill in Gambela that produce cotton fibre, yarn, fabrics and garments.

The installed capacity of each section of the sector is 72 million kilograms of yarn, 122 million

metres of woven fabric, 30 million kilograms of knitted fabric, 18 million kilograms of processed




knitted fabric, 49 million metres of finished woven fabric, 62 million pieces of knitted garments
and 18 million pieces of woven garments. Each section’s attained capacity is depicted in table 5.
The capacity utilization ranges from 45% to 70% and the average utilization of the industry

becomes 58%.
Garment

Garments produced in Ethiopia are primarily cotton and polyester-cotton mixed woven fabric-
based garments and knitted products. Product-wise woven garments are items such as shirts,
casual jackets, pants, sports apparel and home garments. Knitted garments include t-shirts,
polo shirts and underwear. Higher-end products such as suits are also produced in a few

factories and there are some producers of fashion garments.

The main types of garment products that enterprises in Ethiopia’s textile and garment industry
are providing for domestic market and export include men and women’s underwear, products
for home use (sleepwear; pillow covers; bed sheets), products for daily life (shirts; polo shirt;
trousers; jackets; skirts; dresses; nightwear), sportswear (baseball pants; sports jackets) and

special products (military uniforms; work clothes; suits).

5. Investment Opportunities in the Cotton, Textile and Garment sectors

There are investment opportunities in the following areas:

Cotton Production: Cotton is grown under rain-fed (peasant smallholdings) and irrigated (large-
scale commercial farms) in Ethiopia; production methods and problems vary considerably
between the two types. There is vast potential to grow cotton both under rain-fed and irrigated
conditions, as Ethiopia has about 3,000,810 ha of land potentially available for cotton

production.
Apparel manufacturing

This is the most attractive investment option for global investors due to the duty advantage
under AGOA and to other major markets. Ethiopia has well-developed export channels and

infrastructure.



China is going to be the most sourcing destination of apparel in the next five years. Next to
China Bangladesh, Ethiopia, Myanmar, Vietnam and India are the countries of apparel sourcing
in the next five years. Currently, Ethiopia is identified as the most emerging African center for

apparel sourcing.
Textile (yarns and fabrics) manufacturing

Ethiopia is an attractive destination for textile investments across four main production areas:
spinning; knitting and weaving; finishing; garmenting. This will help satisfy the growing
domestic and regional demand for a variety of products, including yarn (cotton yarn; polyester
blended yarn), grey knitted and woven fabric, finished fabrics (bottom weights; work wear;
knits and uniform; printed sheeting) and made-ups (curtains; terry towels; blankets; mosquito

nets).
Apparel accessories

East Africa’s apparel exports are increasing continuously, but there is little production of
apparel accessories like labels, buttons, zippers and hooks, etc. An investment targeted at

manufacturing and import substitution of such items is a good proposition.
Services

With growing production of textile- and apparel manufacturing factories, opportunities will
arise to provide associated services like buying houses, testing houses, technical consultancy,

brokerage services, export marketing and training, etc.

o

Government Support and Incentives

a. Custom duty exemption

b. Income tax holiday

c. Exportincentives

d. Loss carry forward

e. Remittance of profit, dividends, principals and interest payments on external loans
f. Provision of land at very competitive rental price



a. Customs Duty Exemption

100% Custom duties exemption for importation of capital goods, such as plant,
machinery and construction materials.
Customs duty exemption of spare parts worth up to 15% of the total value of the capital

goods imported.

Any investor participating in the manufacturing industry can import free-duty motor
vehicles necessary for the establishment of a new enterprise or the expansion of
upgrading of the existing enterprise.

An investor who purchases construction materials or capital goods from local
manufacturers will receive a refund on the customs duty paid for raw materials or
goods utilized as inputs in the production of these goods.

Investment capital goods that are imported without customs duty payment or payment
of other taxes imposed on imports can be transferred to another investor who has a

similar privilege.

b. Exemption from Income Tax

e Income Tax holiday for 2-6 years depending on the locations and export performance.

e Upto 5 years Income Tax exemption for expatriates

Table 3: Textile and Textile Products Industry Income Tax Exemption Period
Areas of Investment Addis Ababa and | Other Areas
special Zone of
oromia
surrounding
Addis Ababa
Textile and Textile Products Industry 2 upto 3 years 3 upto 6 years

Source: EIC
Investing in selected regional areas(i.e Afar, Somali, Benishangul Gumuz, Gambella,etc)
allowed to be entitled to an income tax deduction of 30% for three consecutive years

after the expiry of the income tax exemption period.




d.

e.

Export Incentives

With the exception of semi-processed hides and skins ( export tax rate is 150%) no
export tax is levied on export products of the country.

Any investor who exports or supplies to an exporter as products or service input at
least 60% of his products or services shall be entitled to income tax exemption for 2
years in addition to the exemption period provided under Table 4 above.

Voucher System: A voucher book is a printed document to be used for recording
balance of duty payable on raw materials imported for use in the production of
goods for external market. The beneficiaries of the voucher scheme are also
exporters.

Bonded Factory and Manufacturing warehouse: products wholly engaged in
exporting their products that are not eligible to use the voucher scheme can have

license that enables them to operate such warehouse.

Loss Carry Forward

Enterprises suffer losses at the period of income tax exemption has the right to carry forward

the loss for half of the tax exemption period after the expiration of the exemption period.

Remittance

The constitution and investment law protect private property. Foreign investors can make

remittances out of Ethiopia in convertible foreign currency at the prevailing exchange rate.

Additional Supports:

e Strong government finance support, with 9 -12% interest rate depends on export
performance and reasonable grace period.
e Import of machinery and equipment necessary for their investment projects through

suppliers credit.
e Franco valuta import of raw material are allowed for enterprises engaged in export

processing.



e Reconciliation of VAT for materials purchased locally during the project period is
possible if it is declared in 6 months’ time.

e Exporters can retain up to 20% of their foreign exchange earnings for future use. No
export price control is imposed by the National Bank of Ethiopia.

e An export credit guarantee scheme is available to mitigate risk of customer defaults
and thereby facilitate competitive pricing.

e Availability ‘plug & play’ shades in eco-friendly, well connected and full-fledged

government and private sector build industrial parks.

Industrial Parks

I Incentives for Textile and Apparel Manufacturers
Exempted from income tax up to 8 -10 years
Exempted from duties and other taxes on imports of machinery, equipment,
construction materials, spare parts, raw materials and vehicles
No taxes on exports
One-stop-shop government services
Land lease term: 60-80 years at zero charge for factories and residential quarters
Il. Incentives for Textile and Apparel Industry Park Developers
Exempted from income tax up to 15 years (outside Addis Ababa)
Land lease term: 60-80 years at nominal rate with sub-lease rights
Provision of necessary infrastructure, including dedicated power substations
Exempted from duties and other taxes on imports of machinery, equipment,
construction materials and

lll.  Industrial Parks Specialized in Textile and Apparel Sector

Bole Lemi Industrial park( Apparel & Textile, Leather, 20 sheds, 327ha)
Hawassa Industrial Park (Apparel & Textile, 52 factory sheds, 300ha)
Mekelle Industrial Park (Apparel & Textile, Leather, 15 sheds)
Kombollcha Industry Park (Apparel & Textile, Leather, 9 sheds)

DireDawa Industry Park (Apparel & Textile, Machinery, Chemical, equipment, 15 sheds)



Adama Industry Park (Apparel & Textile, Machinery, Equipment, 120ha)



