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1. Executive Summary
This systematic review synthesizes existing literature on the development, structure, performance, and challenges of leather manufacturing firms in Ethiopia. The review highlights the sector’s historical evolution, value chain dynamics, policy interventions, and investment potential. Evidence shows that Ethiopia possesses a strong raw material base due to its large livestock population, yet the industry faces persistent constraints related to raw material quality, supply chain inefficiencies, financial limitations, and technological gaps. Government policies, particularly export restrictions and industrial development strategies, have promoted value addition and foreign direct investment (FDI), resulting in increased exports and employment. However, structural inefficiencies continue to limit competitiveness. The review concludes that coordinated reforms across the value chain are necessary to enhance productivity, quality, and global competitiveness.
2. Introduction
The leather industry in Ethiopia is one of the oldest manufacturing sectors, dating back to the 1920s. It has long been considered a strategic sector due to its strong linkage with agriculture and its potential for export-led industrialization. Over time, the sector has undergone significant transformations, from foreign ownership to nationalization, and later to privatization and liberalization.
Because of its direct ties to the country's massive agricultural base and its high capacity for absorbing labor, the Ethiopian government has structurally designated it as a highest-priority strategic sector under national industrialization frameworks like the Growth and Transformation Plans (GTP) and the Agricultural Development Led Industrialization (ADLI) policy.
Despite substantial natural resource advantages, particularly abundant livestock, the sector has struggled to fully exploit its potential. This review systematically evaluates the available literature to identify key trends, opportunities, and constraints affecting leather manufacturing firms in Ethiopia.
3. Materials and Methods
3.1 Study Design
This study adopts a Systematic Literature Review (SLR) research design. Rather than relying on a traditional narrative review, this approach uses a highly structured, iterative process to identify, critically appraise, and synthesize empirical evidence regarding the industrial performance, material profiles, and policy frameworks of the Ethiopian Leather and Leather Products (LLP) sector.
The review focuses on tracking structural transformations (systematically analyzing how an economy or a specific industry) shifts its core makeup, resources, and productive capabilities over time) across different political eras, assessing value chain bottlenecks or challenges, and evaluating the impacts of targeted export tariffs.
3.2. Search Strategy and Data Sources
To compile a comprehensive dataset of relevant literature, systematic searches were executed across major international academic databases, specialized economic search engines, and regional grey literature repositories. Generally, the review draws on: The Ethiopian government policy documents, International Institutional reports (e.g., UNIDO, LIDI, and FAO) and academic and empirical studies and industry statistics and export data 
3.3. Eligibility (Inclusion and Exclusion) Criteria
In research, especially in a systematic review, Eligibility Criteria (Inclusion and Exclusion Criteria) define the rules used to decide which studies (or data) are included or excluded from your analysis. Eligibility criteria are predefined standards that guide the selection of relevant studies for your research. 
Therefore, to ensure the synthesized literature directly addresses the core objectives, specific structural boundaries were applied during the study selection phase: studies focusing on leather manufacturing and value chains in Ethiopia, reports addressing policy, investment, and industrial performance and literature discussing challenges and opportunities in the sector. 
Table 3.1: Structural Selection Matrix
	Criterion
	Inclusion Criteria
	Exclusion Criteria

	Geographic Focus
	Strictly limited to Ethiopia's domestic leather sector.
	Studies addressing East African or global leather hubs generally, without country-specific data.

	Thematic Scope
	Value chain dynamics, historical policy shifts, leather material inputs, and economic performance.
	Purely veterinary studies on livestock diseases or generic retail marketing strategies.

	Document Type
	Peer-reviewed journal articles, doctoral/master’s theses, official UN/NGO industrial reports, and government policy papers.
	Opinion editorials, unverified blog posts, and non-scholarly news articles.

	Language and Timeline
	Studies published in English from 1990 to the present (capturing the post-liberalization eras).
	Documents published in languages other than English or outdated pre-1990 tracking data.


3.4. Study Selection and Screening Process
The screening process followed a highly rigorous, multi-tiered framework to eliminate irrelevant or duplicate studies systematically. In a systematic review, the Study Selection and Screening Process is a structured, step-by-step method used to identify and choose the most relevant studies based on your eligibility criteria. Which includes; initial database queries and institutional manual searches generated a baseline repository of records. Duplicates were electronically removed, and titles and abstracts were screened against the primary inclusion boundaries. 
The remaining full-text papers were thoroughly reviewed to verify data integrity, presence of institutional citations, and relevance to the value chain segments. The final selected documents were accepted into the qualitative thematic analysis pool.
3.5. Data Extraction and Quality Appraisal
Data extraction was executed using a standardized matrix sheet designed to pull critical parameters uniformly from each included source. The fields extracted included: author(s) and publication year, specific segment target (upstream vs. downstream), methodological approach (qualitative, quantitative, and mixed), key findings/empirical outcomes, and policy relevance. To minimize risk of bias and ensure academic validity, the qualitative strength of the selected materials was appraised using standardized assessment frameworks:
For Academic Literature: Evaluated using the Critical Appraisal Skills Programmed (CASP) guidelines to verify study methodology and conclusion clarity.
For Grey Literature & Sectorial Reports: Appraised using the AACODS (Authority, Accuracy, Coverage, Objectivity, Date, and Significance) checklist designed explicitly for validating non-peer-reviewed institutional research.
3.6. Data Synthesis and Analysis Approach
Because the collected literature contains a mix of qualitative history (e.g., regime transitions) and quantitative data (e.g., daily tanning capacities, export tax percentages, and financial valuations), a mixed-methods narrative synthesis was employed. Data was structurally categorized and cross-analyzed under four core thematic codes:
1. Chronological Policy Trajectory: Structural impacts of shifts from the imperial system, to nationalized Marxist controls, to post-1991 privatization and African Growth and Opportunity Act (AGOA) integration.
2. Upstream Supply Friction: Empirical assessments of quality losses during primary sorting and seasonal supply spikes.
3. Midstream and Downstream FDI Realignment: Quantitative trends tracking the transition of export values from local firms to foreign joint-ventures.
4. Material Input and Circular Economy Profiles: Factoring chemical processing shifts (chrome vs. eco-vegetable methods) and accessory import gaps into the overall capability model.
4. An Overview of the Leather Sector in Ethiopia
The formal leather and leather products industry in Ethiopia spans over a century of development, initiating in 1925 with the establishment of the Asko Tannery (subsequently reorganized as the Tikur Abay Shoe Factory). In 1927, the Darmar Shoe Factory, currently operating as the Ethiopian Leather Industry Company (ELICO) tannery-was founded, cementing the early foundation of an industry that dominated the country’s limited manufactured exports until the late twentieth century. In their nascent stages, these enterprises were predominantly established and managed by foreign entrepreneurs, particularly from the Armenian diaspora.
In the subsequent decades, domestic processing capacity expanded with the establishment of local tanneries, including the Dire, Modjo, and Combolcha facilities. However, upstream raw material collection, preservation, and trading networks remained highly fragmented, traditional, and inefficient. To remedy these structural deficiencies and stabilize supply quality, the Imperial Government of Ethiopia enacted Proclamation No. 212/1964, establishing the Livestock and Meat Board (LMB). The LMB intervened through the provision of targeted technical assistance to hide collectors, the publication of standardized preservation manuals, and the deployment of field trainers. Critically, the state introduced a quality-differentiated pricing mechanism designed to penalize low-quality preservation and financially incentivize market actors supplying superior-grade raw materials (Mahmud, 2000).
Following the 1974 revolution and the subsequent transition to the state-socialist Derg regime, the industrial landscape shifted from private enterprise to state control. All private tanneries and footwear factories were nationalized under the centralized administration of the National Leather and Shoe Corporation (NLSC), which assumed operational oversight of eight tanneries and six footwear manufacturing plants. 
In 1986, in an effort to compel local value addition, the Derg administration prohibited the export of raw hides and skins, restricting legal outbound trade to a minimum processing baseline of "wet-blue" leather. While this protective measure forced primary traders into direct supply relationships with domestic state tanneries, it simultaneously inadvertently and unintentionally stimulated informal, illicit cross-border trade networks for both live animals and raw hides, ultimately yielding limited improvements in domestic manufacturing capacity (UNIDO, 2012).
The collapse of the Derg regime in 1991 and the subsequent economic liberalization policies introduced by the Ethiopian People’s Revolutionary Democratic Front (EPRDF) fundamentally restructured the sector. Under the auspices of the Agricultural Development Led Industrialization (ADLI) framework and the 2002/2003 Industrial Development Strategy (IDS), state-owned tanneries were systematically privatized, and market entry barriers were dismantled to encourage domestic private investment and Foreign Direct Investment (FDI). This market transition is illustrated below:
Table 4.1: Structural Transformation of the Tanning Sector
	Metric/Era
	Socialist Period (Pre-1990s)
	Post-Liberalization Era (2008)
	Contemporary
 Era

	Active Tanneries
	8 State-Owned Tanneries
	21 Tanneries
	34 Tanneries (including 10 major FDI firms)

	Aggregated Daily Tanning Capacity
	Restricted to baseline processing
	4,000 hides/30,000 skins per day
	Exceeding 170,000 pieces of skins and hides per day

	Footwear Production Capacity
	6 State-Owned Factories
	Emerging domestic private sector
	>20,000 pairs of shoes per day via 20+ large export firms


This structural expansion aligned with the state's broader macroeconomic shift: transitioning the country's aggregate and comprehensive export portfolio away from primary agricultural commodities toward highly competitive, labor-intensive manufactured goods (UNIDO, 2012; Girum and Florian, 2018).
5. Investment Potentials and Opportunities
Ethiopia’s primary competitive advantage in the global leather economy resides within its massive upstream livestock resource base. The country maintains the largest livestock population in Africa and ranks eighth globally, sustaining approximately 56.7 million cattle, 29.1 million sheep, and 29.3 million goats, representing a 2.75% share of the global total (FAO, 2017). 
Annually, this base generates an extractable yield of roughly 8 million cattle hides, 12 million sheepskins, and 8 million goatskins (ECCSA, 2019). Structurally, the livestock sub-sector serves as a cornerstone of the national economy:
The livestock sub-sector contributes approximately 12% to national Gross Domestic Product (GDP), drives over 45% of agricultural GDP, and accounts for 16% of total export earnings. Ethiopia’s export earnings from the leather and leather products sector have experienced significant fluctuations over the past decade. 
Furthermore, specific raw materials, most notably Ethiopian highland sheepskins, enjoy a prestigious global reputation within premium manufacturing segments due to their superior natural characteristics: compact fiber structure, high tensile strength, exceptional flexibility, and clean inner surfaces. These attributes render them ideal for high-end gloves, garments, and luxury shoe uppers. Currently, however, only an estimated 50% of the true domestic hide and skin extraction potential is commercially utilized, leaving substantial headroom for industrial expansion. To leverage these dynamics, the Ethiopian state offers a highly competitive investment environment characterized by the following strategic advantages:
· Subsidized Utility and Operational Input Costs: Industrial electricity rates are among the lowest globally, averaging between USD 0.02 and USD 0.03 per kilowatt-hour (kWh).
· Abundant, Cost-Competitive Labor Force: The sector features a young, highly scalable workforce with baseline monthly wage structures segmenting at USD 40–50 for unskilled labor, USD 45–60 for semi-skilled personnel, and USD 60–80 for highly skilled technical workers.
· Preferential Global Market Access Enclaves: Production facilities operating within Ethiopia benefit from quota-free and duty-free market privileges through the Common Market for Eastern and Southern Africa (COMESA), the African Growth and Opportunity Act (AGOA) for US markets, and the Everything But Arms (EBA) agreement with the European Union.
· Robust Export Growth Vector: Driven primarily by targeted industrial policy and FDI inflows into downstream footwear and glove manufacturing, total sector exports expanded dramatically from USD 23 million in 2013 to USD 133 million by 2018, reflecting a 478% growth rate.
· Institutional and Risk Mitigation Guarantees: Ethiopia is a formal signatory to the World Intellectual Property Organization (WIPO) and the Multilateral Investment Guarantee Agency (MIGA), providing institutional safeguards against non-commercial risks for foreign asset holders.
The Leather Industry Value Chain
The Ethiopian Leather and Leather Products (LLP) value chain operates as a multi-tiered framework that can be structurally mapped into five core segments:

Upstream Constraints and Structural Bottlenecks
The primary node of the value chain is highly decentralized, dominated by approximately 12.5 million rural households (representing roughly 70% of the national population) that rely on cattle for diversified livelihoods (FAO, 2018). Because livestock rearing is oriented toward meat, dairy, and draft power, hides and skins are treated strictly as secondary commercial byproducts. Consequently, the primary leather supply suffers from profound qualitative defects. Key upstream vulnerabilities include:
1. Pre-Mortem and Post-Mortem Degradation: Parasitic skin diseases (e.g., ekek), poor animal husbandry, crude backyard flaying practices, traditional branding, and improper curing drastically degrade the grade mix of incoming raw materials (Abebe and Schaefer, 2015).
2. Extreme Supply Seasonality: Raw material extraction is deeply synchronized with three distinct religious holiday and festival seasons: September (Ethiopian New Year, Meskel, and Arefa), January (Genna/Christmas, Timkat/Epiphany), and May (Easter, Ramadan). This seasonal concentration creates profound market distortions. During peak periods, urban collectors dump skins at or below break-even costs due to localized oversupply; conversely, during slack periods, tanneries suffer from extreme capacity underutilization and are forced to procure scarce inputs at highly inflated prices (LIDI, 2017).
Midstream Processing and Downstream Realignment
Midstream processing is conducted by 34 commercial tanneries which, in 2018, maintained a collective wet-end installed capacity of 257 million square feet per year (LIDI, 2018). A major structural transformation occurred during the 2010s, marked by intensive consolidation and an influx of foreign capital: by 2018, 10 of the 34 operating tanneries were completely foreign-owned or joint ventures. 
This consolidation was catalyzed by the state’s aggressive implementation of a 150% export tax on semi-processed leather, which fundamentally forced an industrial pivot away from legacy European end-markets (primarily Italy) toward Asian production networks (predominantly China and Hong Kong).
By 2017, finished leather exports reached USD 86 million, with 82% channeled directly to China/Hong Kong, 12% to the European Union, and minor shares distributed across India and Indonesia (LIDI, 2018). Because the technical expertise required to finish leather is substantially higher than that required for basic wet-blue processing, the market share of export value skewed heavily toward agile, well-capitalized FDI firms. 
The export share of FDI companies escalated dramatically from 32% in 2007/2008 to 73% by 2017/2018, highlighting a capability gap among indigenous, native, locally-owned tanneries that struggled to meet strict international standards (LIDI, 2018).  
Downstream Realignment is a term commonly used in industry, supply chains, and manufacturing sectors (including leather industries). Downstream realignment refers to the restructuring or improvement of activities that occur after production, especially in areas like: distribution, marketing, sales and export processes
Export Policy and Its Industrial Outcomes
To bridge the persistent gap between the country's vast livestock resource base and its low industrial output, the government implemented highly interventionist, targeted industrial policies coordinated across several state agencies, notably the Ministry of Trade and Industry (MoI), the Livestock Marketing Authority (LMA), and the Leather Industry Development Institute (LIDI).
5.1 Strategic Direct Support Measures
Under successive national development plans, the state enacted an array of direct fiscal and operational incentives designed to enhance global competitiveness (Berihu and Mulu, 2018):
· Capacity Building and Institutional Twinning: LIDI orchestrated a comprehensive benchmarking and technology-transfer initiative by entering into formal institutional twinning arrangements with world-class research bodies, including the Central Leather Research Institute (CLRI) and the Footwear Design and Development Institute (FDDI) of India. This program provided zero-cost managerial and technical training directly to targeted domestic factories (Wegayehu, 2015).
· Fiscal and Land Incentives: Export-oriented manufacturing firms were granted extended income tax holidays (ranging from 2 to 8 years), customs duty exemptions on all imported capital goods and factory construction materials, duty-drawback systems, and subsidized, long-term leases on land located within state-constructed industrial zones near Addis Ababa.

5.2 Aggressive Tariff Interventions and Value Chain Shocks
The most profound regulatory intervention occurred via targeted fiscal disincentives intended to eliminate the export of low-value raw commodities. In 2008, the Ministry of Finance and Economic Development imposed a prohibitive 150% export tax on all raw hides, skins, and semi-processed wet-blue/pickled leather products. In 2012, this exact 150% tariff penalty was extended to crust leather products (Abebe and Schaefer, 2013).
The primary objective was clear: explicitly penalize the export of unmanufactured materials to guarantee a cheap, consistent internal supply of crust and finished leather for downstream domestic footwear, glove, and garment manufacturers.
5.3 Empirical Policy Outcomes
While these aggressive tariff walls caused severe operational disruptions and liquidations among marginal, locally-owned tanneries that lacked the capital or technical know-how to upgrade to finished leather production, they were highly effective at structurally re-engineering the macroeconomic output of the sector. Raw and semi-processed exports dropped to near zero post-2008. Conversely, the production and export of high-value finished leather, gloves, and footwear experienced an immediate upward trajectory.
Attracted by this protected, domestic supply of high-grade finished leather and the country's highly competitive labor rates, prominent global footwear and leather goods conglomerates from China, Italy, and the United Kingdom successfully relocated major production facilities to Ethiopia (Workneh, 2014). This influx of foreign capital and expertise effectively integrated Ethiopian manufacturing into global retail value chains.
6. Conclusion
This systematic review reveals that Ethiopia’s leather manufacturing sector possesses significant comparative advantages, particularly in raw material availability and labor cost competitiveness. Government policies have played a crucial role in promoting industrial upgrading, export growth, and foreign investment.
The Ethiopian leather and leather products sector stands as a compelling case study of industrial policy execution within an emerging economy. While the sector has successfully transitioned from an exporter of raw, primary commodities to an emerging global hub for finished footwear and specialized leather goods, its long-term sustainability hinges on resolving deep structural dichotomies. The sector continues to grapple with severe raw material degradation at the primary farm gate level, high dependence on imported structural accessories (such as specialized soles and chemical inputs), and a widening competitiveness gap between technologically advanced FDI firms and struggling domestic tanneries. Future strategic interventions must therefore look beyond downstream export incentives and focus heavily on modernizing upstream animal husbandry, reforming seasonal collection networks, and accelerating technology transfers to local entrepreneurs to ensure equitable, vertically integrated growth.
However, the sector continues to face structural and operational challenges, including poor raw material quality, inefficient value chains, financial constraints, and limited technological capacity. These challenges hinder the ability of domestic firms to compete effectively in global markets.
7. Strategic Recommendations
To resolve the structural mismatches, severe material waste, and capacity underutilization identified across the literature, the following targeted interventions are recommended for policymakers and industry stakeholders:
1. Modernize Upstream Quality Control and Primary Collection Networks
· Implement Quality-Signaling Pricing: Eliminate the current flat-rate purchasing models practiced by local collectors. Establish direct, transparent premium pricing for Grade I and II skins at the farm gate level to incentivize rural smallholders to invest in animal disease prevention and proper post-mortem handling.
· Establish Designated Collection Depots: Partner with regional cooperatives to build standardized, climate-controlled primary collection hubs equipped with proper salting, sorting, and grading tools. This will reduce the 45% material leakage rate and prevent middleman price spikes (Tsega et al., 2023). 
2. Drive Eco-Industrial Upgrading and Hazardous Waste Valorization
· Accelerate Low-Chrome and Vegetable Tanning Pathways: Provide targeted tax credits to tanneries that transition from conventional chrome-sulfate practices to organic vegetable tanning or high-exhaustion chrome systems. This pivot is essential for aligning with strict international frameworks like the EU’s Zero Discharge of Hazardous Chemicals (ZDHC) guidelines (JWRR, 2026).
· [bookmark: _GoBack]Transition to Circular Waste-to-Value Solutions: Support public-private partnerships within eco-industrial hubs like Modjo Leather City to recycle unavoidable tannery solid waste (LSW). Non-chrome lime fleshing should be redirected into organic compost or biodiesel production, while chrome shavings should be processed into industrial leather boards rather than sent to local landfills (LISEC, 2022).
3. Build a Domestic Industrial Input Ecosystem to Substitute Imports
· Attract Specialized Foreign Chemical Investments: Offer structural incentives—such as dedicated sheds in flagship industrial parks, specifically to international leather chemical manufacturers. Producing essential pickling acids, fat-liquoring oils, and synthetic resins domestically will insulate local tanneries from severe foreign currency shortages and lower overall production costs.
· Develop Local Footwear Component Hubs: Incentivize domestic chemical and rubber firms to produce high-grade polyurethane (PU) and rubber shoe soles locally, reducing downstream manufacturers' reliance on imported accessories.
4. Enhance Human Capital and Technical Factory Management
· Expand Technical Twinning Mechanisms: Deepen LIDI’s training mandates by establishing long-term, workplace-integrated apprenticeship programs in collaboration with globally recognized design institutes. Focus specialized curricula on modern production line layout, automated leather-cutting technology, and predictive maintenance protocols to boost the capacity utilization of domestic factories above the historical 45% bottleneck.
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