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Abstract 

In this thesis we have analysed the global value chain structures of the leather 

footwear industries in Ethiopia and Vietnam, in order to find out how a suitable 

set of industrial policies to promote a sustainable development in the respective 

industries can be constructed. The GVC analysis, was based on theories of 

GVC governance and GVC upgrading, arguing that the structure of the former 

shape the possible opportunities and challenges for an industry’s participation in 

GVCs. By including the theoretical perspective of industrial policy strategies, we 

discussed the role of governments in promoting a sustainable participation in 

GVCs. The GVC analysis concluded that Ethiopia and Vietnam are engaged in 

two separately distinctive GVCs, based on end-markets, market segments, 

export channels and other varying configurations based on quality conventions. 

The Ethiopian industry is yet in an early stage and currently lack 

market/industrial-conventions to create conditions for economic development. 

However, Ethiopia has the potential of building a diversified and flexible industry 

with low scale production and exports to the higher quality segments of the 

European end-markets with first hand access to high quality raw materials and 

supporting industries, and in this way occupy a position of high added value 

along the GVC. Vietnam, on the other hand, is engaged in large scale and 

highly specialised production focused on final assembly production with the 

access to low cost labour as premier competitive advantage. While Vietnam 

does have significant potential to secure a sustainable position in the global 

footwear industry, Vietnam need to find a strategy to escape getting stuck in the 

middle income trap, where their domestic firms solely participate in low skilled 

final assembly production contracted by foreign firms, with a relatively low share 

of value added. In conclusion, there are important structures within the GVCs, in 

which Ethiopia’s and Vietnam’s footwear firms are engaged, that needs to be 

considered in their respective upgrading strategies. 

 



  

          

 

 

Table of content 
 

Abstract 2 

1 Introduction 1 

1.1 Motivation and specification 3 

1.2 Structure of the thesis 5 

2 Theoretical Framework 6 

2.1 GVC analysis 6 

Figure 1: Porter’s value chain 8 

2.2 Governance in GVCs 10 

2.3 Identifying different forms of governance 13 

2.4 Upgrading in GVCs 20 

Figure 2: The smile curve 21 

2.5 GVCs and economic development 25 

2.6 Industrial policies in GVCs 32 

3 Methodology 39 

3.1 Philosophical considerations to research 39 

3.2 Research design 39 

3.3 Data and topic delimitation 42 

3.4. Research viability and reliability 44 

4 Global value chains: The footwear industry 45 

4.1 The footwear GVC 45 

Figure 3: Leather footwear global value chain 47 

4.1.1 Raw materials 47 

Table 1: The world’s livestock population of bovine animals, sheep and 

lambs, and goats and kids 49 

Table 2: World production of raw hides and skins, 2014 50 

4.1.2 Leather 51 

Table 3: Production of light leather from bovine animals and sheep and 

goat, 2014 53 

Table 4: Exports of light leather from bovine animals and sheep and 

goats, 2014 54 

Table 5: Export values of light leather from bovine animals; sheep and 

goats, 2014 55 



  

          

 

 

4.1.3 Manufacturing 56 

Table 6: Production of leather footwear, all types 2006 - 2014 57 

Table 7: Export values of leather footwear, all types, 2006 - 2014 59 

Table 8: US imports of footwear, all types, 2015 61 

Table 9: The 4 largest EU-markets’ imports of footwear, all types, 2015

 62 

4.1.4 Trade, marketing, distribution 63 

4.2 The Footwear Industry in Vietnam 65 

Table 10: Asian exports of leather footwear 2006 - 2014 66 

Table 11: Top 5 export destinations for Vietnamese footwear 2006 - 

2015 67 

Table 12: Vietnamese imports of hides and skins & leather 2006 - 2014

 69 

Figure 4: Participation GVCs of Vietnamese footwear producers 70 

4.2.1 Governance 73 

4.2.2 Upgrading 75 

4.2.3 Industrial policies 79 

4.3 The footwear Industry in Ethiopia 81 

Table 12: African export values of leather footwear 82 

Figure 5: The value chain for hides and skins in Ethiopia 86 

Figure 6: Share of exports 90 

Table 13: Export values of light leather from sheep and goats 92 

Table 14: Top export destinations for Ethiopian hides and skins, leather 

2006 - 2015 95 

Table 15: Major inputs in the Ethiopian leather and leather products 

industry 2010-2011 97 

4.3.1 Governance 98 

4.3.2 Upgrading 100 

4.3.3 Industrial policies 101 

5 Concluding discussion 105 

References 112 

Appendices 126 

Appendix 1: Trade potential from FTAs 126 

Appendix 2: Ethiopian livestock reared by purpose 127 



  

          

 

 

Appendix 3: Ethiopia - Major sources of foreign exchange (1000USD) 127 

Appendix 4: Death rates for Ethiopian animals 128 

Appendix 5: Ethiopian tanneries 128 

Appendix 6: Ethiopian shoe manufactories 129 



  

          

 

 

Tables  

 

Table 1: The world’s livestock population of bovine animals, sheep and lambs, and 

goats and kids ...................................................................................................... 49 

Table 2: World production of raw hides and skins, 2014 ............................................. 50 

Table 3: Production of light leather from bovine animals and sheep and goat, 2014 ... 53 

Table 4: Exports of light leather from bovine animals and sheep and goats, 2014 ...... 54 

Table 5: Export values of light leather from bovine animals; sheep and goats, 2014 ... 55 

Table 6: Production of leather footwear, all types 2006 - 2014 .................................... 57 

Table 7: Export values of leather footwear, all types, 2006 - 2014 .............................. 59 

Table 8: US imports of footwear, all types, 2015 ......................................................... 61 

Table 9: The 4 largest EU-markets’ imports of footwear, all types, 2015 ..................... 62 

Table 10: Asian exports of leather footwear 2006 - 2014 ............................................ 66 

Table 11: Top 5 export destinations for Vietnamese footwear 2006 - 2015 ................. 67 

Table 12: Vietnamese imports of hides and skins & leather 2006 - 2014 .................... 69 

Table 12: African export values of leather footwear ..................................................... 82 

Table 13: Export values of light leather from sheep and goats .................................... 92 

Table 14: Top export destinations for Ethiopian hides and skins, leather 2006 - 2015 92 

Table 15: Major inputs in the Ethiopian leather and leather products industry 2010-2011

 ............................................................................................................................ 97 

 

Figures 
 

Figure 1: Porter’s value chain........................................................................................ 8 

Figure 2: The smile curve ............................................................................................ 21 

Figure 3: Leather footwear global value chain ............................................................. 47 

Figure 4: Participation GVCs of Vietnamese footwear producers ................................ 70 

Figure 5: The value chain for hides and skins in Ethiopia ............................................ 82 

Figure 6: Share of exports ........................................................................................... 86 



  

          

 

1 

1 Introduction 

During the last decades the world economy has gone through significant 

changes, driven by the increasing forces of globalization. An increasing number 

of firms in an increasing number of sectors has begun to focus on their core 

competences, and to offshore the sourcing of non-core competences. The 

global extension of firm’s value chains increased the global interdependence of 

the industries around the world (Kaplinsky & Morris, 2016: 628-629). This 

process has been particularly evident for the manufacturing industry, where the 

production processes have become further internationalized. As a result, 

manufacturing firms have increased their participation in so called global value 

chains (GVCs), in which intermediary goods and services are traded (Cattaneo 

et al, 2013). 

For many years the developing countries, in their pursuit of economic 

development, have been expected to participate in GVCs. By opening up their 

economies and integrate their industries into GVCs, local firms could be 

provided with better access to information, new markets, and a possibility to 

adapt to international industrial standards and opportunities for fast 

technological learning and skill acquisition (Gereffi, 2014a: 454). However, 

experience from developing countries in Latin America and Asia, suggest that 

the mere integration into GVCs is not enough to achieve sustainable economic 

and social development (Schmitz, 2006; Pietrobelli & Rabellotti, 2006; Kaplinsky 

& Morris, 2016). There is no certain link between GVC participation and 

socioeconomic development.  

The deepening integration of the global economy has also changed developing 

countries’ use of industrial policies to promote domestic industry growth; from 

governments actively participating in economic development, often protecting 

the domestic market from foreign competition, to reducing the role of the 

government and promoting neoliberal market policies and export-oriented 

industrialization. However, as a result of the rapid growth in large emerging 
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economies and a transfer of the global production and demand from North to 

South, the neoliberal global economic doctrine has weakened. With emerging 

economies playing a more powerful international role, the Western-promoted 

development models of financial liberalisations and weak financial regulations 

have been challenged. The previously dominating neoliberal views on 

development have lost its legitimacy, and replaced by an acceptance of 

increased policy space among governments of emerging economies, in order 

for them to play a more active role in strengthening their productive capability to 

reach economic development (Serra & Stieglitz, 2008; Rodrik, 2008; Hufbauer 

& Schott, 2013; Gereffi, 2014b, Grabel, 2014). This shift has had important 

implications on how emerging economies can and have to act in order to reach 

a sustainable position in GVCs. This post-crisis era requires industrial policy 

strategies that are appropriate to the GVC characteristics of these new 

dynamics in the global economy (Kaplinsky & Morris, 2016). 

Industrial policies elevating the government’s role is on the upswing, and many 

argue that this was the main factor behind the success of late developers and 

more recently industrialized countries, such as South Korea, Singapore and 

Taiwan (Amsden, 1989; Wade, 1990). Even accession to WTO, an organization 

built on the core philosophy of increased free trade, may today even allow 

selective industrial policies (for specified periods) (Gereffi, 2014b: 437 - 438). 

However, there is also a growing recognition that the global economic 

conditions have changed since the 1980s, and industrial policy strategies of the 

late developers cannot be used by current developers. Whittaker et al. (2010) 

talk about how the increasing GVC integration has resulted in a state of 

‘compressed’ development, in which the former rules and assumptions on how 

economic development can and should be done, are being set aside (Whittaker 

et al, 2010).  

Consequently, to determine how to achieve a substantial development for a 

certain industry it is essential not only to develop industrial policy strategies that 

are appropriate to the GVC characteristics of the industry (Kaplinsky & Morris 
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2016), but also to understand how and by whom GVCs are governed, and what 

the consequences of various governance patterns are (Ponte & Sturgeon, 

2014).  

 

1.1 Motivation and specification 

The purpose of the thesis is to study how a sustainable participation in GVCs 

can be achieved by a manufacturing industry within a developing country, and 

what policies governments of developing countries can, and should, implement 

to support such an achievement. More accurately, we will use the GVC 

framework to analyse the global leather footwear industry, and how and with 

what set of policy options a sustainable GVC participation can be found for two 

different footwear producers in the world, Vietnam and Ethiopia. Since the 

domestic and global conditions of the industry determines possible upgrading 

trajectories in the GVC, studying cases of different characteristics is essential 

for an analysis demonstrating the complex world of opportunities and 

constraints that GVCs offer developing countries. 

As two interesting actors in the global value chain for the leather footwear 

industry, Vietnam and Ethiopia will suit the analysis well. Both countries have 

similar population sizes (92.7 and 102.4 million respectively (World Bank, 

2016)), and they have both gone through a transition from a centrally planned 

economy during the last decades. In terms of leather footwear, Vietnam has 

become one of the most prominent producers and exporters of leather footwear, 

while Ethiopia, despite its long traditions of manufacturing in leather, has seen a 

much slower growth even while being one of the world’s fastest growing 

economies during the last decade (Oqubay, 2015: 201 - 203). In the GVC for 

leather footwear, Ethiopia’s comparative advantage lies in their large resources 

of raw-materials with one of the highest livestock populations in the world. In 

Vietnam, the footwear industry is mainly focused on assembly, and the more 
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primary inputs of leather are almost entirely imported, while control of forward 

linkages is weak.  

Both countries have potential to improve their position in the global value chain 

and the global economy by making the right policy decisions, and the 

challenges they have to overcome to reach this potential may provide good 

examples for future GVC integration of developing countries by the 

implementation industrial policies. A GVC analysis involving two different case 

studies applied in the same industry, examining how different characteristics at 

different stages of the GVC affect opportunities for governments to promote 

added value, is thus relevant for studying how countries can make the best 

choices on their development path. 

By analysing the roles of Vietnam and Ethiopia in the GVC for leather footwear, 

we will seek to explain possible differences in how the value chain is governed 

at different stages, and what possible differences in dynamics, trends and future 

means for the role these countries possess in the GVC. With that knowledge we 

will identify the type upgrading trajectories suitable for the respective industries, 

and what set of policy options that can, and should, be used by the 

governments in Vietnam and Ethiopia to support their industries in finding a 

sustainable position along the GVC. To end the study, we wish to compare this 

analysis with what policies the respective governments currently are using to 

promote their GVC participation in the leather footwear industry.   

The research question for the thesis will thus be: 

● How can Ethiopia and Vietnam use industrial policies to promote 

upgrading in their footwear industry? 

In order to answer this research question, the following sub-research questions 

must also be answered: 
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● What considerations need to be taken regarding the GVC characteristics 

when constructing a set of industrial policies with the purpose of 

facilitating upgrading in the footwear industry? 

● How are the governments of Ethiopia and Vietnam currently using 

industrial policies to promote added value and upgrading in the footwear 

industry, and are these policies in accordance with the considerations 

suggested regarding the GVC characteristics? 

 

1.2 Structure of the thesis 

The introduction of the topics and cases of this study will be followed by four 

main chapters. In the next section, we will begin presenting the theoretical 

framework of GVC analysis, including both governance theory and theory of 

GVC upgrading beginning from a traditional perspective towards the current 

discussion on how developing countries can benefit from participating in GVCs. 

The third chapter will then present the methodological reasoning that will 

function as the base of the thesis. In the fourth chapter, we will present the main 

stages of the GVC for leather footwear, and describe the main characteristics, 

dynamics and actors at the different stages. We will then place the cases the 

leather footwear industries in Vietnam and Ethiopia in the context of this GVC. 

Based on the review of Vietnam’s and Ethiopia’s roles in the GVC for leather 

footwear, we will, in three subchapters respectively, analyse the governance 

structures of the respective industries, what the form of governance provides in 

terms of upgrading trajectories, and what industrial policies are to be 

recommended to achieve upgrading based on these findings. In the fifth chapter 

the study and its findings will be summarized and compared in a concluding 

discussion of how these countries currently are acting in regards of the topic. 
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2 Theoretical Framework 

To understand and analyse the current situation and the prospects of the 

leather footwear industries in Vietnam and Ethiopia it is suitable to begin with a 

description of the framework of GVC analysis, including fundamental theoretical 

discussion of the two key concepts, governance and upgrading, as well as what 

the GVC framework means in a perspective of economic development and 

industrial policies.  

 

2.1 GVC analysis 

The spread of trade and economic activities across national borders has been a 

dominant factor in the global economy since the 17th century. However, after 

the end of World War II, the pace of economic globalisation and the 

interconnectedness of countries, industries and firms, took an important leap, 

which has had dramatic political and economic implications all over the world. 

Peter Dicken (1998) explains it as a new type of economic globalisation that 

implies a functional integration between internationally dispersed activities 

(Dicken, 1998: 5). Industrial production and consumption changed from being 

geographically dependent to independent. A vast global network of trade and 

production emerged, where goods and services are manufactured by a series of 

firms specialised in specific economic activities (Gereffi, 1994; Kaplinsky & 

Morris, 2016).  

In these fragmented production processes different parts, components and 

other intermediate goods may cross national borders many times before 

becoming the finished product that is shipped to its final markets. Factories 

producing e.g. footwear collect inputs locally as well as from many other 

countries (Whittaker et al, 2010). In other words, in the entire production 

process of a product or service there are numerous firms involved, instead of 

simply one single firm. To analyse this global production system, scholars 
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began to discuss production in terms of ‘global value chains’ (GVCs) containing 

series of activities leading up to the final product or service (Gereffi et al. 2001). 

The GVC framework has subsequently become a novel tool for understanding 

the dynamics of economic globalization and international trade (Gibbon & 

Ponte, 2008). 

The work of Michael Porter (1985) has been a major contributor to the 

emergence of GVCs as a concept of how companies can create and maintain a 

competitive advantage. Porter argued that when determining the 

competitiveness of a firm, one cannot simply analyse that same firm isolated, 

but has to include all activities in which a firm is engaged (Porter, 1985). Since 

then a number of important concepts and terms has been developed, that more 

or less try and explain the same trend in the global economy, such as supply 

chains, that include the input-output structure of value-adding activities; global 

commodity chains, that concern how production chains are governed internally; 

and production networks, that focus on how producing companies are 

connected. In the end, the term value chain was regarded to include most 

aspects and concepts of the new global economic system (Gereffi, et al. 2001).  

The commonly used definition is that GVCs describe the full range of activities, 

including design, production, marketing and distribution, which firms and 

workers do to bring a product or service from its conception to its end use and 

beyond. These activities include design, assembly, shipping, marketing, 

retailing etc. (Global Value Chains Initiative, 2016). With the contribution of 

other scholars, such as Gereffi (1994), the tool of GVC analysis was developed. 

Using the GVC as a tool to analyse industries or firms serves the valuable 

purpose of broadening the analysis, from simply focusing on the manufacturing 

activities, to including all activities needed to produce a product or a service, 

and thus getting a complete understanding the industry or firm. The GVC 

analysis is also useful as a tool to desiccate a certain firm or industry's business 

activities and thus to find out which of those activities contribute to the firm or 

industry’s competitiveness and which activities that does not. As such the GVC 
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analysis soon transformed the model for trade, industrial organisation and 

development policy (Kaplinsky, 2000; Wood, 2001).   

Figure 1: Porter’s value chain 

    

Source: Porter, 1985 

The term value added is central to the GVC context, and explains how the total 

value of the product is distributed among the links of the chain (Gereffi, et al. 

2001). Using the footwear industry as an example, let us say a pair of shoes 

costs the equivalent of 100€ in a Danish shoe store; i.e. the total value of the 

whole production process of the pair of shoes, from design to manufacturing 

and retailing is 100€. Out of that total value 5€ was ‘added’ in the assembly 

stage of the production process, 23€ was added for the raw material, 10€ for 

the contractor, 12€ for the manufacturer, and lastly $50 was added by the 

retailer. This brings us to the term trade in value added, which refers to the 

process where countries in a larger extent trade in intermediates, instead of in 

final products.  

Using the footwear industry as an example once again, value in the assembly 

stage might be added in a developing country like Vietnam, the value added for 

the raw material might come from China, while the value of the manufacturer 

and retailer might come from the US and Denmark respectively. The label 
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“Made in Country X” is therefore outdated, as it shows only one of a product’s 

possibly many countries of origin. Trade in value added thus has important 

implications on exports and import statistics, as exports and imports might be 

double counted, and on the use of trade policies, as policies to discourage 

imports might in fact hurt domestic exports (Ahmad & Ribarsky, 2014: 4-5; 

Cattaneo et al. 2013). 

The concept of governance is a centrepiece in GVC analysis, and it refers to 

power relations and how the power of lead firms affects the coordination of the 

value chain structures in different industries (Gereffi, 2014a: 440 - 441; Gereffi 

& Lee, 2014; Kaplinsky & Morris 2016: 628 - 629). In governance analysis the 

focus is mainly on lead firms of industries, but GVCs are also possible to study 

from a country’s perspective. Cattaneo et al (2013), explains how a country’s 

performance in GVCs can be measured by its capacity to join the GVCs, to 

remain part of the GVCs, and its ability to move up the value chain (Cattaneo et 

al 2013: 14). Applied on the footwear industries in Vietnam and Ethiopia, the 

idea of a higher performance in the GVC is to acquire capabilities and access 

new markets segments to include more sophisticated functions along a value 

chain with a higher value-added (Ponte & Ewert, 2009: 2, 5). This process is 

called upgrading, which in the GVC approach focuses on the strategies used by 

countries, regions and other economic stakeholders to maintain or strengthen 

its position in the global economy (Gereffi & Fernandez-Stark, 2011).  

When connecting findings of GVC research and the opportunities it provides to 

the area of development, focus on economic upgrading has been the main 

issue, whereas governance structures is a key determinant to explain how 

states can handle these opportunities and challenges that are depending on the 

environment and external conditions and pressures of the value chains (Gereffi, 

2014b, Whittaker et al, 2010; Gereffi & Lee, 2014). The framework for GVC 

analysis originates from Gary Gereffi’s Commodity Chains and Global 

Capitalism (1994), where he describes the (then called) global commodity 
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chains as “rooted in production systems that give rise to particular patterns of 

coordinated trade” (Gereffi et al, 1994).  

Gereffi identified four basic dimensions of the GVC methodology: the input-

output structure, the geographical consideration, the governance structure and 

the institutional framework (Gereffi et al, 1994; Ponte, 2002; Gereffi & 

Fernandez-Stark, 2011). The input-output structure describes the process of 

transforming raw materials into a final product, the geographical consideration 

focus on the geographic concentration of production and distribution networks, 

the governance structure explains how the chain is controlled and the fourth 

dimension, added later in 1995, explains the institutional context in which the 

chain is embedded, for instance how governments and different trade 

agreements regulate operations in the VC (Gereffi et al, 1994; Gereffi & 

Fernandez-Stark, 2011). 

 

2.2 Governance in GVCs 

Out of these four dimensions, governance structures have gained the most 

attention in GVC literature, whereas the input-output structure and geographical 

consideration have been used more descriptively to outline configurations of 

different value chains (Ponte, 2002). The importance of the institutional 

characteristics and its role in shaping the dynamics of governance and 

upgrading has also been more emphasized after receiving less attention in 

earlier GVC studies (Lee, 2010; Ponte & Sturgeon, 2014).  

Governance was defined by Gereffi (1994) as the “power relationships that 

determine how financial, material and human resources are allocated and flow 

within a chain”, and he identified two different types of governance structures 

that he called the producer-driven and the buyer-driven value chains. The 

producer-driven value chains refer to the industries where the central role in 

controlling the production system is played by multinational enterprises (MNEs), 
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which is the case in capital- and technology-intensive industries such as 

automobiles, aircraft and electronics. In contrast, buyer-driven chains refer to 

value chains of labour-intensive industries such as garment, footwear and 

furniture. In the buyer-driven chains, the key role is played by the 

decentralization of production networks to (in most cases) developing countries 

by global retailers, brand-named merchandisers and trading companies. One of 

the main characteristics in these chains is that the lead firms, due to the 

outsourcing of production, are merchandisers rather than manufacturers, since 

they normally do not own the production facilities, but instead play the role of 

managing these production and trade networks to create the end-product, an 

integrated whole, for them to market and sell (Gereffi, 1994). 

Gereffi’s (1994) contribution is important for the understanding of how the lead 

firms in different industries use their buying power to control the organization of 

activities across a value-adding chain, and how this affects when, where and by 

whom the value is added. However, recognized as a good point of departure for 

the GVC framework, Gereffi’s distinction of production- and buyer-driven chains 

came to be questioned as too simplified and narrow (Gibbon, 2008; Ponte, 

2002; Ponte & Sturgeon, 2014). Gibbon (2008) summarizes some of the main 

concerns with Gereffi’s original definition of chain governance as “driving”: It is 

uncertain if all the value chains have lead firms, and it was also not clear 

whether outsourcing was done exclusively for low-profit activities in the chain. 

Sturgeon (2002), using the example of contract manufacturing in the electronics 

industry, concluded that outsourcing in these buyer-driven chains may allow for 

the suppliers to become very profitable as well, since it can lead to a deepening 

of their competences and an increase in scale. The original definition of 

governance structures by Gereffi can also be argued to have a too narrow focus 

due to it only taking firms and their actions into account, without considering 

other factors affecting chain governance such as agents, formal institutions and 

external normative systems (Gibbon, 2008). 
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As the global economy changed and the technology developed, global 

industries and how firms act in GVC was organized in new ways. In the 1990s, 

technology-intensive industries began practicing extensive outsourcing, 

meaning that most of the producer-driven industries shifted governance 

structures and became more buyer-driven (Ponte & Sturgeon, 2014). To explain 

these shifts and to broaden the governance concept, also in the light of some of 

the other concerns pointed out by Gibbon (2008), Gereffi, Humphrey and 

Sturgeon (2005) contributed with a theoretical framework aiming for a more 

complete and dynamic explanation of governance in GVCs.  

In their analysis of governance, they developed a typology with more emphasis 

on the characteristics of buyer-supplier relationships as a determinant for how 

the value chain is governed, in contrast to them mainly being driven by the lead 

firms of the chain. The nature of these supply relationships were argued to vary 

depending on the complexity of information and knowledge transfer required by 

the supplier for product and process specifications, how this knowledge can be 

codified and pass on along the chain and the capabilities of suppliers in 

relations to the requirements. By identifying these three types of supply 

relationship, five types of governance structures were generated: (1) market, 

governed by price, (2) modular, where complex transactions are codified, 

governed by standards, (3) relational, that occurs when buyers and suppliers 

rely on complex and unique information that is difficult to learn, governed by 

trust and reputation, (4) captive, where small suppliers are dependent on 

powerful buyers and the instructions they provide, governed by buyer power 

and a chain structure governed by (5) hierarchy, characterized by the 

management hierarchy within lead firms that manufacture products “in-house”. 

(Gereffi, Humphrey & Sturgeon, 2005; Gibbon, 2008; Gereffi & Fernandez-

Stark, 2011; Ponte & Sturgeon, 2014).  

While the theoretical framework by Gereffi et al. (2005) may provide new 

insights in understanding coordination of different linkage mechanism on a firm-

level in GVCs, its relevance in a thesis with a developmental focus, such as this 
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one, can be questioned. As noted by Gibbon (2008), this theory of linkages 

provides an even more narrow approach to chain governance and it has little 

influence on macro-level characterization (how governance is shaped at the 

level of the whole chain (Ponte & Sturgeon, 2014)) of GVC governance, due to 

its primary focus on the coordination of large buyers and their immediate, 1st 

tier-suppliers (Gibbon & Ponte, 2008) where we are unlikely to find neither 

Vietnam nor Ethiopia.  Hence, an attempt to outline a broader perspective of an 

entire industry, such as the footwear industry, based on the form of coordination 

in inter-firm linkages in specific nodes of the chain, might turn out risky (Ponte & 

Sturgeon, 2014), and certainly too excessive for the format of this research. 

 

2.3 Identifying different forms of governance 

Different linkages in GVCs may indeed have different forms of coordination as 

explained in the theory above, but as argued by Ponte & Gibbon (2005), GVCs 

tends to be characterized by a single and relatively coherent overall mode of 

governance and these concepts should thus be distinguished. In their study, the 

typological instrument to characterize the overall mode of governance is based 

on Gereffi’s (1994) framework of buyer/producer-driven chains and the degree 

of drivenness. A similar focus on drivenness is found in Ponte & Sturgeon’s 

(2014) contribution to the macro-level characterization of overall forms of 

governance, where the focus is on the issue of polarity, referring to the source 

of power in the chain.  

It is thereby clear that the perspective of drivenness is useful to understand how 

lead firms, or potentially other actors, shape the governance structure. But to 

explain how these structures arise, what form they take and how they change, it 

is also important to examine the factors that determine or affect the powerful 

actors’ strategies, degree of drivenness and driving mechanisms. To put GVC 

governance in a broader perspective than Gereffi’s original framework of 
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producer- and buyer-driven chains, this requires an examination of a few other 

categorizations.  

Kaplinsky & Morris (2016) provide another distinction of GVCs in addition to the 

original formulation. By distinguishing value chains into vertically specialised- 

and additive value chains, they argue for a distinction reflecting a more complex 

world of dominant trends rather than chains with exclusive characteristics. 

Kaplinsky & Morris suggests that the traditional theory of vertically specialised 

VCs is not sufficient to explain how all industries can successfully participate in 

GVCs. In the vertically specialised GVCs the length of the value chain is 

determined by the degree of activity specialisation in the firms, which is 

common in the manufacturing sector. They suggest the VCs in the resource 

sector tend to have a different, more additive structure, where the primary input 

into the final conversion process makes up a large proportion of total value of 

the final product, thus making it harder to specialise the production process. 

While no definite affiliation between industry and vertically specialised/additive 

GVCs can be made, in some manufacturing sectors, such as the footwear 

industry, both of these two distinct value chain structures can be found. The 

production for large-volume standard products tends to have a vertically 

specialised value chain with a fractured and globally distributed production 

process, whereas the value chains in the production for rapid-response, 

smaller-volume and higher-income market niches tends be more integrated and 

occur closer to final consumer markets (Kaplinsky & Morris, 2016: 631). The 

distinction of vertically-specialised/additive VCs are similar to the distinction of 

vertical- and horizontal (cluster) governance described in Gereffi & Lee (2014). 

Although GVC scholars have focused on analysis of vertical governance and 

scholars studying industrial clusters have had a focus on the horizontal 

governance, both types of governance are important for understanding the 

functioning in global industries and its consequences for types of upgrading 

opportunities in value chains (Gereffi & Lee, 2014). 
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The distinction of the two VC families suggested by Kaplinsky & Morris (2016) 

have many interesting implications for policy-makers in regards to GVC 

integration, and one may see the approach as well suited for a comparison of 

the footwear industries in Vietnam and Ethiopia. It is no doubt that an attempt to 

categorize the industries in these countries presumably would put Vietnam in a 

vertically-specialised chain and Ethiopia in an additive one, due to the fact of 

Vietnam’s strong position in the manufacturing stage of the value chain while 

Ethiopia’s possessed advantage is in the resource sector, as most of Sub-

Saharan Africa where more than 75 % of the exports involved additive chains 

(Kaplinsky & Morris, 2016). But such a categorization would not provide 

answers regarding how lead firms shape overall forms of governance structures 

in different industries, but rather how certain resources determine how the 

governance structure most likely is coordinated. As pointed out by Kaplinsky & 

Morris, the key determinants for upgrading patterns in GVCs, such as varying 

forms of chain governance and the importance of standards, are not affected by 

the vertically-specialised/additive-distinction. 

Another distinction of relevance for characterizing the overall form of the chain 

would be to analyse different chain governance structures based on end-

markets and export channels, as in Gibbon’s (2008) research on the clothing 

sector in Mauritius. Gibbon’s conclusion of the Mauritian clothing sector, 

supported by other cases from the apparel industry in Sub-Saharan Africa, was 

that there was an “extreme degree” of end-market segmentation, as the 

enterprises were producing almost exclusively either for the US- or the EU-

market. Production for these two end-market segments differed both in 

ownership and how they were managed. Chinese investors dominated 

ownership of enterprises oriented towards the US-market, while ownership of 

the companies producing for the EU-market mainly was held by Mauritians. 

Exports heading towards the US-end market from medium- and large-scale 

branch plants was managed by US-hired intermediaries such as Hong Kong-

based parent and quality controllers or global trading houses that took care of 
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the core functions in Mauritius, while exports to the European market tended to 

be managed by locally-owned agencies. 

Gibbon’s findings thereby suggest two type of buyer-driven governance 

structures with different characteristics, differentiated based on end-markets 

and export channels. There are several reasons why these chains may differ. In 

the case of Mauritius, both cultural-historical and regulatory factors played a 

role in creating these two end-segments. With a background as a colonial 

subject to both France and the UK, the locally owned companies were more 

oriented towards the EU market, whereas the foreign (Chinese)-owned 

companies focused on exports to the US. Due to differing trade regulations in 

the two end-market segments in regards to e.g. rules of origin, production for 

the US market was only focused in CMT (cut, make and trim) operations 

whereas EU-oriented production also was integrated backwards to earlier 

stages of production, resembling the previously mentioned additive VC.  

Sourcing practices also represented a differing core element in the different 

end-segments. In Mauritius, production for the EU-end market was 

characterized by a high customer demand for flexibility and versatility, providing 

a higher autonomy for the producers to make contributions to business 

development, while production for the US-end market was more specialized. 

Other Sub-Saharan African (SSA) examples from the clothing industry’s 

business models for the US-end market points toward similar patterns. The 

Chinese investments in the sector has brought in a business model for 

successful exports to the US market. The Asian-owned manufacturers usually 

apply a business model more optimised for economies of scale with large 

standardized orders, which is better suited for the US market due to its size and 

the large market share of discount and lower-mid market chains selling basic 

apparel (Schmitz & Knorringa, 2000; Gibbon, 2008). 

If governance can be understood by drivenness (Gereffi, 1994), or coordination 

between buyers and suppliers (Gereffi et al., 2005), Gibbon’s findings of these 
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two separate GVCs can be understood as normalizing (Ponte & Sturgeon, 

2014), a third way of explaining governance by emphasizing standards and 

norms, referring to convention theory. Convention theory was brought in as a 

key element to the GVC discussion by Ponte & Gibbon (2005) to better 

understand the changing global economy and developing countries role in it. As 

Gibbon (2005) phrases it, this approach seeks to broaden Gereffi’s original 

concept, while having a specific focus on the processes and developments in 

the different value chains. This is done by observing the lead firms in buyer-

driven chains and their corporate strategies in relation to business system-

conventions of industrial organization and quality issues, as well as with 

international trade- and domestic market regulation. Convention theory provides 

insights to these observations by laying the attention on how quality standards 

and the normative frameworks legitimizing those standards shape the rules of 

chain participation and division of labour (Lee, 2010), and it thus better 

characterizes the chains’ overall mode of governance while distinguishing the 

framework from the coordination of individual linkages, as emphasized by Ponte 

& Gibbon (2005). 

Conventions of industrial organization and quality can explain the different 

characteristics of the chain governance depending on the end-market. Gibbon 

(2008) use this approach to explain the difference of the US- and EU-destined 

GVCs for clothing by the timing of the rise of the corporate strategy of firms’ 

“downsizing” to their core competences in these two regional business systems. 

This doctrine is also associated with the different business systems’ degree of 

“financialization”, referring to the relations between financial markets, 

corporations and their strategies. The adaptation of the core competences-

doctrine happened more forcefully in Anglo-Saxon business systems such as in 

the US and UK, than in Europe and Japan (Ponte & Gibbon, 2005). In the 

clothing industry in SSA, this was reflected by a higher concentration of 

globally-based first-tier suppliers, operating according to the Asian/Chinese 

model of integrated manufacturing with large standardized orders, in the GVCs 



  

          

 

18 

destined for the US market. In GVCs destined for the EU market, local agents 

have dominated manufacturing. However, since buyers using global first-tier 

suppliers, instead of local agents, has become more common in GVCs destined 

for the EU, these two chains have begun to resemble each other (Gibbon, 

2008).  

Quality conventions is a relevant issue for GVCs and the expectations of 

producers in these chains. The most fundamental entry barrier in a chain in 

labour-intensive industries like clothing and footwear is a supplier’s requirement 

of reaching at least a “basic level of quality”. Governance in GVCs involves 

judgement of quality both in terms of suppliers and products, and the process of 

making the product has become as important as the product itself. Convention 

theory has provided many categories for the justification of quality, and the most 

common distinction, also used in Ponte & Gibbon (2005) and Gibbon (2008) is 

limited down to four types. These categories of conventions governing quality 

are industrial-based, where uncertainty of quality is solved by the actions of an 

external party that determines the common standards and norms and enforces 

them, market-based, quality evaluated based on price, domestic (trust), where 

uncertainties about quality is solved by trust (such as e.g. good reputation of the 

producer country, or quality of a product guaranteed by its origin) between 

actors and civic, where the quality of the product is determined by its impact on 

welfare/environment or in the process of making the product in regards to e.g. 

workforce well-being. Using these categories for characterization of quality 

conventions in the SSA-clothing industry, there were once again differences 

between the US/EU end market-segment in regards of the key qualities 

required of the suppliers. The US-quality convention was based on a mixture of 

industrial and market criteria, and while price also played a central role in the 

EU-quality convention, the value of trust was preferred over industrial 

convention to meet the requirement of a qualified producer (Ponte & Gibbon, 

2005; Gibbon, 2008).   
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What is considered quality, as well as what (or who) determines quality, can be 

summarized as being different depending on industry and the governance 

structure of the value chain. However, both in terms of conventions of industrial 

organization and quality, it is still the lead firms that are driving the governance 

structure of a (buyer-driven) chain in accordance with Gereffi’s (1994) original 

approach. But conventions, along with the corporate strategies (and how they 

are affected by conventions) of these lead firms, are in the end what shapes the 

form of governance in the chain. As Gibbon (2008) puts it, they are “convention 

takers” rather than “convention makers”. 

To be able to conduct an overall characterization of how a buyer-driven chain 

such as the footwear GVC is governed, the extent of how and why lead firms 

externalize some of their functions and keep control of the chain in a certain 

way, must be clarified. What makes lead firms successful in these tasks, 

depends on how they transfer intangible information to their suppliers and 

codifies external certification of complex quality content of goods and services. 

As in (Ponte & Gibbon, 2005; Gibbon, 2008), we want to emphasize quality 

issues as being central in understanding the governance of GVCs, and by 

referring to governance as normalizing it is possible to explain quality as one of 

the main determinants shaping the governance structure, in addition to price, 

volume and economies of scale (Ponte & Gibbon, 2005). Conventions of 

industrial organization, as Gibbon (2008) refers to in the example of Mauritian 

garment, is also of relevance when explaining the different export channels 

there may exist in distinct VCs in the same industry. Leather and/or leather 

footwear produced in Vietnam and Ethiopia may have differences in their end-

market segmentation, and thus also in the industrial organization of how these 

manufactured products end up there. 

Since the governance in this research has to be approached with the 

assumption that it is a changing process influenced mainly by more factors 

(conventions) than just corporate strategies of the lead firms, the framework 

bringing in convention theory may provide relevant methods to make the correct 
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distinction in the leather footwear GVC, since theory suggests a likely existence 

of two or more distinct chains. Earlier studies point towards a distinction based 

on different end markets (EU and USA) where different quality characteristics is 

required for successful added value. Understanding governance structures in 

the GVC framework is essential, since how the chain is governed is regarded as 

a key determinant for market access, acquisition of capabilities and the 

distribution of gains along its participants (Lee, 2010). By understanding how 

the value chain is governed, we can identify where in the chain there are 

opportunities for Vietnamese and Ethiopian actors to engage, and thus what 

upgrading trajectories the form of governance shape for these actors. The 

normative framework of the dynamics between buyers and suppliers provide 

knowledge of the qualities that are expected by suppliers at different stages of 

the GVC. 

 

 

2.4 Upgrading in GVCs  

In addition, and based on, the four dimensions of GVC methodology introduced 

by Gereffi (1994; Gereffi & Fernandez-Stark, 2011), a fifth element of GVC 

analysis, upgrading, was developed from contributions by Gereffi (1999) and 

Humphrey & Schmitz (2002). While governance structures explain the 

relationships between actors in VCs and how the chain is organized, with a 

strong top-down emphasis on lead firms, GVC upgrading has a more “bottom-

up” perspective. Upgrading in GVCs is about how actors (firms or industries) 

can make better products, improve efficiently, or move into more skilled 

activities (Humphrey and Schmitz, 2002; Kaplinsky, 2000; Gereffi & Fernandez-

Stark, 2011; Gereffi, 2014). Morrison, Pietrobelli & Rabellotti define upgrading 

as ‘innovation producing an increase in the value added’ (2008: 45).  
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The work of Michael Porter (1985; 1990) on competitiveness has had a 

profound impact on the academic field of GVC upgrading. He argues that 

sustainable competitiveness cannot be inherited and is not dependent on a 

country’s currency value, its labour force conditions or natural resources – 

competitiveness is created through innovation. There are many ways to create 

a competitive advantage through innovation, to find a faster or cheaper 

production process, to create a new product design, to start producing a whole 

new product etc. In a GVC context, these innovations are normally referred to 

as ways to upgrade (Porter, 1990). Originally the idea of upgrading was for 

actors or industries to ‘move up the value chain’ by acquiring knowledge and 

information from lead firms. By participating in GVCs, less established actors in 

developing countries can learn how to improve their firm or industry from the 

established lead firms of the VC (Ponte & Ewert, 2009: 5-6). In this original 

model upgrading along the value chain meant a movement from one stage of 

production to another (Cattaneo et al, 2013: 29).  

Figure 2: The smile curve 

  

Source: Baldwin, 2012 

Building on the GVC upgrading framework, the so called Smile Curve show how 

firms can move up along the value chain, from a position of lower value added 

to a position of higher value added. The figure illustrates how the conditions of 
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GVCs has changed since the 70’s, when the difference in share of the product’s 

value added in stages of the pre-fabrication service and post-fabrication 

services, compared to the fabrication stage, has increased. In other words, 

firms engaged in research and development of products (prefabrication) or in 

marketing (post-fabrication) occupy a significantly higher share of the total value 

of the product than firms engaged in assembly of products. The challenge for 

emerging industries entering GVCs is to avoid getting stuck in the fabrication 

stage, and instead upgrade into the pre- or post-fabrication stages (Baldwin, 

2012; Cattaneo et al, 2013: 29).  

There are four classical ways of how such upgrading can be achieved 

(Humphrey & Schmitz, 2002; Schmitz, 2006):  

1. Product upgrading - moving into more sophisticated products with 

higher unit value.  

2. Process upgrading - increasing efficiency or improved organization of 

production through new technologies. 

3. Functional upgrading - increasing the skill content of the production 

activities 

4. Inter-sectoral upgrading - shifting from one industry to a more 

profitable one. 

These four upgrading trajectories all present a way of how to climb up the value 

chain ladder, by abandoning low value added activities in favour of higher value 

activities. Gereffi (1999) refers to this as the ‘low road’ for the ‘high road’ to 

upgrading. The different types of upgrading trajectories are usually connected to 

specific firm- and industry characteristics, as well as forms of governance (in 

particularly functional upgrading) (Ponte & Ewert, 2009). Functional upgrading 

is the perhaps most classic trajectory and was given a lot of attention in the 

early upgrading literature, such as Gereffi (1999). The typical functional 

upgrading is adopted by a firm in an emerging manufacturing industry, that 
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when interacting with lead firms in the value chain, learn how to acquire new 

functions in the production process. The firm is thus allowed to move from the 

assembly of imported inputs to Original Equipment Manufacturing (OEM) and 

later to Original Brand Manufacturing (OBM), an in this way occupy production 

activities with a higher value added (Gereffi, 1999; Ponte & Ewert, 2009: 3-4). 

Though often regarded as a helpful starting point, more recent literature has 

pointed several shortcomings with the traditional four-type upgrading 

classification. Gibbon & Ponte (2005) argue that for some industries and 

products it is hard to distinguish between product upgrading and process 

upgrading. Furthermore, although the four trajectories should be regarded 

equally important, functional upgrading has in practice been given too much 

weight as the most important upgrading trajectory. Studies such as Gereffi’s on 

the garment industry (1999), where the focus is set on functional upgrading, 

would imply that applying product differentiation and own-brand manufacturing 

will eventually lead to a functions of higher value added. Gibbon and Ponte 

argues that there is an evident risk that such a strategy might lead to a 

competency trap, especially if the distance to important end-markets is great 

which makes it difficult for emerging firms to follow and set trends in design, 

marketing or branding (Gibbon & Ponte, 2005: 89-90).  

Ponte & Ewert (2009) continues the critique of the four-type upgrading model by 

arguing that the process upgrading trajectory normally does not fully incorporate 

the necessity to match technological innovation with industry standards, which 

normally is set by the buyer in the value chain. Without the conformity to 

standards, that for example can regard environmental regulations, country of 

origin regulations or other typical EU regulations, such the technical innovation 

that increases efficiency of the process upgrading model can be inefficient, 

especially in buyer-driven value chains such as in the manufacturing industry. 

Ponte and Ewert also warn for the tendency to apply a single upgrading 

trajectory at a time, as most industries face several challenges at the same 

time. Applying, for instance, process upgrading and product upgrading 
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simultaneously, would strengthen and support the combined upgrading effort 

(Ponte and Ewert, 2009: 7).  

Gibbon and Ponte (2005), along with Ponte and Ewert (2009), go even further 

arguing that using either of the classic four-type trajectory from a point of low 

value added may not at all be the best way for developing countries. First of all, 

studies by Schmitz (2006) and Gibbon (2008), suggest that certain governance 

structures within GVCs have been proven to hinder or discourage classic 

upgrading trajectories (Ponte & Ewert, 2009: 3-4). Second, of all the scholars 

argue for the importance of economy of scale as part of a business strategy for 

firms engaged in GVCs. Especially in a buyer-driven GVC context, the value of 

establishing a stable supplier position should not be underestimated. Ponte and 

Ewert (2009) questions the traditional ‘moving up the ladder’ path to upgrading 

as the only way to upgrade. In a study on wine production in South Africa the 

authors conclude that there are possibilities for firms to ‘downgrade’ to activities 

with higher value added, for instance product downgrading as some firms profit 

from changing to lower value products sold in larger amounts (Ponte & Ewert, 

2009: 2-3, 8). Thus they argue that upgrading could very well could be achieved 

by increasing production volume, without altering the product, function or 

process of the product or service in question. Upgrading could also be achieved 

by other factors such as fair trade certification that can lead to higher producer 

prices (Gibbon & Ponte, 2005: 92-93; Ponte & Ewert, 2008: 7-8). 

In sum, these scholars put forward a clear argument for the necessity to expand 

the concept of upgrading. Upgrading should not just be seen as a firm strategy 

to move up a VC, but as any kind of strategy that increases firm profitability in 

an economically sustainable way. In order to create such an upgrading strategy, 

one must analyse the so called reward structures within the value chains, found 

in the form of governance. Such an analysis could include factors such as 

possibilities of economies of scale, standard requirements in the VC, first- and 

second tier supplier roles triggering rewards, distance to end-market structures 

(Gibbon & Ponte, 2005: 151-159). We believe that analysing the governance 
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structures, shaped by a possible variety of quality and business conventions, of 

the GVC would provide clarification of the factors that needs to be considered in 

creating such an upgrading strategy. 

 

2.5 GVCs and economic development       

One of the most central questions among development scholars has been what 

developing countries in today’s world can do to achieve what the already 

developed countries did. Out of the models for economic development that 

earlier developers, or the so called late developers, applied, which one is the 

right path to a better position in the global economy for developing countries of 

the 21th century? In all of the models of development also lies the core question 

of what role the state can, and should, play in the developing country to best 

move along this path and reach the economic growth they are aiming for 

(Whittaker et al, 2010). What key strategies, public policies and social structures 

can be identified as the tools for an ideal model that the government can use to 

promote development? 

The role of the state in economic development was a central topic of debate 

between the two major approaches of economic development in the latter half 

of the 20th century, which were the approaches of import-substituting 

industrialization (ISI) and export-oriented industrialization (EOI) (Stubbs, 2009). 

The ISI approach to economic development had been well established in Latin 

America, Eastern Europe and parts of Asia since the 1950s, and during the 

1960s and 1970s the link between large, vertically-integrated multinational 

corporations and emerging markets in developing countries was through this 

model of growth (Gereffi, 2014a). The ISI approach was insufficient for 

developing countries in many ways, and above all because of its dependency 

on a large domestic market. By the end of the 1970s, this approach was under 

a continuous attack by neo-classical economists which used the successful 

examples of the East Asian Tigers (South Korea, Taiwan, Hong Kong and 



  

          

 

26 

Singapore), to argue for the contrasting EOI model of development that was 

based on more market-oriented policies and liberalization to achieve rapid 

economic growth in developing countries (Stubbs, 2009).  

In a world where the neoliberal ideas represented by Ronald Reagan in the US 

and Margaret Thatcher in the UK gained a stronger foothold, the EOI model, in 

which the private market and free trade was emphasized as the engines for 

economic growth, increasingly took over the role from ISI as the dominant 

development approach. What, as described in Gereffi (2014a), came to be the 

“death knell” for ISI was the oil shock of the late 1970s and the following debt 

crisis that hit hard on Latin America. The ISI model was unable to solve the 

problem of generating the foreign exchange needed for increasingly expensive 

exports, and many developing countries, under pressure from WTO and IMF, 

shifted to the EOI approach, what also can be described as the Washington 

Consensus, in the 1980s (Stubbs, 2009; Gereffi, 2014a). 

With the dominance of the EOI approach emerged a need to redefine the role of 

the state in economic development. This laid the ground for another major 

debate in the field of development studies during the last decades of the 21st 

century, which was the emergence of the developmental state-concept and to 

what degree the states could take credit for the East Asian success-stories. 

This concept was first introduced by Chalmers Johnson in 1982 in his attempt to 

characterize the role played by the Japanese state in the successful economic 

growth of Japan that saw its beginning in the 1950s, and was referred to as the 

“Japanese miracle”. It was also an attempt to challenge the dominating Anglo-

American neoliberal and market-focused consensus (Johnson, 1999). 

Johnson’s key argument of the concept was that a developmental state, 

committed to private property and market, should intervene in the economy with 

guidance and to promote economic development. Many other scholars picked 

up the concept to make case studies of the successful Asian examples, and 

analyses of the developmental state “reached something of a climax” in the end 

of the 1980s and beginning of the 1990s (Stubbs, 2009). In her famous case 
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study of late industrialization in Korea, Alice Amsden (1989: 13 -15) provides 

evidence of the Korean state’s vital role in creating price distortions to direct 

economic activity toward greater investment to back her argument of economic 

development as being dependant on state intervention. 

The debate also moved into analysing different varieties of the developmental 

state based on the relations between the state and the broader society, and 

how it could explain the successful development in certain states and why 

others failed (Stubbs, 2009). Peter Evans (1995) made the differentiation 

between the developmental state and predatory states, as well as intermediate 

states to describe states not possible to categorize in one of these typologies. 

Evans described the East Asian newly-industrialized countries (NICs) Japan, 

Korea and Taiwan as archetypes of development states where the key for its 

effectiveness lays in the “embedded autonomy”, a concept referring to the state 

being autonomous by having a well-structured bureaucracy operated by well 

paid, educated and career-oriented elite bureaucrats, and embedded so that 

state elites are connected in social networks that put them in contact with 

important players such as industrialists, landowners and labour that can inform 

decision making on and aid with the implementation of specific policies (Evans, 

1995: 47 – 50, 57 - 59; Olin-Wright, 1996; Whittaker et al, 2010).  

Archetypes of the developmental state played a large role in orchestrating the 

success of these late developers. As in the East Asian model of embedded 

autonomy, the development model relied on close ties between the state and 

corporate- and industrial leaders, and how these relationships were channelled 

jointly into developing and implementing industrial policies. Out of these 

interactions emerged large, diversified and vertically-integrated firms in some 

strategic industries that could compete in the global market. Examples 

discussed by Evans (1995) were for instance the state-promoted economic 

concentration in the hands of the chaebols (the country’s largest business 

conglomerates) in Korea, and the selective interventions by the Taiwanese 

state to focus attention on sectors and products, such as the textile industry, 
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that were crucial for industrial growth. It also involved backward linkages to 

domestic suppliers with the aim to achieve as much domestic value creation 

and capturing in an industry as possible, while any geographic fragmentation 

didn’t occur before much later (Whittaker et al, 2010). 

Today, production systems in industries that traditionally have been responsible 

for driving economic development have become geographically dispersed and 

disintegrated. The flows of intermediate goods comprising GVCs have 

fundamentally transformed the competitive landscape in which development 

takes place today. What took the late developers of East Asia many decades to 

achieve in terms of economic development, had previously taken the UK over a 

century, while recent developers in today’s world are expected to show an even 

higher degree of compression into shorter periods of development. As Whittaker 

et al (2010) argues, an emphasis of this compression can provide new and 

important insight for economic and social development. In the evolving 

dynamics of the world economy, economic development requires much more 

than the classic role of a developmental state as a co-designer and coordinator 

of industrial development. Recent developers can try to reproduce the elements 

of the late developers, but they cannot recreate an industrial model from the 

past. Compressed developers are more likely to engage in systems of GVCs, 

whose processes and functions are increasingly globally dispersed, more 

complex, under constant change and often out of state control (Whittaker et al, 

2010). Ponte & Sturgeon (2014) describe it as a change of the concept of 

‘industry’ from a localized, cluster-based concept, to value chain forms meaning 

greater spatial spreading and more detailed and immediate integration of 

functions along the chains (Ponte & Sturgeon, 2014).  

The concept of GVCs was picked up by development scholars in the beginning 

of the 1990s, as it was seen as a useful concept to explain trends of post-war 

industrialization, which they suggested to be characterized by disaggregation 

and geographical spread of production activities and the functional reintegration 

of transnationals (Lee, 2010). Since then, the GVC framework has received a 
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lot of recognition in the field of economic development. Since the ability of 

countries to be economically successful depend on their participation in the 

global economy, it can be argued to depend on the role they have in GVCs. 

GVC can lower entry barriers for developing countries by opening up 

specialized large-scale industry segments as possible drivers for export-

oriented economic development and technological learning (Ponte & Sturgeon, 

2014).  

GVC analysis is currently practiced by most of the large international 

organisations concerned with economic development, such as the WTO, 

OECD, UNCTAD, World Bank, etc. (Gereffi, 2014a: 442). A certain attribute of 

GVC analysis that originally caught the attention of development scholars was 

its capability of explaining how some developing countries were so much less 

successful than other countries despite a similar degree of industrialization. This 

has led to scholars focusing on economic development to embraced a new 

development model where focus has shifted from industrialization to industrial 

upgrading, success is no longer determined by industrialization per se, but 

rather to what extent countries are engaged in profitable nodes of the GVC 

(Lee, 2010). GVC governance theory can also provide an important contribution 

by explaining how and why inclusions and exclusion take place at industry level 

and with what outcomes (Ponte & Sturgeon, 2014).  

As explained earlier, upgrading in GVCs are dependent on the environment and 

structures of the value chains that are determined by the form of governance of 

the chain. Thus, theory of both GVC governance and GVC upgrading can 

together explain how firms and industries can reach a sustainable position by 

participating in GVCs (Gereffi, 2014b; Whittaker et al, 2010). However, when 

returning to the core question of what role the government can play to promote 

their firms and industries in GVCs, there is a need for other strategies than the 

development models taken by late developers. Although some of the 

characteristics of the developmental state are useful to describe successful 

examples of economic development, the challenges faced by these late 
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developers were different to the compressed developers of today. As Whittaker 

et al. (2010) argues, compression challenges the developmental state, and to 

accomplish economic development under the conditions of today’s deeply 

integrated global economy, policy-makers have to aim for a new type of ideal 

state, which is what Whittaker et al. (2010) calls the adaptive state, rather than 

following the path of the classical developmental state. 

The adaptive state is the ideal-type of state that successfully balances the 

challenges of compressed development, which require “greater agility and 

different set of competences” than the developmental state in the late 

development-models. Whittaker et al. (2010) identifies three domains of new 

challenges facing compressed developers. These are economic/technological 

development by learning and upgrading by engagement in GVCs, social/human 

development, which involves addressing the double burdens or challenges that 

comes out of e.g. food supply and safety as urban populations become 

wealthier at a faster pace than before, and the implementation of international 

treaties and initiatives as a member of the international community, which are 

external pressures not having been faced by earlier developers to such a large 

extent as developers of today. From these challenges, the state creates “policy 

stretch”, where its competency is stretched by the dynamic and diverse nature 

of the challenges it faces. It can be overwhelmed, or creatively adapt and thus 

become the ideal example of a compressed developer, the adaptive state. 

What Whittaker et al. (2010) provides is not a new model for development that 

brings countries to success by following its ideas fundamentally, but the 

concepts of compressed developers and the adaptive state is rather something 

that provides many important insights on the state role in economic (and other 

type of-) development by engaging in GVCs. We cannot expect Vietnam or 

Ethiopia to directly show strategies in accordance with the ideals of the 

compressed developer and adaptive state, even less providing signs of being 

there already, as we still are waiting for a successful example to emerge, as 

pointed out in Whittaker et al. (2010). However, it takes the discussion away 
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from choosing the correct model based on two contrary views, and instead 

emphasize a more objective and pragmatic role of the state somewhere 

between state-led development and neo-liberal market-oriented development. 

The role of the state is still important, but much more complex than before and 

more dependent on external factors. The policy challenge is less to govern the 

domestic market, and more to “ride the waves of globalization without crashing 

into the foam” (Whittaker et al, 2010). 

During the last decade more and more countries have been voicing their 

intentions to intervene in the market to promote and shield their domestic 

industries, with policies such as infant industry protection, tax and credit 

incentive programs for the domestic industry, Local Content Requirements 

(LCRs), and ‘picking winners’-policies. Many have praised the previously 

mentioned active roles of the governments in the successfully industrialised 

countries South Korea, Singapore and Taiwan (Amsden, 1989; Wade, 1990; 

Natsuda & Thoburn, 2013;). Though, there was also recent evidence of what 

could be regarded as a re-entering of protectionist policies in the re-

industrialization strategy of Russia, in the substantial domestic and export-

related inducements to local firms in China, in the exceedingly generous 

financing terms to domestic actors in Korea and Japan, subsidies to 

manufacturers in Europe, along with the IMF allowing for stronger capital 

controls (Evenett, 2013: 3; Grabel, 2015). 

It is evident that the yet dominating strategy of market-liberal policies under the 

Washington Consensus is losing momentum. The more or less active role of 

governments in economic development and the use of industrial policies has yet 

again surfaced as a hot topic in the area of economic development. This has 

spurred an interesting discussion about the existing policy space for developing 

countries in the currently changing global economic arena (Serra & Stiglitz, 

1998; Rodrik, 2008; Natsuda & Thoburn, 2013; Hufbauer & Schott, 2013). 
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2.6 Industrial policies in GVCs 

Arguing from a market liberal perspective, the increasing popularity of stronger 

government-intervention in global markets by the use of industrial policies, 

should be regarded as a re-entering of protectionist policies (Hufbauer & Schott, 

2013). While the intention of an intervening government might be good, market 

liberals warn that the risks and ramifications associated with ‘government 

failure’, referring to the government’s often systematic lack of accurate timing, 

precision and knowledge of the market, is argued to be too high (Lin & Chang, 

2009). As such, industrial policies would in fact hinder the self-regulating and 

efficiency promoting mechanisms of the free market. Market liberals such as 

Moran (1998), Hufbauer & Schott (2013) and Kuntze and Moerenhout’s (2013) 

argue there is an evident risk that policies shielding domestic industries from 

foreign competition, such as LCRs or infant industry support, would evidently 

lead to a consolidation of inefficiency and a prolonging dependency on 

government support to sustain competitiveness in global markets. Such 

industrial policies have also been criticised for being non-transparent and to 

invite corruption (Moran, 1998: 41-43; Hufbauer & Schott, 2013: 7; Kuntze and 

Moerenhout, 2013). 

According to scholars in favour of industrial policies, such as Dani Rodrik 

(2008), along with Justin Lin (Lin & Chang, 2009), argue that the state needs to 

take a leading role in the economic development of a country. The laissez faire-

model of the market-liberal policies has created a state of naturally imperfect 

markets. Governments should use market intervening industrial policies to 

control and correct these market imperfections that hinder economic 

development. Leaning on empirical evidence on imperfections in the financial 

market (Morduch, 1999) and the labour market (Munshi & Rosenzweig, 2003) 

among others, Rodrik suggests using industrial policies in form of carefully 

designed institutional frameworks and processes of implementation to reduce 

the often biased credit markets or deficient and ill supervised labour markets 

(Rodrik, 2008: 1-3, 20). 
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Justin Lin develops the argument further as he talks about market failures, 

caused by information externalities that hinder emerging actors to innovate, 

which could and should be corrected with government subsidies. Lin also 

mentions market failures caused by co-ordination problems, which leads to 

developing countries lagging behind developed countries in terms of technology 

and industrial structure, human capital, infrastructure and institutions. 

Developing countries need a strong state to facilitate the necessary support and 

funds to achieve an industrial upgrading in these areas. Lin argues that 

industrial upgrading is best encouraged by a so called facilitating state, that 

facilitate the private sector’s ability to utilize the country’s comparative 

advantages. However, the endogenous process of industrial upgrading of a firm 

or industry’s factors of production has to emerge organically. The facilitating 

state should therefore focus on eliminating the external market barriers that 

hinders the upgrading of its domestic firms and industries (Lin & Chang, 2009: 

484-486). 

Rodrik also expands his ideas on what determines the success of industrial 

policies and argues that the key lies in the capabilities within the institutional 

framework of a country. These capabilities are in turn dependent on three 

general principles. The first principle, embeddedness, concerns the need to 

construct mechanisms to facilitate and encourage interaction between the 

government and the private sector. The second principle concerns the need for 

carrots and sticks, as encouraging and discouraging tools to prevent rent-

seeking problems, such as tax and credit incentives, and monitoring evaluating 

and benchmarking measures. The third principle is accountability referring to 

the necessity of a transparent and legitimate public-private relationship (Rodrik, 

2008: 36-40). 

Hubert Schmitz (2006) offers yet another view on industrial policies, which is 

particularly valuable in the context of a GVC analysis. Schmitz broadens the 

spectrum of industrial policies to include the global economic context that 

developing countries have to operate within. As such Schmitz makes the 
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necessary connection between economic development strategies and GVC 

analysis. Building his argument on same theoretical basis as the GVC 

framework Schmitz claims that the choice for developing countries is not 

whether, but how to integrate into the increasingly globalized and 

interdependent world economy. Thus policymakers should focus on how to 

manage the process to enable domestic firms to compete in the global economy 

(Schmitz, 2006: 7). 

According to Schmitz industrial policies is about influencing the decision of 

entrepreneurs. There are two ways in which the decisions of entrepreneurs can 

be influenced, by challenging them or by supporting them. Challenging 

entrepreneurs usually means to increase competitive pressure, either by setting 

incentivising targets or by exposing their enterprise to foreign competition. 

Supporting entrepreneurs can be done, for instance, by providing financial or 

technical assistance. Schmitz suggests that the key to a successful use of 

industrial policies lies in employing an appropriate amount of both challenging 

and supporting policies towards entrepreneurs. 

The failure of previous attempts of industrial policies can thus be explained by 

their all too one-sided purpose. Protectionist policies, such as import 

substitution policies in accordance with the ISI-model implemented in many 

developing countries, failed because they provided support but no challenge to 

entrepreneurs. This strategy left the domestic firms ineffective and dependent 

on government support. Other developing countries tried to challenge their 

economy by liberalizing trade and opening up their economy to international 

competition in accordance with the EOI-model, which would hopefully lead to 

the modernisation of the domestic industry. Such an approach often left the 

entrepreneurs and emerging firms too fragile and weak to compete with the 

harsh international competition (Schmitz, 2006: 8-9). In this way Schmitz 

distance himself from what he calls the ‘disillusion with both the old protectionist 

policies and subsequent Washington Consensus policies’, and proclaim a 

strategy for economic development which welcome the high challenge of 
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integration into the world economy, while at the same time providing support for 

coping with this challenge (Schmitz, 2006: 8). The post-crisis era and the rise of 

new economic powers has opened a new time for questioning, and has created 

new opportunities for policy experimenting with industrial policies without the 

protectionist attributes (Ponte & Sturgeon, 2014). 

Taking support from scholars such as Hirschman (1958), Lall (2003), Roberts 

and Tybout (1995) and Rodrik (2004), Schmitz bases his argument for 

supportive industrial policy on three main reasons. The first is coordination 

failures, explaining how emerging firms looking to upgrade often require an 

overwhelming number of new inputs, such as market know-how, human capital 

and investment capital. As the free market normally fail to provide these inputs, 

these emerging firms need another source of investment, for the upgrading to 

transpire. Second, the initial costs (or sunk costs) of emerging firms engaging in 

new markets are usually high. Initial support for first movers, are therefore 

required (Schmitz, 2006: 9). 

To further clarify the distinctions within different forms of industrial policies, 

Schmitz provides a four grouped table, suitable for an industrial policy analysis. 

The table illustrates how industrial policies can be combined into specific 

constellations with policy characteristics of high or low challenge vis-a-vis high 

or low support. Industrial policies with the combination of high challenge and 

low support characteristics will resemble the market liberal policies of the 

Washington Consensus, while a combination of high support and low challenge 

will resemble protectionist policies. The by Schmitz preferred policy combination 

would entail both high challenge and high support. Schmitz refer to these 

policies as active industrial policies. What specifically qualifies as active 

industrial policies normally differ depending on the context of the country in 

question. Though, Schmitz mentions tax incentives for investment purposes, 

low-interest credit for developing new technology and subsidies for participation 

in international trade fairs, as typical examples of active industrial policies 

(Schmitz, 2006: 8-9). 
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Schmitz further argues that these active industrial policies need to be matched 

according to the specific challenges that a certain firm is facing. Schmitz refer to 

two groups of challenged connected to either a technology gap or a marketing 

gap. A more integrated participation in GVCs could help these emerging firms 

bridge these gaps (Schmitz, 2006: 9-15). However, this discussion would profit 

from being taken even further into the GVC framework. According to the theory 

of Kaplinsky & Morris (2016) the structure of the value chains of an industry 

have a significant impact on the possible and suitable industrial policies 

available to developing countries. Industrial policies must be suited to the 

characteristics of the GVCs of the industry (Kaplinsky & Morris, 2016). 

Following Kaplinsky and Morris’ argument, the vertical and/or additive GVC 

determines what type of industrial policy that is appropriate for the particular 

industry. There are both general, as well as specific, policy strategies connected 

to vertical and additive value chains. As the production processes in vertical 

GVCs are highly specialised, fragmented and globally dispersed, policies on 

how to enter or upgrade within a vertical GVC are naturally associated with 

trade policy, and how to remove obstacles that hinder integration into GVCs. 

Such policies could be removing quotas and tariffs on imports, introducing 

incentives to promote exports, improving trade and communication 

infrastructure, but also tax incentives and FDI promotion initiatives designed to 

encourage market entry (Kaplinsky & Morris, 2016: 636-638).  

The industrial policies suited for additive GVCs are focused on how to promote 

and build linkages in order to deepen value added in the sector. Linkage 

development is more or less about a firm linking its position in the VC upwards, 

backwards or horizontally along the VC, and in this way capturing more of the 

value added (Kaplinsky & Morris, 2016: 638-640). In resource intensive sectors 

larger lead firms tend to feel a need to build linkages to control more parts of the 

VC, for instance to secure their access to scarce resources or as CSR initiatives 

to meet the ethical demands of their customers. In sum, linkage developing 

policies are more or less about building capacities to ‘thicken’ a firm’s position in 
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the VC, as opposed the ‘thinning’ strategy in vertical GVCs where the purpose 

is to try and capture a fragmented part of the production process. As such 

Kaplinsky and Morris’ perspective on industrial policies should rather be seen 

as different strategies on how a firm should act within a GVC (Gereffi, 2014a: 

440, Kaplinsky & Morris, 2016: 638-642). For larger economies, whose export 

volumes are large enough, it is usually easier to run a combination of 

‘thickening’ and ‘thinning’ industrial policies, than for smaller economies.  

Summing up the theoretical framework on industrial policies, it is clear that 

including the GVC factor into the theory of industrial policy has brought the area 

of industrial policy beyond the domestic economic focus of earlier policy 

regimes (such as the ISI). Gereffi (2014a) claims that industrial policy is no 

longer about how to recreate entire supply chains within a country, but rather 

how to utilize border crossing linkages that affect a country’s positioning in 

global value chains (Gereffi, 2014a). Though there are still scholars who would 

object to Gereffis’ argument. Navas-Alemán (2011) explains how developing 

countries integrating their economies into GVC often find themselves stuck in 

the low value added part of GVCs. The author claims that there are forces 

within the GVC discouraging developing countries from accessing information, 

know-how and skills to learn, develop and upgrading their industries. Navas-

Alemán argues that by encouraging the development of regional or domestic 

VCs would offer domestic firm the possibility of upgrading into higher value 

added activities that the GVCs would not offer. She also claims that firms 

engaged in multiple VCs simultaneously have far better prospects of upgrading 

(Navas-Alemán, 2011). 

Looking at the different classifications of industrial policy presented above, one 

might conclude that all the theories concern how to find a successful 

participation in GVCs. Consequently, all perspectives would also agree that the 

use of industrial policies is dependent on a thorough GVC analysis, including 

GVC governance and GVC upgrading. One might also say that the crucial 

factor when building a set of industrial policy is to find the right balance between 
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the efforts to promote and the temptation to overreach. Though, even the 

scholars promoting the role of strong governments driving economic 

development through the use of industrial policies, will agree that the risk of 

failure is high. As is argued in an OECD report, there is no guarantee for a 

successful use of industrial policies. Policymakers must always evaluate the 

possibilities of the policy strategies based on the resources and capabilities to 

implement them (OECD, 2014), and what kind of opportunities and challenges 

there are based on the GVC environment. To succeed, it has to become an 

adaptive state and create “policy stretch”.    
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3 Methodology     

In this chapter, the methodological approach of the thesis is discussed and 

explained. This includes philosophical consideration, research design, data and 

viability and liability of the research. 

 

3.1 Philosophical considerations to research 

When conducting a research, it is important to clarify issues regarding research 

philosophy and epistemological assumptions, and what implications this has on 

the choice of research approach, design and method. This research is guided 

by two central assumptions. The first one is the assumption that one can find 

objective explanations to why a certain situation has occurred in a society, using 

rational observations and considerations. The second assumption is how 

individual experiences and interactions has a subjective impact on knowledge. 

Consequently, we have chosen to conduct this research from a philosophically 

pragmatic approach, influenced both by the post-positivist worldview and by the 

constructivist worldview (Creswell, 2014). This pragmatic approach might seem 

somewhat contradictory, however we would argue that this dualist approach 

suits the characteristics of the research questions, as they demand knowledge 

based on measurable factors (positivism) as well as on an interpreted 

understanding (constructivism). 

 

3.2 Research design 

In this research we seek answers to how Ethiopia and Vietnam can act to 

upgrade and add value in their respective leather footwear industries, with the 

intention of promoting overall economic development. This will be done by 

analysing the cases of the footwear industries in these two countries. In 

accordance with the framework of GVC analysis by Gereffi (1994; 1999; 



  

          

 

40 

2014a), we will describe the activities, in order to bring a product from its 

conception to its end use and beyond (Porter, 1985; Gereffi, 2014a: 440), that 

the respective footwear industries of Ethiopia and Vietnam are engaged in. In 

the GVC analysis of this thesis, the focus will be on upgrading in GVCs as the 

dependent variable, and we will analyse governance as the determinant in the 

GVC for leather footwear in terms of how the structures and characteristics 

shape the upgrading trajectories, and thus making it the independent variable.  

Based on all the gathered data of the leather footwear industry in the world, as 

well as on the current situation in Vietnam and Ethiopia, the first step of the 

analysis will be examining the dimensions of GVC analysis; input-output 

structure, geographic scope, institutional framework. The following steps will be 

made by conducting two case studies of Vietnam and Ethiopia’s role in the 

leather footwear GVC. First, by analysing what Gereffi (2014a) call the top-

down perspective, we will map the governance structures of the value chains 

and characterize the overall form of governance. In the second step, the 

upgrading trajectories, referred to as the ‘bottom up’-perspective (Gereffi, 

2014a: 440), will be analysed based on this overall form of governance in 

respective chain. The third step of the analysis will then be to bring in the most 

suitable industrial policy options for Vietnam and Ethiopia based on these 

upgrading trajectories. Together these three analyses will be used to answer 

the research question as well as the first sub-research question. To answer the 

second sub-research question, we will discuss how the respective governments 

are currently using industrial policies to upgrade their footwear industries, and 

whether their choices are in line with the considerations of upgrading and higher 

integration in GVCs that the relevant theories in the GVC framework are 

suggesting. 

As in the case of earlier studies on the footwear industry, a quantitative analysis 

based solely on trade data would not be sufficient to answer the research 

questions of this thesis. Trade data provides information about the quantity and 

direction of trade, however, not about the way trade is organised, which is 



  

          

 

41 

crucial to our study. Therefore, the analysis of our thesis will be qualitative with 

an exploratory purpose.  

As the second sub-research question is dependent on the first sub-research 

question, we will adopt a two-phased mixed method design, similar to what 

Creswell (2014) call the explanatory sequential mixed method, where data is 

collected and analysed separately. In our two-phase method approach we will 

first collect existing quantitative and qualitative secondary data from reports and 

previous research to build an understanding of the structures of the industries 

and the considerations concerning GVCs that need to be considered, thus 

answering the first sub-research question. In the following analytical sequence, 

we will connect this analysis with a new set of secondary data on the respective 

government’s use of industrial policies and build a new analysis of how these 

policies fit the considerations established in the first sub-research question.   

The general theories of GVC analysis will guide the analysis, which can be 

argued to be deductive research procedure. As we more or less seek to 

develop new theory by collecting data, and then draw general conclusions 

based on that data, the research procedure of the second sub-research 

question can be argued to be inductive (Saunders et al., 2007).  

Our original idea was to collect primary data from Skype interviews of a closed-

ended structured type to complement the secondary data, and in this way 

access a more updated selection of data. However, we were unable to establish 

contact with enough key actors with information on the local industries. A field 

research, where we would have the possibility to meet key industry actors in the 

two industries, would certainly have elevated the level of data in this study. 

While the available secondary data was scarce, we managed to find enough 

secondary data to be able to perform a solid analysis.  

Another option of method could have been the so called convergent parallel 

mixed method, where the quantitative and/or qualitative data are gathered and 

analysed at the same time, though as the second sub-research question is 
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dependent on the answer of the first sub-research question, a two phased 

method seems more suitable (Creswell, 2014, chapter 1). 

 

3.3 Data and topic delimitation    

As explained earlier, a strictly quantitative research method based on trade data 

would be inconsistent with the overall purpose of the thesis. Thus a major part 

of the data collected data will be of a qualitative nature. The available 

quantitative data will serve to substantiate and strengthen the qualitative data in 

the analysis. The data will be gathered from secondary sources. The secondary 

quantitative data sources we use are FAO’s World statistical compendium for 

raw hides and skins, leather and leather footwear 1999 – 2015, published in 

2016, and the World Bank- and UNCTAD trade databases World Integrated 

Trade Solutions (WITS) and Trade Analysis Information System (TRAINS), to 

collect as new and exact industry-specific production- and trade data as 

possible. The quantitative data entails country level trade statistics and scarce 

data on investment and resource inputs in the global value chains. FAO 

provided most of the production- and export data, while country-specific export- 

and import data had to be collected from the World Bank- and UNCTAD-

databases to be able to determine correct export origins and destinations. In 

many cases, data drawn from these sources are analysed by making own 

calculations. The qualitative data will contain specific industry input-output 

information and business functions along the value chain, mainly originating 

from intergovernmental market reports by organizations such as the OECD, 

UNIDO, UNECA, USAID and the World Bank, and from previous research by 

other scholars such as Oqubay (2015) and Sonobe et al, (2007) for the case of 

Ethiopia, and Lan (2016) and Dinh (2013) for the case of Vietnam. 

Choosing Ethiopia and Vietnam as case studies has several benefits, as 

mentioned in previous sections. In regards to the data of the research, including 

two case studies increases the access of accurate data, as opposed to 
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analysing a singular industry, where the access to relevant, accurate and 

reliable data is a challenge, especially regarding the structure and character of 

the value chains and policies applied by governments in emerging economies. 

Regarding the topic delimitation, we chose to focus on the leather footwear 

industry and its value chain, instead of including all types of footwear in the 

analysis. The model of footwear that globally possess the highest unit value, as 

well as the one accounting for the highest share of trade value in the world, is 

shoes with leather uppers, and thus the final commodity of footwear will be 

limited to these shoes with leather uppers. It is also a relevant choice in a 

development context of reaching more added value. This is justified first of all 

by the fact that both Vietnam’s, and especially, Ethiopia’s footwear industries 

are focused on leather footwear more than footwear made out of other 

materials, in terms of export value in the industry. 

This was also a necessary choice from a methodological and a practical 

perspective. The footwear industry can generally be divided into three groups 

depending on their raw material; leather footwear, textile footwear and synthetic 

footwear (though less significant). For a researcher attempting to do a GVC 

analysis on the footwear industry it is important to distinguish between these 

groups, as they adhere from different value chains with specific characteristics. 

The leather footwear industry depends on livestock and production of hides and 

skins, while the textile footwear industry naturally is connected to textile 

production. Because of the distinctive VCs the Ethiopian and the Vietnamese 

industries are embedded in, it is important that we study the same type of 

footwear VCs in the two countries, thereby only include leather footwear VCs 

and exclude the textile footwear VCs. For the case of Vietnam’s footwear 

industry, we had to be vigilant not to include any data from the textile footwear 

industry, while for the case of Ethiopia, this is a minor issue. The data of export 

values from WITS is for all types of footwear. Footwear with leather uppers 

made up the largest share of the export value to EU and USA during the time 

period. The leather shoe export accounted for 53 % (EU) and 69 % (USA) of the 
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footwear exports in 2006, 43 % (EU) and 45 % (USA) in 2011 and 43 % (EU) 

and 47 % (USA) in 2014. No material-specific data was available for 2015. 

(UNCTAD, 2017)). Footwear data from FAO is only leather footwear. 

 

3.4. Research viability and reliability 

When conducting a research, it is important to consider the challenges and risks 

involved that threatens the viability and reliability of the research. In our 

research we have identified the access to relevant and updated data as the 

biggest challenge. A lot of effort had to be made in order for is to secure the 

data on the two cases of footwear industry in Ethiopia and Vietnam, both 

regarding the primary and secondary data.  The scarce access to data normally 

creates a risk of obtaining a biased primary data selection.  

The risk surge when we as authors may not have been critical enough to the 

data we managed to obtain, creating a biased set of data and consequently that 

we might draw inaccurate conclusions in our research. How the researcher 

deals with the risks involved with its research is generally referred to as the 

issues of viability and reliability. Is the researcher actually seeking the answers 

he or she intends to get answered? That is a questions about the viability of the 

research (Gibbs, 2007). If other researchers are likely to reach the same 

observations and conclusions as a specific research that can be regarded as 

reliable (Saunders et al., 2007). If we have not managed to combat and prevent 

the risks mentioned above, the viability and reliability of our research would be 

compromised. To prevent this from happening, we received continued feedback 

from other researchers on the method, data, analysis and conclusions in our 

research. We also tried to apply triangulation, i.e. use several and different 

sources of data to support the observations in the analysis (Creswell, 2014, 

chapter 9).  
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4 Global value chains: The footwear industry 

 

The footwear industry is a good example of a low-technology and labour-

intensive industry that has been regarded, among other industries with same 

dynamics such as garments and furniture, as an instrument for achieving a 

positive economic change among developing countries. The footwear industry 

is a highly significant object to study within the issues of economic growth and 

industrial development, considering the size of the industry in terms of both 

employment and revenue (Scott, 2006). To fully understand the industry and its 

opportunities and challenges for Vietnam and Ethiopia, the dynamics and 

characteristics of the global value chain for leather footwear will be explained to 

be able to analyse the role these countries have in it. The chapter will begin by 

presenting the key features and fundamental characteristics of the leather 

footwear industry and it’s GVC. The main processes and actors of the different 

nodes will be described and examined. This will follow by the two case studies 

of Ethiopia and Vietnam, where their leather footwear industries are analysed in 

terms of governance, upgrading and industrial policy options. 

 

4.1 The footwear GVC 

The footwear industry is of high relevance for developmental efforts in 

economically less developed countries due to its low entry barriers and 

requirements of technological know-how (Scott, 2006). The industry’s value 

chain offers great possibilities for economic growth and upgrading, which 

China’s 25 year road from basically zero to being the largest footwear exporter 

to the US is a great example of (Memedovic & Mattila, 2008). After a decline in 

world demand of leather footwear due to the financial crisis, the industry has 

now recovered and world production surpassed the pre-2008 volume in 2014, 

when 4.57 billion pairs of leather shoes was produced worldwide. Demand for 

leather footwear is expected to continue to expand, especially in the emerging 
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markets of Asia and Latin America (FAO, 2013; 2016). The production of 

leather footwear is, however, a complex system consisting of many diverse 

locations in a global landscape, including several stages beginning from the 

hides and skins of livestock in developing countries, that via tanneries becomes 

leather used for the production of shoes with well-known brands found in retails 

stores across the developed world. There are many factors that has to be taken 

into account to be able to meet the challenges the industry has to face due to 

changing market conditions, and these can be identified by examining the value 

chain of leather footwear. 

The global leather footwear value chain is only one of the value chains that, 

from a bottom-up perspective, begins with livestock farming as the first stage of 

a chain that moves upwards towards becoming a leather product used in a 

certain industry. It can thus be argued to be a sub-chain of the leather value 

chain, since the leather industry contains of several different end-products, and 

the leather value chain is divided into different value chains based on the 

industry of the end-product (Memedovic & Mattila, 2008). However, 54 % of the 

world’s genuine leather production is made for the footwear industry (UNIDO, 

2010).  

The input-output structure of the global leather footwear value chain can be 

differentiated into five main segments with their own set of critical inputs, 

dynamics and structure: These are the raw materials, tanning, manufacturing, 

distribution and marketing, and retail. In figure 3 we have adapted a GVC model 

of the leather footwear industry based on traditional GVC analyses of the 

garment industry, such as Gereffi & Memedovic (2008). 
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Figure 3: Leather footwear global value chain 

 

Source: Own construction, adapted from Gereffi & Memedovic (2003), Memedovic & Mattila 

(2008) 

 

4.1.1 Raw materials 

The most important raw-material needed for production of leather, which then is 

used for producing footwear, is livestock, and thus the value chain for leather 

footwear begins at a farm. The skins of slaughtered animals that are supplying 

tanneries are by-products of the meat and dairy industries. Thereby the leather 

footwear GVC is dependent on the animal production industry, where the 

demand is determined by animal products in the human diet. The main inputs to 

the GVC of this segment relies on the livestock population and its slaughter 
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rates (these numbers seem to correlate), farming efficiency and hide and skin 

off-take, collection and preservation (Memedovic & Mattila, 2008; UNIDO, 

2010). 

The main types of raw materials differ based on the type of animal. Bovine 

animals make the largest share of 45 % of the world’s livestock population, 

before sheep 32 %, and goat 23 %. An even higher amount of the world’s 

leather is made of bovine animals. Bovine hides accounts for two-thirds of the 

global share of leather raw material types, before sheep (15%), pig (11%), goat 

(7%) and skins of other animals, e.g. camels and kangaroo, (1-2 %). Bovine 

animals are thus by far the most important raw material (UNIDO, 2010). Based 

on the primary source of statistical data describing the process of animals being 

made into leather footwear, FAO, most of the leather used for footwear 

manufacturing origins from bovine hides and skins. Pigskin in leather production 

is mainly performed in China, and not all pigs are skinned in the same 

concentration as bovine, sheep and goat due to leather not being considered 

the main by-product of pig meat industry. Due to its China-focus, technological 

difficulty, as well as cultural reasons, pigskin as raw material for leather has a 

niche position that has made it the least documented of the main raw materials, 

and is e.g. not covered by FAO (UNIDO, 2010). 

Growing wealth has meant a growing consumption of meat, which has resulted 

in a growing rate of raw materials especially in the developing countries. The 

world’s largest populations of bovine animals are found in India, Brazil, China, 

USA, Pakistan and Ethiopia (see table 1). The combined population of bovine 

animals in EU27 was approximately the same as in USA. For all type of 

livestock populations, the share of animals is significantly higher in the 

developing world than in the developed world. The slaughter rate of these 

animals usually correlate with the population. However, China is the largest 

producer of bovine meat as India slaughter much less of its bovine animals due 

to religious reasons (Memedovic & Mattila, 2008). Although the growing meat 

consumption in the developing countries, in most parts the strongest growth has 
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been consumption of poultry and pork. While growth in bovine meat 

consumption has been steady and most likely will continue, it can be expected 

to slow down worldwide due to slower population growth, change in human 

diets and environmental pressures (UNIDO, 2010). 

Table 1: The world’s livestock population of bovine animals, sheep and lambs, and goats and kids 

Bovine animals Sheep and lambs Goats and kids 

World: 1.67 billion World: 1.15 billion World: 980 million 

Country 
% of 

World 
Country 

% of 
World 

Country 
% of 

World 

1. India 19% 1. China 14% 1. India 17% 

2. Brazil 13% 2. Australia 7% 2. China 16% 

3. China 7% 3. India 7% 3. Pakistan 7% 

4. USA 5% 4. Sudan 5% 4. Nigeria 6% 

5. Pakistan 4% 5. Iran 4% 
5. 
Bangladesh 

6% 

6. Ethiopia 3% 6. Nigeria 3% 6. Sudan 4% 

Developing 83% Developing 77% Developing 97% 

Developed 17% Developed 23% Developed 3% 

Source: FAO, 2016 

Leather production requires hides and skins from these animals, and production 

of hides and skins is not only dependent on the quantity of animals and 

slaughter rate. A, perhaps, more important, factor in the value chain is the 

livestock off-take rates, which is the share of collected hides and skins per 

slaughtered animals that then makes the production quantity. Livestock off-take 

rates tend to be much lower in developing countries than developed due to poor 

farming methods, quality problems and infrastructure. In 2012-2014, the 

average off-take rate for bovine animals in developing countries were 19 % 

compared to 35 % in developed countries. The situation off-take rates were a bit 

better with sheep (45 % and 55 %) and goats (49 % and 57 %) (UNIDO, 2010; 

FAO, 2016). There are large variations between countries, especially in terms of 

bovine animals. While the off-take rate is 60 % in Italy, it is only 8 % in Ethiopia. 

The off-take rate is not always entirely accurate, since hides and skins are 

collected from fallen animals as well, which is undocumented (Memedovic & 

Mattila, 2008). 
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Table 2: World production of raw hides and skins, 2014 

Bovine hides and skins 
Sheepskins and 

lambskins 
Goatskins and 

kidskins 
World: 6.6 million 

tonnes 
World: 416 200 tonnes World: 349 000 tonnes 

Country 
% of 

World 
Country 

% of 
World 

Country 
% of 

World 

1. Brazil 12.3% 1. China 14.9% 1. India 25.9% 

2. USA 11.8% 2. EU27 14.5% 2. China 23.8% 

3. China 11.2% 3. Australia 10.9% 
3. 
Bangladesh 

7.8% 

4. EU27 10.1% 
4. New 
Zealand 7.6% 4. Pakistan 5.2% 

5. India 7.8% 5. India 5.4% 5. Sudan 4.4% 

6. 
Argentina 

5.2% 6. Sudan 3.7% 6. Nigeria 3.6% 

Developing 66.6% Developing 60.1% Developing 96.4% 

Developed 33.4% Developed 39.9% Developed 3.6% 

Source: FAO, 2016 

Despite the large livestock populations in the developing world, there is often no 

widespread knowledge of how to take advantage of this by commercial farming 

or slaughtering. This is often due to cultural aspects, in many rural areas of 

developing countries the number of animals are a sign of wealth, and there is 

lack of information on how to exploit it as renewable source for hide and skin 

production. In contrast to the developed world, standards in husbandry, animal 

feeding, transportation conditions and slaughter methods are low, if any exist at 

all, and this has a negative effect on quality and quantity of hide and skins 

supplies. Common deficiencies can be brand marks, defects caused by 

diseases or parasite infection. The poor technology, inadequate husbandry and 

slaughter methods, as well as the defects in post-slaughter makes poor quality 

hides and skins and low added value, reflected in the price. These are some of 

the main concerns in the raw material segment of the leather value chain, 

especially in Africa (Memedovic & Mattila, 2008; UNIDO, 2010). This is reflected 

in the global production data of raw hides and skins, as high livestock 

populations does not necessary mean large supplies due to low off-take rates. 
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It is basically only developed countries that are involved in significant exports of 

bovine hides, a major share of the production in the developing world goes to 

domestic consumption. This is also the case in exports of sheepskins, which is 

dominated by EU27, Australia, South Africa and New Zealand. The global 

exports of goatskins are low, with Nepal, Ethiopia and Italy accounting for most 

of the 38 million ($) share of global export values. Another main reason for low 

developing country exports of raw hides and skins are that they usually are 

targets of high export taxes to move raw materials into more value-added 

processes. Especially the EU, whose leather industry still is the world’s largest, 

have been active with raising concerns about the trade barriers hindering EU-

leather producers access to cheaper raw material supplies in the developing 

world. With a declining meat production in the EU, and protected leather 

industries in countries such as Brazil and India, trade access to raw hides and 

skins can be expected to be further debated in international trade policy in the 

future.    

 

4.1.2 Leather  

Transforming hides and skins to leather used in footwear manufacturing is done 

by tanning, performed at tanneries. The production processes in the tanning 

industry can be divided into four categories (Memedovic & Mattila, 2008): 

-          Hide and skin storage and beam operations 

-          Tannery operations 

-          Post-tanning operations 

-          Finishing operations 

The complete processing of hides and skins is a capital-intensive process, 

requiring high technology and knowledge, and thus tanneries in developing 

countries often perform only a part of the process, producing semi-finished 
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leather. The most basic type of semi-finished leather is “pickled leather” and the 

next stage, which is what often is referred to as semi-finished lather, is called 

“blue wet”-leather (Memedovic & Mattila, 2008). After wet blue, the next stage is 

leather referred to as “crust leather”, which is counted as finished leather 

despite not passing all the processes (USAID, 2013). Finished leather provides 

more added value than semi-finished leather, and thus offer potential gains for 

producers of semi-finished leather in developing countries. The most common 

tanning method is “chrome tanning”, and it’s estimated that about 80-85 % of 

the world’s manufactured leather contains chrome. There has been a small 

increase in the production of chrome-free leather and the use of the traditional 

vegetable tanning method combined with new technologies. There are three 

main types of leather depending on the animal, these are heavy bovine leather, 

light bovine leather and light leather from sheep and goats (FAO, 2016). Due to 

small quantities of heavy bovine leather in the global leather industry, it is 

common to just refer to bovine leather (heavy & light combined or only light) and 

sheep/goats leather. 

While raw hides and skins is the main raw material for producing leather, the 

inputs in this so called component network segment of the value chain also 

consists of the chemicals used in the tanning process, making the tanning 

chemical industry a part of the supply chain network (UNIDO, 2010). Tanning 

chemical companies usually place their leather research centres close to central 

locations of the global tanning industry. However, these companies have 

traditionally had a larger role in the tanning industry than today due to the 

industry’s shift towards Asia. While chemical companies have been the main 

source of technological support for tanneries, they have been able to achieve 

higher margins than the industry itself and traditionally been major contributors 

of research and product development, especially German and Italian chemical 

companies have had a high level of innovation. The Asian leather industry has 

been more difficult to penetrate for the tradition tanning chemical companies 

due to lower achievable prices and different qualities, leaving the sector open 
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for Asian, mainly Chinese, chemical companies. This leaves the responsibility to 

providing new and innovative environmental solutions to a higher extent to 

Chinese chemical companies, since these tasks usually are expected by 

chemical companies rather than by tanneries. It also leaves room for tanning 

chemical companies in emerging leather producers to play a larger role in 

leather research and development (Memedovic & Mattila, 2008; UNIDO, 2010). 

As most of the leather produced is used by the footwear industry, whose labour-

intensive production has moved the concentration of the industry to the 

developing world, the tanning industry has followed. There are three particular 

elements that are argued as supportive of the leather industry, presented in 

UNIDO’s report (2010) on the leather industry’s future. These are a strong 

manufacturing base requiring leather as a basic raw material, in other words a 

large low-wage labour force; good supplies of locally available raw material; and 

“less pronounced” environmental constraints. Thus large leather industries tend 

to be found in large developing countries, where these elements can be met. 

Table 3: Production of light leather from bovine animals and sheep and goat, 2014 

Light leather  
from bovine animals 

Light leather  
from sheep and goat 

World: 14.2 million square ft World: 5.3 million quare ft 

Country % of World Country % of World 

1. China 17.3% 1. China 25.0% 

2. Brazil 12.7% 2. India 13.0% 

3. Russia 9.3% 3. Turkey 7.6% 

4. South 
Korea 

7.8% 
4. Italy 5.3% 

5. Italy 7.7% 5. Iran 4.1% 

6. India 4.9% 
6. Saudi 
Arabia 

3.6% 

Developing 66.2% Developing 82.7% 

Developed 33.8% Developed 17.3% 

 Source: FAO, 2016 

Table 3 confirms this suggestion to a high extent. China is dominating the 

world’s leather production, while Brazil and India have strong positions in their 

respective types of leather (also reflected by their raw material resources). In a 
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global perspective, USA’s role has declined despite their strong traditions of 

being a major player especially in production of leather upholstery, which has 

been affected by lower demands from the automotive sector. Italy has managed 

to keep its role as one of the most prominent leather producers in the world by 

relying on its good image, long traditions, and close ties to large European 

fashion houses. South Korea possess strong support from businesses that have 

moved their footwear and leather good manufacturing to lower-wage countries, 

which makes these countries an exception on the list of the world’s top leather 

producers among the dominance from the Global South. These two countries 

were also among the three largest importers of bovine hides, which implies that 

large-scale leather production can be possible by sourcing the raw materials 

from elsewhere. 

Table 4: Exports of light leather from bovine animals and sheep and goats, 2014 

Light leather  
from bovine animals 

Light leather  
from sheep and goat 

World: 9 billion square ft World: 1.8 billion quare ft 

Country % of World Country % of World 

1. Brazil 20.0% 1. India 15.6% 

2. Italy 17.8% 2. Italy 11.1% 

3. China 8.9% 3. China 9.2% 

4. USA 
7.0% 

4. Saudi 
Arabia 8.8% 

5. Argentina 4.5% 5. Iran 8.0% 

6. India 4.1% 6. Pakistan 5.5% 

Developing 57.0% Developing 77.6% 

Developed 43.0% Developed 48.7% 

Source: FAO, 2016 

While the movement of the global leather industry from developed to developing 

countries has resulted in large structural changes, the main question has now 

become how other countries can compete with China’s might in this industry. 

Among the strategies being adopted according to UNIDO’s report (2010) are 

duty protections, seeking joint production with China or finding a niche position. 

China’s strong domestic demand for leather used for manufacturing industries 

reflects their lower volumes of exported leather compared to production (figures 
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4.1 & 4.2), implying that a large share of the Chinese-produced leather remains 

in China. Italy is indeed a strong player in the leather industry for other reasons 

than the earlier suggested elements, as their dominant attributes of producing 

high quality leather reflects their position as the world’s export leader in terms of 

value (figure 4.4), an implication that Italy’s economic output in the leather 

sector clearly outperform its main competitors, they can thus be seen as an 

example of finding a successful niche position. While China’s leather industry 

can be expected to achieve slower growth, it still possesses the scale, labour 

and market to remain as the world leader in leather. 

Table 5: Export values of light leather from bovine animals; sheep and goats, 2014 

Light leather  
from bovine animals 

Light leather  
from sheep and goat 

World: 18.9 billion USD World: 2.7 billion USD 

Country 
% of 

World 
Country 

% of 
World 

1. Italy 21.7% 1. Italy 19.0% 

2. China 12.4% 2. China 12.6% 

3. Brazil 10.9% 3. India 12.4% 

4. USA 6.0% 4. Pakistan 7.8% 

5. Argentina 4.8% 5. Spain 6.9% 

6. India 4.4% 6. Iran 4.9% 

Developing 51.1% Developing 63.5% 

Developed 48.9% Developed 36.5% 

Source: FAO, 2016 

Import duties on semi-finished or finished leather are relatively low in developed 

markets such as the EU and USA. One reason is argued to be that the tanning 

industry require much less labour-intensive operations than footwear 

manufacturing. However, tanning in the developed world follows much stricter 

standards due to stricter environmental legislation, which may have an effect on 

the tanning industry in the developed world. The tanning industry has 

traditionally been very good at adjusting to imbalances but are at a higher 

degree required to consider quality in the value chain. Since the industry 

remains product-oriented rather than consumer-oriented, this might weaken it in 

case of intermediate linkages increase in the GVC. In general, the industry has 



  

          

 

56 

remained stable despite changes in the world economy or new technologies, 

and is expected to remain as such in the future as long as demand for leather 

footwear remains stable. However, leather can now be replaced by different 

synthetic leather, which offers a challenge in a long-term perspective especially 

considering potentially environmental-friendlier solutions that might enter the 

market (UNIDO, 2010).  

 

4.1.3 Manufacturing 

After the tanning of raw hides and skins in tanneries, approximately 55 % of the 

leather moves on to be used as inputs in the footwear manufacturing industry. 

Leather shoes are not always made entirely of leather, many shoes are 

manufactured with leather materials in conjunction with synthetic materials, 

shoes with leather uppers but with soles made of other materials are very 

common. Different shoe models require a different amount of leather. Men’s 

leather shoes usually require a bigger leather input than women’s- or children’s 

shoes, or for example sandals. 

The production of leather footwear in developing countries has grown 

significantly since the beginning of the 1990s. In 2014, 78 % of the world’s 

footwear production took place in the developing world. Most of the world’s 

leather shoe production takes place in Asia (60%), where China is the largest 

individual producer, responsible for 40 % (see figure 4.6) of the world 

production (Memedovic & Mattila, 2008; FAO,2016). Before 2006, China 

production of leather footwear grew rapidly while traditional manufacturers in 

the EU experienced a dramatic decline in output. Between 2006 and 2014, the 

order and outputs of largest producers of the world remained stable, reflecting 

the stabilized growth since the financial crisis (UNIDO, 2010). FAO had no later 

data than from 2014, but Vietnam who remained stable at seventh place during 

this time period made it to the top-6 in 2015 (Source). However, it is worth to 

point out that Vietnam were among the top five producers of overall footwear 
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during this time period (UNIDO, 2010), while this data was for production of the 

more added-value leather footwear. 

Table 6: Production of leather footwear, all types 2006 - 2014 

2006 2010 2014 (prel.) 

World: 4.47 billion pairs World: 4.44 billion pairs World: 4.56 billion pairs 

Country % of World Country % of World Country % of World 

1. China 41.3% 1. China 40.1% 1. China 40.5% 

2. Italy 6.4% 2. Italy 7.1% 2. Italy 6.6% 

3. Mexico 5.8% 3. Mexico 6.3% 3. Mexico 6.5% 

4. India 4.5% 4. Brazil 4.3% 4. India 4.2% 

5. Brazil 4.5% 5. India 4.3% 5. Brazil 4.2% 

6. Indonesia 3.3% 6. Sudan 3.3% 6. Indonesia 3.2% 

Developing 78.2% Developing 77.4% Developing 78.5% 

Developed 21.8% Developed 22.6% Developed 21.5% 

Source: FAO, 2016 

The manufacturing segment of the leather footwear GVC is the most labour-

intensive process, and thus labour-cost per product is one of the strongest 

determinants for location of footwear manufacturing and the main explanation 

for the footwear manufacturing industry’s movement to low-wage countries in 

Asia. Ten million people were estimated to be employed in the leather footwear 

manufacturing sector in 2010 (UNIDO, 2010). Other important factors are lead 

times and flexibility of service since it has a direct impact on retail performance, 

which is why the so called Asian business system-model of manufacturing has 

been so competitive in the industry (Gereffi & Memedovic, 2003; Gibbon, 2008). 

The manufacturing models for footwear industry can be divided into four major 

groups: 

1. Cutting and Manufacturing (CM) and Cutting, Manufacturing and 

Trimmings (CMT) 

2. Original Equipment Manufacturing (OEM) or full-package suppliers 

3. Private brand (label) 

4. Original Brand Manufacturing (OBM). 
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The CM and CMT model is the least sophisticated production model. The 

supplier receives all materials and information needed in the manufacturing 

process from the buyer. Following clear instructions, the supplier produces and 

delivers the products under the customer’s brand name. In CMT the supplier is 

still provided with all main materials, but has taken the step to buys all the basic 

trimmings, such as sewing thread and buttons itself. In the OEM manufacturing 

model, a full-package supplier has taken the step to buy all materials needed, 

while still producing the products according to the buyer’s strict specifications. 

The product is later delivered under the customer’s brand. In the private brand 

model, the level of sophistication is higher, with the supplier, not only buying all 

materials, but designs the collection of products. However, the products are still 

delivered under the buyer’s brand name. In the final and most sophisticated 

manufacturing model, the OMB, the independence of the supplier has reached 

its peak, as the supplier is the manufacturer of its own brand. the supplier 

operates both domestically and internationally in global markets and the 

products are produced under the manufacturer’s independent brand name 

entirely (Gereffi, 1999; Memedovic & Mattila, 2008: 492-493).  

While footwear manufacturing still remain strong in some developed countries 

(primarily Italy, South Korea, USA and Spain) at least according to trade 

statistics (FAO, 2016), a lot of their production is made by other inputs to 

imported semi-finished shoes from developing countries (UNIDO, 2010). Some 

of the traditional footwear manufacturing industries have, however, remained 

active and competitive by modernization and restructuring, by e.g. moving 

towards particular niches that often include higher-quality products such as 

designer shoes with more added value and potential gains. The main example 

of this kind of movement is the Italian footwear industry, that have abandoned 

the lower quality-segments of the footwear industry that is dominated by Asian 

producers, to instead focus on middle- and higher quality-segments where its 

industry, together with a few other European producers, have remained 
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competitive. For these segments, manufacturing has often been relocated to 

more low-wage countries in the EU, such as Romania, or to countries in North 

Africa that have special trade arrangements with EU. The SSA footwear 

manufacturing is expected to have potential gains especially in this segment. 

Asian producers also produce for the European market. 

Table 7: Export values of leather footwear, all types, 2006 - 2014 

2006 2010 2014 (prel.) 

World: 39.1 billion USD World: 45.0 billion USD World: 56.5 billion USD 

Country 
% of 

World 
Country 

% of 
World 

Country 
% of 

World 

1. China 32.1% 1. China 31.1% 1. China 27.3% 

2. Italy 16.1% 2. Italy 15.8% 2. Italy 16.1% 

3. Germany 4.6% 3. Vietnam 5.4% 3. Vietnam 6.4% 

4. Spain 4.1% 4. Germany 4.6% 4. Germany 5.0% 

5. Brazil 3.7% 5. Belgium 4.2% 5. Spain 4.0% 

6. Belgium 3.7% 6. Indonesia 3.7% 6. Indonesia 3.9% 

Developing 49.3% Developing 50.2% Developing 46.8% 

Developed 50.7% Developed 49.8% Developed 53.2% 

Source: FAO, 2016 

The world trade in leather footwear is growing and export values have recently 

been setting new records on a yearly basis, as the price also has gone up 

(World Footwear, 2012; FAO, 2016,). China, as the largest producer of leather 

footwear in the world, is also superior when comparing the world’s largest 

exports, exporting 1 billion pairs of leather shoes for a value of 15.5 billion USD 

in 2014. Just as with the world’s top producers, the positions of China as a clear 

number one and Italy as a clear number two has remained stable since 2006. 

Comparing largest producers and exporters reflect how some producers are 

able to have a large footwear manufacturing industry primarily for their domestic 

market. The best example is probably Mexico, while being the third largest 

manufacturer of leather footwear in 2014, their exports were only three % of 

their produced quantity. Despite the NAFTA, they don’t have a strong position in 

the US market, only 1.7% of US imports consisted of Mexican footwear in 2015 

(WITS, 2017). India was actually the world’s third largest exporter of footwear 
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(in terms of quantity) after China and India in 2014, while export values was 

approximately the same level as Indonesia. UNIDO (2010) mentions sandals as 

one of the main product of India’s footwear industry, but the reason for India’s 

low export values compared to its output has to be further examined in another 

study. In a long time perspective, India is the only country with resources to 

compete with China in leather footwear supplies. However, it has traditionally 

lacked the needed FDI to develop its industry due to long traditions of 

protectionist policies (UNIDO, 2010). 

Brazil has seen a huge decline of exports during the last years, with exports of 

approximately 9 % of its production in 2014 compared to 25 % in 2007 (UNIDO, 

2010; FAO, 2016). Signs of this decline began to show in the early 2000s, in the 

UNIDO-report from 2010 Brazil was argued to have been relatively good at 

competing with Asia over their most important export market, USA, but the 

latest data clearly signs that they have not been able to continue this 

competition and production seems to be more focused on their large domestic 

market. Belgium and Germany are among the largest footwear exporters in the 

world, in spite of the fact that they lack any larger scale of footwear 

manufacturing. In fact, only 1.4 million pairs of leather footwear were produced 

in Belgium in 2014, about the same amount as in Norway and Estonia. The 

reason for Belgium’s position is its location as an attractive position for 

wholesale and distribution centres for the European market, and thus their 

exports consists almost entirely of re-exports to the EU market, by footwear 

imported mainly from China and Vietnam. These are mainly American 

companies such as Nike (Sustainable Brands, 2016) and Skecher (World 

Footwear, 2016). The same reasons also explain Germany’s position, their 

footwear exports consisted mainly of the 73 % of China- or Vietnamese-

manufactured footwear that had been imported and distributed to the European 

market (World Footwear, 2016). 

The manufacturers of leather footwear are often located in clusters, where they 

can access knowledge, skills, information or contacts otherwise unavailable to 
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them, enabling shorter transportation costs and faster lead times. In countries 

with all the required inputs for footwear manufacturing, such as Brazil, China 

and India, the clusters can contain all the stages of the supply chain; farms, 

slaughterhouses, tanneries and manufacturers. These are often jointly 

specialised in a particular type of market segment of footwear, and often without 

marketing their product under their own brand. This form of OEM manufacturing 

is especially associated with the leather footwear industry in China where 

sourcing to global buyers is indirect, while the footwear industry in Italy 

traditionally have represented own-brand manufacturing. OEM manufacturers in 

China and Vietnam may indeed often just be subcontractors to contractors in 

e.g. Korea, Taiwan or Hong Kong, who are the full supply-service companies 

serving lead firms and controlling quality. 

The largest end-markets for footwear is the EU that accounts for 43 % of world 

imports, and the US, that imports 27 %, making the total share of imports 70 %. 

While almost all of the American footwear imports came from Asia, EU, trusted 

more local suppliers, and footwear producers in the EU (or Italy) still remained 

significant exporters to other European Countries (Memedovic & Mattila, 2008) 

Table 8: US imports of footwear, all types, 2015 

US imports 

Total imports:  
33.96 billion USD 

Country 
% of 

World 

1. China 64.4% 

2. Vietnam 14.4% 

3. 
Indonesia 

5.2% 

4. Italy 4.4% 

5. Mexico 1.7% 

Other 9.9% 

Total 100.0% 

 Source: WITS, 2017 
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Table 9: The 4 largest EU-markets’ imports of footwear, all types, 2015 

Germany United Kingdom France Italy 

Total imports:  
11.4 billion USD 

Total imports: 
 8.11 billion USD 

Total imports: 
 7.83 billion USD 

Total imports:  
6.34 billion USD 

Country 
% of 

World 
Country 

% of 
World 

Country 
% of 

World 
Country 

% of 
World 

1. China 30.69% 1. China 35.02% 1. China 31.6% 1. China 20.9% 

2. Vietnam 14.20% 2. Vietnam 8.83% 2. Italy 17.8% 2. Romania 11.4% 

3. Italy 9.14% 3. Italy 8.40% 3. Vietnam 12.6% 
3. 
Netherlands 

6.8% 

4. Indonesia 5.03% 
4. 
Netherlands 6.83% 4. Portugal 5.7% 4. Vietnam 6.5% 

5. 
Netherlands 

4.81% 5. Belgium 6.77% 5. Spain 4.4% 5. Belgium 6.4% 

Other 36.13% Other 34.15% Other 28.0% Other 48.1% 

Total 100.00% Total 100.00% Total 100.0% Total 100.0% 

Source: WITS, 2017 

Many value chain studies of low-cost manufacturing industries have suggested 

distinct value chains in these industries based on these two end-markets, where 

different buyer preferences create differentiated chains based on export 

channels. These include Gibbon’s (2008) research of the clothing industry in 

Mauritius, where the Asian-owned enterprises were successful in exporting to 

US due to a business-model of long runs of very narrow range products that 

optimises economies of scale, better suited for the US market. Similar patterns 

were identified in Gereffi & Memedovic (2003). Studies on differences in 

preferences between US and EU buyers in the footwear industry also suggest 

that buyers in the US are more driven by cost while EU appreciates quality and 

a broader range of products (Memedovic & Mattila, 2008). Italy is the world 

leader of high-quality products, and the European market is in general 

characterized by a broader range of segments than the US market, where low- 

or medium quality shoes manufactured in China or Vietnam, by Hong 

Kong/Taiwanese contractors dominate. These companies have also 

successfully penetrated the lower segments of the European market, what can 

be demonstrated by the phenomenon of Belgian- and German cheaper imports 

from China and Vietnam, while their large export values come from the inner EU 

market. EU introduced tariffs on Chinese and Vietnamese footwear in 2006, but 
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Vietnamese imports are currently under the EU general system of preferences 

(GSP) bringing these tariffs down to 3 – 4 %, making it likely that Vietnamese 

footwear will continue to supply the lower price-segments of the EU market. 

4.1.4 Trade, marketing, distribution 

Like many other light manufacturing industries, the footwear industry is 

dominated by a smaller number of large MNEs. The input of these lead firms 

are mainly found in the export segment of the value chain, which is the segment 

where most of the added value is located. The role of the lead firms are 

branded marketers as their have outsourced their production elsewhere. The 

footwear industry is a classic buyer-driven type of value chain, as companies 

such as, Nike, Adidas, Timberland, and other fashion brands such as Gucci, 

Dolce Gabbana and Prada that have their own collection of footwear, control 

the value chain of the footwear industry. 

These global buyers design and market their own branded products, adding 

most of the value to the shoes, as the margins that retailers gain for selling their 

products often is only slightly higher. The retailers can also be included among 

the buyers, including global retail chains (Marks & Spencer and J S Penny), 

multi-brand retailers, that sell brands from manufacturers and branded 

marketers as well as their own brands (Galleries Lafayette and Macy’s), and 

global retailers that sell their own brands exclusively (H&M and Zara). Even the 

global branded manufacturers that design, produce and sell their products 

under their own brand are included within the buyer group. The type of sourcing 

these retail chains use is usually depending on their market segment. While 

medium- and high-quality segment retailers use overseas sourcing offices, 

discount chains such as Walmart use international trading houses. It also 

depends on size, larger retail chains have their own sourcing offices, while 

smaller retailers depend on trading companies and intermediary agents 

With superior market and design know-how these companies set production 

standards of the industry. Most of the shoes these companies carry are 
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produced in developing countries, where the cost of labour is significantly lower. 

The cost of labour is still the major contributing factor for footwear production 

being outsourced to developing countries, although the productivity often is 

much lower in these industries. Branded manufacturers usually prefer to cut out 

the intermediaries, such as buying agents or trading firms, from the value chain, 

and work directly with subcontractors and suppliers. However, if the lead firm 

find there is a for extra quality control they often choose to establish joint 

ventures or fully owned factories offshore, with their own regional or local quality 

control offices. 

The lead firms are normally involved in the activities that contribute most to the 

total value of the product, such as R&D and the marketing and branding of the 

shoes. The actual manufacturing, that captures less of the total value of the 

product, is left of the subcontractors (Memedovic & Mattila, 2008: 504-509). 

According to the OECD, the value chains of the leather and footwear industry 

are among the top five most fragmented GVCs (OECD, 2012). Such a long 

value chain with a vast global distributed production process is well suited for 

production for the large-volume standard products of the major footwear MNEs. 

The production process for smaller-volume and higher-income market niches, 

typically of smaller brands from countries like Italy or France, tend be more 

integrated and occur closer to final consumer markets (Kaplinsky & Morris, 

2016: 631).   

Within the existing GVCs of the industry there is a significant pressure on the 

producers in developing countries to keep a dependable and short lead time 

performance. At the same time, there are evidence from Mexico and Brazil, 

showing that lead firms in the US are actively hindering their subcontracted 

firms in Latin America from innovating their local production processes and 

engaging in activities besides assembly (Rabellotti, 1999; Lemos & Palhano, 

2003). This demonstrates the power of the lead firms in the global footwear 

industry. 
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In the last years, the need to control larger parts of the value chain has surged 

as a new trend in many manufacturing industries. Many firms are increasingly 

concerned with the availability of raw materials, why these firms seek more 

integrated relations with host country suppliers and governments. This trend is 

evident in several manufacturing industries, whose consumers are demanding 

attention and recognition to issues of corporate social responsibility (CSR). 

Gereffi (2014a) argue that this trend can be seen as a counter-weight to the 

fragmented and specialised structure of supply chains. 

China supplies 86 % of leather footwear sold in the US, 50 % in the EU. (2007) 

UNIDO. “Asian business systems have a higher potential in the US market”. 

Asian footwear export does indeed find their way to the EU-market, which the 

case of Belgium demonstrated. Memedovic & Mattila (2008) argues that these 

imports are intended for the lower segments of the EU market, while the Italian 

controlled exports are in the medium- and higher quality segments. 

 

 

4.2 The Footwear Industry in Vietnam 

Since Vietnam said goodbye to its communist programs of economic planning, 

the country has experienced a spectacular GDP growth rate, lifting the country 

from low-income to lower-middle-income status (OECD, 2013). With the so 

called Doi Moi reforms of 1986 private enterprises were established, customs 

tariffs were instituted and most quotas were removed. These reforms were later 

followed by more trade liberalizing policies, such as the reduction of tariff and 

nontariff barriers on imports and exports, leading to a strong export growth. 

Vietnam managed to change its centrally planned economy into a market-

oriented economy more well-integrated in the world economy (World Bank 

Group, 2016).  
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The manufacturing industry has played an important part in the surge of the 

Vietnam economy and has managed a relatively successful adaption to the 

increasing global interdependence of the industry. Particularly the footwear 

industry stands out as one of the industries carrying the growth of the 

Vietnamese manufacturing sector, as Vietnam has become one of the world’s 

top footwear manufacturers, and a serious alternative to leather footwear 

manufacturing in Asia, already accounting for 3.6 billion USD, almost 15 % of 

Asia’s leather footwear exports in 2014 (see table 10).   

Vietnam has put ambitious targets for the industry, with export turnover targets 

of 19.5 Billion USD in 2020 and 31 Billion USD in 2025. (Ramesh Kumar, 2014: 

15). Key exporting markets include the EU, US, Japan, China and South Korea 

(Baker Vanzetti & Huong, 2014: 111-113; WITS, 2017). 

 

Table 10: Asian exports of leather footwear 2006 - 2014 

Countries 

2006 2011 2014 (prel.) 

Value 
(1M $) 

(%) of  
Asian 

exports 

Value 
(1M $) 

(%) of  
Asian 

exports 

Value 
(1M $) 

(%) of  
Asian 

exports 

China 12555.5 73.6% 14604.3 64% 15458.6 62.2% 

India 996.3 5.8% 1649.9 7% 2126.8 8.6% 

Indonesia 1144.8 6.7% 2198.6 10% 2333.3 9.4% 

Thailand 621.7 3.6% 561.1 2% 360.7 1.5% 

Vietnam 1266.8 7.4% 2917.9 13% 3639.2 14.7% 

Other Asia 483.8 2.8% 840.5 4% 917.6 3.7% 

TOTAL (1M $) 17068.9 22772.3 24836.2 

WORLD (1M $) 39138.5 51683.5 56593.8 
Asia's (%) of world 
exp. 43.6% 44.1% 43.9% 

Source: FAO, 2016  

 

The footwear industry in Vietnam is spread around the country in industrial 

clusters specialised in specific types of leather footwear. In the South, the 

provinces of Ho Chi Minh City, Binh Duong and Dong Nai are where 65 % of the 
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country’s enterprises are located. Important areas in the North are Hai Phong 

and Hanoi. New production clusters are emerging in other provinces such as 

Hai Duonng, Thai Binh and Vinh Phu in the North, and Long An, Can Tho, Vung 

Tau in the South as well as Da Nang in the country’s centre (Ramesh Kumar, 

2014: 13-14; UNIDO, 2010: 66-67). 

In 2015 Vietnam signed several important preferential trade agreements (PTA), 

which when implemented will grant Vietnam tariff free access to major markets 

in Japan and South Korea, as well as the EU with the EVFTA agreement, 

expected to be ratified by the EU members in 2018 (Duane Morris LLP, 2017), 

and when taken into effect would be a major deal for Vietnam. Through the 

EVFTA Vietnam would then gain a competitive advantage over its neighbouring 

competitor China, who does not have PTA agreements with these important 

markets. EU is already the largest export market for Vietnamese footwear, and 

less trade barriers may most likely further strengthen these exports, and the 

potential for further growth in the Vietnamese footwear industry in next few 

years is high (Berger & Bruhn, 2017: 83-87). However, exports to the US, the 

single largest export market for Vietnam’s footwear industry (see table 11) may 

face constraints, as the Trans Pacific Partnership agreement (TPP) currently 

cannot be ratified, as the US has withdrawn from the agreement.  

Table 11: Top 5 export destinations for Vietnamese footwear 2006 - 2015 

2006 2011 2015 

Export  
destination 

Exports 
US$ 

(1000) 
% 

Export  
destination 

Exports 
(US$ 

1000) 
% 

Export  
destinatio

n 

Exports 
(US$ 

1000) 
% 

World 
3781797.

6 
  World 

6936659.
5 

  World 
12783639.

7 
  

1. USA 861950.4 
22.8

% 
1. USA 2030419.8 29.3% 1. USA 4273147.0 33.4% 

2. United 
Kingdom 

521216.7 
13.8

% 
2. United 
Kingdom 

496833.7 7.2% 2. China 792806.5 6.2% 

3. Germany 362833.3 9.6% 3. Germany 416051.9 6.0% 3. Belgium 727424.6 5.7% 

4. Belgium 236066.9 6.2% 4. Netherlands 368915.2 5.3% 4. Germany 720365.8 5.6% 

5. Netherlands 214072.2 5.7% 5. Belgium 359189.4 5.2% 
5. United 
Kingdom 

700254.2 5.5% 

Source: WITS, 2017 
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Additionally, Vietnam is negotiating to extend its network of trade agreements to 

include its six ASEAN partner countries China, India, Korea, Japan, New 

Zealand and Australia (Berger et al 2016). A study by Baker, Vanzetti, and 

Huong (2014) shows that the EVFTA agreement with EU has a potential to 

increase Vietnam’s footwear exports and could generate an additional US$500 

million to US$600 million each year from a trade agreement (see appendix 1), 

mostly due to the lowering of the high tariffs on footwear from Vietnam today 

from 12.4 per cent to almost zero. The study also shows that the potential for 

growth and revenue in the footwear industry is higher for the leather type 

footwear than the textile or rubber type (Baker Vanzetti & Huong, 2014: 70-74, 

114).  

However, while Vietnam’s increasing participation in the fragmented global 

manufacturing industry continues to create opportunities of growth for the 

Vietnamese economy and its footwear/leather industry, it also creates major 

challenges. Since the 2008 crisis, Vietnam has experienced major 

macroeconomic turbulence and stagnating economic growth. Vietnam’s 

increasing integration into the global economy has left its own economy in a 

state of higher economic volatility. As its trading partners have been 

experiencing significant recession, Vietnam has become more susceptible to 

output fluctuations (Dinh, 2013: 3-4, Holweg, 2017). 

The global recession has indeed had a negative impact on the footwear 

industry, as well as the whole manufacturing industry in Vietnam. A thorough 

analysis shows that a more accurate explanation for the stagnation of the 

Vietnamese economy can be found in the more fundamental structural issues 

that were masked by the economic growth of previous years. One of these 

issues is that compared to other similar countries in Southeast Asia Vietnam 

has failed to expand its export industry into medium- and high-technology 

products over 1980–2009 (Dinh, 2013: 5-6). Another important issue behind the 

slowdown in Vietnam is the neglect of building critical market institutions, 

especially regarding those responsible for protecting private property rights and 
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ensuring free and fair competition. These shortfalls have delayed the 

emergence of large, competitive, private firms and further discouraged the 

maturing of small household firms (World Bank Group, 2016: 21-22). In this way 

Vietnam has yet failed to connect the few larger and dominate state-owned 

enterprises (SOEs), where most of the industrial investments are gathered, with 

the smaller firms through backward- and forward links in domestically produced 

inputs or intermediate products. Consequently, most of the Vietnamese industry 

is still highly dependent on imports of raw-materials and intermediate inputs. 

This has left most of the Vietnamese industry stuck in the final assembly 

production process, with low cost labour as its only comparative advantage, 

consequently gaining a relatively low share of the value added in output (Dinh, 

2013: 8-9).  

 

Table 12: Vietnamese imports of hides and skins & leather 2006 - 2014 

2006 2010 2015 

World: 776 million USD World: 921 million USD World: 1.16 billion USD 

Country 
% of 

World 
Country 

% of 
World 

Country 
% of 

World 

1. Taiwan 24.8% 1. Taiwan 18.3% 
1. South 
Korea 14.9% 

2. South 
Korea 

14.3% 
2. USA 11.5% 

2. Taiwan 13.6% 

3. China 12.1% 
3. South 
Korea 

11.2% 3. Italy 10.9% 

4. Hong 
Kong 

11.3% 
4. China 9.1% 4. Thailand 9.4% 

5. Thailand 7.5% 5. Thailand 8.8% 5. China 9.0% 

Other 30.0% Other 41.1% Other 42.2% 

Total 100.0% Total 100.0% Total 100.0% 

Source: World Bank, 2017 

Looking closer at the structure of the footwear industry in Vietnam it is in many 

ways similar to the apparel industry in Southeast Asia, where most firms 

operate under contracts as product processors. Vietnamese footwear firms 

have concentrated on low-middle quality products in large-scale production. 

Because of the lack of input and supporting industries, the production process 
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of the exporting industry is almost entirely focused around final assembly, the 

so called cut, make, and trim (CMT) mode of production (Lan et al, 2016: 56; 

Dinh, 2013: 67-69).  

As Vietnam does not have the qualitative or quantitative capacity to provide the 

required production input, almost all raw materials used in the final assembly 

production are imported, consequently driving up the value of imported 

components going into final assembly to an estimated 50–60 percent (World 

Bank Group, 2016: 29). The CMT tasks are more standardized, labour 

intensive, and occupy less of the value added, in contrast to other production 

activities such as production input, design and marketing, that is supplied by 

foreign buyers (Lan, et al, 2016: 57).  

Figure 4: Participation GVCs of Vietnamese footwear producers

 

Source: Lan et al, 2016 

The profitability of the Vietnamese footwear industry depends on its access to 

low cost labour. One unskilled labourer is paid $78–$93 a month (in 2013), 

which is roughly a third of the equivalent cost in China (Dinh, 2013: 71). The 

thus far the rapid labour-force growth has been keeping the industry competitive 

and will continue to do so, should Vietnam get tariff free access to the US, EU 

and Japanese markets and if Vietnam is able to meet the more restrictive rules 

or origin requirements in the PTA agreements (Berger & Bruhn, 2017: 93-96; 

Baker, Vanzetti, & Huong, 2014: 56).  
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Though, labour productivity continues to be relatively low. A Vietnamese worker 

typically makes 1.3–5.8 pairs of shoes a day, compared to other countries in the 

region such as China, where the same worker makes 3.0–7.2 pairs of shoes a 

day. The footwear industry’s competitive advantage is thus reaching its natural 

limits and would face major problems when labour costs rise (World Bank 

Group, 2016: 22; Dinh, 2013: 72). Furthermore, because of poor production line 

management, including an underdeveloped infrastructure regarding electricity 

and transport, there is little increase in productivity and technical capability in 

the industry. The industry is dependent on importing raw materials, which are 

mainly imported from China, Taiwan and Korea. This is problematic, since the 

FTAs Vietnam want to engage in include a compliance with the Rules of Origin 

Principle (Baker, 2014: 115).  

In 2013 there were 819 footwear manufacturers in Vietnam, which can be 

divided into three main groups: 235 FDI enterprises (28.7%), 77 SMOs (9.4%) 

and 507 private enterprises (61.9%). These firms together employ 1 million 

workers, who produce roughly 800 million pairs of shoes each year (Dinh, 

2013). As in many of its neighbouring competing countries, the footwear 

industry is strongly export oriented, holds an abundance of a low-cost and a 

relatively low skilled labour force. This keeps labour productivity low and 

competition between firms high. The established exporting firms in the industry 

are predominantly foreign-owned or SOEs, mainly originating from Taiwan, 

China, Korea and perform full package solutions to leading firms such as Nike, 

Adidas, Reebok, Asics, Under Armour, New Balance, Puma, Converse, 

Salomon and Timberland (PCG, 2017). In fact, half of Vietnam’s shoe exports 

are generated by one foreign-owned producer (MNNA, 2011). These modern 

firms have a high level of technology and equipment, well-functioning 

organisation structures, and marketing and distribution systems, and have 

access to investment capital. These firms are expected to occupy 60 per cent of 

the industry’s total potential production capacity.  
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The domestic and local firms on the other hand, suffer from poor management 

skills, unskilled labour force, lack of marketing system and inability to design 

products. Consequently, the level of productivity in these firms remain low and 

their production is mainly destined for the local market (Baker Vanzetti & 

Huong, 2014: 111-112). 

In many ways, Vietnam is becoming an extension of the Chinese, Korean and 

Taiwanese footwear industries. Many of the established companies from these 

countries are setting up production units in Vietnam, connecting these units to 

their domestic supply networks, consequently establishing control of most of the 

operations in the Vietnamese footwear industry (UNIDO, 2010: 80, 84). In this 

way the footwear industry in East Asia, resembles the East Asian model 

brought forward by Gereffi and Memedovic (2003), on how Newly Industrialized 

Countries (NICs) in the garment industry operated. In this model retailers and 

marketers in developed countries rely on full-package sourcing networks in 

Asia. First they relied on manufacturers in Hong Kong, Taiwan and Korea 

historically, but as wages rose, multi-layered sourcing networks emerged in 

other parts of Asia where low cost labour was available, with the NICs taking 

the role of coordinators of these full-package production processes. In this way 

the NICs have developed their firms from only assembly operations to OEM to 

OBM (Gereffi and Memedovic, 2003: 1-5, 20). There are now signs of Chinese 

manufacturing firms taking the steps from CM/CMT to OEM or even OBM. 

Another obstacle for the footwear industry is corruption in Vietnam, or what 

Berger et al call “under-the-table costs of doing business in Vietnam”, that 

creates barriers for smaller firms to compete with the larger ones (Berger et al, 

2016: 32). The possibilities for domestic independent brands and product lines 

to surge are slim, as most of the technology and methods used in shoe 

production in Vietnam are being implemented by foreign-owned original 

equipment manufacturers and most investments by the governments is 

channelled through the large SMOs. This hinders the upgrading of the industry 

and keeps the industry locked at a low value added part of the GVC.  
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Described from the five stage GVC model in chapter 4.1, the footwear industry 

in Vietnam is only active in the third stage, manufacturing. Vietnam has no 

significant livestock production that can provide skins for leather production and 

no tanneries to process the leather and supply it to the footwear industry. All 

major brand-named companies, buying offices and trading agents in the export 

network of the Vietnamese footwear industry are foreign, as are the actors 

involved in the retail outlet-stage. As such, the participation of Vietnam’s 

footwear industry in the GVCs has yet only provided Vietnam with employment 

creation and the growth of the industry is yet to bring sizable overall welfare 

benefits to the country. These challenges need to be addressed for the industry 

to move into a sustainable position in the global market (Dinh, 2013: 67-69, 71-

72; Lan, et al, 2016: 57).  

 

4.2.1 Governance 

The footwear industry in Vietnam is a classic example of an industry in involved 

in a buyer-driven GVC. A few global retailers and brand-named merchandisers 

control all the links of the decentralised labour intensive production network in 

the value chain, from design, to raw material input, assembly, distribution, to 

marketing and retail. These lead firms do not themselves own the production 

facilities in Vietnam, but instead manage the production and trade networks of 

the industry to create the end-product for them to market and sell. The buyer-

supplier relationships of the Vietnamese footwear industry can be characterised 

as market governance structures governed by price. The competition between 

the low-skilled manufacturers in Vietnam is indeed fierce. The buyer-supplier 

relationships can also be characterised as captive, as the small suppliers are 

dependent on powerful buyers and the instructions they provide.  

Broadening the description of the GVC, the Vietnamese footwear industry is a 

textbook example of an industry operating within a vertically specialised value 

chain, as explained by Kaplinsky & Morris (2016). The Vietnamese footwear 
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industry is integrated in a specialised link within a globally dispersed production 

network production where specialised large-volume standard products are 

produced. While the global footwear industry also includes important additive 

GVCs, in the livestock and tannery stage, the Vietnamese industry is only 

embedded in vertically specialised GVCs.  

Building on Gibbon’s idea (2008) of how end-market and export channel 

differentiation creates certain GVC structures, the highly specialised focus on 

CMT production, with Chinese companies controlling production facilities, would 

suggest that the Vietnamese footwear industry is structured to focus on export 

to the US market, as opposed to the EU market where the production system is 

traditionally less fragmented due to the higher demand for product flexibility. 

Looking at the Vietnamese footwear export, the EU is the primary export 

destination, with Belgium as a top country destination, suggesting a 

contradiction to Gibbon’s theory of how EU oriented exports are of a more 

additive character. However, while the top export destination is Belgium, there 

is in fact a strong presence of leading US footwear MNEs in Belgium, where 

companies such as NIKE have established its European distribution centre. 

This would suggest that, while the Vietnamese footwear industry is exporting to 

the EU, its industry will still be structured in accordance to the US export model, 

as the products exported to the EU are mainly of US brands (Sustainable 

Brands, 2016; World Footwear, 2016).  

Another possible explanation to why the Vietnamese footwear industry is 

structured according to the US export model, is the domination of trading 

agencies, intermediates and OEMs originating from Korea or Taiwan, whose 

own industry both are structured according to the US model. The domination of 

these actors have shaped the earlier links of the value chain, in the sense that a 

significant share of the raw materials used in the Vietnamese footwear industry 

are imported from Korea and Taiwan.  



  

          

 

75 

Also, the theory of conventions determining governance can help describe the 

GVC structure of the industry. Standards and norms are a major part of the lead 

firms’ corporate strategies to control the links in the GVC. International trade- 

and market regulation are of major importance for the Vietnamese domestic 

firms to adjust to. To enter the EU and US markets there are particular 

standards and norms regarding product quality issues and rules of origin that 

have to be met.  

The most important categories of conventions governing quality in Vietnam’s 

footwear industry are industrial-based (quality enforced by external party, 

backed by common standards and norms), market-based, (quality evaluated 

based on price), and civic, (quality in terms of ethics). This is yet another 

structural quality suggesting that the Vietnamese footwear industry resembles a 

US end-market export model. To reduce the risk of association of violations to 

especially civic conventions, but also industrial-based conventions, lead firms 

are increasing the pressure on quality control, while outsourcing the quality 

control enforcement to its suppliers. The conventional standards and norms 

create a significant entry barrier for Vietnamese firms to get past in their pursuit 

to upgrade their production to include earlier stage activities, such as livestock 

production and tanneries. 

 

4.2.2 Upgrading 

Upgrading in a buyer-driven GVC such as the footwear industry is generally 

thought of as moving from final assembly to a full packaged deal (or OEM), 

(Memedovic, & Mattila, 2008; Gereffi & Memedovic, 2003). However, as 

explained, the more modern idea of upgrading is finding a sustainable position 

for a firm along a GVC. To find such a sustainable position the GVC structures 

explained in the previous sections need to be considered. On that note, there 

are several upgrading paths for Vietnam’s footwear industry to pursue. Vietnam 

could follow the example of Korea, Taiwan and other NICs in the region and 
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take steps to include more production activities in the GVC to be able to 

develop full-package capabilities and in this way achieve classic functional, 

product and process upgrading (Gereffi & Memedovic, 2003). 

Studying the footwear strategies of these NICs they have shared a lot of 

similarities with Vietnam in the early stages of their modern industrialisation, 

focusing on final assembly with their access to a large pool of low cost labour as 

their main competitive advantage. To avoid the middle income trap, as wages 

were beginning to increase, they started building up their domestic raw material 

suppliers and tanneries, while at the same time extending their linkages in 

networks and expanded their manufacturing to low cost labour countries such 

as Vietnam. This enabled the NICs to include production activities with a higher 

value added, while keeping their competitive advantage of low cost labour 

(UNIDO, 2010: 80, 84). There is a potential for Vietnamese footwear firms to 

copy this NIC strategy. The Vietnamese government are making efforts to 

finalise FTA agreements, such as the EFVTA, of which negotiations were 

finalized in December 2015 (EU Commission, 2016). Through these FTAs 

Vietnam will get access to major exporting markets, a higher potential to attract 

FDI and access to advanced machineries, equipment and know-how as well as 

the opportunity to build sustainable supplier relationships and adapt the 

domestic industry to international standards (Baker, Vanzetti, & Huong, 2014: 

114-115). 

Explained more thoroughly, to create a better position for the industry to 

upgrade according to these suggestions, Vietnam could try and deepen the 

participation of domestic suppliers into the final assembly process by 

developing more comprehensive networks of dependable tier-1 and tier-2 

suppliers. Secondly Vietnam would profit from developing a modern service 

sector to the footwear industry, such as a functioning domestic financial sector 

to provide the domestic private sector with early-stage financing (World Bank 

Group, 2016: 29-30). By promoting a domestic cattle industry and tanning 

industry to support the leather footwear industry’s access to quality raw 
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materials, the industry would be less dependent on imports and thus less 

vulnerable to fluctuations in the international markets (Lan, et al, 2016; Dinh, 

2013: 67-69, 71-72). With capital-intensive investments and higher-level skills 

through education and training, Vietnam can increase labour productivity in the 

footwear industry as well as increase the potential for domestic firms to move 

past the entry barriers of the GVC by meeting the standards and norms 

regarding quality and rules of origin (Lan, 2016: 62). 

When the internal capabilities of the Vietnamese firms have been increased and 

they have moved from simple final assembly in CMT to OEM and OBM 

activities, Vietnam could, as the NICs did, be looking to triangulate 

manufacturing, including footwear factories with access to low cost labour in 

other countries or regions, and themselves moving into the intermediate 

position between the lead firms in the US and manufacturers. To establish 

themselves as intermediates Vietnam has to keep building preferable trade 

relations to neighbouring markets and regions (Gereffi & Memedovic, 2003: 20). 

Though, as suggested by Ponte and Ewert (2009) upgrading does not 

necessarily have to be done by moving up the ladder of the value chain. The 

structure of Vietnam’s footwear industry is suited for large scale mass 

production. This suggests that, once the Vietnamese footwear firms have 

established themselves in a stable position in the GVC, they could very well find 

suitable upgrading possibilities without altering the product, function or process 

of their products, for instance by utilizing their potential of economy of scale and 

increase production volume. 

However, there are evident risks imbedded within the structures of the 

industry’s GVC that could actively hinder Vietnam’s upgrading strategies, as 

examples from Mexico has proved, where lead firms in the US hindered 

Mexican SMEs to engage in functional and product upgrading (Lemos & 

Palhano, 2003; Rabellotti, 1999). Furthermore, the there is no certainty that the 

industrial policies employed by the NIC to achieve upgrading, that worked 
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successfully more than 20 years ago, would be transferable to Vietnam today; 

which will be explained more extensively in the following section. 

Diversifying the production model is another upgrading option for Vietnamese 

footwear firms. By complementing the standardised large scale production 

within vertically integrated plants, with an expansion into production of 

differentiated or fashion-oriented goods made in shorter product cycles, by 

smaller firms using relatively higher skilled labour, could intensify export or open 

up new export to markets with similar demands as the traditional EU market. 

However, such an upgrading option may be proven difficult to pursue, due to 

the industry’s somewhat static end-market segment and export channels that 

are hard to change. Furthermore, while almost 90 per cent of all registered 

Vietnamese firms have plans to upgrade, these plans mostly concern improving 

product quality (product upgrading) and improving technical ability, worker’s 

skills and firm management (process upgrading), according to a survey by 

Berger et al. (2016). Only 18.4 per cent of the firms plan to enter new value 

chains or industries (inter-sectoral upgrading) and only 11.6 per cent of the 

firms wish to pursue higher value-added products along the GVCs (functional 

upgrading). The results of the survey of Berger et al (2016) suggest that firms in 

Vietnam intend to strengthen their existing business models rather than enter 

new types of business models. Even though Vietnam’s PTA negotiations have 

created policy debates in Vietnam about the possible benefits for Vietnamese 

firms in general to diversify (to avoid the competency trap), enter new export 

markets and join new GVCs, this intention does not yet seem to have spread to 

the Vietnamese industry firms (Berger et al. 2016: 26, 30-32). 

Diversifying the production model by encouraging the development of regional 

or domestic VCs is another possible way forward that might elevate the 

chances of upgrading. At the moment the footwear industry in Vietnam is highly 

export oriented, with 90 % of its production being exported (UNIDO, 2010). 

Engaging in global and regional VCs simultaneously would hedge against the 

risk of being stuck in a middle income trap, where forces within GVCs are 
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discouraging Vietnam from acquiring the necessary information, know-how and 

skills to upgrade (Navas-Alemán, 2011). 

 

4.2.3 Industrial policies 

The efforts of the Vietnamese government regarding industrial policy has, yet 

been focused on trade policy, signing FTA and other trade agreements, and 

entering negotiations to remove trade barriers, what Kaplinsky and Morris 

(2016) would call a thinning strategy in vertical GVCs. The last of EU’s anti-

dumping duties put on Vietnam’s footwear industry of 10 % was removed in 

2011 (Ramesh Kumar, 2014: 15). Vietnam has been taking steps to promote 

investments and improve the domestic corporate climate. In 2015 important 

legislation was passed, specifically to improve the underdeveloped and 

bureaucratic tax-system, the equitization process of domestic SMEs, the 

implementation of corporate management decrees and the strengthening the 

oversight and regulation of the banking sector (World Bank, 2015: 20). As such, 

Vietnam’s footwear industry is the classic product of market liberalisation 

policies with little government intervention, which scholars such as Hufbauer & 

Schott (2013) would praise.  

These liberalising economic and trade policies has opened up major 

opportunities for growth and contributed with significant employment for a 

former low income country. However, as mentioned, the majority of the 

operations Vietnam’s footwear industry is involved in, is controlled by foreign 

actors and the risk of Vietnam’s footwear industry ending up in a situation of 

middle income trap is evident. While measures have been employed to upgrade 

the domestic industry, for instance to encourage domestic raw-material 

suppliers such as tanneries (thickening strategy), the footwear industry is still 

very much controlled by foreign companies and as Vietnam’s domestic 

companies are struggling to meet the quality standards of the industry 

Vietnam’s demand for imported raw-materials is expected to keep increasing 
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substantially (Ramesh Kumar, 2014: 15; UNIDO, 2010). The argument that 

there are market imperfections, working in disfavour of Vietnam, is not 

farfetched. The same argument would suggest that Vietnam is in need of 

market intervening industrial policies to both support and challenge the 

domestic industry to upgrade to higher value added activities, as other NICs in 

East Asia have done successfully.  

As mentioned, Vietnam share a lot of similarities with NICs, such as Taiwan and 

Korea, and to a certain degree, China, that formerly occupied the same position 

as final assembly manufacturer in the footwear industry. Vietnam does indeed 

have a lot to learn about how these countries upgraded their industries to 

achieve the capacity of delivering full packaged deals to lead MNEs (OEM) and 

what policies the government employed to encourage this development. 

Particularly China’s more recent upgrading by building down-stream linkages 

between its domestic manufacturing and raw material suppliers and tanneries 

should be an inspiration to Vietnam (UNIDO, 2010). However, it is safe to say 

that the dynamics of the global economy, including the footwear industry has 

changed since the successful upgrading of the NICs.  

The role of the government as a co-designer and coordinator of industrial 

development, that worked successfully particularly for Korea, might not be 

enough to upgrade the footwear industry in Vietnam. As Whittaker et al. (2010) 

explain in their theory on compressed development, Vietnam can try to 

reproduce the elements of the NICs, but cannot recreate its entire industrial 

model. Since the construction of the NIC model the importance of GVC 

participation has increased, and the processes and functions within the GVCs 

are more globally dispersed, under constant change and often out of state 

control (Whittaker et al, 2010; Ponte & Sturgeon, 2014). 

Consequently, finding a successful upgrading strategy for the footwear industry 

today is far more complex and face far more challenges than the late developed 

countries such as Korea and Taiwan. The industrial policies employed by the 
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governments of Korea and Taiwan encourage upgrading within its domestic 

footwear industries, may be totally inefficient, or worst counterproductive. There 

is no certain or proven way as to how Vietnam should pursue this so called 

compressed development with an adaptive state, which is basically the 

theoretical foundation of the compressed development theory. However, as the 

Vietnamese footwear industry becomes more and more globalised, it seems 

reasonable to advise the government to employ a pragmatic approach to 

industrial policy, using both market intervening and market liberal policies, as 

well as thinning and thickening policies. 

 

4.3 The footwear Industry in Ethiopia 

Significant economic growth in the developing world has during the last 

decades mainly been occurring in the emerging economies of Asia, while Africa 

has been standing on the side-line. But as the global economy is changing, 

these enormous welfare gains have been made by African economies as well. 

Particularly Ethiopia can be seen as a good example of an “African Lion” with 

some successful implementation of industrial policies leading to export-driven 

growth, which might take it in the same direction as the East Asian developers 

(Oqubay, 2015: 6 - 7). With an average growth of 10.9 % in real GDP during 

2004 - 2014, Ethiopia has moved from being the World’s second poorest 

country 2000, to the 11th poorest in 2014. When 55.3 % of the population lived 

below the international poverty line of 1.90$ per day in 2000, the amount had 

fallen to 33.5 % in 2011. This rapid economic progress saw its beginning with 

the fall of the communist Derg-regime in 1991, to be further accelerated by the 

several market-liberalizing reforms implemented by the new government during 

the 1990s (World Bank Group, 2016).  

However, the Ethiopian leather and footwear industry has not been able to 

reach the full gains of the Ethiopian success when comparing to more 

successful development of industries such as floriculture- and cement, which 
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are two of the country’s industries that have experienced a significant growth 

during the last decade with the support of successful industrial policies. So far, 

Ethiopian industrial policy efforts to reverse the poor performance of the leather 

and leather-products industry have failed, despite the expectations of the 

industry to better integrate into the global value chain due to its linkage 

potentials and long traditions of being the country’s dominating manufacturing 

exports-sector (Oqubay, 2015: 105 - 111, 149 - 155, 195 – 196). Some 

industrial policies have worked better. Introduction of a 150 % export duty on 

semi-processed leather with the purpose of gaining higher added value by 

moving exports upwards towards later stages, has finally begun to demonstrate 

positive effects. There might still be hope for the Ethiopian footwear industry. 

 

Table 12: African export values of leather footwear 

Countries 

2006 2011 2014 (prel.) 

Value 
(1M $) 

(%) of  
African 
export

s 

Value 
(1M $) 

(%) of  
African 
export

s 

Value 
(1M $) 

(%) of  
African 
export

s 

Egypt 0.3 0.1% 10.1 2% 10.6 2.2% 

Ethiopia 0.5 0.1% 2.9 1% 15 3.1% 

Kenya 2.2 0.5% 2 0% 2.9 0.6% 

Morocco 152.4 35.1% 210.4 38% 170.6 35.1% 

Tunisia 275.9 63.5% 322.2 59% 283 58.2% 

Other Africa 3.1 0.7% 2.1 0% 4.2 0.9% 

TOTAL (1M $) 434.4 549.7 486.3 

WORLD (1M $) 39138.5 51683.5 56593.8 
Africa's (%) of world 
exp. 1.1% 1.1% 0.9% 

Source: FAO, 2016 

 

As can be seen in table 12, Africa only makes up around 1 % of the world 

exports of leather footwear, with Tunisia as the continent’s major exporter 

during the time period of 2006-2014. Ethiopia’s share of these African shoe 

export earnings was only 3.1 % in 2014. As seen earlier in table 1, the Ethiopian 

livestock population is one of the largest in the world. It could be argued that 
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Ethiopia thereby possesses a comparative advantage in the raw-materials 

sector of the GVC, especially considering its large population of bovine animals, 

the most used raw material for leather production. However, we also learned 

earlier that the Ethiopian off-take rates for bovine animals were lower than 10 

%, among the lowest in the world. 

Considering the long existence of the industry in Ethiopia, the almost non-

existent share of global footwear exports underlines the inability to exploit the 

linkage potential it should have based on its raw-material resources in the 

earlier activities of the footwear value chain. The Ethiopian potential in the 

industry have been known for a long time, and has been examined in different 

studies for decades, while nothing seems to have happened at least in relation 

to what has been predicted. Muchie (2000), with a rather optimistic tone that 

suggest signs of progress, describe how UNIDO and FAO have helped 

Ethiopian farmers to modernize their hide and skin-production for “a 

generation”. In a UNIDO-study by Kiruthu (2002), a qualitative benchmark 

exercise was conducted comparing the leather industries in Ethiopia and Italy. 

The strengths of the Ethiopian industry in 2002 were argued to be in their strong 

raw material supplies, the access to these raw materials as well as high 

perception of Ethiopian sheep skins in the global market. In addition to these 

attributes, the results were poor. However, it demonstrated the huge potential in 

the Ethiopian industry, with many potential gains to obtain. Examining the 

Ethiopian industry 15 years later, show that most of these gains are yet to be 

acquired.  

The Ethiopian population of bovine animals is the 6th largest (see table 1) and 

the largest in Africa. The population of sheep and lambs was the 10th largest in 

the world and 3rd largest in Africa, while the population of goats and kids was 

the 8th largest in the world and 4th largest in Africa (FAO, 2016). Together the 

Ethiopian livestock account for approximately 3 % of the global share of 

livestock (USAID, 2013). While these impressive numbers could be expected to 

provide Ethiopia’s leather and leather footwear industry with a stable and large 
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base of raw material supply, this is not the case. Off-take rates for bovine hides 

in Ethiopia have been very low, based on FAO’s numbers (2016) of cattle 

population and bovine hides’ production, the off-take rate in Ethiopia was less 

than 7 % in 2015. Considering the developing country average of 16 %, and the 

African average 12 %, Ethiopia are among the worst countries in the world at 

taking advantage of its raw material supplies in leather production. While the 

off-take rates were significantly higher for sheep (32 %) and goats (35 %), the 

numbers were still below world average (49 % for sheep and 48 % for goats) 

(USAID, 2013). 

Among the reasons behind the low off-take rates are cultural factors such as the 

consideration of maintaining large herds of animals as a sign of wealth, as 

livestock thereby is something farmers prefer to keep visible, but it would also 

suggest that no sizeable commercial farming exist in the country. In a survey 

from 2012 (see appendix 2; USAID), less than 1 % of the farmers named meat 

production as the main reason for rearing cattle, which can explain the low 

supplies of hides and skins since it is a by-product of meat production and 

dependent of the slaughter of the animals. In fact, the main reason for rearing of 

bovine animals in Ethiopia was draught power, another explanation to why the 

farmers don’t see slaughtering as a good deal. This also suggest that there is 

no market or price information among Ethiopian farmers, and thereby no market 

incitements for meat production, that then could supply the leather industry. 

Large volumes of live animals are also exported, accounting for up to 5 % of 

Ethiopian export values (appendix 3; USAID, 2013), many of them illegally for 

low prices (USAID, 2013). A majority of illegally traded animals end up in 

Somalia from where they are re-exported to the Middle East, which is a problem 

due to the loss of foreign exchange and income taxes Ethiopia, as well as the 

negative impact on legal livestock trade (Bekele & Abraham, 2016). 

Production of raw skins of sheep and goats demonstrate higher off-take rates 

than for bovine animals, suggesting a more commercial mind-set in Ethiopian 

husbandry of sheep and goats. However, there is also a darker aspect behind 
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the higher off-take rates of these animals, since much of the higher rates can be 

explained by a high amount of annual deaths. Ethiopian death rates for sheep 

and goat (approximately 20 % of the sheep and goats die annually) are twice as 

high as he African average (see appendix 4), largely due to poor husbandry 

leading to weak animals with diseases and infections. These diseases also 

cause negative effects for the produced skins as they reduce the quality, 

especially the very common ectoparasite, known in Ethiopia as “ekek”, is the 

most common sheep disease that require continuous treatment and cause 

significant economic loss. Production facilities and equipment is usually poor, 

most sheep and goats in Ethiopia are slaughtered in the backyard of individual 

households, while a majority of the cattle is slaughtered in slaughterhouses due 

to stricter health policies and inspections in regards to the slaughtering of large 

animals. Household slaughtering may also cause defects on the skins, reducing 

its value. After the slaughtering and skinning of the animals, the preserving 

process of dry- or wet salting the skins, has to be made in the next four hours to 

be able for the skin to retain its quality to supply tanneries, otherwise risking 

bacteria-infections damaging the structure of the fibres in the produced leather. 

In most cases in Ethiopia, it remains unpreserved until it reaches the trader that 

supply the tanneries. There is only a few well-developed backward linkages 

between tanneries and producers of raw hides and skins, and most of the 

produced hides and skins are first collected by individual collectors, that then 

sell the skins forward to traders that work as middlemen organizing supplies 

between farms and tanneries (USAID, 2013).  
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Figure 5: The value chain for hides and skins in Ethiopia 

 

Source: USAID, 2013 

As seen in figure 5, traders play a powerful role in supplying the tanneries. 

There is no centralized raw hides and skins market, which have created many 

niche markets for varying qualities of raw hides and skins. There is also usually 

no established long term contracts between traders and tanneries that could 

create stable trust-relationships. Traders of raw materials have a lot of power 

since they are the ones usually possessing the critical market information, and 

use this as negotiation power when supplying tanneries that often are unaware 

of the crucial knowledge. Traders are often mostly interested of just selling as 

large quantities as possible without taking quality into consideration (USAID, 

2013; MinesTech, 2016).  

Ethiopia’s commercial tanning industry was created in the mid-1900s to supply 

the growing demands of leather shoe production for the domestic market. 

These tanneries produced finished leather for the domestic shoe industry and 

semi-finished leather for exporting. In 2012, Ethiopia had 25 commercial 

tanneries, out of which 23 were operational. In 2017 the number was already 

listed as 32 (LIDI, 2017), demonstrating the rapid growth in the sector during the 
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last years. Of the produced skins from slaughtered animals, tanneries receive 

most of the produced skins for sheep and goats, suggesting that skins of 

animals slaughtered in the backyard actually end up in the tanneries to a higher 

degree than the ones produced at more modern slaughterhouses. All tanneries 

operate in the production of leather from sheep and goats, and 14 of these 

tanneries also produce bovine leather (USAID, 2013, see appendix 5).   

In addition to these, there is many thousands of so called traditional tanneries in 

Ethiopia that buy a large amount of hides and skins for the production of a 

broad range of different items adapted for rural households they can sell at the 

domestic markets, such as floor mats, bags and ropes, and thus the demand for 

low quality hides and skins remain high (USAID, 2013). Environment and 

infrastructure can cause problems for Ethiopian tanneries, since they often tend 

to be close to town centres, while relocating out of town would bring other 

problems as lack of labour supply, and poor infrastructure (UNIDO, 2010). The 

highest concentration of tanneries were located in Ojo, a growing industrial hub 

in the Addis Ababa-Djibouti corridor, approximately 60 kilometres from the 

capital’s concentration of footwear manufacturers (Oqubay, 207 – 209). 

The tanning of raw hides and skins is a process requiring significant financial 

inputs for competitive leather production. With an average price of 90 Ethiopian 

birr (ETB) for a piece of finished leather, the whole tanning process including 

machineries and working capital has an average cost of 84 million ETB, and 

thus economies of scale has to be created to succeed. Depending on how 

much of the initial investment that has been amortized, some of the tanneries 

are more flexible to respond to change in demands while more recently 

established tanneries are more dependent on keeping production at high rate, 

with the consequence of ending up with large stocks of leather in cases of 

reduced demands for leather. The tanneries are often not the owners’ main 

business, and a lack of investments after the actual amortization has been 

observed due varying lack of interest by owners (MinesTech, 2016).  
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While tanning consist of the four processes making raw hides and skins into 

semi-finished leather or finished leather, export taxes on semi-finished leather 

has resulted in a much more integrated tanning process where most of the 

Ethiopian tanneries are going through all the processes of making raw hides 

and skins to finished leather (USAID, 2013). While a higher degree of Ethiopian 

tanneries produce the more value added finished leather, it has also created a 

situation where tanneries aren’t using their full production capacity. In the 

MinesTech working paper (2016) it is argued that dividing the industry in to two 

sectors, one producing semi-finished leather and one focusing on finished 

leather, would improve tanning efficiency. More newly-built tanneries have 

adapted this production models and buy their inputs of wet blue to only focus on 

the finishing process. This type of division between the tanning processes was 

common before the export taxes were introduced, but when semi-processed 

producers moved to production of finished leather they became competitors 

with their former customers (USAID, 2013; MinesTech, 2016).  

As mentioned in the benchmarking study from 2002, Ethiopian sheepskin had 

an internationally recognized quality. This seems to still be the case, the good 

perception of Ethiopian (especially from the Highlands) sheepskin is based on 

its strong fibre strength making it suitable for glove ad shoe production (USAID, 

2013; Oqubay, 2015: 219). Other than this type of skin, Ethiopian tanneries 

have a huge challenge to transform the poor- or at least very varying quality 

hides and skins into internationally competitive leather. One reason is that the 

Ethiopian tanning chemical industry is undeveloped and almost all of the 

chemicals are imported, causing extra costs depending on price-sensitive 

products that are difficult to predict, and thus may are unwilling to take the extra 

costs of required chemicals. The competition in the international leather market 

is though, and Ethiopian leather producers are only price takers, and the price 

depends on demand in the global footwear industry (MinesTech, 2016).  

Leather footwear manufacturing has long traditions in Ethiopia. Production of 

leather footwear dates back to 1927 when the country’s first vertically linked 
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tanneries and shoe factories were established by Armenian merchants in Addis 

Ababa (Sonobe et al., 2007; Oqubay, 2015: 195 – 196). These were the Asco 

Tannery & Shoe factory and Darmar Tannery and shoe factory, out of which 

Asco’s footwear manufacturing today goes under the name of Tikur Abay, the 

largest shoe manufacturer in Ethiopia, while the tannery goes under name 

Addis Ababa Tannery (USAID, 2013). As shown in several studies conducted 

previously (for example, Rabellotti, 1995; 1998), footwear industries are often 

focused in industrial clusters that tend to provide good conditions, and this is to 

a certain degree also the case in Ethiopia where the largest leather product 

cluster is located in the capital region of Addis Ababa. According to Oqubay 

(2015), there were 65 medium- and large-sized companies working in the 

leather- and leather product industry in the capital region, of which 52 % were 

located in the city of Addis Ababa. USAID identifies 17 large shoe factories in 

Ethiopa in 2012, and 14 of these produced footwear for exports (USAID, 2013). 

As of September 2017, LIDI lists 21 active shoe factories on their website (LIDI, 

2017). 

The Addis Ababa cluster also contains a large number of smaller operators. 

According to a case study made by Sonobe et al. (2007), there was believed to 

be over 1000 factories producing leather shoes in Addis Ababa, of which most 

of these employed 10 persons or less. These companies produce shoes mainly, 

if not entirely, for the local market. According to survey data from the Ethiopian 

Central Statistics Agency (CSA) from 2012, two-thirds of all the firms operating 

in the industry saw themselves as family-businesses, and three-quarters were 

private limited companies or basically sole proprietorships (Oqubay 2015, 207 – 

209). The Ethiopian leather is used for many end-products and the share 

represent similar patterns as in the rest of the world, where manufacturing of 

footwear account for over 50 % of the leather use. Manufacturing of high-end 

leather gloves has also attracted some FDI, for instance the high-quality glove 

manufacturer, Pittards, that has established their own tannery and gloves 

factory in Addis Ababa (USAID, 2013; MinesTech, 2016). 
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The government policy of 150 % export taxation on semi-processed leather was 

clearly an intention to create forward linkages and direct exports to the 

manufacturing sector. As seen in table 12, exports of leather shoes has not 

been large-scale in an international perspective, and the production of leather 

shoes has, despite these government strategies, not been showing significant 

growth since 2000 (FAO, 2016). The industry’s performance is dependent on 

the domestic tanning industry, which due to poor supplies of hides and skins 

can’t provide the footwear industry with the required input of leather in terms of 

quality or quantity. The poor performance downstream in the chain make up 

high costs for leather shoe manufacturing, which could be expected to be the 

opposite in a country with so much raw material resources. Variations in leather 

quality is high and supplies are unpredictable. One advantage is the low wages 

that Ethiopia can exploit at this stage of the value chain to attract more FDI. 

Ethiopia’s workforce is, however, very unqualified and needs training. The 

competitive advantage of low wages is also compensated by lack of 

productivity, design and quality know-how, poor infrastructure, high 

transportation costs, high import costs of components are among the main 

constraints in the Ethiopian footwear industry (MinesTech, 2016).  

Figure 6: Share of exports 

 

Source: USAID, 2013 
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Despite problems with raw material supplies and lack in quality, exports of 

leather have traditionally been one of Ethiopia’s most important industries for 

generating foreign currency in to the country and creating jobs. Most of these 

exports have traditionally been semi-finished leather such as pickled 

sheepskins and wet blue goatskins, providing low value added (UNIDO, 2010; 

USAID, 2013). In a perspective of Ethiopia’s overall economy, leather and 

leather products accounted for 4 % of foreign exchange, while live animals 

accounted for 5 % (USAID, 2013). Figure 6 demonstrate the low share of export 

income from footwear compared to leather exports, which traditionally have 

been more successful at finding its place in the international market (UNIDO, 

2010; USAID, 2013; MinesTech, 2016). The share of footwear exports are 

believed to change due to the Ethiopian 150 % export tax on raw hides and 

skins to shift exports to finished leather and leather products (Kaplinsky & 

Morris, 2014). Ethiopia have implemented an export ban on raw hides and skin 

already since 1995 to boost its tanning industry (USAID, 2013). At least in 

Africa, this has been regarded as a successful example of industrial policy, 

since other African countries, such as Nigeria, Sudan, Tanzania and Zambia, 

have followed (FAO, 2013). The export statistics still show small amounts of 

exported hides and skins, but these might be some kind of mix raw materials 

and low-processed leather. Despite the large population of bovine animals, 

production of light bovine leather remains low, and only ranks as the third 

largest supply in, and alarmingly not showing any signs of growth since 2000. 

While the share of African export earnings from leather footwear in Ethiopia are 

rather modest, exports of light leather from sheep and goats (see table 13) was 

the highest in Africa after having surpassed the longstanding market leader 

Nigeria, in 2013 (Oqubay, 2015: 195 – 196, FAO, 2016), also placing them 

among the top 10 exporters in world, also reflecting that the high perception of 

good quality in Ethiopian sheepskins in the global market. 
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Table 13: Export values of light leather from sheep and goats 

Countries 

2006 2011 2014 (prel.) 

Value (1M $) 
(%) of  

African 
exports 

Value (1M $) 
(%) of  

African 
exports 

Value (1M $) 
(%) of  

African 
exports 

Ethiopia 49 26.5% 67.5 22% 88.5 28.6% 

Kenya 16.4 8.9% 40 13% 54.4 17.6% 

Morocco 2.7 1.5% 28.7 9% 28.9 9.3% 

Nigeria 65.7 35.6% 75.9 25% 54.4 17.6% 

Sudan 13.2 7.1% 30 10% 29.7 9.6% 

Other Africa 37.7 20.4% 63.5 21% 53.5 17.3% 

TOTAL (1M $) 184.7 305.6 309.4 

WORLD (1M $) 2122.6 2866.1 2739.8 
Africa's (%) of 
world exp. 8.7% 10.7% 11.3% 

Source: FAO, 2016 

Among the exporting footwear manufacturers, many are focusing on the niche 

markets for safety shoes and military boots, and other mid-range products of 

basic design. The main constraints for exports, both for leather and leather 

footwear, have been poor logistics and infrastructure creating long lead times. 

Customs have been causing constraints for the inflow of Chinese FDI. Distance 

to end-markets are problems as all exports go through Djibouti (MinesTech, 

2016), and considering the footwear cluster’s location in Addis Ababa, an inland 

capital located relatively far away from the sea, the poor infrastructure create 

high transformation costs and long lead times (operators claimed that it took at 

least  3 weeks for product to reach buyer) (MinesTech, 2016). Factories use 

their best quality for exports and lower quality for domestic market. However, 

both markets are hard to penetrate, as Chinese imports (often consisting of 

plastic shoes) in the domestic footwear market dominate since the Ethiopian 

leather shoe production volumes have been so low that it can’t supply its local 

market (USAID, 2013).  

During the command economy of the communist regime, all the large firms 

operating in the leather products industry were state-owned, and the industry 

was long dominated by these SOEs even after it was opened to foreign direct 
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investment in the early 1990s. By 2012, all of the nine large-sized SOEs in the 

industry had been fully privatized. Two-thirds of these firms had, however, been 

bought by domestic private firms meaning that Ethiopian nationals currently 

dominate the ownership in the industry. Compared to the footwear industry in 

Vietnam, FDI in the Ethiopian leather and footwear industry has had a much 

smaller role with only 23 % of the firms in the leather industry and 28 % in 

leather products industry being foreign-owned (Oqubay, 2015: 208 – 210). The 

currently largest footwear manufacturer is the locally owned Tikur Abay, located 

in Addis Ababa. Based on their description on the internet (ITC, 2017) 

especially safety- and military shoes seem to be a strong focus, while their 

range of products is broad in general. They employ less than 1000 people and 

have an annual production of approximately 800000 pairs of shoes with a 

turnover of 8.6 million USD, which gives an indication of the small-scaled 

Ethiopian footwear manufacturing industry.  

In 2012, three foreign-owned shoe factories were said to be located in Ethiopia, 

one Chinese, one Italian/Chinese-joint venture as well as a German-owned 

factory. In 2012, these were all relatively small actors (USAID, 2013; see 

appendix 6). The Italian-Chinese joint venture, New Wing Addis, can be traced 

to a Chinese supplier of Caleres (Datamyne, 2017), one of the largest footwear 

companies in the US market operating mainly in the mid-range segment. This 

can be seen as one of the first steps of the Chinese footwear industry moving 

its manufacturing to Ethiopia. Another Chinese footwear company recently 

established in Ethiopia is Huajian group, one of China’s largest footwear 

exporters that supply major brands they supply such as Calvin Klein and Guess. 

Huajian have ambitious plans for Ethiopia and hope to see exports from their 

Ethiopian plant reach 4 billion USD in 10 years (Deloitte, 2014). Another 

interesting actor is the Japanese high-quality segment leather production 

company Hiroki, which has made a 500M dollar investment in Ethiopia to 

produce shoes and high-quality leather products. Hiroki had prior to their 

investment already been importing Ethiopian sheepskins to their China-based 
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factories. The Japanese investments has brought experts to Ethiopia for 

workforce training, and in advance of the factory opening many Ethiopians were 

also training at Hiroki’s Chinese plant (Addis Fortune, 2014a; Deloitte, 2014). 

Hiroki is said to contract its shoe manufacturing to local producers (Bijaoui, 

2017: 76). The most recent foreign newcomer in the Ethiopian footwear industry 

that was identified, was the Taiwanese footwear manufacturer George Shoes 

that came to the country in 2014 with plans of constructing no less than three 

factories in different regions of Ethiopia (Addis Fortune, 2014b).  

So far, the export destinations (see table 14) of Ethiopian leather have been 

concentrated to a few countries. As Oqubay (2015) notes when referring to 

export statistics until the year 2011, changes are happening in the industry in 

terms of the direction of Ethiopian exports. As recently as 2009, Western 

European countries accounted for 55 % of the imports of Ethiopian leather, but 

Asia’s share has been steadily growing and it achieved a level of 51 % already 

in 2011. The latest statistics show an even more dominating role of Asia, and 

especially China, as the main export destination. In 2015, China was buying 41 

% of Ethiopian leather, while Hong Kong was the second largest buyer with a 

share of almost 15 %. Italy, traditionally the most important export destination 

for the Ethiopian leather and leather products industry, was passed by China in 

2012 and is now found in 3rd place with a share of 13 %. Comparing the total 

export values from Ethiopia of 2011 and 2015 shows a decrease of export 

values in hides and skins during the time period, correlating with the lower 

values of exports to European destinations. In fact, the decrease in export 

values between 2011 and 2012 was as significant as 28% which was the effect 

of the 150 % export tax on semi-finished leather. Italy mainly imported pickled 

and wet blue, and these imports went down after the industrial policy 

implementation. The current trend is, however, pointing upwards with an 

increase of approximately 2% between 2014 and 2015 (WITS, 2017). 
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Table 14: Top export destinations for Ethiopian hides and skins, leather 2006 - 2015 

2006 2011 2015 

Export 
destinatio

n 

Exports 
US$ 

(1000) 
% 

Export 
destination 

Exports 
(US$ 

1000) 
% 

Export 
destination 

Exports 
(US$ 

1000) 
% 

World 77716.3   World 123388.5   World 104762.6   

1. Italy 26580.0 34.2% 1. Italy 39496.3 32.0% 1. China 42980.1 
41.0

% 
2. United 
Kingdom 

16265.7 20.9% 2. China 27490.7 22.3% 
2. Hong Kong 
(China) 

15504.2 
14.8

% 

3. China 14731.7 19.0% 3. India 16850.8 13.7% 3. Italy 13682.1 
13.1

% 

4. India 5368.5 6.9% 
4. Hong Kong 
(China) 

15089.4 12.2% 4. India 7040.1 6.7% 

5. Hong Kong 
(China) 

2791.4 3.6% 5. United Kingdom 11754.4 9.5% 5. Thailand 6189.7 5.9% 

Source: WITS, 2017 

Oqubay, a former mayor of Addis Ababa and currently involved as a top advisor 

in the Ethiopian government, argues that the low performance of the footwear 

industry mainly has been a result of inefficient industrial policy responses by the 

government, which in many cases have had a contradictory effect. With tannery 

owners and industry lobbyists traditionally dominating the leather industry, there 

has been no interest of investing in technological upgrading until recently and 

the sector has fallen “prey to a buyer-driven GVC” (Oqubay, 2015: 197 – 199). It 

thus seems that these are well-known issues by the Ethiopian government and 

there has been recent efforts to promote the leather products sector, with a 

strong emphasis on the footwear industry as one of their four strategic 

industries where growth is focused. 

Overall, decades of poor performance have finally been showing signs of 

coming to an end with the rapid growth of mainly Asian FDI during the last 

years. In 2012, the amount of FDI overcame the amount of ODA for the first 

time (Deloitte, 2014). Focused investment promotion into the leather products 

sector have given results, with 80 % of the investments going into leather 

products in 2012 compared to situation before 2001 when almost all of the 

investments was made in tannery firms (Oqubay, 2015: 224 – 226). But as it 

earlier was mentioned, tanneries are still in need of investments as well.  In 

Kaplinsky & Morris’ (2016) framework of resource-based GVC families, the 
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Ethiopian leather value chain is considered a success story of value-adding in 

additive GVCs due to government intervention to increase capabilities at all 

levels of the chain. One example is the 29-fold increase in footwear exports to 

the US-market in 2013, a result correlating to the 150 % export tax on raw hides 

and skins, shifting exports to finished leather and leather products, as well as 

using African Growth and opportunity Act (AGOA) preferences (Kaplinsky & 

Morris, 2014). Foreign investors have been invited to provide investment capital 

for upgrading of technological capabilities. While there are some noticeable 

improvements that has been seen during the last years, it is still not enough for 

reaching the full potential and provide a significant structural change (UNECA, 

2016). Other implemented industrial policies have been investment promotion 

by offering 4 to 5-year tax holidays for companies investing to export and duty 

free imports on machinery. However, it is too early to analyse the overall effect 

of these policies since they haven’t been implemented for a long time (USAID, 

2013). Italian investment gathered top actors together and established ELIA, 

Ethiopian Leather Industries Association, providing training and consulting to 

leather and leather product industry. Based on surveys presented in (USAID, 

2013) this association plays a merely representative role and does not provide 

any improvement to crucial aspects of the industry. 

One of the main reason for the leather industry’s poor performance has been 

the lack of reliable and good quality raw material supplies, as mentioned by 

Kiruthu (2002) already 15 years ago, and the same issue is still one of the main 

concerns at least based on the data used in this study. Although its comparative 

advantage of a large livestock population, there has been a lack of skilled 

workers to produce the high-quality raw-materials required for production of 

exportable leather footwear. Ethiopian livestock is of poor health, it is vulnerable 

to draught and heavy rainfall and poor handling and slaughter methods allows 

for a widespread infestation of “ekek”, resulting in poor quality skins. This is 

reflected by shortages and high prices of raw hides and skins, and as seen in 

table 15, local raw-materials is accounting for the largest costs of production by 
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far. One of the key stages in in the value chain, transferring livestock to finished 

leather and leather products, is thereby a key constraint for productivity and 

competitiveness in Ethiopia that the government with constructive policies 

should be oriented towards (Oqubay, 2015: 210 – 220). 

 

Table 15: Major inputs in the Ethiopian leather and leather products industry 2010-2011 

 

Source: Oqubay, 2015 

Another key constraint in the industry is the low performance of footwear 

manufacturers’ productivity. According to Oqubay (2015), Ethiopia’s labour 

productivity in leather footwear was 3-3.5 pairs of shoes per day in 2012, far 

behind China (6 per day) and other producers such as India and Vietnam (4 per 

day). Another indicator of the low performance of Ethiopia’s leather sector that 

is addressed by Oqubay is capacity utilization, and two-thirds of Ethiopian firms 

operated below 60 % of their capacity due to earlier mentioned problems such 

as raw-material shortages, delays in supply and lack of skilled workforce. In 

general, the leather sector’s employment of below 20,000 workers underline 

Ethiopia’s current position as far behind the competitors of Vietnam and China, 

with 650,000 and 5 million workers in the leather sector respectively (Oqubay, 

203 - 206).  
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4.3.1 Governance 

The poor market knowledge harming the domestic linkages between farming, 

tanneries and footwear manufacturing demonstrate most of all how poorly 

integrated Ethiopia is in the leather footwear GVC. As governance is about lead 

firm power and how knowledge is transferred, the lead firms are not visible in 

any way in the earlier stages of the Ethiopian VC where local traders hold all the 

power. While having been poorly integrated in the GVC for footwear in the last 

decades, interesting movements towards a possibly brighter future have been 

occurring during the last years. Due to the small-scale footwear manufacturing, 

and relatively recent development into exporting of actual ready-made footwear 

of a significant value, lead firms with the possibility of governing as normalizing 

in the GVC that Ethiopia is participating in can be drawn from four current actors 

that are found in the industry.  

The first is Tikur Abay, the currently largest footwear manufacturer at least in 

terms of production. Tikur Abay possess a broad product range, as well as also 

having a role as exporter of finished leather parts such as leather uppers. These 

finished leather parts are made from bovine leather, while the shoes are made 

from sheep leather. Ethiopia has in general not been successful in neither the 

production of bovine hides and skins nor their processing to exportable leather, 

while Ethiopian (highland) sheepskin production has been associated with 

quality for a long time, and also mentioned as one the few advantages in the 

Ethiopian industry by Kibhuru (2002). 

A second actor where the data provides us with a possibility to identify lead 

firms are Huajin, producing for high quality-brands such as Calvin Klein and 

Guess, decided to open new production facilities in Ethiopia. A third identified 

firm Japanese Hiroki, whose investment can be seen as a huge opportunity to 

the industry as local actors become 1st tier-suppliers, which is already the case 

with Piccards contacting of Ethiopian leather glove manufacturing. Purely based 

on market segments and export channels, Ethiopian shoes are manufactured 
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primarily for the US end-market, but according to the more traditional EU-

market characteristics of broader range of products and higher quality content, 

clearly focusing on higher-quality. This could also be reflected by Asian 

OEM/OBM-actor’s will to move into the higher quality segments, after a 

successful penetration of lower-quality segments in the US. Other possible 

factors could just be that American footwear companies have been increasingly 

growing their share of the European higher quality segments. As for the raw 

material stages of the chain, here the industry’s weak integration into the GVC 

can be observed the most as it has had low GVC drivenness, and if is it 

somehow was driven by someone it might have been by the traditional 

tanneries and qualities were only evaluated by price. 

A Japanese original brand manufacturer specialized in high-end products 

provide the industry with much-required information and knowledge. While little 

can be concluded based on the Taiwanese shoe producer George Shoe’s 

operation so far, some conclusions can be made based on these actor’s and 

their role in the Ethiopian industry. The FDI from China, Japan and Taiwan 

didn’t seem to have been attracted to Ethiopia because of low wages, nor good 

opportunities for large volume production. Even if George Shoe, the Taiwanese 

footwear manufacturer to a large extent seem to adapt a high volume 

manufacturing model by constructing new and large factories as fast as 

possible, they have stated that they will source all the needed inputs in-house in 

comparison to these being imported, which is the case at their factory in China. 

This definitely suggest, despite the end-markets dominantly being the US based 

on the home countries of their main buyers as well as what has been said in 

articles, that decision of investing in Ethiopia was driven most of all by what was 

identified by Gibbon (2008) as EU-end market quality conventions, a mixture of 

industrial conventions and domestic cultural conventions.  

While Gibbon points out that the EU and US conventions of industrial 

organization more and more are coming to resemble each other, this could be 

true by examining the Ethiopian industry as the new actors are manufacturing 
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for the US-end market, who are outsourcing the trust of “quality control” to 1st 

tier suppliers (China/Huajin group) who now trust Ethiopia as a place to produce 

shoes, but for other reasons than market-characterized conventions. From a 

situation as Oqubay described as “prey of buyer driven chains”, Ethiopia seem 

to be on its way to integrate in a chain characterized by much less drivenness in 

terms of market-forces demanding as much as possible as fast as possible and 

as cheap as possible. The governance structure of the GVC appearing in 

Ethiopia demonstrate strong characteristics of domestic conventions, trust 

based relationships are appreciated, contractors interested in Ethiopia seem to 

be flexible considering the poor conditions of the industry, they show patience 

since they are guaranteed a quality product by being in Ethiopia. 

 

 

4.3.2 Upgrading 

As Ethiopia’s leather footwear’s integration into the GVC is so recent, it is still 

too early to determine how the developments of the last years’ inflows of FDI 

will decide the future direction of the industry, and thus which way upgrading 

will, or should, be when they have achieved a more established position. 

Upgrading in the current case of Ethiopia is best examined from the perspective 

of identifying possible gains in the GVC and decide whether the current path is 

the right one. In the case of the Ethiopian leather footwear industry, traditional 

ways of upgrading, such as functional upgrading, is difficult to execute if you 

don’t know exactly where your current position is and how the lead firms will 

welcome you, and thus a better strategy should be to examine upgrading from a 

broader approach of reaching a better deal as in accordance with some of the 

arguing by Ponte & Ewert (2009), to find a sustainable position in the GVC.  

A few things can be determined based on how the GVC has been governed by 

normalizing in the case of Ethiopia. It is difficult to argue that quality convention 

in Ethiopia would have been determined by price, since the low labour cost are 
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compensated by other factors such as low productivity and poor infrastructure. 

Ethiopia has been chosen as a supplier rather by factors such as domestic 

conventions, as in the case of high quality sheepskin and the trust this provides 

the industry in the eyes of foreign buyers. These high quality sheepskin seems 

to be the main factor behind the perception of Ethiopian leather possessing 

quality in general, backed by the fact of its long traditions of actually attracting 

orders of significant value.  

Ethiopian sheepskin and finished light leather of sheep is thus something that 

should be valued in a long-term perspective, and that could be further 

strengthen to achieve a successful integration in a footwear GVC governed by 

industrial/domestic quality-conventions. Ethiopian sheepskin can be considered 

to be the key to sustainability that can create the forward linkages that can 

result in the creation of backward linkages, as FDI seem to be attracted to 

Ethiopia most of all by resource supplies which are secured by backward 

integration,  which thus can be defined as a sustainable strategy of industrial 

upgrading. While buyer-driven chains always require economies of scale at 

some degree, since they wouldn’t be buyer-driven otherwise, Ethiopia’s position 

in a less market/industrial-characterized GVC provide them with breathing 

space and larger degree of buyer patience and flexibility which they need for a 

sustainable upgrading towards more large-scale production. 

Ethiopian sheepskin seem to be their golden ticket to have a perception of 

quality in general. We know that the more processed the leather is, the higher 

quality it has on the market, and thus even more value.  

 

4.3.3 Industrial policies 

Ethiopia’s decades as a closed plan economy didn’t provide it with any 

prosperity, but opening up the market in accordance with more export-oriented 

industrialization didn’t raise it from its low poverty either. It can be argued that a 

version of Whittaker et al’s (2010) ideal state, a pragmatic and objective 
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approach between these traditional ideologies of industrialization was the 

strategy that finally showed some concrete results. By the implementation of 

government-backed selective policies, Ethiopia managed to achieve what can 

be considered a requirement for economic development in today’s global 

economy, which is an integration into global value chains. Ethiopia now has 

many opportunities ahead of them.  

However, they may also encounter many difficult challenges on their path. 

There is still a difference between GVC participation and a sustainable GVC 

participation, even more when compared to becoming economically successful 

by participating in GVCs. We have observed the aspects of high quality 

sheepskin that is globally perceived as strong enough to break the barrier to 

entry. Ethiopia’s government’s selective policies of promoting the leather and 

leather products sector by imposing export taxes on semi-processed leather 

can be argues to have resulted in more FDI and exports of products of higher 

value added. At least it seems to have been so for Asian footwear companies, 

considering that they recently have opened their eyes for footwear 

manufacturing in Ethiopia. On the other hand, the export tax resulted in 

significant decrease of exports to the Italian market, the traditionally most 

important export market for the Ethiopian leather industry. The export taxes 

have also caused lower productivity, since its immediate effect was a movement 

of producers of semi-processed leather to finished leather, while continuing 

specialization of semi-processed leather would have kept used capacities at 

higher level and provided more effective production of the exportable finished 

leather.  

These are something Ethiopia can learn from if they continue their pragmatic 

and objective strategy. Ethiopia’s leather footwear have finally shown some 

signs of a possible participation in GVCs. Out of the three challenges 

compressed  developers face today in comparison to late developers, identified 

by Whittaker et al (2010), these challenges of GVC participation represent the 

economic/technological challenge. Ethiopia’s industrial policies have had a 



  

          

 

103 

possible effect in terms of FDI, and have thus acquired more of the 

technological knowledge inside their border that will aid them in their economic 

development. More economic challenges will arrive, as well as technological 

one. A growing industry and growing wealth means technological challenges in 

providing enough supplies and a sufficient infrastructure to aid the industry to 

grow. At the same time, growing urbanization and wealth also means 

social/human challenges, and Ethiopia’s poor agriculture sector has to be 

supported to be able to face the growing food demands. More participation in 

GVCs also means a more visible role as a member of the international 

community, and exporting the higher value added without trade barriers while 

protecting the lower stages for export is not an easy strategy, and the leather 

industry in EU might very likely target Ethiopia’s export bans in the upcoming 

years. 

Ethiopia has to creatively adapt to these challenges, and create policy stretch. 

As a part of an additive GVC, it has to create backward linkages to manage all 

the challenges. But sooner or later the protectionism at lower stages of the 

chain are likely to end, either politically enforced by external, more powerful 

countries, or to ensure competitiveness in the own sector. To secure these 

backward linkages, the higher and less market-characterized segments of the 

chains are also the segment were these factors can be secured. In the lower 

quality-market segments production is more driven by large volumes and low 

prices, and very flexible and fast to react to changes. Thus, Ethiopia would have 

to make enormous investments to actually be able to participate in such a GVC 

considering the poor state of its raw material sector, and if they would 

participate in such a GVC, it would raise the risk of sudden downfalls in the 

economy would a more competitive market for raw materials rise up elsewhere. 

The current market segment that Ethiopia’s footwear industry is integrated in 

focus on higher quality footwear and more specialized products such as safety- 

and military shoes can be argued to be a sustainable strategy. Ethiopia may 

have lower wages than Vietnam, but this advantage is lost on other factors such 
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as productivity, infrastructure and location. Focusing production into the more 

mass-produced market segments is not a realistic or sustainable strategy, and 

current industrial policies should be targeted at remaining and growing into their 

current position and create backward linkages. 
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5 Concluding discussion 

We began our journey of this thesis with the purpose of exploring the multiple 

dimensions of global value chains, and what possibilities they offer for 

developing countries in their search for a better position in the global economy. 

Due to the developmental focus of the thesis, we wanted to study a labour-

intensive manufacturing industry for a large-scale traded commodity. These 

industries have been the core of GVC analysis ever since Gereffi’s (1994) 

developed the concept of buyer-driven commodity chains. They also represent 

value chains of a truly global nature, since the whole world are part of them 

somehow, at least as consumers. The footwear industry is an archetype of such 

an industry, as shoes have been worn by human all over the world for 

thousands of years.  

While beginning our study of the role of footwear in the world today, it soon 

became clear that a delimitation had to be made to focus on footwear produced 

with leather as the main material, since this type of shoes account for the 

largest share of both the world’s production and trade value. To make our study 

of developing country participation in GVCs as comprehensive as possible 

involving the many dimensions and perspectives of GVC analysis, we wanted to 

analyse the leather footwear industry by examining how two developing 

countries of different characteristics could find the most sustainable participation 

in the industry. For these two cases we chose Vietnam and Ethiopia, a pair of 

countries involved in different stages of the leather footwear GVC, possessing 

different attributes, resources and geographic conditions. 

To conduct such an analysis, we first discussed the theories on governance and 

upgrading, arguing that the structure of the former shape the possible 

opportunities and challenges for an industry’s participation. As history has 

demonstrated, countries rarely develop without any kind of support by the state, 

and thus we also wanted to discuss different options of industrial policy 

strategies that could be used by Vietnam and Ethiopia to strengthen the 



  

          

 

106 

positions of their respective industries, based on the upgrading opportunities 

that are determined by the governance structures in the GVCs. 

Based on the theories by Gereffi (1999) Ponte & Gibbon (2005) and Gibbon 

(2008), we anticipated that Ethiopia and Vietnam would be engaged in two 

separately distinctive GVCs, or at least very distinct filaments of the same 

chain. These distinctions could have existed based on end-markets, market 

segments, export channels or other varying configurations based on quality 

conventions. In these variations, we pictured the Ethiopian industry as 

diversified and flexible, with low scale production and exports of a broad range 

of products to the higher quality segments of the European end-markets. While 

Vietnam, based on our primary studying of the topic, seemed to represent an 

archetype of the type of country characterized by the East Asian NICs in the 

80s, with large scale and highly specialised production focused on final 

assembly, with the access to low cost labour as premier competitive advantage. 

We anticipated that Ethiopia would have the potential of first hand access to 

high quality raw materials and supporting industries that would allow the 

industry to occupy a position of high added value along the GVC. Regarding 

Vietnam we anticipated that the industry had to find a strategy to escape getting 

stuck in the middle income trap with a relatively low share of value added. 

Employing a GVC analysis is a well proven method to explain how an industry 

is structured and what needs to be considered to find sustainable policies to 

promote that industry. As a GVC analysis is essentially about desiccating all 

activities that bring a product from design to end consumption, it is crucial to 

gather an extensive set of data. Considering the complexity and accelerating 

pace of change within today’s GVCs it is ever more crucial to find as updated 

data as possible, preferably in primary data sources. The fact that we were 

unable to access primary data through interviews over Skype or interviews in 

the field, is indeed a flaw in our method that possibly could have led to flaws in 

our findings. We were, however, surprised by the amount of studies on our 

topics that we could find, which quickly changed our focus from worries of 
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enough dimensions to involve in the analysis, to having a hard time determining 

the correct tools for finding our desired objectives. Our research question was of 

an exploratory character as we wanted to understand the difficult roles the 

developers of today have to face, while discovering how business and politics 

are interacting in a more complex global economy.  

In our introduction, we asked ourselves the question: 

● How can Ethiopia and Vietnam use industrial policies to promote 

upgrading in their footwear industry? 

To answer the first research question, we have found several possible 

alternatives to how Vietnam and Ethiopia can use industrial policies to promote 

upgrading in their respective footwear industries. For Vietnam it is about how to 

find a strategy to reap more benefits than simply employment opportunities in 

CMT production contracted by foreign firms; in other words, how to find a 

strategy to a higher extent involve their domestic firms in the GVC of the 

industry. While Vietnam does have significant potential to secure a sustainable 

position in the global footwear industry, there are important structures within the 

GVCs, in which Vietnam’s footwear firms are engaged, that needs to be 

considered in Vietnam’s upgrading strategy. For Ethiopia, it is mostly about how 

to take advantage of its recent upswing in attracting FDI in the manufacturing of 

high-quality footwear, by securing backward linkages through the transfer of 

knowledge that can develop its poor productions of the much needed raw 

materials. While it is too early to say what Ethiopia’s role will become in the 

leather GVC footwear, it can be argued that the GVCs governance structure 

that is characterized by domestic- and industrial quality conventions provide 

Ethiopia with suitable conditions for economic development. 

Our research question was followed by two sub-research questions: 
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● What considerations need to be taken regarding the GVC characteristics 

when constructing a set of industrial policies with the purpose of 

facilitating upgrading in the footwear industry? 

 

Answering the first sub-research question, it is clear that there are structures 

within the GVC that need to be considered when constructing a set of industrial 

policies with the purpose of facilitating upgrading in the footwear industry. We 

have shown that the end markets, export channels and norms and standards 

governing the GVCs set the perimeters for the industry and the possibilities to 

upgrade within its different stages. By picking two different cases for our 

analysis, we have explored the difficulties of Vietnamese firms to take the next 

step in the GVC as the Vietnamese economy grows wealthier and its 

dependence on a low-cost workforce in buyer-driven chains threaten the 

industry’s future existence. For Ethiopia it was more a matter of participation 

than upgrading, but we found that even developing countries can participate in 

GVCs on other terms than just low prices and large volumes. 

For our second sub-research question, we asked:  

● How are the governments of Ethiopia and Vietnam currently using 

industrial policies to promote added value and upgrading in the footwear 

industry, and are these policies in accordance with the considerations 

suggested regarding the GVC characteristics? 

 

We learned that the government of Vietnam has declared upgrading as the 

principal aim for the footwear industry, and by doing so it has so far focused 

primarily on trade promoting policies, hoping that an increased market access 

will enable Vietnam to learn from lead firms and access vital inputs in order to 

promote added value and upgrading in the footwear industry. Vietnam’s efforts 

to promote upgrading by introducing new production activities in the domestic 
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firms and promote the development of domestic supporting industries, have 

been unsuccessful so far, as they have failed to compensate for the forces 

within the GVC that are creating significant entry barriers. The, as of yet, failure 

of these industrial policies in Vietnam might be a consequence of the increased 

complexity and pace of today’s GVCs, and that the processes within them thus 

are out of government’s control. This would suggest that copying the strategies 

of previous development models have no guarantee of working successfully in 

another time and environment. Ethiopia has implemented many strategic 

industrial policies during the last years, and the most significant has certainly 

been the 150 % export tax on semi-processed leather to move the exports 

upwards towards higher added value. While our study’s purpose wasn’t to 

research the causality of the implemented industrial policies and some of the 

positive phenomenon occurred in the Ethiopian leather industry in recent years, 

some clear positive effects can be identified. Much needed FDI have come in to 

the sector, and many of these firms have specifically stated high quality as one 

of the advantages of Ethiopia. While Ethiopia’s industrial policies so far have 

been in accordance with the set of policy options countries with large resources 

of raw materials sector can be expected to implement, i.e. creating backward 

linkages, it remains to be seen how Ethiopia can create policy stretch in their 

current position that can be expected to create though challenges in terms of 

sustainable GVC participation, a more well-functioning raw material sector 

providing needs to a wealthier society, and responses to requirements of free 

trade as a more integrated member of the international community.  

The findings of this thesis give reason to initiate a broader discussion on 

economic development. The two cases of the footwear industry in Vietnam and 

Ethiopia, further underline the importance of taking GVCs into consideration 

when constructing economic development strategies. The two cases also 

suggest that the era of ‘one size fits all’- models for economic development, is 

over - whether it is market liberal models encouraging limited market 

interventions by governments, or models to nurture economic activities through 



  

          

 

110 

government industrialisation programs. Instead, a more pragmatic and flexible 

approach to economic development is needed. The complexity of today’s 

globalised economy cannot be underestimated and the individual structures that 

an industry or country is involved in need to be thoroughly analysed and 

considered by both private and public actors pursuing economic development.  

There are important lessons to be learnt from the two cases of how to achieve 

upgrading in the footwear industry. In many ways the cases of the footwear 

industries in Ethiopia and Vietnam are suitable representatives for two important 

starting points and pathways available to developing countries in their pursuit of 

economic development. We have explored these different starting points and 

pathways through a broad manner of varying configurations, based on 

resources in vertical/additive GVCs, through different export channels based on 

end-markets and different quality conventions based on market segments etc. 

Many of the opportunities and challenges that Vietnam now face, as they are 

looking to increase their participation in GVC with low cost labour as their 

primary competitive advantage, can also be seen in other developing countries. 

It seems as Vietnam currently is at a crossroads, as their access to low cost 

labour most likely will decrease in the coming years, Vietnam will have to find a 

new strategy to sustain its competitive advantage in the industry. How this new 

strategy is formed and the consequences of it, will be an important lesson for 

other similar developing countries looking to industrialise. At the same time, 

many of the opportunities and challenges that Ethiopia now face, in their 

attempts to build up a footwear industry on the basis of a competitive supporting 

industry, can also be seen in other developing countries, and they are, just as 

Vietnam, currently at a crossroad of finding the right path towards the safe 

community of industrialized countries. It is not an easy path, and many of the 

countries that today are regarded as developed countries got lost many times 

before they found the path to where they are today. Some of them took the right 

path, but got lost on the way or perhaps decided to turn back. We have to 
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understand that while the path becomes shorter over the years, more and more 

obstacles grow on its way and thus makes it more difficult to reach all the way. 

As two students of international business and politics we have taken many 

steps since the day we put our heads together for a brainstorming session with 

the purpose of finding any common areas of interest in the subject that we 

shared as our specialization in our studies, international political economy. We 

were driven by a desire to explore big questions, rather to find the right answers 

to them. But exploring big questions may result in thinking too large and too 

broad, and at some occasions of our study we felt distanced from the point we 

aimed for. We have explored many dimensions of GVC and what they offer for 

economic development, but we could have explored even more, and even more 

focused. The complex world of global value chains require a good delimitation, 

and while we managed to explore the big questions, a more specified focus 

could have provided us with even better considerations. However, we have 

managed to demonstrate the complexity of GVCs and the challenges and 

opportunities they provide for developing countries in their path towards 

economic development.  
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