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CHAPTER 1

INTRODUCTION

Recent trends in integration of trade and thereby also in industry
elready contribute to one part of the solution of the problen we are
discussing, If we inagine fully integrated trade between all nations,

we will probably also see o well-developed diversification of industry in
each country more or less depending on local natural rescurces, availability
of raw material, special skills, etc. It nay take 10 or 100 years before
all trade barriers are pulled down, but I think it would be wise even

today to prepare for integration by refraining from unnatural investments

purely because of national pride or some other irrelevant reason. My first
conclusion is therefore

Do not conside ocal m ac €88 long-term nat co ons igt

The ohoice between local production and izport may be influenced at
least partly or from time to time, by politics, general ecoiomic oonditions,
trade poliocy and balance, even by labour considerations, but it should never
be turned into a matter of national pride and implementation only for the
good of the cause. I can think of many reasons for irrational short-term
planning, And of course there may be some strategic thinking even in the

peaceful field of packaging - a safeguard aiming at self-support during
international orisis,

I would like to approach my subjeot by investigating the following
aspects

A. A country's long-rangs need of paokaging moterials and packages from
the guantitative point of view = volume aspeots

B. The same thing from a quelitative point of view = quality aspects
C. The feasibility of local production

D. Conditions for rational importing




CHAPTER 2

A.__VOLUME ASPECTS

The starting point in the discussion is ain evaluation of the present
and future consumption or requireucnts for each type of package measured
in _quantity. This cvaluation should be mace through a five and ten year pro
jection into the future takin; iuto consideration as mary known and predic-

table factors as possible. Some of these are:
- the development of living stondards and GNP
- the developrent of the industry needing packazes for their products
- the rise in home corsumption of packed products
- the'rise in export of packed products

In most instances these projections have a tendency to get too
optimistic. One particular thing which must be avoided is to put too much
emphasis on per capita consumption in other countries without o careful
analysis of the reasons behind such figures. The results of such calculations

should thea be worked upon considerins the following two aspects:

1. When is the most ecconomical time to invest ? I the time ripe now,
in five ycar's time or in teu vear's time ? Is it more econoniical to start
now, using only half the capacity of the machinery, or is it better to wait

for full utilization before investine ?
2, Usually there are roughly three different phascs of production:
a. menual production, inexpensive and slow nachinery

b, automatic, but comparatively slow production, second-hand or light-

construction machinery, reasonable investisent

¢, full scale automatic production: new and fast machinery, heavy
investment.

Quantity predictions should be checked against each of these variables
making seperate feasibility studics for eecch alternative along the time axis
of the prediceted ten year consumptionr trend curve.




-1T-

This procedure may seem complicated, but it By well be that it turns
out to be more economical to wait for the consunption to reaclh the level

justifying full scele automatic production before an iuvestment in local
production is economically feasible., In the meantime it may be more
economical to import the products from somebody abroed already using
this category of production facilities,
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CHAPTER 3

B, QUALITY ASPCTS

A clear distinction betweaen packares for local censumption and for
exported gncds should be made frow the berinniige If we are talking about
developings couniries, which I belicvewe are, this distinction is very

much more accentunted. Again therefore tuo basic points to coagider:

a. The quality requirements for packaging used locally should not Le
overestimated, but should be kept on a proctical but atill efficient level,
Amons other thin~: this mcans that the quality shoulcd primarily protect and

preserve, to minimize demage, wastage nad contanination of the zoods,

bs  The quality requiremcnts for packaging of :nods intended for export
should on the other hend, never be uinderestimated, Strenzth and sales
appeal in export pachazing are properties ulich unfortunately are very
often over-looked, especially when the eiporter is a developing country amd
the importer amindustrialized country with hizh livinz standards and tre-
mendous competition for the soul of the consumer, usinz oll the tricks of
sales appeal - psychology ii: retailinz.

As a fair rule of thuub it would probably be most effective in most

cases to stick to locally produced packages for domestic consumption and import

more sophisticated packases for products intended for crzport. Only in

rare caeses will it prove economical [rom an overall point of view to dimension

local production at the quantity ievel required for expert packaging,
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CHAPTER 4

C. FEASIBILITY OF LOCAL FPRODUCTION

Since the quantity aspects have already been dealt with,

we shall now
concentrat:. on some new factors -

ich must be studied before a sound
decision to invert in local production is possible, I will try to relate

each point to the alternctive of importing, thus illustrating the différent
aspeots from both sides,

1.  Raw materials

One of the basic questions to start with

is the local availability of
raw materials,

Again ve find several stazea to consider, Cele

& wood - cellulose - paper/board

b,  0il -~ monomer - polymer - plastic films

C. iron ore - stecl - metal plate

de sand - glass

The following factors, at least, should be studied:

the required investment and possible return on investment,
moving from one stage to another

when

the added value for each oonseoutive stage

the cost of know-how for each consecutive stage

the labour requirements for each consecutive stage

=  the cost added by transportation (import)

the possibility of exporting eventual blu.rplu- capacity

2,

Converting
All the above-mentioned factors should also be studied when moving

further towards the end produes ready-made packages. Following the same

pattern, the oonverting operations could be roughly divided into the
following groups:

&, W printed wrappers, multiwall paper sacks, grocery
bags, oorrugated and solid fibre boxes, folding cartons, coated and
laminated paper and board,
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b. plestics: films, bags and heavy-duty usacks, laminates, blow and
injection moulded packages, vacuwa-formed packages, etc.,

c. metalt metal cans, pails, drums, cerosols, cte.,
d. glass: hottles and jars, ctc,
Special attention should be paid to:
- vhether extersive technical kuow-how is rcquired in production

- the econonic consequences of high-speed mass production (import)

versus limited local production

- the differonces in the total cost picture ccisidering inexpensive

labour + low productivity versus exponsive labour + high productivity
- maeintenance and spare part service availability

- supply of accessory matericls and services, such as printi: ey
plates, cutting dies, inks, adhesives, ctc.

When studying the feasibility of any converting operation, one should
be very careful not to accept capacity anl speed figures given by the
manufacturers of the converting machines. These are as a rule given for
ideal conditions using the best possible raw material, long runs, skilled
labour, first class accessory materials, fast =nd efficicnt gervicing in
case of breakdowns, etc. It is difficult to mive any overall "ad justment
factor"”, but I believe that manufacturing operations in developing countries
mst reduce maximum productivity even under ideal conditionsby at least 30K,
maybe even 50% in some cases, which sounds vory urpleasant, but can
nevertheless be considered realistic., In this connection, I rccommen: the

use of outside consultants or technicel experts, Tirst to run the machines

in and train the labour and aftcrwards to check performance and productivity
at regular intervals,
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CHAPTER 5

D._CONDITIONS FOR RATIONAL D.PORTING

Let us first look at so e typical situations when inport of packages
or packaging materials is advisable instead of local production in a
developing country. Soie of the poiuts have zlready beer discussed but
are inoluded once more to make the list as conprehensive as poseible,

1. The consumption volume i3 too small to be economically produced locally.
2. Heavy investment is required for local production facilities.

3. The transportation costs feor inported zoods are small - products are
expensive a.nd/or do not require bulky transport volume.

4. Production requires highly skillecd workers, extensive know-how and
firet class accessory materials/inirtenance and service.

5 All or the major pert of the raw materials nust be iuported - the value
added by local production is low conpared with the necessary investment,

6. The packeging specifications are in%ernationally standardized and can thus
be produced cheaper by big and specialized units abroad.

T. The products tc be packed are rinstly iuteuded for export to highly
sophisticated markets abroad.

8. The packages are to be used on fast, automatic packing machiuery requiring
high accuracy of packases and pacikaging materials.

9. The trade balance conditions favour import from typical packazeproducing
countries,

At this stage in the argunent let us asswce that a decision has heen
made to import all or at leagt the more sophisticated packnges from abroad
and that the decision is based upon a truly umbiesed and thorough feasibility
study. Then we come to the point when we cau ask ourselves: Are the users
of packages and packaging materials in the developing countries equipped to
handle the importation procedure in an offective, rational and economiocal
way ? Ny experience within this field unfortunately forces me to anawer this
question in the negetive. I think therefore it would be advantagecous to
set up some points and guidelines about the most important factors to pay
attention to in this conneotion. I bLelieve we can find nany things even fop
UNIDO to do now or in the future within this field,
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1. Pirst of 2ll it is a question of educatjon. By this I deo not mear an
education programme with the ultimate aim of treinin; people to become
packa;ing er ineers, This level of e¢ducation i, as we all know, Ot even
solved in most of the hirzhly industrialized countrius., What I have in wind
is some sort of a crash course for buyers of packages ant packaging netericls.
According to ny experience, il hasic principles could be explained in the
course of a few davs, wsin, rpecially prepared materiul such as check~lists,
standard specifications, ctec. This would probably be an importarnt ard
worthwhile task for UTIDO witi the nssistance of the lccul Packa ling
Institutes,

2. The moet iuportant tlii. would be t- start using come kind of

[) dj-ed specificatjon shoets teo Le wsed Ly the buyer wien comrmunicating

with various suppliers. The situation today is that the specifications
received fron the buyere are so incon lete thut the supplicr can quote for
almost any specificatiou. Thi:z in turn leads to an impossible situation
for the buyer - offers are impoesible to compare and moy evei. @Ot serve the
most basic necds. To set up proper specificctions, the developin; countrics

need expert help - I hope you will all ajrec to taat,

3. Bvery country would have the ciianoe of usiny sowe sort of lesting
fagilitjes both for evelu-tin~ sub itten cffers/sanples crd later on to be
eble to check delivered oods azei-ct specifications. 1 again wish to
point out that I do rct mean a full scale packazing testiig laboratory, but
even a scale for checkir: the Lasic weight of paper amd board would in many

instances be of great hclp.

4. Particular attention siiould be paid to findang tie mogt eoolqmicad
MMiaLiel, which a3 we all know is not iecessarily the least cxpensive one.
Runnability and consequently productivity usiing the right material vore

often than not covers up for Jifferences in price,

It is very cauy to quote for sub-standerd naterials ad zet away with the
order, but in the len run the econoirical result in such a casc would be
unsatisfactory. The buyer, especially in the developins countries, is
wsually paying little or no atte. tion to this aspect of rational bwuying
of packages and packarin; materiai - the reasci being iu nost cases either
ignorance or lack of knowledgo. The onl, thin; I can add to this is that
it 48 very easy and convenient to buy at the choapest price,
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5 EBnough tige should be alloeated for the iLporti.; procedure.

One shnuld realize that this requires rmci lorger-ran, v plarmiiy than
is the usual practice tolay. The time requirec to get the offers in
and oompare thom (3-4 monthe) tagether with the delivery-time, cfte..
from a faraway country, (2-3) months) wcles it virtuclly impossiblec to

get anything done in an occonomical and retional woy in inuch under @ix
months espacially for a new spccification,
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CHAPTER 6
CONGLUSJQLS

Pefore I end this peper auc start the disoussion I would like to

point out a very special problem cornected with the question of iocal produc-
tion versus importing. During, th last few jears, and. ever today, it los
been a widespread practice for soverwmaent i different parts of the world

4o ipitiste the start of local production anc then put up customs berriers
ageinst import, therehy creatiny au auinatural local price level. Thais of
course means it is possible to asave oOn the ofte:. scarce supply of foreigh
currency, but the consequences for the Luyers are, of course, ot very

economical.

A recent example even showed two competitors eacll setting wp a
faotory to produce packages 80 as not to becoue depeudent ou the other,
who intended to hide himself hehind a sudden rise in inport duties. The
first investment would probably lave peid off in the long run, but the
second investment, which was made in self-defenca, resultcd in a tremendous
overcapacity and very unoetisfactory return on the capitel invested for
both parties. 1 au not a gres heliever iu artificial trade barriers and
if you call we biased in this respect I accept it, but I think that this
partioular problem has a very inpertant role to play in connection with
the subjeot which we  are discussing nows "Looal production versus import

of packaging materials and ready-made packages.

}
i
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HOW TO MAKE A NEW PACKAGING MACHINE PAY FGR ITSELF

formula —_
WL 8

Pl

1 = 1hvestment in new machine

Number of workers Wl old method W2 =
Daily salary per worker St = " " 82 =

new machine
- ] "
Produced units per day "1 " " P2

Examples: Erecting and closing of folding cartons, old method

Speed 5 units per minute, 300 units per hour = averace 2000 units per
working day. Requirement 8000 units per day, which means by the oid method
4 workers. Speed of suggested new machine 20 units per minute = 8000 unit:
per day. New machine costs US$ 5,000.-,

T™wo alternative calculations made:

A. Daily salary old method US$ 3,-, new machine US$ 4,- per worker
B. Daily salary 0ld method US$ 8,-, new machine US$ 10,~ per worker

Al. Bl.
000 = €2% days 5000 = 227 days

X 4 T x 8 x 3000 -1 x 10

If there is a simultaneous nced for increased capacity, say from 8000 to
20000 units per day the pay-off time is shortened, because the price of
the machine does not rise in the same proportion.

A2. B2.

= 400 days = 143 days
I Z i § 28380 -1 x4 Z ; g 20000 1 10

The l*g;g*e anegﬁl lav;nis_ggr year during a depreciation period of 5 years
can caiculated as follows:

(W1 x 81 x D) - B% +R) + (W2 x S2 x dg
D working days per year (250)

T time of depreciation (5 years)

R rate of interest (108%)

(¢ x 3 x 250) 3000 + 500) + (1 x 4 x zsoﬂ = US$ 500,-/year

(4 % 8 x 250) - | §9§9 +500) + {1 x 10 x zso} = US$ 4,000.-/year

(10 x 3 x 2%0) - &59699 +1000) + (1 x & x zsoﬂ « USS$ 3,500.-/year

r E
(10 x 0 x 250) ~ |22 4 1000) + (1 x 10 u 250)] = USS 24,500.-/yeac

o









