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Explanatory Notes

Pates divided by a slash (1960/61) indicate a financial year.
References to dollars (§) are to US dollars unless otherwise indi-

cated, Three dots (...) indicate that data are not available or are

not separately reporied.

During the period of the project the valuc of the Ethiopian
doller (3kth) in relation to the United States dollar (3U3) was
sUS 1 - $Eth 2,05,

The following abbreviations are ueged in this documents

EEC European Economic Community

EFTA T Furopean Free Trade Association

f.o.b. free on board

OECD Organization of Economic Co-operation and Development
PVC polyvinyl chloride

UNCTAD United Nations Conference on Trade and Development
UN1IDO Upited Nations Industriai Development Organisation

USAID United States Agency for Intemational Development
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INTRODUCTION

kthiopia his a large lrvestock population estimated at 27
million cattle, 1% mllion sheep and 17 million goats, The annual
production of h:ides and sxing 1s estimated at 2,7 million cattle
hides, 7 million sheepskine and [ million goatskins, The majority
of the available hides and skins are exported in the caw state,

There are five major tanneries answering the demand of about twelve
large shoe factories, of which five employ over 100 workers, Factory
production of the factories does not satisfy local demand, and there
is no regular export of shoes or other leather products,

The’ importance of the leather sector is evident in the multi-
lateral assistanc» already given to this industry, .The World Bank
has approved a major loan for a livestock and products marketing
project thet includes the improvement of hides and skins, and
assistance in tanning of leather is provided by a training project
sponsorcd by the Intemational Labour Organization (ILO) at the
Centre for Entrepreneurship and Managemcnt, and by a leather tochno-
logist expert from the United Nations Industrial Development Organi-
gation (UNIDO), Studies by the Food and Agricultural Organization
of the United Nations (FAQ) and UNIDO have been carried out on differ—

ent aspects ol the leather sector,

A new government-owned tannery at kEdgersa is under construction
and 1s scheduled to start production during the second half of 1975,
The planned annual capacity of this tannery is 130,000 hides, 75,000
sheepskins and 600,000 goat skins, ejual to an estimated 15 million .
equare feet of leather that could be used in the manufacture of shoes,
leather garments and other leather products, With this planned grov.th
the available hides and skins already being produced aocquire sdded

value,




The Government, with the Agricultural and Tndustrial Jevelop~
ment Bank (AID Bank), Ethiopia, as the executing agency, is fully
committed to establishing the new tannery, which will result in
the expansion of the leather products industry and possibly lead
to greater export activity,

The request for assistance under the Special Industrial
Services (SIS) funding “as submitted by the Resident Representative
at Addis Ababa to UNIDO on 6 September 1971, The project data
sheet was signed on 9 November 1973 with a contribution from the
United Nations Development Propramme (UNDP) of 2 30,000, The
experts began their assignment on 25 June 1974 fo; a six-months
period, However, an extension of one month, as of 25 December 1972,
was granted at the requeét of the Government, The project was
completed on 17 January 1975,

K. Trcka (Yugoslavia) was responsible for the economic
section of the study, while R, Ledger (United Kingicm) was res-
ponsible for the technical section, Their objectives included
the study of possible domestic and foreign markets for various
leather products (leather foot-wear, leather goode, leather gar-
ments, etc,) to examine and make recommendat ions on the feasibility

of establishing plants for the manufacture of these leather products
in Ethiopia.




1, MARKEY REGUARTH

Internaticonal trade in foot-—-wear

The traditional role of individual countries in the inter—
natinsnal foot-weavr trade has chan;ed considerably in recent years,
Many erstwhile oxporiing countries, among them the Federal Republic
of Germany, hive become large importers; countries with less dy-
namic industrial potential have specialized in this field and have
become major exporters (Italy); and many of the developing countries
have successfully begun to produce and export foot-wear (Brazil,

India, Yugoslavia) .

The international trade in foot-wear began to develop shortly
after the Second World War and mushroomed in the 1960's, when
Italy became the world's largest exporter, Soon other countries
began to follow Italy's example. Though all of the major consuming
countries produce their own foot—wear, most cf them have to supple-
ment this production with imports, Belgium, the Federal Republic
of Germany, France, Luxembourg, the Netherlands, Sweden, Switserland,
the United Kingdom of Great Britain and Northern Ireland, and the
United States of America are the world's biggest foot-wear importing
countries, They imported about § 1,986 million worth in 1972, equal
to 88,6 per cent of the total imports of the member countries of the

Organization of Economic Co-operation and Development,

The foot-wear industiry in the world is not progressing at a uniform
rate, however, in many developed countries it is declining, while in
others it is growing, with corresponding increases in exportis, Much
depends on the creative spirit of the national industry and on the
amount of effort put into maintaining its competitiveness, France
and Italy are holding their own and even increasing production and
volume of exports whercas the Federal Republic of Germany, Sweden,
Switzerland, the United Kingdom and the United States are continuously

reducing their production, Table 1 shows figures for the main foot-
wear producing OECD countries from 1950 to 1972,
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The foot-wear industry in Italy has developed remarkably
from a yearly production of 21 miliion pairs in 19%0 to almost
266 million peirs in 1972, The secret of the success of the
Italian foot-wear industry is its creative, artistic spirit and
1ts organized drive for new and bigger markets, Ttalian styliots
are making or influencing the trend of fashion in the world,
Their tannerics are following the trends and providing all the

leather and auxiliary materials needed by the foot-wear industry,

Progress and development in Spain is similar to that in
Italy. Spain has good raw material, excellent tanneries and the
necessary skilled labour, It is exporting not only cheap foot-

wear, but quality and fashion merchandise,

Brazil, Greecce, India, Yugoslavia and many other developing
countrieé are mobilizing their efforts and assets to develop
their resources and to organize export—-oriented foot-wear industries.
They are making remarkable progress on this angle, However, the
new footwear industries in the develo, :g countries cannot immediate-
ly expect to find the doors to the inte¢imational markets wide open
and the customers waiting with thick order books., The big buyers
already have their regular suppliers, They will stay with them
as long as itheir regular and successful business is dependent on
the creative ability of their suppliers, The manufacturers of
foot-wear for export must prove at every occasion to the buyers that
they can produce the wanted shoes at a competitive price and deliver

them in time,

Nevertheless, the examples of Brazil, India, Pakistan and
Yugoslavia prove that the developing countries are capable of
producing and exporting foot-wear, There are a number of reasons
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why this should be soi

(a)

(v)

(c)

(a)

(e)

Most developing countries produce their own good quality row
hides, skins and leather for their foot-wear industry, The
developed countries have to import the raw hides and skins znd
often the leather;

The creative spirit in many developing countries ic reflected

in the fashionable and good quality shoes they produce and this
is appreciated in the developed countries;

Foot-wear production, in spite of the introduction of mechani-
gation remains a fairly labour-intensive industry, Becauss of
the high labour costs in the developed countries, the prices of
their shoes are very high and cannot compete with the imported
shoes from the devel;ping countries, where labour is cheaper

and readily available;

In many developed countries, manufacturers are abandoning foot-
wear production and switching over to industries with bigger
profit possibilitiesy

The move to world trade liberalization, under the guidance and
lupport'of the United Nations Conference on Trade and Development
(UNCTAD), is encouraging the development of the foot-wear export
industries in developing countries, It is expected tha* the
developed countries will maintain the present trend of liberali-

sation of import from the developing countries.
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Major Importers

United States of America

The United States is the world's bigge.t single importer
of fuot-wear with ieather uppers. In 1970, impo:ts amounted to
¢ 429 million, or 41,8 per cent of the imporis of the OECD
countries, In 1971, imports reached 3 497 million, or 40,7 per
cent of OECD countries' imports, and in 1972 the figure reached
$ 636,9 million, or 40,9 per cent of the total imports of OKCD

1

countries, -

Owing to the very Ligh labour costs in the United States,
almoat unlimited possibi‘lities exist for the import of foot-
wear from the developing countries, If the q\:ulity, style and
price are accepted by the customers, the sales possibilities are
enocouraging., At the same time, however, the American foot-wear
market is the most dilficult one to enter, The trade does not ‘
tolerate any business advantages based on cartel, dumping or
similar actions, and the customers are very comfort-, quality-
and price-conscious, American feet vary greatly, also from the
narrowest to the widest range, Shoes for the American market have
to be produced, therefore, on specially made lasts, in different
widths, It is worth noting here that the majority of the customers
in most cases to not actually need new shoes when they tuy, they
simply wish to havea a change of foot-wear, The shoe for the
United States, therefore, must be special and different if it is

to create demand,

With respect to imports of foot-wear to the United States
from the developing countries, the generalised system of tariff
preference agreed upon in UNCTAD is not applied, The import duty
is 10 per cent,
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The Italians are exploiting this business opportunity, 1In
1970 they exported to the United States foot-wear with leather
uppers valued at 3 253 million, or 54,13 per cent of the total foot-
wear with leather uppers imported to the United States in that year,
In 1971, the figures ere for § 262,4 million and 46,12 per cent, and
in 1972 they were § 306 million and 44 per cent,

Spain's exports of foot-weer with leather uppers to the Unit~d
States have developed remarkably, 1In 1970 the cocuntry exported
$ 76,2 million worth; in 1971 the figure was § 113,5 million - an
increase of 39 per cent over 1971, or compared to 1970 an increase
of over 116 per cent.2

Brasil's biggest export market for foot-wear with leather
uppers is the United States, In 1970 its exports to this market
were § 6,2 million; in 1971 § 23,2 million, and in 1972 § 42 million.}/

There are many channels to the United States market ¢

(a) Importers, which sell the imported shoes to the retailers;

(v) Big department stores, which import through their own importing
organization;

(c¢) Big specialized chain stores, which import direct for their
own retail shopsj

() Shoe producers, which import shoes for their own shoe shops, to
supplement their own production,

The trade in the United States is very business minded, insisting
on strict adherencz to the contact once it is drawn up, Deviations
from the contract terms during the contract period should be avoided
or negotiated in advance, One-sided deviations cen be very ocostly.

g;ﬁOEBD, Foreign Trade Statistics Bulletin, neries C (Paris, 1971 and 1972}
ITbid,
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Buyers in the United States, especially if they are shoe
factofies, are usually very co-cpcrative, In most cases they
offer some form of assistance, furnishing know-how, lasts, models,

and, if recessary, machines,

Before any serious business activities are initiated in the
United States market, however, a very thorough market research
ghould be carried out, Contacts and consultations should ensure
the proper start, It is quite customary for major banks to supply
information ebout the financial and commercial status of a prospe~tive
buyer, or for serious importers to offer samples, price information

etc, An agent with good contacts could be very helpful,

N

The European Economic Community ‘EEJC! member countrieg

The EEC as an economic group represents the world's second
largest importer of foot-wear, 1In 1972 this group imported foot-
wear witn leather uppers worth § 645,5 million, or 36,36 per cent
of the world total import of foot-wear with leather uppers, Some
$ 467,71 million or 72,45 per cent of the total was imported from
its own member countries, and § 126 million or 19,51 per cent from
the countries of the Furopean Free Trade Association (EFTA), From
all other countries, the EEC countries imported hardly 9 per cent
of thoir total import,

The ERC countries are fairly homogeneous and complement each
other's foot—wear industry as a tradition, Quality shoes from
France and Switgerland always find customers in Belgium, the
Federal Republic of Germany, Luxembourg and the Netherlands, etc,
Italy, the big supplier to the world, is also the big supplier to
the EEC countries of fashion and seasonal casual shoes,

4/ OCD, Foreign Trede Statistjce Bulletin, series C (Paris, 1972);
an

OKCD, The ﬂi%o!. Skins and Leather Indugtry in the QOICD Countries,
1972 (Paris),
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The import duties in six foot-wear consuming member countries
arej
20 per cent ad valorem for leather foot-wear, and

8 per cent for foot-wear with leather uppers,

The texes are as followss Per cent
Belgium 18,62
France 23
Federal Republic of (fermany 11
Italy 9
Luxembourg 10
Netherlands 14

Source: Data supplied by Dragan Trifunovié Institute for Foreign Trade,
Belgrade, .

Member countries do not pay import duties on their exports to
other member countries, Based on the MNCTAD agreement in effect since
1972 (the generalized system of tariff prefercnces) the developed
countries ~ including the EEC countries -~ grant preferential treatment
to imports from developing countries, All countries pay the existing

taxes,

The Federal Republic of Germany

Foot-wear production in the Federal Republic of Germany does not
cover the demand, Table 2 shows the production-consumption figures
for the years 1970-1972,
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Table 2, Federzl Republic of Gormenys Productisn, trade and con-
pumption of foot-wear with leather uppers, 1970 - 1972

1970 1971 1972 - Ratio
19723
- Thousands of pairs - 1970
Product ion 116508 11280 108248 92,9
Import 51115 64568 74210 145,18
Export 12351 11210 11215 90,8
Apparent
Consumption 155272 166188 171243 110,28
Apparent
Consumption - per oapita -~
2,52 N 2,78 110,13

Sources; OECD, The Hides, Skins and Foot-wear Indu.try in OFCD Countrjes
1970, !ﬁl and 1972 (Paris).

The foot-wear industry in the Federal Republic of Germany is
declining and is gradually giving up a part of the local market to
the foreign foot-wear industry. With the couniry's fairly lidberal
attitude towards the import of foot—wear, and with the growing
demand, the German footi-wear market is a sound and prospectivs one
for the foot-wear export indust~y of the rest of the world,

The Federal Republic's biggest imports of foot-wsar are froa the
EEC oountries; the EFTA countries have a smaller share, However,
other oountries, including the East European countries and the devsliop-
ing oouniries, are increasing exports to the Federal Republioc of
Germany, The development of foot-wear imports from 1960 to 1972 is
illustrated in tadle 3,
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Italy has the biggest share of the Federal Repudblict's foot-

wear import market, 1In 1972 Italy exported to the Federal Republic
of Germany foot-wsar with leather uppers worth § 231,4 million, or
61,19 per cent of the Federal Republicts total imports., Italy is

supplying thc German market with fashion and casual shoes which the

German customers likc and prefer, and at a competitive price,

The second largest exporter of foot-wear with leather uppers
to the Fedcral Republic of Germany i3 France, whogse exports amounted
to § 41,8 million in 1972, Spain follows with § 29 million, The
young Yugoslav foot-wear industry is the fourth largest, with exports
to the Federal Republic of Germany of § 12,9 million in 1972,

The country's largest importers of fooi-wear are the big depart-
ment stores and the foot-wear industry, They are very co-oparative
and helpful in their business attitude, Samples, know-how, and other

facilities are offered to new suppliers when needed,

The production of foot-wear in the Federal Republic of Germany is
expensive because of the high cost of labour, For that reason, next
to the fashion shoes, popularly priced foot-wear, which the Qerman
shoe manufacturers cannot produce, represents the bulk of the foot-
wear imports, These include all sport-type shoes, casuals, children's
shoes and sandals, and workman's boois,

Belgium and Luxembourg
As foot-wear production in Belgium and Luxembourg does mot

ocover domestic demand, these are also net importing cowntries,
Table 4 shows production-—oonsumption figures for 1970 - 1972,
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Tadble 4, PBelrium and Luxembours:; Production, ti'zde and eonsumption
of foot-we-r with lecther uppers, 1970 - 1972

1970 1971 1972 Ratio
19722
~ Thousands of poirs - 1970
Production 10333 9923 9252 89,5"
Import 11091 13299 15090 150, 30
Export 2560 3175 3248 129,37
Apparent consumption 18964 20047 21094 111,23
per capita

Apparent consumption ) 1,95 2,00 2,10 107,69

Sources: QECD, The Hides, Skins and Footi-wear Industry in OECD Countries,

1970, 1971, and 1972 (Paris),

The foot-wear industry in Belgium and Luxembourg is also declining
and shortages have to be made up through imports. The traditional
exporters to Belgium and Luxembourg are the other member countries of
the EEC, Teble 5 shows imports from other EZC countries between 1960
- and 1972,

Table 5. Belgium and Luxembourgs Imports of foot-wear with leather

uﬁegs from the =C countries, 1950 - 1972

ousands of pairs - percentagcs in parentheses)

1960 1964 1966 1970 1972
Total imports 3242 6909 8482 11091 15090
Imports from
EPFC oountries 2793 6254 7693 10421 11068
As peroentage
of total (86,15) (90,50) (90,70)  (92,74)  (86,60)

Source: omnf'ﬂﬁ Hidee, Skins and Foot-we=r industry in 0°CD “ountrics,
Y ‘e Dy 764_3-ﬂd 1972 iPi!‘il)




The non-traditional exporters hove a chance to enter this

market only by exporting cheap and/or special quality shoes,
e.g., shoes with plated uppers. Spain, some Eastern European
countries, and many devecloping countries are competing to enter

the market of Belgium and Luxembourg.

The Netherlands
The Netherlands is importing large quantities of foot-wear

ag its foot-wear industry is also declining, The major part of
the imports to the Netherlands come from the CHC member oountries,

The general trend is as shown in tables 6 and 7.

Table 6. Netherlandss Production, trade and consumption of foot~
wear with leather uppers, 1970 - 1972

1970 197 1972 Matio

1972

- Thousands of pairs - 1970

Production 16701 16600 141108 84,49

Import 12863 15151 16542 128,60

Export 3994 4220 3935 98,50

Apparent consumption 25570 27531 26717 104,49

per capita
Apparent consumption 1,93 2,08 2,00 103,63
afiot final figures

Source; OHCD, jde kin 4 Foot-w

1, and 2 {Paris




Table 7, Netherlands: Imports of foot-wear with leather

uppers fromthe E-C Countries, 1940 - 1972

(Thousands of pairs - percentages in parentheses)

1960 1964 1966 1970 1972

Total Imports 1874 5975 8181 12863 16542

Imports from
EEC countries 1634 5671 71366 11135 12806

As percentage
of total (87,19) (94,91) (0,03 (86,57)  (717,42)

Sources OECD, The Hides, Skins and Foot-wesr Industry in C=CD

Countries, 1970, 1971 and 1972

The shoe factories are also big importers of foot-wear to the
Netherlands, They supplement their own production either with
special fashion and quality shoes or with cheap shoes, Spain, some
Eastern European countries, and many developing countries are

trying to penetrate the market of the Netherlands,

Prance

France is the third largest foot-wear exporting oountry in
Europe, Itz production of leather foot-wear is growing as is its

exports, Imports are considerable, but come mainly from the
KEC oountries, Tables 8 and 9 show the development of the
industry in France in recent years,
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Table 8. France; Production, trade and congumption of foot-wear

with leather uppers, 1970 - 1972

1970 1971 1972 Ratio

-~ Thousands of pairs - ig;g'
Production 86000 91760 98100 114,07
Import 11895 12614 15615 131,44
Export 25163 28138 29624 114,95
Apparent consumption 72132 76216 84111 116,61

per capita

Apparent consumption 1,42 1,49 1,63 114,79

Source: OLCD, The Hides, Skins and Foot-wear Industry in OECD Countries,
1970, 1971 and 1972 ZPariss

Table 9. France; Imports of foot-wear with leather uppers from
the EEC countries, 1960 -1972

(Thousands of pairs — percentages in parentheses)

1960 1964 1966 1970 1972
Total Imports 1260 4683 7149 11895 15635
Imports f{rom )
EEC countries 124 5581 5391 10090 111145
As percentage
of total (57,46) (76,46)  (15,40)  (8a,82)  (71,28)

Sources OECD, The Hides, Skins and Foot-we r Industry i
1 1 1 0 and 1972 (Paris

The import of shoes from non-EEC countries, mainly Spain,
Eastern European countiries and the Far East, is growing.

NP gy AT T gy ST S — o ——
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France is a net exporting country, but with high labour
costs it cannot produce the variety of shoes needed, especially
cheaper shoes. For many developing countries there is a chance
of exporting to France, The department and specialized shoe

chain stores are the main customers,

The EFTA countries
S8hoe imports of the EFTA countries are smaller than those
of the EEC or the United States. Nevertheless, all these countries

import shoes, and the majority of them are net importers, Only
the United Kingdom and Austria export more than they import,

The biggest exporters of shoes to EFTA are the countries of
the EEC group, The mutual trade between the ZATA countries is no%
as intensive (nor nearly exclusive) as that between the EEC countries,
The share of -the developing courtries in the EFTA import market,
especially in the United Kingdom and Sweden, is promising,

The United Kingdom

The production of foot-wear in the United Kingdom is decreasing
and imports are necessary to meet consumer demand, These imports
are fairly diversified. Since January 1972, the United Kingdom has
been applying the generaligzed system of tariff preferences agreed
upon in UNCTAD., Under this system the United Kingdom grants preferen-
tial treatment to imports from developing countries,

Table 10 and 11 illustrate the situation with regard to the
market for shoes with leather uppers in the United Kingdom,
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mable 10, United Kingdomy Production, trade and consumption

of foot-wear

with leather vippers, 1970 - 1972

1970 1971 1972 Ratio
- Thousands of pairs -
Product ion 98206 98127 94664 96, 39
Import 15436 19428 20987 115,95
Export 11862 1172% 9982 84,15
Apparent consumption 101780 105830 105669 103,82
per capita
Apparent consumption 1,82 1,90 1,89 103,84

-

0ECD, The Hides, Skins and Foot-wear Industry in OECD Countrijes,
1970, 1971 and 1972 (Paris

Sources

Table 11, United Kingdoms Imports of foot-wear with leather uppers,
lQQ - 1972
(Thousands of pairs - percentages in parentheses)

Imports 1960 1964 1966 1970 1972
Total 10045 12040 13065 15436 20987
Prom EEC

countries 7713 5781 5119 4895 1154

As percentage ‘

of total (76,78) (48,01) (44, 23) (n,n) (3‘009)
Prom EFTA

ocountries 250 484 559 2491 28

As percentage

of total (2,50)  (4,00)  (4,28)  (16,24) (11,38)
From other OECD

Buropean ooun-

tries 1124 1789 2007 2925 M

As percentage

of total (11,19)  (14,86)  (15,36) (18,9%) (18,01)




Table 11 (Cont.)

Imports 1960 1964 1966 1970 1972

From all other
countries 958 3986 4720 5124 T16€6

As percentage
of total (9,53)  (33,12)  (26,13)  (33,20) (26,52)

Source: OECD, The Hides, Skins and Foot-wsar ' ‘ustrv 1n OFCD “oun-
tries, 1960, 1961, 1955, 1970 » 1972 (Paris)

The British importers are looking for the typos of shoes that
the domestic shoe manufacturers cannot produce: light fashion
shoes from Italy and Spain, and cheap shoes from the Eastermn Buropean

countries and from the developing countries,

Sweden

The production of leathe: ‘sot-wear in Sweden is declining at a
considerable rate, High labour costs and the lack of inventiveness
on the part of the Swedish shoe industry are the biggest reasons for
the decline and the resultant rise in imports,

Table 12 illustrates the situation of the Swedish leather
foot-wear market,




]

Table 12, Sweden roduction, trade and co io
with leather uppers, 1970 - 1972

1970 1971 1972 Ratio

- Thousands of pairs - 1197222'

Product ion 5475 4098 4352 79,9
Import 11375 10130 11607 102,0
Export 146 1N 1103 148,0
Apparent consumption 16104 13513 14856 92,0

per capita
Apparent consumption 2,0 1,70 1,83 91,5

Sourcss: OECD,

The EEC countries a.rc. the biggest exporters of leather-uppered
foot-wear to Sweden, With its equal import policy, however, Sweden
has also opened the door for imports from other countries.

Ths Swedish foot-wear import market is shared by exportiing
countriss as shown in table 1},

-
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Table 13, Swedeny Imports of foot-wear with lentiir upvers,

1950 - 1972

(Thousands of pairs - percentages in parentheses)

Imports 1960 1964 1966 1970 1972
Total 4038 6415 7738 11375 11607
From EEC

countries 3448 4535 5348 6176 R222

As percentage

of total (85,39) (70,70) (69,11) (56,05) (44,99)
From EFTA .

oountries 172 997 1192 sl 3981

As percentage

of total (4,26)  (15,54)  (15,40) (30,34) (34,%)
From other OECD

European

oountries 48 108 101 54 1025

As percentage

of total (1,19)  (1,68) (1,31) (3,11) (8,83)
From all other

ocountries 370 175 1097 1194 13719
'As percentage

of total (9,16) (12,08) (14,18) (10,50) (11,88)
Bources OECD, The Hidec, SZins and Footewesr Indus

Countries, 1970, 1971 and 1672 (Paris

Bwedish customers are interested in importing foot-wear that
the domestic industry cannot produce, In principle, all good
quality and popularly priced quality shoes are in demand,




Switzerland
Foot-wear production in Switgerland is fairly stable, but it
is not increasing., Nevertheles, the export trade is growing, with
the result that it is becoming increasingly recessary to import to
meet the dem-nds of the home market. 1In 1972 the country imported
10,3 million pairs of foot-wear with leather upper~ for § 61,3 nillion.ﬁ/

The biggest exporters to Switzerland are the EEC and EFTA 1
countries. Because of the high standard of living and of con-
gservative habits, Swiss imports consist mainly of quality and
fagshion shoes, Swise customers usually remain with their regular

suppliers; it is not easy for a new exporter to enter the Swiss

market, Good quality, reasonable prices, goud reputation and
exact execution of the orders are the qualities Swiss customers

expect from their suppliers.

Norway, Denmark and Austria
The import of foot-wear with leather uppers of these oo~

tries is relatively small, In 1972 Norway imported 4,8 wmillion
pairs, Denmark 4,4 million pairs, and Austria 4,0 million pairs,

The main suppliers are the EEC and EFTA countries,

Norway imports from these countries nearly 96. per cems,
Denmark 87 per cent and Austria 93 per cent, The Enstem
Buropean countiries have the biggest part of the remaining
market ,

e U other Eastern furope
The official data available for the production, export and
import of foot-wear in the USSR and other Eastern Puropean countries

8/ Source: OECD, The Hides Skins and Leather
Gountries, 1972 (Paris) b-in 22




are meagre, In the past, the foot-wear industry was nearly
neglected in these countries, preference being given to the
development of other industries, In recent yeers, however,
the development of the production of consumer goods, including

foot-wear, has been getting more attention,

Csechoslovekia is traditionally a big producer end exporter

i of foot-wear., This country exporte large quantities of medium-

and low-priced foot-wear all over the world, tut mainly to the
ussh. In 1972 Czechoslovakia exported to the OBCD countries

$ 20,2 million worth of shoes with leather uppers, Exporte to the
UBBR were far bigrer,

-~

Romania, Poland and Hungary have also developed their

foot~wecar industry in recent years and are expoerting, In 1972
their exports to the OECD countries were § 17,2 million, § 13,2
million snd & €,6 million, respectively,

With the exception of the USSR, all the Eastem European
oountries import relatively small quantities of foot-wear, mostly
of quality and style not produced by their own industries,

The USSR is a very important foot-wear impcrter, as oan be
seen from table 14, .

g e e pl




Table 14, USSRy Imports of leather-uppered fool-wear froe
gelected countries, 1960 - 1970

(Thousands of Pairs)

E"g:‘u;;‘f_y 1960 1966 1968 1970
Austria 340 860 1209 979
Bulgaria 1004 556 1R 95
tsechoslovakia 13250 14115 1611 18542
Prance - 5 25712 2990
Federal Republic

of Germany '} 559 1064 9
Hungary 1932 4048 6166 6282
India 94 - 2047 624 im
Italy - 551 1461 1007
Poland - 4333 171% ”i4
United Kingdom - 1037 430 139
Yugoslavia 612 3105 5924 61

fource: Data supplied by Dragan Trifw.ovié Institute for Forsign
Trede, Belgrade,

Imports of foot-wear from selected OKCD cowmtries, -1970 -~ 1972
are showm in table 15, :
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Table 15, USSR; Imports of foot-wear from selected QZCD gountrioy,
4970 - 1972

(Thousands of dollars)

Country 1970 1971 1972 (Jan/June)
Austria 1936 182 1796

Finland 2089 uy 2588

France " 108855 1911 7340

Federal Republic

of Germany 2796 7102 321

Italy 10141 10638 2384

Japan 7328 2552 909
Netherlands 853, 2119 1568

United Kingdom 8908 10208 1691

Jource: OECD, Foreign Trade Statistics Bulletin, Series C (1970, 1971
and 1972, Paris)

Customers in the USSR are very quality minded, They buy and
import standard types of good quality foot-wear for the summer and
winter seasons. A very important item is ladi~s' booties with fup
lining (not necessarily natural fur), Though the customers do not
conoentrate on very high fashion shoes, they do not buy shoes that
are out of date,

The easiest way to initietc business ocontacts with ocuatomersg in
the USSR is to contact the commercial attaché of the nearest USSR
embassy, They are usually very heipful,




Competition from man-—made materials

Canvas-rubber and plastic foot-wear have their distinct
markets and customerst people who cannot afford to buy leather
ghoes (or foot-wear for special ugse), The production of canvas-

rubber and plastic oot-wear is developing perallel with that

of lezther shoes,

Rubber and plaetics =re replacing, in oonsiderable volume, the
sole-leather in the production of shoes, The production of shoea
with leather soles is in constant decline, as illustrated in table 16.

-

Table 16. Production of shoes with leather soleg in selected o-uniries,
1960 - 197 (Percentage)

Country 1960 1966 1970 1971 " 1972 1973
Italy 83 n 67 67 - - 3
Spain 49 50 42 51 a -
Sweden 41 10 7 9 2 -
United Kingdom 25 9,6 6,3 6,2 6,2 4,8
United States - - - - 16 11,2
Sources British Foot-wear Manufacturers Fe 0

Statistical Revi=w, 1973 and

3xine and Foot-wear Industyy in QLD Countries, 1911,
. (Paris)jand

t! eport, 27 March
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Non-leather soles have very successfully replaced leather in
many types of foot-wear, for example in hecvy workmen's boots,
children shoes, and all-weather shoes for cold climates, The pro-
duction of shoes with non-leather soles 18 cheaper, and simpler,
and the sole lasts longer than the leather ene, These are the big
advantages of non-leather soles,

For light-weight leather shoes, the lcather sole will remain
in use, The shoe with a leather sole is more comfortable to wvear,
especially for sensitive feet, Italy and Spain are the largest
producers of leather—soled shoes, They are algo the largest exporters
of leather shoes to the developed countries, A shoe with a leather
sole is still considered = quality shoe and it is in demand on the
market. If their prices are not exagerated, leather-soled shoes
will always find customers,

More serious competition could ocome from the production of
foot~wear with non-leather uppers, Table 17 illustrates the decline
of production of foot—wezr with leather uppers in the United Kingdom,

Table 17. Decline of production of shoes with loather uppers in the
United Kingdom

production of shoes percentage
of leather
with leather uppers  with upper from uppers
substitute
- million pairs -
1962 117,0 62,4 65,2
1966 123,0 70,8 63,5
1970 98,0 92,3 51,5
1973 (peov.) 84,0 103,3 44,9
Souroce; - M tio Foot-wear
St tice Vi ew 3




In the big mail-order siores, the sales of shoes of men-
mede materials are increasing, In the 1974 catalogues from the mail
order stores in the United States and the Federal Republic of Germany,
about 30 per cent of the shoes and boois of fered were produced froms

man-m:de materinls,

The big increase in foot-wenr produced from man-made materials
in the past was due to the very high price of leather and the relatively
low price of synthetic materials, However, 1674 saw a sharp decline
in the prices of raw hides and ekins and a correspondingly sharp
increase in the price of synthetics, Production of shoes from
synthetic materials mey not continue to increase, therefore synthetic
shoes will remain a permenent hasard to the leather shoes industry.

One solution to the problem might be the production of leather
ghoes in the dcveloping countries, The available raw material and
the fairly low production costs offer a sound basis for producing

in these countries,
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The Leather foot-weir industry in mhiOpig

The leather foot-wear industry in Ethiopia has been growing
at & moderate rate as may be seen from table 18.

Table 18, The growth of the leather foot-wenr industry in fthispiz,

1967 - 1914

(Number of prirs)

a/
1967 1968 1969 1970 1971 197..=
Major E
establishments 549728 578915 640469 606124 745603 1050020
Others 218882 <141985 58501 3 762776 450092 540002
Total 160610 722900 1225582 1368900 1195700 1590000

Source: ' AIDB (Agriculturel and Industrial Development Bank)
The leather shoes industry in Ethiopia.

a/Own survey and appraisal

The growth of the industry has been based only on the actual
demand of the Ethiopian market., No substsntial export industry has
been developed and the high import duties have practically stopped

sll imports of leather foot-wear.

The largest part of the font-wesr ig produced in small- and
medium—-sised factories, The production of hand-made shoes is limited
88 the shoemakers do not have emough good-quality leather, their lasts
and styles are out of date, and their workmanship is poor. The
shoemakers produce mainly medium and cheap quality shoes, They are
located mainly in or near to the markets, The country people are their
wsual oustomers,

The number of leather foot-wear factories has not changed sub-
stantially in the past 10 Years, The large factories have remained

large and the small factories have remsined smell, No individual
@govwth has emerged,




The growth of the industry has been due mainly to the inade-
quate supply of leather for shoe production, 0f the three major
tanneries, two belong to the me jor leather shoe factories, These
two tanneries do not plan to expand their production to meet the
growing demand of other leather foot-werr producers, because they
think that by doing so they would support their own competitors.
Thus, the production of leather is limited, .

The price of leather on the Fthiopian market is high, by any
standards, The local price in August 1974 for corrected smooth
grain sides were (in Ethiopian dollars): 2,21 for grade Aj
2,06 for By 1,83 for Cj 1,55 for Dj 1,33 for Ej and 1,11 for P,
Prices in the United States (one of the most expen;'ive markets)
at the same time were (evpressed in Ethiopian dollars): 1,57, 1,62
end 1,66 for large smooth gides HM selection, Prices in Ethiopia
for sole leather croupon at the same time were 6,72 for grade Ag
6,25 for Bj and 5,71 for C. 1n the United States the prices for
medium—weight bends were 4,36 and for lights 4,96 (egain in Bthio-
pian dollars).6 The prices of other t/pes of leather were in the

same unfavourable relation,

Under such oondit jons the production of leather foot-wear can-
not develop in accordance with the actual possibilities offered by
the growing demand for foot-wear in the Ethiopian market, Nor have the
possibilities of exporting leather foot-wear been seriously considered
and tried by the Ethiopian foot-wear manufacturers, The small producers
do not have enough and edequate leather at a reasonable price to be
able to enlarge their production for export, The big shoe factories
have a very lucrative and protected home market for their production
and the competitive export market does not tempt them,

6/ Weekly Bulletin of Leethev and Shoe, 10 August 1974 (Boston)
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Radical changes and improvements are expected with the
production of leather in the new Ethiopian Tannery 8.C, at
Bigersa., The yearly output of over 9 million square feet of
bovine leather and over € million square feet of sheep and
goat skin leather will offer more than ccver the demands of
the foot~wear producers, The prices of finished leather from
the new tannery are expected to be compet:tive, thus offering
manufacturers the possibility of producing a wider range of
products, With cheaper and more leather in the market, cheaper
shoes in a wider choice can be produced, and home consumption
will increase, and regular exports of shoes can be developed,

When such favourable conditions come into effect, two
more leather foot-wear factories can be set up in Ethiopia,




11, ESTABLISHMENT OF TWO EW LEATHER FOOT-EAR_FACTOR]:S
IN ETHIOPIA

The first shoe factory should produce low- and medium-
priced foot-wear wih leather uppers and rubber soles for men,
women and children, The primary aim of the first new factory
ghould be to produce leather foot-wear at a price 10 to X per
cent lower than the present prices, mainly for the domestic rarket,
With new types of shoes and lower prices, new cugtomers would be
obtained for leather shoes on the home market, The consumption of
leather foot-wear would be increased and the standard of living
improved, With cheaper lgather from the Ethiopian Tannery 8,C.
and with modern machinery and construction methods, the aim of the new
factory could be achieved, It is estimated that the production of the
firet new factory would be, for the first year, 360000 pairs, and
from the second year on 480000 pairs annually.

The second new shoe factory which would.go into production two
years after the first one, ghould be oriented mainly towards the ex-
port market and have a capacity of 480000 pairs per year, 240000
pairs of medium-priced popular quality shoes with leather uppers

and polyvinyl chloride (PVC) injected soles and 240000 pairs of

medium-priced shoes with leather uppers and leather or resin soles,
The leather soles woild give the shoes a special attiraction for the
export market,

About 80 per cent of the production of the first factory will
go to meeting the rising demand of the home market, the rest will
be exported, Only 10 per cemt of the second factory's production is
programmed for the home market, the rest for export, Further develop-
ment of the foot—wear industry in Ethiopia is possidble, btut only for
export, The home market will be covered by the existing and proposed
production,




The production of leather in the new Ethiopien Tannery 8.C,
will be enough for the manufacture of approximately 5 million
pairs of shoes. This will provide a sound dasis for the further
development of the shoe industry in Ethiopia,




Sources of raw materiale

The following materials will be required for the two new
ghoe factories production programme of 960000 pairs of shoes per
annum,

Uppers 1 750 000 Square feet
Linings 1 000 000 “
Insole (vegetable tanned) 125 000 kg

Soles (vegetable tanned) 150 000 kg

Qther material
Unit rubber soles 480 000 peairs

PVC (for 240 000 pairs) 222 000 1%
Resin shéeets 200 000 square feet

Borxes and cartons
Textiles and laces
Counters and toe puff

Pindings (eyelets, cement,
thread, polish eto,)

keather -
The leather will be produced in the Ethiopian Tannery 8$.C.

The capacity of the tannery is 9 million square feet of bovine upper
leather, 3,6 million square fest of sheep skin lesther for aarmants,
gloves and linings, and 2,4 million square feet of goat leathsr for
the production of shoes, germents and linings,

The factories will consume about 20 per cent of the proéuction
of bovine upper leather and 60 per cent of the lining leather, which
will be low-grade bovine leather or splits. The upper leather t0 do
uwsed in the firet shoe factory will be emboseed mo, 1, with & Nair-
cell pattern, 1In the second factory, smooth corrected graia
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or patent leather will be used, For safari boots, casuals
and sports shoee hunting suede should be availsble from the
tannery,

In the second factory vegetable tanned sole leather will
be necded, insoles for both factories will recuire vegetable
tanned bottom leather, Initially, the new tamery had not pro-
grammed this type of leather, out when the necessity for it was
brought to the attention of the management, ticy agreed to consider
producing it,

Qther materials :

The Rubber :+ Canvas Shoe Co, S.C, is already producing
and eelling unit soles and resin sheeting. It may be necessary
for the company, however, to introduce new capacity for unit
soles in order to ca':r for the production of the new Zactory,

1f 240 000 pairs of shoes are to be bottomed with PVC, it
will be necesser; to import the raw polymer ror the process.
Around 2720 000 1b will be needed in a 11 Year, At present the
price in the United Kingdom f.0.b. is £ 0,18 per 1b,

Cotton drill will be used for the linings of the vamps,
Cotton laces will also be used, These are produced locally and

are availabdble on the home market,

Counters and toe puffs which will be imported, will ocost
about $BSh 0,20 per pair,

Boxes and cartone ars available from Ethiopian sources,

Pindings (eyelets, cements, threed, polish stc,) will have to
b imported. The average value of the materials ueed in the pro-




duction of one pair of shoes is around SEth 5,3 of which about
$Eth 4,83 is Ethiopiang imported material acocunts for SEth 0,86
or 16 per cent, As both the leather and the rubber unit soles
are obtainable from local sources they are treated in this report

as wholly raw material,
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First shoe Factory

Lecetfon

In determining the location of the first of the new shoe
factories, it was found that, for a number of reasons, the site
alongside the Rubber + Canves Shoe Co. S.C, at Nef~s Silk,
Addis Ababa was best muited for the purpose,

The rubber and canvas shoes business is largely owned by
the Agricultural and Industrial Development Bank, Ethiopia, which
makes substantial profits on its operations, Established in 1957,
it is very efficiently  operated by a first class management ieam,

It is proposed that the gemeral mager of Rubber + Canvas,

who has lucceumlly operated that company for the past seven

years, also be given over-all charge of the hew shce factory,
therehy ensuring efficient top management for the new concem. This
arrangement would also allow for joint use of the following already-
existing services: administration (wage and salary control);
warehousing (bulk raw materials and finished goods); costing
oontrol; purchasing ocontrol; canteen facilities; and electric

power (sub-station).

If the two large warehouses st present used by Rubber +
Cenvas tc store raw materials and finished goods are properly
fitted with racks, there will be ample space for both factories
for some years to come,

Preduotion

The capacity of the plant will be 1,600 pairs per day. The
uppers, including linings, will be cut on the clicking machines,




Bacl. operator should cut 400 pairs per day. The use of Satra-
Eatough conveyers will ensure that all operators are kept fully
usy at all times, This will guarantee maximum productivity in tho

department ., .

In the lasting making room, the capacity of the oonveyers is
set by the operators on the pull-toe lasting machines. Each of
the two machines has a capacity of 1,000 pairs per day and the other
machines have been geared to the production of these wachines,

Light

Continuous rows of dual 40 watt fluorescent. lamps will provide
an average illumination of 85 foot-candles in the manufacturing
areas, Supplementary lighting should be used in working ereas,
either small fluorescent lamps (1 foot) on the clicking presees and

benches, or additiona) general lighting, It is vital that an extra
dual fluorescent unit fitted with oolour matching tubes be pro-

vided over the skin room table in order thet coloured lesthers can
be properly matched, The use of colour metching fluorescent tubes
jn the clicking department helps operators to matoh out parts vhen

cutting ooloured leathers.

In sddition to the general lighting, "Singer” type lampe
fitted to all sewing machinees, which can be switched on and off
by the operator, helps to cnsure that an adequate level of illumi-
nation is available at the working point, This will assist the
operstors to maintain a proper level of quality in their work,

Por stors rooms, toilets, etc, 0 watt fluorssomt lanps are
adequate, All passage ways mist have sdequate lighting to help
prevent accidente,
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ﬂgc precautions

Double fire exit doors should be included in the sides
of the building, These should be fitted with panic brlts on
the ingside and marked in letters not less than Tin high:
fire exit, On the inside of the doors fitted with panic tolts,
there should be painted in letters not less than 4in highs push
bar to open,

Staff fire drills, including evacuation of premiszes should
be carried out at regular intervals and recorded, Roll calls
should be taken and a responsible official should be in charge
of all fire/safety operations,

-

]ggmument and training of personnel

It 'is unlikely that it will bde possible to recruit skilled
workers for this project, as the iew shoe factories already in
business are unlikely to make it easy for a new factory to entice
their skilled workers away from them,

A recruitment end training programre should therefore be
put into effect as soon as possible, Recruitment and training of
opsratives should ocommence at least two months prior to the
opening of the factory,

Mve young Ethiopians should be recruited as soon as possidle
and sent abroad for training, It will also be necessary to have
outside assistance for the initial months to help the general
sanager, factory manager and foremen to get the faotory into pro-
duction, This assistance should be as follows, department by
departaent;
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cutting (clicking)room, An experienced leather man familiar with

modern methods of cutting upper leather and with a knowledge of

scientific leather measurement 3 months.

Clogirg (stitching) room, A purson who has managed a closing

department and has completed a "Satra" instiuctors oourse for

closing room techniques. Six months.

Altematively, an Ethiopian with experience as & foreman or
underforeman in the department could be recruited and sent on a
vgatra" training course in analytical methods of teaching stitchers,
plus the short advanced instructors coursé 4 months United Kingdom,

Pottoming department. An experienced foreman from abroad capable of

sunning the department and instructing on machines, He would assist
the factory manager and the potential foreman to organise the labour
and the flow of work through the departments. 6 months.

In addition, if the vulcaniging unit is to be used, an experienced
operator of vulcanising machines should supervise production for the
first two or three months to ensure that the foremen and operstives
pecome absolutely familiar with the correct methods, temperatures,
stc, required.

In order to be certain that the general manager ocan successfully
organise production control, quality control, matsrial ocontrol
and an eventual piece-work system, as well as ovsrsse the work
of the factory pereonnel, a UNIDO footwear expert should spend
9 to 11 months aseisting them, '

Private profitability
Prom the view point of the investor, ths establishment should
earm moderate profits sach year, Ths intemal rate of retum for

the plant will be about 9 per oent befors taxes (income tax relief
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for five years) and about 5 per cent after the reduction of
income taxes, This rete of retum is not very high; but the
projectts oontridbutions to the oountry's eoconomy are expected
te be substantial, (See tadles 19 and 20.)
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Social Profitability

An analysis of the social profitability of the ehoe factory
was carried out to determine whether the establishment of the
enterprise would constitute good use of the resources of the country,
The project was analysed from the point of view of the opportunity
0st of productive factors, to find out whether those resources
would not be better employed in other projects, Th> main criterion
was the domestic resource cost of foreign exchange saved,

Domestic resource cost caluclations
This method involves the adjustment of all production cost in
& given year so that they reflect the social costs of production, These

are then divided into tradable and non-tradable components, Calculations
are also made on the altemative assumption that the products are im-
ported rather than produced in the country, The calculations assume
that dﬁring the first year the plant will produce 360000 pairs of leather
shoes, and from the second year onwards 480000 pairs per year,

rs _per year
At the output level the total social cost of local production
would reach $Eth 3,1 million while it would cost the country $Eth
742 million to import the equivalent amount., Sinoe no shadow prices
exist for foreign exchange, no adjustment has been done on this
angle. As far as foreign exchange saving is concerned, the pro-
duction of 3160000 p&ir- of shoes would require $Eth 387000 in foreign
sxchange, whereas to import the equivalent quantity of shoes would
require $Eth 7,1 million; thus locel production would save about
$Eth 6,7 million of foreign exbhange, The domestic resource cost
per dollar of saved foreign exchange is about 0,38:1,

400000 peirs per year
At the output level, the total socisl cost of domestic production
would be $Eth 3,9 million, whereas equivalent imports would require
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$kth 9,6 million,

would require $Eth 540000 of foreign

exchange as compared to A tore1gn: evchinge cost of 8ith 9,4
quantity of shoes, The

Domestic production v

million for importing the equivalent

net foreign exchanje saving = 114 pe ~bout 2-th 8,9 million vwhile

the domestic resource cost ratio wo1ld be about 0,351l,

Source of fin-ncing and repiymont rossibilities
As it is anticipated that the first new factory will be
and Canves Shoe Co. as an extension

attached to the existing Rubver
new dditional shares ghould be

2ith 2 million, Dividends

r the etart of production.

of the existing establishment,
igsued to raise the necessary capital of

should be payable from the third year afte

Contritution of the first shoe Soctory to the national economy
Although the factory wi1ll be much more mechanized than the
existing shoe factories in Ethiopia, it w
and its contribution to the employment of urhban labour very high,
employ-d as skilled, semi-skilled,

i1l be labour-intensive

About 188 persons will be
supervisory aind managerial personnel,

The establishment of the piant should incre~se the net

h ‘7119200 during the first year,-when the
t crpccity. As of the second

national income by 3Lt
plant will operate at 75 per cen
year, the factory will work =zt ftull cipacity and its contritution

will grow to &Eth 759000,

substantizl amount of foreign exchange,
a net

The project will save a
At 75 per cent production capacity (360000 pairs per year),
of about 2Eth 6,7 million will be achieved,

saving of foreign exchange
which will be reached in

At full capacity (480000 pairs per year),

the second year, the net foreign exchange saving will be about

$Eth 8,9 million,
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Second shoe factory

The prosperity of the second shoe factory will depand
entirely on its performance in the export market. The chenging
moods of fashion and the constant development of new production
techniques for leather and shoes indicate the necesgity to re-
oongider the types of shoes and material proposed for manufacture
before a final decision is taken, Because of the riging price
of synthetic materials, and because of the differences in climatic
conditions, the use of PVC soles should also be re~nsnsidered before
& final decision is made,

The production of shoes with leather solea has the best
chance of withstanding changes. Vulcanised rudbber soles ap well
a8 unit-rubdber soles are also good prospects for survival,

lecation

It is proposed locating the second factory on a sits
adjacent to ths largs tannery belonging to the Ethiopian Tannery
8.C, at Bdgeresa, There are obvious advantages in having a shoe
factory adjacent to a tannery, The advantages would be even greater
if the factory and the tanners had common ownership md/or menage-—
ment, Ths availability of upper and sole leather on the seat would
reduoe transportation costs,

-~ ®hs electric sub-station on the sits is quits adequate for
both enterprisss and housing; transportation amd recrsational
facilities for ths employces could be shared,

Anothsr possibility is to tuild the second shoe factory
alongside the first one. Many quite obvious asdvantcges eould de
Ssined from this, Common administration, warehousing, storsge of




and interchange of personnel (especially engineering
A common marketing depart-

component s,
ltaff) would help to roduce averhends,
ment should also be envisuged, Attaching the new business to one

that is already cstatlished and operating gsuccessfully would be of

tremendous rrporiaucs o the efficient sperstien of the new factory.

A campaign to caport shows Crom cither ractory alone would

be expensive, but if buth factor: zs were on the same site and

shared o common mwasumint, the promotion of exports conld be a
joint effort. TIhis would ve prefernble both from the point of view

of organizing sales personnel and from the financial angle. In fact,
it is doubtful that one tactory alone could afford the expense

involved in a sustalned export campalgn of worthwhile proportion,

Recruitment and training o' periormel

The first and most important person to be recruited is the

general manager, 1In considering wpplicants for this position,

ability in the following ar=ac should e of primary importances

(a) Operating the business at a predetermined level of profit and
reducing and controlling cosis;

(v) Recognizing the market, its needs, and how to meet themj de-
livering on time;

(c) Achieving the quality standards required, providing a product
that gives value for money;

(4) Innovating new designs and methods to meet future market needs,
and helping to develop new products within the framework of the
bﬁlinesa;

(e) Motivating all employees and stimulating good industrial relationsy

(f) Manufacturing a product that will give the business a good publio

image,
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As these are also the odbjectives of a good factory manager,
the same criteria, in addition to technical knowledge and
experience, can be used in his selection,

There are certain basic requirements in any manzsgement
posts a positive attitude; integrity; ability to get the Job dones
ability to make decirions; and readiness to accept charge when
necessary. As the shoe business in Ethiopia is limited, with
very few large concerns, it is unlikely that many, if any, exper-
ienced personnel will be recruited locally, !fost of the employecs,
at management as well as operative levc), will have to be trained.
As training at all levels is a costly buginess, the proper selection
of potential employees id essential, The aim should be to select
the right person for the right job. Whoever is doing the selecting
should bear in mind the two main questions involved in clioosing
the oorrect‘ candidates

(a) How capable is he? Will he be able to do the job after

proper training?
(v) Has he the right attitude to work?

To get the dest possible person for the Job, it is first
necessary to know what the job is, It is necessary to make out
8 Job description and a persomncl specification and .hen match the
applicant %0 this idesl,

Staff members who would benefit from training abroad are;

Iotory managers Two-yesr full-tim: course in shoe manufacture
and manzgement

. See_sgineer: As adove




Purchasinz officer: Ine-year full-time course in principles of

(Leather) {-nning, and one-year course in purchasing

procedures

Head of produviioni Oe-year ¢virse 1n gshoe technology.

The potential Factory manager ahould have a good educational
vackground and e tioent in English as well as -Amharic. Hie aim
should be to attain a ¢ity and Guilds certificate in shoe making,
or the equivalent. He should also study, possibly in the evenings,

for a diploma 1n works management.

The ghoe engineer should zlso aim at the City and Cuilds,
He should major in pattarn cutting as his practical subject, Most
courses provide pract ical as well as theoretical training, and the
City and Guilds examinstions require the ability to make a pair
of shoes to A good astandard using modern machinery provided in the
colleges, Studuntls uoutlly magor 1n one Jepartment, where they

are required to peach 2 good standara o f workmanshig.

It is obvious that the purchasing officer must have expertise
in leather technology .nd while he does not need to be an expert
tanner, he must know hw to judge every type of leather .for quality,

and be familiar with the leather o arket,

Phe production planning officer should understand all aspects of
shoemaking in order to do his job properly. He must also ba aware
of the latest technijues i factory planning, 2.&. "Focal point
planning" if he is to install the best system 1n the new factory.

The model cutter must nave a sound background of shoemaking
allied to ability to create new dcsigns and to cut proper models
for his styles.

Full-time courses 10 shoe manufacturing are conducted in a
pumber of colleges of technology in the United Kingdom, but either
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Cordwairers College in London or Strode College in Street, Somerset
(allied to Clarks of Street) ars probably the best for the pur-

poss,

Leather technology courses are oonducted in the Leather : |
Sellers College at Leeds, and at Northampton College of Technology.
Northampton College also runs courses for purchasing officers
leading to membership of the Ingtitute of Purchesing Officers,

8hoe technology for the model cutter can be etudied at any
of the above colleges or at Leicester College, where there is a
department of fashion and design. He would be well advised, after
studying shoemaking, to attend the six-months practical course in
shoe dssign and model cutting at the Ars Sutoria school, Milan,
Italy.

In view of the fact that the euggested factory may be epon-
sored by the Government of Ethiopia, a Government department,
possibly the Ministry of Commerce and Industry, ehould rscruit
potential applicants for these jobs some two years befors the
actual opening, It should then eend them on the suggested oourses,
80 that they will be ready to begin work when the f'actory opens,
Investigation into ths possibilities of obtaining United Natione
fellowehips and/or British Council scholarships should bs carried
out well in advance,

A number of experienced shoemakers will be needed to guide
the new factory management during the first year of opsration,
and UNIDO could be approached to provide sxperte on, say, nine-
sonth missions. Ths guidance of experte such as the following
would be invaluable in the early months of the factory's life;
an experienced shoe factory sxecutive to work with the general
manager; a technician to aseist ths factory manager; a marketing
sxpert to guide the marketing manager; and a short-tem sxpert to
belp set up production control, purchaeing control and quality oontrol,




1t is understood that the company providing the machinery

will give instraction in this aperation and train the engincers
to keep 1t in running order, At least one engineer fron the
lastnxg,/r'%'.n;_j,/f‘mlsh):i_', gnction should be gcnt to the machine
company 1>f thr-e months, and on~ Lo the sewing machine company,
for intensive instruction in maintmining the macnines properlys

they can then train their heipers in various aspects of the work,

nhe truining of stitchers for the closing room is a special
technique, An experienced machinist should be jnstructed in the
analytical method of training new machinists, The United Nations
experts might provide this \nstruct ion, otherwise it may pdy to
gend the teacher abroad (e.g. %0 SATRA in the United Kingdoﬁ)

for a short course.

Private profitability
As illustrated in table 21, the second shoe factory earns

higher profits than the first one. A substantial increase in profits
esach year is noticed up to the gsixth year, when the factory sttains
full capacity operat jon; from then on it earns constant profits.
The intemal rate of return taxes (income tax is payable after five
years) is acceptable in view of the existing rate of interest, whioch
4s 10 per cent (table 22).

rofitabilit
Acoording to the social profitability celoulations for the

enterprise at its third year of production (full capacity operation),
the following benefits are attained:

() Domestioc resource cost: Without adjusting foreign exchange

for which no shadow prices exist, the domestic resource cost
per dollar of saved foreign exchange is abowt 0,42 s 1.




(») eicn evchange sevingt The production of 4RQO00 pairs of
shoes would rejuire $ith 812000, whereas equivalent imports
of shoes would reguire 3ith 9,4 million; thus local pro-
duction would save about $Eth 8,6 million in foreign ex-
change,

fource of financing and repament posgibilities

It is anticipated thet & share company with a capital of
$Ith 2 million will be established for the financing of the second

shoe factory, The estimtel profit of this factory will ensure
a dividend of 10 per cant on the capital,

I - o A O~ W P —— ety e—
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IIX. ORGANIZATION OF DOMESTIC AND EXPORT MARKETS

Domest ic market

Every shoe factory has its own sales organisation, There is
no wniform pattern, In Ethiopia, only a few shoe factories have
shops of their own, The majority of the shoes produced are sold
to whole-salers who have a large network of buyers all over the
country - the retailers,

Shoes cre sold in different ways in different places. In the
cities they are sold in specialized shoe shops, 1In market places
and in the towns they ar; sold in shops or at the side of the road,
together with other merchandise, This is particularly true in the
case of non-leather foot-wear; it is cheap and is penetrating
into the smallest market places in the interior of the country,

The shoe factories should popularise their own brandmark snd
make sure that the shoes are sold at the prices fixed by them,
This ocould be achieved by organising a network of factory-owned
depots, in the key market places, from which the markets in the
interior oould be controlled. Such intensive wholesale organisation
wuld lead to the eventual establishment of factory-owned shops
in the interior, increase sales end ultimately increase the per
oapita consumption of foot-wear in the country.

8mall shoe factories cannot orgenise such intensive sales
networks, however: it requiresanumber of trained personnel and
& big capital investment. Rubber and Canvas Shoe 8.C. and the pro-
posed new factories should jointly organise a common sales organi-
sation for the home market, The annual production of cver 1,5 million
pairs of canvas-rubber shoes and over 400000 pairs of leather shoes

.
——y -
"
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(programmed for the home market) of the two new factories represent
a solid basis for the establishment of a common intensive sales

network on the home market .

The price of leather foot-wear in E‘thiOpi\a. is high compared
to the prices of raw hides and skins and considering the fairly .
low production cost of leather. Only a few styles of men's end
ladies' shoes are sold below $Eth 20, Children's shoes are aleo

very expensive,

With the cheaper leather from the new Ethiopian Tannery 8.C.
the two new leather shoe factories should bz =2ble to produce and
sell their leather shoes for men at SEth 15 to 18, for ladies at
$Eth 14-18, and for children at $Eth 7-12,

The new products and prices should te advertised intensively.
The public should be informed about the advantages the new facto-

ries are offering.




Export market

The new leather foot-wear industry of Ethiopia should be
export—oriented and export-minded from the very beginning,
However, it does not have a ready outlet for its products in
the world market, [oreign buyers do not know eit'er the
Bthiopian products or the Ethiopian exporters,

Competition betweon axporters in the developing countries
is keen, The established ones are endeavouring to hold onto
their customers and markets and the new ones are trying to
take them away, All are trying to seize the biggest share of
the existing sales possibilities by offering better quality,

" cheaper prices, shorter d~elivery time, or creating new denands

by offering new and special products (new styles, woven upper
shoes, etc.) to the buyers,

The buyers in most cases give preference to the established
suppliers, This is natural as their business depends on the
punctual execution of their orders, New offers and sources of
supply are usually welcome for consideration, but before a per-
sanent business relationship is established, only small orders
oan be counted on, Large and permanent orders can be expected
only after -the initial small orders have been executed to the
ocomplete satisfaction of the buyer, This takes time,

The nature of foot-wear business does not allow production
for warehousing and uelling-exporting from stock. Stiyles are
oonstantly changing, and for this reason production for export
has to be based on fixed orders obtained before the shocs are pro-
duced, Synchronising exports and production in advance is the big
responsibility of the exporter. This is not simple and takes time
to organise, Intensive and permanent research on the international
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foot-wear market has to be undertaken, The biggest and most
adequate markets and buyers have to be found, as only such markets

and buyers can ~bsorb regularly the shoes produced for expori.

As a rule, the foot-weer menufacturers in the developed
countries are fully equipped to produce all the quantities and
styles of shoes they need, But they import shoes which they can-
not produce themselves at the price or in styl~s the other countries
are offering, Based on such policy, a substant i=) mutual foot-wear
export and import trade has developed between these countries,

Italy and Spein cxport large quantities of fashion and attractive
1ight shoes, while other couniries export more quality and expencive

foot-wear., The developing countries oftfer, and sell, cheaper types,

Foot-wear production in lestern countries has become highly
specialized with sales concentrated in shoe retail chain store
organizations or big department stores. Many shoe manufacturers
are importing shoes they are not able to produce economically
but need in their shoe line, They are tig buyers and programme
their purchases ahead, as they do with their own produstion, The
big specialized shoe retail chain stores and lepartment stores 21m0
buy in large quantities and well ahead, These organisations should
be the prospective buyers n® ghoes from the new Ethiopian foot-wesr
industry., They are buying individually or through joint purchasing

organizations,

Besides the demand for new styles, gocd quality and other
commercial conditions the decisive factor ror the export business
remains the price, The new Ethiopian foot-wear industry s 15t be
ready to meet the hard corpetition of the estern Purcpean markets,

Exports to the Western Furopean cour.ltr‘.eu could be developed

in different ways. Agents could be appointed or direct ocontacts
established with the important buyers. Aggressive agents with good




oontacts can be very helpful in the establishment of perranent
business relationshins, In addition, the changing mood of ths
fashion-minded and very competitive shoe dusiness cuzlls for

regular personal contacts with the customers, This should te

the prime responsibi’ 'ty of the agents,

The situation in the Eastern Europeazn eountries is different,
Most of the purchasing is executed through one purchasing oresni-
satior, The simplest way to make the initial contact is throuzh
the official trade representative of the country,

The large foot-wear market in the United States is very
delicate by nature and practice and protected egainst the importa-
tion of low-priced foot-wear (dumping) by duties and specizl
legisletions, The buyers have established suppliers who can
wmeet their demands for different lasts and widths, high fashion
and specific styles etc, which handicap a new supplier,

Before the new Fthiopian foot-wear industry can initiate an
active sales programme for the United States market, active
market research is necessary, The most likely buyer might be an
American shoe factory that would buy Ethiopian shoes to complcment
itc own production., The factory could supply the lasts and the
models and select the type of leather to be used, In many other
ways tuyers from the United States could be co-operative and helpful,

Prices offered by American importers are low, The competition,
nevertheless, is fierce, Every exporting country is trying to
export to the United States and the importers are taking advantage
of this, PFor these reasons, the export of shoes to the United States
from the new Ethiopian foot-wear industry in the early years might
not be feasible,

The new Ethiopian foot-wear industry has to find its place
on the international markets with medium-priced cuality shoes,




The production programme of the new factories should be based

on the requirements of the destern luropean markets as well as
on those of the Zzstern countiries, The programmed production

in the new factories could be sold on both murkets,

It is expected that of fulure exports of leather foot-wear
from Ethiopia, one-third w:ll _go to the Western Eurspean markete
(mainly the Federcl Republic of Germany) and the rest to the Ecstem
Furopean market (prot:bly the UssR). Exports will be so divided
because the Zastern Furopean markel offers more convenient con-
ditions (better prices, larger quantities per unit, bigger volume

etc,) than the iestern Zuropean market at present,

At the same time, both markets have to bte developed and
cultivated, Preference should be given to the market that offers
the best conditions but an active relationship with the second one
ghould be maintained, The marketing rese-rch service should con-
stantly follow the conditions on the markets and suide the export

programmes,

#hen the Ethiopian foot-wear industry has been established
on the world market and the confidence of the buyers acquired, the
industry should strive for a closer and more regular form of co-
operation with the buyers, in the form of a joint venture, The
shoe factories that import shoes to complement their own production,
especially factories in the United States and Western Zurope,
are interested in closer co-operation with new factories in the

developing countries,

The progress and even the exisience of the new Ethiopian

foot-wear industry will depend on its successfully developing
and maintaining an export trade,




IV, COUCLUSIONS AND RICOMI'ZITDATIONS

Conclusions

The oonsumption of leather foot-wear in Zthiopia is very low,
only 0,06 per cent pairs per capitn, per year,

This low consumption is due to the low per capiia Gross
Domestic Product and to the high prices of the foot-wear,
The price of leather is also high and the supply is not
adequate,

The home market demand for medium—priced quality leather
foot-wear, especially for children and youths, is not ade-
quately met, . :

The factories have not yet developed exports of leather
shoes,

The production of leather foot-wear in the developed countries
is declining while demand and per capita consumption are
inoressing, The uncovered part of the demand has to be im—
ported,

Imports by the largest shoe importing markets of the world
(United States, Federel Republic of Germany, United Xingdom,
Prance, Belgium and Luxembourg, Netherlands, Switsgerland and Sweden)
inoreased from & 1,3 billion in 1970 to ¢ 2 billion in 1972 - an
increase of 55 per cent, At the same time, the import of lecther
shoes from the developing countries by the same large importing
countries increased from ¢ 165 million in 1970 to § 379,2 million
in 1972, or by 130 per cent,

The import of leather foot-wear by the countries of Eastemn
Burope is also inoreasing, Imports of leather shoes by the USSR
from the OECD countries rose from $ 23,5 million in 1970 to
$ 42,8 million in 1971, or by 82 per cent,
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(7) The establishment and successful operation of the new
Ethiopian Tennery S5.C. at tdgers~ should be the tuming
point in the development of the leather foot-wear industry
in Ethiopia, Two new lecther choe Sactories will be estab-
lished, based on more and cheapar lesther produced in the
new tannery,.

(8) The production of the ned factories will be used partly to
cover the demand of the home market and partly for export,

(9) The export of leather shoes from tthiopia t2 both the 'lestem
and the Eastern Zuropean countries is possidle. Quality pro-
duction and an efficient market research and export organisation
have to be establishad,

(10) The investment and the return of the proposed new factories

would de as follows:

First factory Second factory
($Eth) '

Investment Foreign exchange 1239000 1240000
Investment Local 770000 791000
Total 2009009 2031000
Sales (Pairs) .

Nome market 380000 50000
Bxport 100000 40000
Total 480000 480000
Gross profit in second year ¢Eth 152000 ' 3771353

(11) The new foctories will employ the fcllowing labours

| First footry  fecond factory
Direct labour 157 182
Technical, administration and
sanagement i 61

Total 168 249




(12) The success of the development of the leather foot-wear
industry in Zthiopia will depend on the production of le2ther

by the new Ethiopian Tanncry S.C, and on the successful develop-
aent of exports,

(13) The new factories could be financed by issuing new shares or
by bank loan,

(14) More experienced personnel are needed,
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Recommendations

(1) Onthe baszis of the extensive production of raw hides and
gkine in Bthiopia and the production of 15 million square feet
of leather annually from the tthiopian Tannery S.C., lezther
shoe industry should be programmad and gradually developed
in the country.

(2) As the first step in this development, two new shoe factories
ghculd dbe established,

The first factory, with a capacity of 230000 pairs of madium-
and low-priced quality leather shoes, should be est ablished
alongside the Rubber and Canvas Shoe S.C. 2t Addis Ababa,
with the primary aid of sat isfying the growing demand of the

local market for medium— and low-priced quality leather shoes,

The second factory, with a capacity of ARDO00 pairs of medium-
priced quality leather shoes, should be established alongside
the Ethiopian Tannery S.C, at :zdgersa (or ogain alongside the
Rubber and Canvas Shoe S.C. in Addis Ababa) with the aim of
producing shoes mainly for export.

(3) The financing of the new factories should be effected by
issuing and selling new shares in the value of $Eth 2 million
for each of them,

(4) To fpcilitate and fasten the development of exports of shoes
from the new factories, a common market research and export
department should be established, The responsibility of this
department would be to procure oxﬁeﬁ for export in advance,

so that the factories could produce shoes based on firm orders
and not for stock,

(5) The experience and organisation of sales of ths Rubber and
Cenvas Shoe $,C. on the home market should be also used for
the sals of shoes produced in the new factories, The sstablish-
ment of retail shoe shops should be considered,

-'n"._ -
_de-s--— .




R e

(6)

(1)
(8)

(9)

(10)

(11)

(12)

(13)

T mm e e s & - e ——— ——
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The export of leather shoes shiuld be directed primarily

to the countrics of ‘esterm and Fzsterm Zurope ard to the
United St-tes,

The Government could assist by spect ying the export of
leather shoes in some trade agreements,

The new foot-wear industry should follow the fashion 4ronds
and produce the types of shoes thet are most waated,
Ethiopians shoul? be trained as des:gners,

The export of lea‘her foot-wear from ihiopia will mat e
atle to eupport financiil burdens gush o3 export tares,

For the co-ordination of production und evport, = semi-
official body, consisting of members of the indusiry, should
be established, “his body should be the link vetyeen the
foot-wear industry end other official orgcnizaticzns,

In the initial stzg-es, the assistance of following United

Nations expcrts is recommended (for 12 months each)s

One expert in leather shoe production (including design), and

One expert :n the markeiing of leather sknes {for the home end
export merkets),

Constant advertising should be programried in order to promote
seles on the home =nd cxport markets,

Visits to =rd porticipation in specialized internationel

fairs should be encouraged as a way of keeping aware of

fashion treands, of nking contacts with potential buyers and of
promoting the brand mark of the new Zthiopian leather shoes on the
world market,
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MACHINERY REQUIREMINTS
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ANEX 117

i ¢ TRADZ _LINIKS

Neckermann Versandhous k5
dustris 6000 Frenkfurt a/f* 1 -
Verdand der Schuhindustrie Hanauer Landstragss 260=122
Bauernmarkt 13
1011 Vienna Puma Sportachuhfatriven

Rudolf Dosslep Ke3e
3522 Hergogcnzurach

4 .
Caechoslovakia Wurzlasmger Sip-a-. 1

gxic: 9 Ruuina-Schuhisbrik
P::;u.l - Hilfried ialter

6909 Halschenbery b, ‘itesloch
Friedhofetrass. Py

Renmerk

Balemander 4.0,

A8, Th. Wessel Og Vett 7014 Xormwesthe:m
Kgs., Nytorv 13 Stammheimer Strasse 12
1050 Copenhagen
. Verband Deutacher
Daells Varehus AfS, SchuhgrosehZndlor a,v,
Nfrregade 12 6000 Frankiurt a/y 1
1165 Copenhagen Telemannstragse 12
Skofabrikantforeningen
i Danmark France
Nfrre Voldgade U
1358 Copenhagen Galeries Lafayette
e Nogador
75 Paris
e f Qe o
Grands Magesing au Printemps
g;;-x:;ta:dhaul Quells 64, boulevard H-usmann
75 Paris 9
:‘:3:;;::?:1:0: 3‘“ tachen Oroupement d'Achats des Grands
‘;5 0ffenbach ‘/i * Fagosins Indépondants
Aliceplats 7 89, rue d'Amsterdem
P 715 Paris 8
Ksufhof A.G. .
Société Parigienne dvAchats
:scohr:hard Tiets Strasse 1 . en ocommun
: 102 rue do Provence
Kaufring Gemeinschaftseinkauf QMuH, 75 Paris 9

¥ilheimer Stresse 18 3

605 Offenbach a/M .

Tamimpex
Vorogmarty 15
Budapest
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Totherts i Crenlnd
Frderitiec von Nedo el . S E R D N
Scho nfabrikaat n “2 ¥t in m Rhyin/Thurgau
Rei1teoplein 1
Tiltur: Yoosoms omar Yeintpuzhe ALG.

- Sy

Li( L S-VQ T R )
Klsosterstriat 70 e .
Loon op dand

.
,
P R
. —~ Ny v . . . .
Staotionsctroat 79 Srhrorrent ray - Bepm
A P I s
Jenluiji
I
i ¢ ..86 T

Uoruai 0l Zurich .

Norski Skofaltrikkera
landsammenslutips LI EDVLet Sact oot Resublics
Haakon VII' gt 2
Orlo 1 Toomerperst Yeessiuzms je Obyedinend je

POIEJ'I?._ (R o6

Skorimpex S .
22 Lipea 71 Santarn Cher
Lodz A S

whtore" Ygeaojuzno je Objedineny ja
et poreulok 15

Romania Soodindon o trets 3ritain znd Northern Irelsnd

Romano kxport diriish Shoe Co, Ltd,
Strada Doomnei et
Buckarest
- #1 A, Modes
~rrth .'"-', Tovnie Arch
weden o a gl

EPA Turitz + Co, £,3, oo Cu, ttd
Camlestadsvogen 3 :
Goteborg 3 toorc)eng

Gyllene Gripen rwick Thos (g, 14d,
Malmo ivpwich

Kooparativa Forbundet 3t. Ge
Stedsgarden 6
Stockholm

London W1
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. Unjted Stetes of Amrrice

} Allied Storez Corp,
401, Pifth Avenue
New York, N,Y, 10016

Browt Shoe Comp.ny
8300 Maryland Avenue
St, louis, Miassouri

Idison Shoe Stores
8t. Louis, Missouri

Genesco |
¥ashville, Tennessee j

International Shoe Co,
1500 Washington Street
8%, Louis, Missouri

J. C. Ponny
1301, 6th Avenue
New York, N.Y.

Macy's
Mankaitan Herald 3 uare
¥ew York, N.Y.

Mutual Buying Syndicate, Inc,
11 West 42nd Strect
¥ew York, N.Y, 10035

Sears Roebuck Overa~as Inc,
36Q West 3lst Street
New York, N,7, 10001

The May Depcrtment Stores Co,
50 Hest 44th Street
¥ew York, .Y,

.., 76.01.13






