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•'   V U   .s '    • '   .i 

1   *-»--••• v »l*ik;- •*- » * ' 

..'"î.t-r-.i'J  ,ì.:>'bJ;   ,;ì   •    /-i ^x'¿irr.il : r< \   •••>'í\rtí.;   :-,r   th'3 

fcartn in^ industry i-ct . i;i^l..   •...<•.» ;; .'•"•.•,» »«; i.   "'.   'nc o e-e:ted 
the aevolopintf  cou-»'.ri:jj,  v.*¡it- .1 •:    rií    vxòt «.;-r-.- ccncerc  i.-.i  .ï-:ppl/ 
tro  ./.i.v.;}'-)*)^''"  *v».t'iv ¡ >..••*•.!•   T.-'-J ¡'r.-es r,i;  ^;;i.ri-'.   :-;.:V- ni-w \yi»\n\ 
to realise  tJMi;  '';".»••/•.• rhcrV.   o/-   ;   ¿ai'.'i.   ¡ <.- t. ••..r-'-.i.r.   >C- no'.lc 
advajnîasô ar.,1  th;\¡.  vhov /:¿"3  iu!..J.y oö.;.:i'jlr  tí  ..r. covins:  t.Wi/e 
raw flft'tr.-j.íUíí  co  ¿t.fra  Lnr-or^.e.i->ti. rv.-icà,  r.v •r/-jn  ho  J».* finished 
t'oods state with tl;«3 <->>VíOJS  i-'creCjc    n ".'UKí:-d valuó". 

Xn r.,o3t "5.'i:.w& th-j£,ij  ]pV'jlO'jr.i.Mi;.u hr'iv« b'.\)n coupled 
with planned export p rouanne.; fur the product.'* to produced. 
This trend -"establishing •••¿u-inai'i'js in àovoltpin.-; cctuitrieii - is 
to soflie extent fought by the exi3t«Kit tanne?^ Ar. th** d&/eloped 
world, but even v.o the tr<*riü will concimw and tr-e race oí* tannery 
development in developing coontrlos will accelerate,       This is 
true whether"Governmental assistance is given or rot*       The major 
factor is 'thé roaltiatlor. that, the technologic involved are of a 
relatively Tow level and easily aeq'-.irod.        Voday, in large areas 
of the world uoveiiimwi«? aro acLl.-ely pruno'c;.nr.  icy penalty or 
subsidy) this d'3Vílo¡vri3nc  (ìndia, Indonesia and ..»oiHh America 
being typical exrrcplcaj. It is unfor'úunate lh«t they have 
little documented work to r;*lch. them L: assessing  the true 
economies of texmlng.        There ¡may be un abundance of pipers 
covörins ohe thecroticfJ. concones of tannery development, and an 
even greater availability of processing -and machinery detail, but 
thero is obviously a need for ¿oiae economic/financial date which 
could give Governments a hotter understanding of the fundamentals. 

ïn a short paper it is impossible to cover the 
whole field of tannery econcialc» ?.nd it is felt be.«t to present 
a typical case study ih outline} covering an actual upper Leather 
Tannery'Project which aculei yield useful background Sata. 

/hé actual' outline Uetvilp of the Ca&e Study may 
ho found in Annexes I to III a;>o in ti.-e paper conclusion are 
drawn as to the Capital ¿equirowentp and other fnotors for a 
tannery to produce at vta-ious sï.ag.is of production, vU :» 



-,iet ülue Loath«? 
Crust        Leather 
Finished Leather 
4s in most developing countries the "Foreign 

Currency" element is ¿ost important it has therefore been iso- 
lated from both capital requirement and annual winning costs so 
that a true appreciation of the acw.1 potential benefits and 
requirements may be obtained« 

Basic economic details such as fr Interest, 
Amortisation etc.» which are common to all new developments 
are not dealt with in depth in this paper, as they do not differ 
from other industries. 

No one would suggest that the "Case Study" used 
in Annexes I to III can suit *j¿ circmastances, it is however 
based on an actual project in a typical development situation 
and can be accepted as a basis on which to judge future proposed 

projects* 

HHAPTEK I min flnifm? /^PTBD FOR MB CA3S 5TOMC 

It may be assumed that the ultimate objective of 
all developing countries is to convert all, or as much as 
poseible, of their raw hides and skins to fully finished Leather 
articles - be they shoos or other leither goods«       AS an Interim 
measure most countries accept that they will obtain a good 
foundation by developing the tanning sector first.     Fabrication 
- although obviously more lucrative - is a later development, and 
is outside the scope of this paper» 

If we assume that the ultimate major future aim 
is the production of a leather shoe we need to have the 

capability to produce »- 
A. Good grade Upper Leather 
B. Gcod grade Sole Leather 

It should be noted that the. example of Italy and Spain (the 
two countries which have had success in shoe exports) show that 
the 1Q0# Leather Jhoe is perhaps the article which yields the 
best economic return in ¿Sxport markets. However in this short 
paper we will only daal with the production of Upper Leather* 



(i'.B,   Vt ¿3 un'ior.:-tcw>^ W.t :. <:•;';•'..v.-'..<; 

vdl.J be proMntco Vr '^hox-.; -v^llr^ v4.t: 

núwly developed ecorcni..-: :.-,o.'!.o l";;.fc;.':r p 

"he casv ufcuiy riven hero i.; Coi   u unit to process 
1,200 African Dried Hilas per cay, this eculi bg referred to oc 

a larga unii and obtains all such economies oí* cíalo is .-i.ro 

available,   The'Hid o and ¿'inched Leathor prices used ere 

those of December 19?2,, and it is perhaps worth roWr:^ that 

these prices are near tue oajtifttvn they have ever rsr.pi'.ed.  This 

is responsible for a twofold effect s- 

(1) The capital roq,n.ror.enV, for work: in ;,ro¿re¡>s aro 

high - nearly doable that »jliich would h¿v-3 bien 

tho case a year earlier. 

(2) Due to the hißh hida and loath«-r prier. ¿ it be caaos 

«ore and more certain that leather and/or leather 

goods will bo exported as tho cost,-'value of these 

items Is beyond thi pocket of tho majori y of the 

Indigenous population of'tho developing countrlos« 

In this paper reference to "economic viability" is 

referring to classical "Private Enterprise" econoric systems. 

Some of the viewpoints would be the same in a "State Controlled 

Economy" but the eaphasi-J and deductions may differ.   In tho 

same context it is assumed that the tannery will bo ?• cr-ting in 

an unprotected situation, ani its sales price ¿»eructare must 

therefore be capable of withstanding direct competition with 

other similar products on tho international market. 

(A case study of a tannery operating in a 

heavily tariff protected country yields little useful 

information as, however inefficiently it may be run, it 

can still show a profit in its accounts)« 

It has been accepted, in the case study, that 

machines will be operated two or three shifts per day to suit any 

technology adopted, and ensure naximua us© of plant instai*»** 

Likewise building costs have alJowed for essential requirements 

only, and have assumed single storey light constructions capable 

(1)   Atkinson * Scoveroft - Montecatini 5/73 via ,«Il3ATHER
M 

June 1973 



of  S3cpon:^.«-r.,   sui'v » •'.'   ! uV   i..."'      ' v 

li.,ht  L'-V.-I  fr  •-..•     - ^    ,_    '••.'.       t,,.     .              -•.'.! 

ha..» beon s.'.ac  :"o~ < «" 'I :\:/:.     . " ' 

heve  tve  rvi ro^v;  ¡v -. :*: ' : : ', :   » - 

(ly                  \%H-S... :•(•   tv^l-üv-",    f 

tv: ;•« a.; v.-.,  •   -.i-¿ 

.t.-; ir ,  • VUIH, * -:b  (e.£. 

/ « •, r> allowance 
.¡.-, il  ..••    :y:t.o::tr; ft¿   these 

:v> -;.M-i* .:."ur'M"T' -  ofttn 

(5) I*.*:.-!i   1-;.:.'IT   ur;u'0   -   vilOïl   it   'SUCt   b-'i'   accepted 
tim tits ^rir. :• O.'¿*í'-WV.-í.  in ::.:\ny úcvelppraents 
i.i tac '-.; ..:oy= .-n: cf ice:*! ^»u'sonnal, and an 
important ff-ctor i-- Sâiik-;s-a£aâ-SâLJ^E5fitt 

Ooc would *at\we th • t ?o*k lift trud-cs aso palling ffioto« wo 
j»H that is #iwer;ti'-..-.*  foi* »g am-s i e epvr'-.tior*. 

«e h-vc air^acy s-r* jr.ed tfcß« the producta fro« 
o*jff Ü&se £t«oáy vili mrì up on ti.» vcrld export market - vhioto it 
soat to« nototì *s -«ti scalar «cajjrfc'ìrìvs - for thi« remson tha 
»ocieì a«á hygooic acuitivi,- ¿illowtni 5-; the stotiy aro alnift*Lt 

utili tarlar« - on tfee lines of u conatrr¿ÍA¿ project « not ttp I» 
tfc« standares of a 3o^rtaw«t#l pr^íig® r.r*»4«cfc. 

tesi &ut&orlti«* strtn&ly hole -.he tritw that each 
project »tut t«1 tali ore j to tho *\tu?Mo.*M ¿»a decloro greatly 
the initiating of   ¿*'.í«ít.?- ir ö"*A e Lepide coti* trias which aro 
oasoé en dopyl?« U*a ¿«¿youi. •-*-.   ¿tíM-í'ur© e" easting plants itt 

¿«velopaA court tri e. 
I« tao Siss •íi'iJ> ¿t hita b««R-a&:.uaod that 

a-'vxiMm use has Vö«R **^?e of ieetu. «añofaetur«.       oro» ocdl**t 

tables« pallata ©te, «an Ue procace* At Vïiry XtfSf c*>£t ÍR »W»t 
d3Vtl©|>lt^ ec-intrica»     ¿«coti&es it »ay be i»c«stary to i«f€#ft 
an«-*? »«eh ita« *£ «aillas for local *ríii*mas to eojy* 

It »t$ « $»*ttewí «batìia* MI *idtal Cas« &t««r 
pm$mtn «*fc «w ** i«^«i#f*4.     fd this it ««y fea, ffsUt* that 
tb* fit«rai fi»te û te ¿*n-s**a î to til -arc baiitd o» astati 
«xa«ri«aca i» davalorlot' 'eauatfis««       Rwcwr tt «ttíft ©a tt$t*a 
that ©»pit«! figura* too,: u? or <te«i :¿s*a feu« reported for 
aiftllar .is«*' emits» 



Ax:  oxf.-jr1.cn e ed  -^ir' ¡•V^UQUT  v.r. O V:-;S nr*>,.aren  to 
use reconditioned »'uchir.ery ¿r.-d have Mi^-iu:« reserve  capacity 
?ouid well reduce nit .vaqaireDentc  by -.ver   v0..j, 

Ukevis.:  .-> predije  .roj--, - vi ! h ,:  surfeit of 
reserve capacity and ultra au-i'-rn social   .wenitiea could woll 
require an increste of 100¿ in capital requirement. 

Although  the "Case Study" refers to a typical 
developing country it is «srAUßou that power is avaliai.le.    Also 
water  (piped,  weiJ , rivor or l airo}  i.  oyrc-»:tial, an'ì obvioucly 
thoao two facte?s would hqve bsen r.-valunted r,rior tc  site 
selection. 

Uue to the fluc*-.u-*Ucns of liaw ¡îi'ie an; ¿kin 
prices over the perioú 1971 - 3i it is difficult to be over 
definite concerning the capital involvement in the Ca¿e òtudy. 
The 100>» or more rise in Htä« /rices obviously altered many 
factors. In ..uguat 1973 there have boon signs of a fall in 
price« but for consistency the Case Stady uses th& data of 
Pe««rt>erl972» 

In tha calculations that fellow it has been 
assumed that M»t  production Is exported»       In actual fact on« 
would only expect to export souse £<0#, as the lower gr&âe 
material would be used on the donestic market. 
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'í '    '2    J"i    - í . . I'.!.-''     i-H*«.-   i*' i L      i'.       ' -"'• w > '' -' J '*     1 « 200 

• L<\ r ' • ;       T r  . *   ' r-    . •:.'/ 

Tho proouL w  ¡>:: .-.   ^.-.^y '«*.:. I  ;.-e  cc\<-¿a&(l i,y 
marketing ccmsi-UivALo--,.   :\.~ ve; i   ;;  ¿íoncmící,   therefore,   lióme 

of  the follc-winc v1.U n»c.i  V-   ^ «labor-ited arri   axamihod  ín 

sash project  bolng  L;ií.tií»tei. 

Â rp/'Ai)  J..ù-'i ;'.ìi< K.¿ f )iiJi.;U!iK¿uN^ 

Fro-.v. Annexes Ï and ÍI or/j may find the Total 
Capital reqiiirercents for  t'»v» v--4ri..us  sta.-es of processine  i- 

X4fi^ I  - TO I Al O/u-ITAI  •iíiw-"'..\.¿:rjM vü¿ TAr-IoRX  (in Ü.S.¿) 

To rsroduce :- 

.-.'et blue     ! " osiy to Finish' 

Foreign Currency 

Local Currency 

Total Capital u.S ,¿2,000,UDO 

705,692 1,62^,102 

%   3,500,00: 

Finished Leather 

2,221,593 
2,i;>8fU02 

$ î+,500,000 

One may co;npa;'e tho figures in Table I with ex 

factory sell In.;, price"  Uw-ilMr 1f/?D  (for complete run of 

production )• 

TABL¿ II  -  3AL¿3 - TOTAL CAPITAL INVESTED  ¿in Ü.S.3) 

Product 

fcfr Q^f 

iix Factory Value 
of Sales 

teady to Finish 

c 31 »0 cents ft 
2,790,000 

Ms^. 

¿ M.O cents ft a 

3/90,00? 

s? ^'j.O cents ft = 
!t¡ "i** 0,000 

Capital 
invested 

2,000,000 

2,500,000 

^,¡,00,000 

ïapit 

1.39 

1.05 

0.92 



T 

iluo offers  M  ^ ...j  rafc*;r;:  "or   ! i  > .-H !*•-•   -m-'   ,* 

«A-.——.> <*.   .-i ...    ....    LU..-   -i.i , w    -.Li,-;;   ,,,nly 
U...   fis<luat  vaa»   ,:   ,.,w  hi,¡.,,    ,,.7  „.:;.   ,,n.      .   loh  MaU   ^ 

been cortei 0«lly r,.-:,; o'.t.,i-,;  fcrolgn ^irro:,-,;  w f1:id   :- 

Product ¿ÍíK...í   7',ÌUL? Capital. Mi od Val 

li^t  &LWL 

!    In-c-jteiij-^ptta.' 
; 

Í* 1-.3Û cents fí; -• j j 
1,107,000 !.?,o:x-,ooo J      0. ;> 

Ready fa Finfah, j:> 2*0- oanf.s ft « I 
2,007,000 

Fining 
¡ 
f 

3 27.30 conta ft --- 
3,5CO,í;.-.0 

S 700, coo 

0.57 

On this basis the return fcr Wet Blu« is nel sucïi an attractive 
proposition, and this ic ^-rftups a more ¿ensile way to assess 
the situation and show;î  tho economy of "P.eod/ to Finish". 

Xn soaie circumstances one ¡nay b* laore interested 
in »Added Value» compared vith the foreign currency element of 
the total investment, 

This woulo  ;;iv¿  LI     ;- 

ZkBZU XV - ADDED Yjsr,rilv  to ffnigioj; gjjR.^f.gy lavori 
T       Foreign     l 

/*ddea ValU'3 Capital 
Invested 

Product 

amar w yvrtrt 
Pini a^a<g 

1,107,000 
2,00?,000 

2,^57,000 

ï t* 

765,692 

¿oreign Currency 
Invested 

MBaaOMMm 

1,62^,10' 

2,32^8 

1.»*? 
1.Ä 
1.06 

On these figures Wet blue once ¡aoro appear¿ as a good economic 



propesiti-.::: but. n^rhv-'  •'••• •''••   l'---'-.---'   fi,/' — *'   "••f"-   -'' ° *-3r11 of 
"Rfcau;- to Kinii;:.'M   3 e^tn*;- ov: y.lnt¿r;uu  ^erithsr. 

(ïhe lover a r-arert;  tvìiCt hetw;on  -sale prices 
of finished  ovfir  ;!:^ady to  /ihiüh"  is me'tly accounted 
,fn? ¿y the peculi«,:; sl^iat-l <Tì V;C ^ro in torNy vith many 
cojntrios  subsidising Finished Leathers  (to aid wxport) 
tiiiis raaking Finished Li'iil^r Jro;?: davelcplnc countries 
almost" uneconomic to process without subsidy). 

•~ ,•• í.:'!'.JA.U  i' O:\JJ1 il»  'A1
   :í.iii<   i   .i.^i!J>t\X'.ül,j 

•M» «—»•«—«%.«.—— >^1 i    i Miiii i map ••    m     mum ,nwwMW*wM^*w*iW*«w>i»WPW 

Anclnor importa." ¿ «s^oot of tannery economics 

is the continuing  Annual ?OTVLZIï Garrone y requirement for .tho 
tannery operation,        'from  i-miey III  -e crin ui>tain :- 

ft iptVt - MIMÉ     •    • • IHM II  MiTnr      WiMl   H llfcl WH I       MM I II  IT I I    Hill   ITI I'   ~l ' ni     rirw        - ir -  ——*"• —> —»a^^..^-.   -—-*M"~—*—*—"MyM 

¿ to ¿V-l«..il-, 

T 
?ût . lu?    "rù'sçjv tu F>:UaJ' ' foni shed Leather 

Annual  Fovci#' 
Currency ¿-tcß, 

'Added Value" per 
sq.ft.  :J.S«  conte 

Annual  "Added Value" 
? ¿illion ft. 

Ket "Added VfclBC." 
in Foreirn 

1Ü.J-V I 

1   1<v» rj-»n 

¿.^c 01 c 

//..-• v • - • 

?. 007.00''} •/ r 

1,175,756 

27.30 

?,Uf7,C00 

1,212,W 1,281,2»* 

il <••     tì-, »' wetc:;; ^r*  i rsG; t   h" ,.• figures "Ready to Finish 
•.renter ,;Adde<3 Value" in an-1 FiT-iiche-" Leather both shov .' 

foreign currency than «et :>.IUû  (when proposeìng the same nunbsr 

of liidctO. 



proposition - the/ rctu;;, 
'.- cf .L 

^0   I'll j.:;'h!i    J-r^r,^-   -,    ,,,-,+.*->« «¡ í - a. ...  v     • .'vs '„COI* 

•
¡
U  sa'.t  "Atí'j(>d  V-niuc-'*. yet 

•Vur. this 
is se^n in contât «r  tb* in.v-.v-t   -f-.-«-« •-, «• V- 
finish" eells n.uer. -'wii-vr -   ir   j -  i^~      -       I,."/",    ' 

to Finish Hathors  -ii.or   tu.,;  ~K^;,;,: Lo««.:•:-*. . 

,   . ,*r0i" JiLr~ — ~  J *r.« II anc  tri« aU^hed noVjs we 
nay relace Jo:- o,Portur i tieS vitii c.pitol invoked. 

I*ocíil Jáiíiployee: 
iotal Capital 

U.S. ¿ 

-Agì; y;u&„ 
rt* 

2,000,000 

Pottil U.S. jíper 
Job opening     i       2o,ic'Ç 

313 22;; 

3,;oc,ooo % 500,000 

1 
FOREIGN CHtfCX 

tf.S.¿f per Job 
opening 

1 J » 5;v6 

7é?ií92 1,624,103 J   2,321,598 

1*,377 

On täos« figurée one ¡nay  state teat Wet Blue is 
not an economic mescci of cr-.atir^ ¿ob o^rtunitioc.        «acady 
to Finish» ^ Fiíü,hed d0 not dlff^ crenWyi Vat on poriii^ 

ourroncy «Coat ?er Job Opportunity", «Ready to Finish« si.ovs up 
beat* * 



ir     : >-     i' ;, 
.      .1  : 

(A\, c;-'ìf   ~ ,  íT   i*'-'*  ¿H,   -itOV •"'• 

v ¿li'V' : JL.^LsíáaA-i^'.x -.viLv¿¿ 

 t <y ; :•. a ¿ ..^. Xt JLJ.í£.JL¿J~¿X—T 

li.:¿A... **• 'U' 

ix factor;-   !;íle^    2,?^/'^ 

Lv'ïïC   'Jü:. t    O i 
product ic: 

Tjtiil: 

¿ TC'ÍAL CAKîAi, 

•.. -   í rt * 

wRoidv   te £jjr--''" SS UM 

5  ^''^o* \;¿7,y5C 

returns 

Thus,  Tor wi ?.c--;ai  tarier '..ot i-lue tf*y s'now best 
fren ô  uou.itr;<~ over il...   «conotie vi-ïvpoint "Ready 

Hou: for the much higher Ah .'i   CAW   -li to Pinisr;" i:-   fai 

¿ivi Lì VÎG    »      *.Mv        •-•** 

a gec^i profit  fi^'u'*:,  ;h£Vti 
processine yit:Ut an/imun v ùac under current conditions, for a 

given «count of ruw material. 

L'ü.úv II in ?. above), plus 

o -».out't that suc:: a s cas'; of Lu      ' .*J        . Ly -•'. 

J.Í 

Und«r prosit conditions - vith m&ny nations 

subiidistoß tuo «port of Finished leathers, it is not economic 
to enter the Fi/iUncd Leathor field unless one has Governmental 

aid» 
*et Uvas - which is not really economic to produce 

-  i.e. yields a inline "i^-let Vuiue"  ;>sr unit processed, gives big 
profit return to individual producers, *s tanners in developed 
countries all  âwurC. it *-:o f.Uo-/ tn«r to ret:«n and finish  to 
their cvn r*'iisl remits,  =m ühe pi-ouuci^s cvuntry »ets a poor 

return in :?or»-i¿n Cu.r^ncy. 



"Read/ to Finish" which appears  to ¿ive good 
return on coital, ¿iu^ hi-u ",<k^ Y*L.t" i., ^ ..^ 0f foroign 
currency,  yearns  the id^I obje-r.  **o;- ft: Urs  .-^Vr-t-    O — ü-M^W 

as it allows th« final finichin-  in country cf iinrortation W 
exact requirements. 

The current situation wnere-y Wet :.].ue r:ys 
little or no-duty,  snd Fini chad Lather pay:; a high duty 
accentuates the above position, &rd until the current tariff 
systems are alterad trade in "ini shed T, rather a vili be 
difficult. 

The relationship sale? turnover to Total Capital 
given in these examples may appear low *o tanners operating in 
developed countries, partly due to the fact that in «tost cases 
their plant and machinery stands then at much lower values. 

Traditional established tanners in Surope expect 
turnovericapital to be at least 311. The figures quoted in 
the Case Study are however more in line with new developments 
(inflated machine prices) (more goods in pipeline, therefore 
higher "Work in Progress") in developing countries where 
ratios of 1 s 1 or  1*2 are more normal. 
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en ï'1'.Oit and i-ir-shincry 
on '.'ohi si e s 

It is assumed  that i-  tue lai tic 1 /O.IïS or 

operation senio expatriate assistance will 1/3 rehuirud. 

Assume Sï:i.U*i labour p.vl-i circi J.3.2 lu^ p.day 
ynr.WJled   labour pai i sirca U.S.¿ 2.4 p.day 

Skilled labour 1*+ !,!f 

Unskilled labour 5/ 1,i1 

62 
?^ 

71 
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Cf) 

(I) 
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Other expanse Incido local Lfcrd r-jxas,   JuiLdir;g 

and Site Maintenance, i:^'t, Power, "Losal Transport, Offici 

expenses and inr.irane« Pî?.       «**• assorted a JCî^O 

foreign » Locai currency requirement. 

.Mio«    tf.3. * cents 0.5 j>*r sq. ft. 

Allov 10,í - As Bethod of f inane ine 1» unknown assume 

50i50 ?erel2ns Local currency payaentn. 

1,200 Hides  Selected Air Dried) to »e procsys^l 

dally « ¿60,000 p.a. *    5.Î Ka avorte * 1,^2,000 Kg s 

U.S. cents 0.90 Ke (Ow.1^) -* 'J.S. * **.*ß H*-'e * 
U.E. * 1f6eWf80O p.a. or U.S. cents 1Ö.7* *>«* *»•"• ray 

material. 
ïh<* "..orfc ir. ;-ro¿r«ísttt nus coen axiocated vis a «Is 

foreign ana Local currency roqulreacnt; ir really the 

proportions Df annual production costs. 




