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tanning industey are Jaridly coanoinn. A% 1. he ho exnented

bha aevwlcpinp cowniriszg, wie i lhe hash were centert tu suppls
the developed nation s wlth row rides zad <lans, huve new begun
to reallse that Thers shevld bo 3 large pobzatial oconoule

advantage arl thai they ere fully ecapavie of yroecsssing thece
raw éﬁf@*iald ‘o somd intermedirte ctage, ov oven to the finished
goods state with the obviecus locretse 'n "added value",
‘ in most sazes thase jevaloprants have hoen eouplad
with planned ex;srt programies for the products so produced,
~ This trenﬁ - ‘establiching tanneries in develeping couwrtries -~ is
 to some extent fouznt by the existent tanners in the de reloped
~world, but even o the trend will contlnuo and the rate of tanner
‘1f,development in deVéLaging ce&n*&ia¢ will &wutiﬁratﬁn - Ihis i
~ true whether Covernmental assistance is givem or rot,  The ial
~ faetor is ,ﬁs‘raaliﬁati&r that the ﬁ%”hﬁﬂlﬁ*i , involved are ofa
relatively Tow' }evel and aas¢ly %CQkirBd- ”maay, in large areas
of the world Goveraments are actlvely promoting {oy nenalty or
fUﬁﬁiﬂYj thls developmant (India, Indonesia and South America
being typical exenples), It is unfortunate thut they have
1ittle docunented werk to pulde them 1. assessing the true
sconomics of tenning. There may be an abundance of papers e
ecovering the tr .eoretical congepts of tannery devalc§mant, and an
even 'ﬁaatefravailabtlitz ofrpr&e»s;ing and manhinary detail7*b&t:
= P

;he &@tua’ au*liﬁe datail af hﬁ“ Page Stady aay
be ‘Towrd in Annexes 1 to IIT and in the paper conelusicrs are

drawn as to (he uapital faquiroments and other factors for a
~tanner' to produce at various stagas of product lon, viz

.“




wat Ulue Loather

Crust Leath.r

Finished Leathcr

As in most developing countries the "Foreign
Currency” element is most important it has therefore neen iso-
lated from both capital requiremont and annual ranning costs so
that a true appreciation of the acta-l potential benefits and
requirements may he obtained. '

Gasic economic details such as j Interast,
Amortization etc., which are common to all new developuints
are not dealt with in depth in this paper, as they do not diflar

| frﬁm other industries.
No one would suggest that the “"Case Study" used

in Annexes I to TII can suit all eircumstances, it is however
based on an actual project in a typical develppment situation
and can be accepted as a basi.s on which to judge future proposed

ﬂt‘prujwts.

’ i may be assumed that tm ultinaue abjaetiﬂ ast &
all dwclopmg countries 1s to coavert all, or as much as
poscible, of their raw hides and skins to fully finished Leather
articles - be they shocs or other leather goods. A8 an interinm
 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 assm«se that the ultmate naanr future &m

untries which have had succoss in stwo expore:):shw that{
o the 100% Leather shoe i3 perhaps the article which yields the
best aconomic return in Export markets. Howaver in this short
paper we will only dsal with the production of Upper Leather.
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(Nells TE oLl uwnnersteod Ut oo ate
will he ovresonted hy obthap s daellr e witl g
newly develoncd ecorcunls ofe Loituer procoss (1)
“ne case ostuldy civen bere 45 Tor oo ounlt o process
1,200 African Dried llides per cay, this 2culd be referred to oo

a large unl{ and ottains 2ll such ezonomler of crale as aro
avalilable, The Hide and sinl.hed Leasher pricas usaed nre
those of December 1972, and it is perbaps worth notirs that
these prices are near tue maximmm they have ever reaciied. This
is raspénsible for a twofold effect :-

(1) The capital requirements for work in propress are

high = nearly double that whlch would hove bzen .
the case a year earlicer.
(2) ‘Due to the high hide and lcather prlices it becanes
| . ‘more and more certain thai leather and/cr leather
gouds will bs exported as the cost/value of these
~ items 1is bayond tho pockst of the uajorily of the
o iﬁﬁigeﬁcu& pﬂpulatten of the developing csgn@r&ﬂs.- :
, In this paper refererce to Meconomic viability" is
+in; tu elassicbl "private Enterprise” econoric systems,
Some of the viewpoints would be the same in u "State Controlled
Economy'%but the emphasi: and deductions may differ. In the
same context it 13 assumed that the tannary will be operating in
an munprotected situation, ani its sales price scructure must
therefore be capable of withs»anding direct competition with
other eimilar products on the international market,
i (A caaa study of a hannary agerating in a

- It haa baan acce§te¢, 1n th& ease stnﬁy, e&&%‘
¥111 be operated two or threc shifts per day to sult any
technology adopted, and ensure raximws use of plant instalied.
Likewise building costs have allowed for essential r&quirewaatﬁ
only, and have ascumed single stcrey light constructicns capable

(1) &tkinscn.& Scoweroft = %anxecatini 5/73 via LS ATHER®
June 1973
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Meve SUC relslpat aw Uil e
v, weglLre pao Bdivees to e onen srurdier - sften
tylioe & ; b
() L&:i,& Tanevr woooo - when LU magt bz accepted

that the priny oojectives in anoy developuents
s tuao “J,}Qynﬁﬁ; of leeal nepsonnel, and an

One would assime thol fork 1ilt trucks and pulling gotors are
a1l that iz es.entisi for econcnig opuratlion, «

we have alreacy scoused thal the products from
our Sage Study will end vp on
| guaz ba noted s axirerely ecmpetitive « for thiy reason the
',$Qﬁi%i,§§é hygonice aﬁsﬁiéi%& %Etﬁﬁﬂk ha the study are ain&mal,
 utilitarian - on the ilnes of & &Qmﬁgr:ih* grasagt - not ﬁp tﬁ
:iﬁkg stendards of 8 Sovernmentel prestize rroject,
Most 3a§hsri§i#§ seensly hold the vlew that

prasegt mn%t ve ﬁgiégre te the situetlon, and denlore grz&tif

the inttinting of ~rolects ir duve leping cowtries which are
pased ¢n Jopying the layéah cow stmature of existing plants in
developed countricr,

in tae Case wiady it has been assumed that
maxieun use has been male of lecus manufacture. Drunm bedies,
tubles, pallets ete, ean e produced at very lov cust in most

"

developing %ﬁif%iiﬁﬁg sopotines 1% way e nscessary o i§§ﬁ¥$ s

cgggag nf each i%g@ az %%ﬁ?iﬁg i&ﬁyl@%&l L:Ligans taﬂa§f _

: &zyﬁrééaaa in developin
thet espltal figires 100,
sizgilsar slzed unlis,

tia werld export market - which it

i e L e
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use reconditliened iachlirery ird have wip i mum reserve capacity

Y

7

could wall reduce Ric raquirenents Ly over 0.0,

Vikewlss 2 rressize jrojoot - with o curfelt of
reserve copacity and ultra mol~rn soclal enitles could well
require an Incresce of 100, in canltal regquirement.,

lthouzh the "Case Study" refers to a typical
dQanoping‘country it 15 assumeé that power 1s avaiiable. Also
water (piped, weil, river or lake) i: escential, and obvicucly
these two facters would have baen @valgxfee vrior to site
gelection,

ue to the fluctuations of Raw lide an? Skin
ptices over the period 1571 - 3, it 1s difficult to be over
definite concerning the capital involvement in the Case Study.
The 1007 or more rise in Hide <rices obvicusly altered many
i'f&ct@rs. , In ~Ugust 1973 there have been signs of a fall in

,gfrivss but tczr mazistezmy me Case st;udy uses the data of

Eatertal would hé Gebd of tna donestic market.
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marketing consiierition. =0 we L i cconomics, therelore, some
of the following will necd to ne elaborated and examined in
sach project being Initlated,

A ég aa‘UJ Lakd =.%u iR jLE “M‘

From Annexes I and Il one may find the Total
Capital requiremente for the varlous stases of proc:ssing &=

vet Llue

|Foreign Carrency 7’653,%92 1 1 62&,10‘3
fgai‘ﬁar?ency },23%,3&3, . 1,875,897

,GG{}\;QQ«:}%.""]'_

Cne may compare the figures in Table I with ex
factory sellilng prices (Jocenmbar 1072) (for eomplete run of
production ).
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M'Lf“_l;T =030 VAL o TOTLL TAFTCAL L8730 (in U.s,
Product Added Value
det Sluc @ 12.30 cents ft =
Beady to Tinish i 22,30 centg ft = | 1
‘ g ,{‘}O‘;} "{}Gﬁ 3} ¢ ?CO,€§c;O O‘ E’f?
Flnished 8 27,30 couts ft =
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On this basis the return
fprﬁpasitiaﬁ, and this 1z ug“hag¢ a ﬁara #enaib ¢ @ay to aﬁgess

Ztha situatien and QhﬁWa the agangmy of “?egﬁf

i In some uifﬁﬁﬁ&ﬁ&ﬁﬁ%ﬁ cne may bﬂ wore interested
‘iﬁ “ﬁédad Value" compared with the foreign currency
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tannery operation.
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CABLE V. - ANMUAL FORSIGN URIHGY RET
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Annual ﬁe”e‘gh o .
Currency seqs B2y 787 793,525 1,175,756

|"Added Value" per
' 3q.ft' TeBs : cﬁmL

¥
“

As ezpected on thes
and Finlched Leather h show

: figures "heady to Finish"
sreater "Added Value' in
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than Findched l, one
bhe preauction of "Ready

Lanad Leathay

S

mal ital

3,506,000

Dotol U.S. fper
Job opening

CAFITAL:FORBIGN
CHRICY U.5.2

7655692

Currency “"Cest per Job Cppor
best,

15,556

not an e‘éc‘;ﬁmﬁ zn%*hesc; af ers @tin;; ge’é; f:}yyﬁrﬁhﬁitiﬁ
to ¥inigh" and Finished do not ¢iffe, greatly, b

ut on forelgn
%m.t*»f“ "Ready to Fmish” shows up

"Ready
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vy fPoctory szled 2,790,000 31,690,000 1,140,000

3,000,205
669,795

| Thus, for an agtual tarner Vet blue may Show best
veturns oyl from a countrics overiil sconopic vieupoint "Ready
to Pinisu" is far bebler. anen one allows for the much higher
wadged Volue" in foreign carrency .see Tavle 11 in © abeve), plus
2 geod profit fignre, ieve Lo no Asubt that sueh a stage of
processing ylelds maximm vilue under current conditions, for a
iven arount of row material, ' N

Wet ilue - wnlch is not really economic to preduce
- 1.0, ylelds rmirtwum "hdded Value" per unit processed, gi#!aa big
profit return to individual producers, as tanners m,devslepe& '
countries 31l demard it %o aliow thexr to retan and finish to
their cwn requirements, but the producing sountry gets a poor

& PO PR TR
raturn in core.gn LUrrency.




"Ready to “inish" wiiech sppears to ive ypocd
return on cspital, pius high "idded Value" in teriag of foreign
currency, seams the 1desl obLject for futare frojacts, esreclally
as 1t allows the firal finiching in country of iurortation to
exact roquiremente. ’

The current situution wherery wei hlue pays
1ittle or no -duty, snd Fintshed Leather pays a high duty
accentuates the ab@ve position, ard until the current tariff
gystems are aliered trade in ¥inished Leathers will be
ﬁifﬁcult‘

, ~ The relationship s&leg turnover to Total capzm,
el in ahma exanples may aggéar low to tanners operating in -
] ﬁee&tﬁ%, ;;artly due to tﬁe fact that in @st ms&s )

al :  The figures quoted in

'tae Case Study are Mwevar more in line with new dev %espamtz
(inflated machine prices) {more goods in pipeline, therefore
higher "Work in Progress") in desveleping nmmtriew where
ratios of 131 or 132 are wmore normal.
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(a) TH 1o zsstaiad itoat /s 4o i ol o b
neadad for tne "findshea™ projeel, toe toLt £huaR 0
production belng progc yrtionsiely Tec.. 1toiL asowred
that J.3. 2 60 pesr sa. " will producs & roasonable Bullding.

(b) Cost of su.ply of wan.r and servicss ud Lraitment
of afflnent vary greatly, according bto logitlon, Tynizal
exaplzs have beon ased.

(c) vepraciation has Lzen allowed on duildlnie - Ly

on ?i&m; an@ Hachilnery - YO

ﬁi*le#

%aw*‘m&ﬂd s,i‘;at i** tue iﬁl%&wl tears of

: sr} i}.l“:%é l&gﬁiﬁ? ??*i&i iv%i”ﬁ'i ié;}:g 4 .o
‘ifﬁ*‘f;iﬁ@é labour ;‘}u&i nirca U.5.5 2,-% ?,dazf

smueé Iabaw T
Unsitillied labour

1 23(5 ﬁiéés ii;&leeteé Air ﬁr%e{i} t0 be fmgg,;sﬂé

o

Aaily = 360,000 p.2. & 5.2 ?ig average = 1,872,000 Kg &

UeS. cents 0.90 Kg (Dec.1972) = U.5., B 4.66 Hile =
U.3. £ 1,634,800 p.a, or 8..3. sents 18,72 per su.ft. rav

material.
(1) The ".ork in Trogress® has been aliccated vis a vis

Foreign and Local currency requirements in reughly the
proportions of annual uroduction cosic.







