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In this study!

The term "developed countries” includes the centrally planned economy
countries of Eastern Europe and the USSR as well as the free-market
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All dollar ($) references are to United States dollars,
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Leather area is expressed in ﬂz as this unit is the most widely
employed in trade dealings,
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INTRODUCTION

At %he Second General Conference of UNIDO, held in Peru, March 1975,
the Lima Declaration and Plan of Action on Industrial Development amd
Co-operation was adopted in which the role of industry was re-asserted as
a dynamic instrument of growth essential to the rapid economic and social
development of the developing countries, and in which a target was set
whereby the developing countries' share of world industrial production
should be increased from its present level of around 7 per cent to at
least 25 per cent by the year 2000, The Declaration and Plan of Action
was subsequently endorsed by the General Assembly of the United Nations

at its seventh special session,

"Studies must be undertaken"

Among the mandates entrusted to UNIDO at Lima was one which stipulated
thats "in order to give concrete content to the process of industrialization
in the developing countries, stulies must be undertaken and specific measures
formulated in different sectors of industry, special attention being given to
priority sectors". The Lims Declaration further drew attention to the need
to promote agro-based or agro-related industries, in view of the basic
complementarity between industry and agriculture,

The leather industry, one of the oldest in the world, one of vital
importance to the developing countries, and one that obviously fitted the
above description, was subsequently selected for stuly on a world-wide basis
by UNIDO. Carried out by experienced consultants on the sector, with support
from the staff of UNIDO, the stuly traces the development of the industry in

both developed and developing countries, analyses its current production levels
and makes projections to the end of the century, Both the Food and Agriculture

Orgenization of the United Nations (FAO) and the United Nations Conference on
Trade and Development (UNCTAD) have contributed to the study.

Need for "urgent oonsultations"

In the opinion of the authors of the study, the Lima figure of 25 per oent

by the end of the century is "unrealistically low" for the leather industry.
Even now, if the developing oountries oould oonvert the raw hides and skins
they produce to fully finished leather artioles, their output might represent
some 40 per oent of the world total,

o
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Nevertheless, expansion of this nature can only take place within the
{ramework of co-operation between developed and developing countries, If
the developing countries are to produce a greater share of finished articles,
they must have greater access to the markets of the developed countries, and
be able to concert with them mutually beneficial joint investment projects,
If this is to be achieved, countries and groups of countries must consult and
co-operate with one another for the common good, In this respect, the Lima
Plan of Action called for the convening of

Urgent consultations, taking into account appropriate
information with respect to the development of demand and
supply, availability of production factors and their costs,
the possibilities and conditions of investment and the
availability of appropriate equipment and technologies,
with a view to facilitating, within a dynamic context and
in accord with authorities available to Governments, the
redeployment of certain productive capacities existing in
developed countries and the creation of new industrial
facilities in developing countries. These consultations
should in particular relate to industries processing raw
materials exported by developing countries ....

Before meaningful consultations can take place on any industrial sector,
however, in-depth knowledge is needed of its economic, technological, financial
and human aspects, its relative position, actual amd potential production

trends, and its potential impact on the environment,

The present document contains a summary of the draft study prepared by
the Sectoral Studies Section of UNIDO's International Centre for Industrial
Studies with the purpose of providing the above information, including
pro jected estimates of supply and consumption to the year 2000, as a contribution
to the process of consultation. The third in a series of such sectoral studies
featuring long-term projections, the draft will be distributed for comment to
governments and other decision-making bodies and individuals throughout the world
in October 1977, Naturally, the study, and its projections, will be revised
periodioally in the light of changing circumstances.

N
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BACKGROUND

The leather industry is ripe for expansion in the developing countries

for a number of reasons:

'e  Those countries, while exploiting only part of their raw material,
currently produce some 40 per cent of the total £lobal supply of hides and
skins; thus they are in a position to control the distribution of these

m~rterials, ard the location of manufacturin~. capacity.

2. The technologies employed in leather and leather products nanufacture

are not unduly sophisticated, may be used by relatively small-scale units,
and are certainly within the realm of competence of most developing countries,
The possibility of using a2 step-by-step approach also facilitates developing

country entry into this sector of industry,

3o The initial production processes are wet and arduous, amnd produce
relatively lurse volumes of noxious effluent., This has led environment -
con.zious sovernments in many developed countries to impose strinrent effluent-
control standards which have, in some cases, resiricted the production and
expansion prosrammes of tiheir tanneries and led to starnotion and decline,
This need not occur ir developing countries when the sector is expanded since
1t is less costly to install pollution-control euipment, or emplo; less

polluting technolo~ies, in new plants than to improve existing ones,

4e As aconsecuence of the foregoing, the last decede has witnessed a
significant natural “migration" of leather sector activity from the developed
to the developins regions of the world, and imdications are that this pattern
will continue, possibly at an accelerated rate, The misration has generally
been marked by the establishment of new production units rather than the

relocation of existing plant.,

The rapid expansion of the sector in the developing countries, however,
has not been based on any globally agreed sectoral development plan, and there
is cause for disquiet on a number of points., For example, it is generally
2~maed that, world-wide, there is currently a significant over-installiation
of tanning capacity. While the demand for leather and leather products is
buoyant, the supply of raw material is inelastic - finite, renewable annually
with growth at less than 2 per cent per annum, Many new production units,

therefore, operate at uneconomically low capacity utilization levels.

—
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The leatiier and leather products industries of the developing countries
have directed much of the increased production resulting from their
expansion programmes towards the markets of the developed world, and have
made significent inroads in some areas, Now, howaver, the developing
countries complain that their export prosrammes are being :cstricted by
tariff and non-tariff barriers, especially in the field of finished leather

products,

The leather and leather products sector in the developed regions view
the situation differently. They suggest that they are being subjected to
wfair competition due to the incentives and government protection enjoyed
by the sector in many developing countries. They further claim that the
products from some developing countries are not compatible with established
international quality standards and are lowering the prestige and image of

real leather,

The leather industry is a by-product industry, dependent in most
countries on the meat industry for its raw material, Thus the supply of
raw material, hides and skins, is virtually inelastic, The increase in
demand for hides and skine or leather is generally reflected by increases
in prices, Over the last decade, however, the price of raw hides and skins
has fluctuated erratically, making it difficult to quantify the potential
value added obtainable from further processing.

Historically, the tanning and leather products sectors have consumed
virtually all the hides and skins produced by the world's meat indusiries,
the ba.ance of their demands being met by substitute materials, Currently,
these substitutes are inferior to leather on both technical and aesthetic
grounds; however, given the expansive research programmes being carried on

in this substitute field, the situation may change,

Up to a decade ago, some 70-80 per cent of the leather produced
¢lobally was consumed by the footwear industry, In recent years, however,
in the developed oountries, there has been a swing towards the use of leather
in garment manufacture, with the result that, in some areas, the volume of
leather now going to the footwear industry is less than 50 per cent of the
total supply.

Cm—— \}
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CURRENT GLOBAL SITUATION

Raw material: 1live animal holdine

The major raw materials for the leather industry are the hides and
skins of bovines (inclwling buffaloes), sheep and goats. Pigskin has
hitherto had limited application as & raw material, but that situation
might change and large volumes of the material be made available to the
tanning industry if the public could be educated away from its tradition
of eating pigskin (as bacon rind etc.), or if government and health

regulations were to be introduced prohibiting its consumption,

The "pie—charts" that follow have been prepared on the basis of data
and information provided by the Footi and Agriculture Organization of the
United Nations (FAO) for the year 1975,

Live bovines Annu:l production of
calf ond cuottle hides

Develoning
countries
881 million (6¢.2%)

Developing
countries 121
million pieo;es

Developed countries
151 million pieces
(5h.2%)

Developed
countries <490
million (23.§)

Estimuted annual area yield
of bovine raw material

The low area yield in the developing

countries, while due in part to the

Developing smuller size of the live animal, is
countries
3,187 million ft2

(37.5%)

much more a reflection of low offtake

s Totes. A typical offtake rate in the

developing countries is 8 - 14 per cent

Developed countries per annum, compared to over 25 per cent
5,301 million ft2

(62.5%)

in the developed world,
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Annual produetion of

Jive cheep ond -0 ts sheep and roctskins

Developing
countries 898 million
(F2.17)

Develo; inr
countries 295 million
pieces (' 9.49)

Develoj ed
countries 237 million
pieces (44.6%)

Develoned
covatries 549
million (27.97)

While the yield in sheep and goot is 21lso lower in the developing countrics,
the difference ir not so marked. Variations ~re mainly due to the smaller
ckingc, but the offtnke rate shows less dicpurity than that of the developed

count riecn.,

In total, the global rield of raw material from bovines, sheep und goat
in 1975 reuched un estimated 11,3 billion ft2,

Totul production of raw

m:terial from bovines,
sheep :nd roatr

The above yiclds do not tell the full

Devecloping
countries /.6
billion ft2

(/0.0

story; however, ac the hides and skins
in the develoring count ries, besides being
smaller in number, show defects resulting from

poor animal husbandry (brands, horn rukes,
Developed countries
.7 billion ft2

(“9.4%)

scurs, scabs, ticks, thorn scratches, etc.)

and yield lower cuality finished products.,

In addition to the raw materizls discussed ubove, the world's tanning
industries obtain a certain amount of pigckin from countries where this material
is not consumed as foodstuff, While reliable data are not available in this
arca, it has been estimated that pigskins currently augment world leather
supplies by 20 per cent, mcst of this increase being in the developing countries.
If thir estimate is correct, total lcather raw material would ecual 14 billion ft2
per annum, of which the developing countries would have 47.% per cent and the

developed countries 52.5 per cent,
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Current rates of leather manufacture in the develoring countriec

Levels of tanning activity vary greatly in the developing countries.
Some countries fully process :11 of their raw material and import significant
quantities from other developing countries, or from developed countries.
Others evport their raw material in semi-processed (somewhat raw) state.
Aruin, while 2 number of rcountries process some proportion of their raw
materi.l to leather in various forms, a few have not yet commenced tanning,
even though they have sigmificant supplies of raw material. The following
"pie-chart" shows estimated global tanning cctivity (bovine, sheep and ¢oat)
in 1975.

According to current estimates, the develojing countries collectively

obtain only 76 per cent of the potential value udded from their raw material’

(7€ per cent effective utilization).

Global tonning aotivity in The full value added should be obtain-

able by complete on-the-spot processing.

Developing
countries 3.5
billion ft2

(20.8%)

There is obviously great scoje for
exponsion in this sector, subject of
course to such factors us mc-ns of
production, (uality of product and
Develofed countries availability of markets.
7.8 billion ft2

(69.2%)

Current rates of leather products manufacture in the developing countries

No definitive data exist reclating to global rroduction of leather footwear.
Various authorities have made estimates, but their methodology hus seldom

Estimated global leather been elaborated.

footwepr production In the present study, a crude

cetimate of global leather footwear

Developing
countries 1.1
billion pairs
per annum

(34.6%)

production has been made on the basis
of bovine raw material supplies; it
shows global production to be 3.45
billion pairs per annum.

In a selective analysis of

Developed countries
2.1 billion pairs per

production in the develored countries
annum (65./%)

and some 36 develoring countries, the

N
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estimated volume of leather footwear production only, aggregated on a global
basis, was 3,2 billion pairs per annum, the distribution of which 1s shown in
the accompanying pie-chart, The two estimates are not irreconcilable, however,
vwhen wastage and use for other leather products are considered, No global or
rsgional statistics are available for the manufacture of other leather products
(e.g., handbags and travel poods), but it is suggested that, except in a few
advanced countries in Latin America and Africa, production of such goods is

generally at a low level,

Muture rav material availability and tanning activity

The projections offered in this study for future hide and skin production
are tentative., The simplest of them, however, based on a constant per capita
consumption of meat (and subsequently hides and skins) to the year 2000, in
the developing countries - with o linear trend being adopted in the developed
countries - suggests that the developing world's share of hides and skins can
be even greater than it is today., This is illustrated in the graph on the next
page.

Future trade

In 1975, the developing countries were net exporters of hides and skins,
Recently, however, their exports in this sector have been rapidly declining
and by the year 2000 - if a linear trend is followed - they should be net
importers and tanners of significant quantities of raw hides and skins from the
developed countries, If this trend is realized, the developing countries, by
the end of the century, will have raised their share of global tanning activity
to some 65 per cent (from the 1975 level of 31 per cent),

Thus, tanning activity in the developing countries from 1975 to 1985 should
grow at the rate of 5,0 per cent per annum, and from 1985 to 2000 at the rate of

4.0 per cent per annum,

The estimated or projected totals of tanned footage of finished leather
per annum would be (millions of ftz):

1975 - 3,491
1985 - 59689
2000 - 104250
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It should be noted that the total footwear and leather production of
the developed countries may not decrease because, instead of real leather

articles, they will produce quantities of synthetic leather, textiles,
rubber and other leather substitutes,

Projected production to the year 2000

(Billion £t°)

16 Rew material ' 16 Tanning
el A /.
; o 40
gLo® 12 Glob‘l .
12
1/ |
10 10 _ -
8 a 8 ’Devolw'd -
] Developed =~ = - T -7
6 }—— ":/":—__ e T 6 /\’(‘\\‘\
4 * Developing 4! ~« Developing
2 | 2]

1975 1980 1985 1990 1995 2000 1975 1980 1985 1990 1995 2000
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TECHNOLOGY ; CAPITAL COSTS; VALUE ADDED

Leather production technolo&

Future production levels

There is no great difference in the technologies employed around the
globe today to produce leather on a mechanized industrial basis. There may ,
however, be a minimum economically viable size of industrial tanning unit:
circa 300/400 bovine hides per day (2.5 million 2 per annum), Limited
economies of scale are available which suggest that unit capacity should be
above the 1,000 hides daily input level, but entrepreneurial considerations
negate some of the apparent financial advantages; thus, the majority of new
tanneries cater for an input of 500-1,200 hides daily (4-10 million ft° per
annum),

If the tanning activity is export-oriented, or based in areas lacking
entrepreneurial skiil in the leather sector, or with an unskilled labour
force, it is advisable to adopt a step-by-step approach to development, the
steps being:

o Production of wet blue leather (a primary form of semi-
processed leather);

+ Production of crust leather (leather awaiting final surface
colouration);

o Production of finished leather,

Each step may require 2-5 years to consolidate. Some new installations
which have ignored the step-by-step approach (though not on technical grounds)
have yielded poor project results. I/here the tannery is designed solely to
meet domestic consumption, it is possible to leap-frog the intermediate stage,
as market acceptability may be a simpler matter. New tanneries have the
advantage that they can avail themselves from the outset of modern technologies
to minimise effluent problems and thns be in a more competitive position than
existing plant which may not easily be able to employ environmentally sound
processes, nor have at their disposal sufficient area to process effluent to
current requirements,
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Capital costs

The fixed and total capital costs of new tanning units in the developing
countries vary greatly, depending on whether the units are basically
commercially oriented or designed as "prestige" projects. Come median capital

requirement estimates for bovine hide processing in 1977 were:

Hide tannery (processing Raw to wet Raw to crust daw to

10 million ft° per annum) blue finished

(I1illions of dollars)
Total capital throughput 3.1 5¢4 6e7
Fixed capital 1.4 2.9 3.7

uconomies of scale exist, but although "on paper" they appear significant,
industrialists suggest that smaller units with improved product flexibility
and quality control may be able to counterbalance the situation by increased

value per unit of sales,

Pew developing countries produce the machinery necessary for tannery
installation, (Argentina., Brazil and India produce significent amounts, but
are not yet self-sufficient,) Thus, for the majority of these countries, a
large percentage of the capital required will need to be in foreign currency.
In areas that have no machinery construction capacity or expertise, the foreign

currency requirement may be as much as 52 per cent of the total capital,

Value added

In recent years, value added has declined as a .ercentage of raw material
value owing to the steep rise that has taken place in the cost of raw material,
In view of recent rapid fluctuations in hide and skin prices, the concept ol
a percentage uplift from raw material to finished leather will not yield
consistent data, In a study carried out in 1972, value added and prices for

East African low-grade grain upper leather were shown as follovs:

Ex-factory price Value added per i‘t2 Value added as por

cent of raw matorial

(US cents per f‘tz)

Wet blue 31,0 1243 65.8
Crust 4100 22.3 119.2
Finished 46,0 27.3 146.0

e}
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However, the cost breakdown of a medium to high quality finished leather
in Argentina in 1977 was cquoted as:

Per cent
Raw material (hide) 56
Chemicals 15
Lnergy 3
Labour 9
Sales and overheads 17

This sugpested value added to the finished leather stage of only 78 per cent

uplift on the raw material.

In the developing countries, labour costs, even where extremely low, are
often offset by the high cost of imported chemicals - suggesting lesser value
added availability., It should be noted that the apparent value added is not
alwaye realized in economic terms, as foreign currency and chemical costs
comprise a significant percentage of production costs, Data for 1977 suggest
that chemical inputs (proprietary products) may costs:

U3 cents per ft2

Raw to wet blue 6.67
llet blue to crust 3.33
Crust to finished 533
Total (raw to finished) 15.33

With typical finished leather prices at $0.80-1.20 per ftz, the chemical
input is certainly significant, Tanners in some developing countries, however,
suggest that they pay appreciably higher costs for their chemicals; but this
cannot be due to freight alone, and may result from either Government-imposed
import duties or high trading margins extracted by local merchants.

Studies carried out in several developing countries suggest that, in view
of the high cost of imported chemicals, and the cost of servicing foreign
capital - often jointly well over 50 per cent of the value added - the
production of leather, if not carried out economically and with teohnical
efficiency, may result in less net foreign currency than might be obtained
from exporting raw, unprocessed material.
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Leather products

Future production levels

Variations .n the technologies employed in leather products manufacture
can be extreme, The developed countries use the most sophisticated technolopies
available, and in accordance with market demands, whereas tne mode of production
and the standard of products from the developing countries are strongly
influenced by tradition, The modernization of these traditional production

systems can only be achieved through step-by-step development,

lhile in the immediate future the developed countries will undoubtedly
continue to dictate fashion and to produce sophisticated luxury items in the
area of shoes and other leather products, the developing countries will increase

their production of commodities and of traditional products,

In the case of footwear manufacture, the end products vary from simple,

leather-soled toe-thonged sandals to sophisticated, closed, western-style

shoest consequently, capital costs for manufacture and value added for the
final product are dissimilar, Capital costs for the production of many forms of
leather goods (e,g. handbags), however, are negligible, only a roof and a few

hand tools being required to manufacture,

For footwear manufacture, Several levels of mechanization are possible,
and economies of scale are available, At the fully mechanized level, it is
reported that the capital requirements for the manufacture of 500 pairs daily

of western-style footwear are:

Total capital: $1,058,000 ($2,126/pair/day)
of which
Machine costs:  $400,000 ($800/pair/day)

A recently introduced low-technology range of machinery, suitable for
upgrading artisanal production to mechanized form is less demanding of capital,.
Its capital requirements are reported to be only some $20,000 per 200 pairs of
shoes daily, This plant has certain limitations regarding labour efficiency,
but while not suitable for large production units, it should prove a suitable
stepping stone for countries wishing to mechanize their artisanal industry. A

mean capital requirement may therefore be reckoned at:

Total capital: 31,546 per pair
of which

Machine costs: 3280 per pair
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Value added

Value added to leather and leather products manufacture varies with the
style, emality and workmanship involved, In a typical situation, however,
the upper leather for a pair of corrected grain upper leathered shoes would

cost some 52,00, corpared to an ex-factory selling price of %5400, Thus,

»160C of raw hide may yield
32,00 of finished leather, which may yield
35,00 of leather footwear (ex-factory)

Trade flow in leather products

The developing countries’ share of the leather products market in the
developed market economy courtries approximately doubled during the period
1967-1975, amd ¢growth rate, in value terms, averaged 34 per cent., There are
no indications that this rate is likely to decline as the trend in the developed

market economy countries is towards increased imports.

Intra developing countryv trade, however, remains small - only 6 per cent
of total developing country exports, This is an area which needs attention

if the Lima target is to be attained,

The tariff and non-tariff barriers that exist in all developed market
economy countries are hindering the efforts of the developing countries to

increase the degree of processing in the sector,

Total capital requirements for the leather sector to reach the

level of activity projected for the year 2000; economic advmtams

lLeather production capital requirements

The authors of the UNIDC stuly estimate that to attain the activity levels
projected for the year 2000, the developing countries will need to install the
equivalent production capacity of 792 tanning units (10 million f‘t2 per unit
hide, and 6 million £t 2 per unit skin),

Half of this growth in capacity, however, may be in the form of expansion
of existing plant, FFurthermore, in some areas the tanning units may have
smaller capacity throughput levels than the costed models without sacrificing
efficiency. [xpected capital requirements for the period 1975-2000 are shown
on the next page (at 1977 price levels):

S
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Total capital required Possible foreign Per

currency reruired  annum

(11illions of dollars)

1975 - 1085 1,657.5 85543 8545
19085 - 2000 3,263.8 1,684,1 112,3
Total 1975 - 2000 4,921.3 2,539.4

If tannery development is approached on a step-by-step basis, production
beins concentrated on ''semi-processing!" for the first 10 ;ears or so, some

appreciable part of the foreign currency requiremert may be self-generated,

l.eather products production capital requirements

Owing to the dearth of historic data regarding leather footwear production

in the developing countries, no reliable projection can be made for the year
2000, It is unlikely, however, in view of the general lack of capital and
expertise, that the developing countries! footwear sectors will keep pace with the
relatively rapid rate of expansion of their tanning sectors. This may be
afrravated by t~e market situation: the developed countries are objectings to
current levels of imports of leather footwear and other leather soods from

the developine countries, and cuotas and barriers are being discussed with a

view to controlling tliese levels,

Notwithstandings the above, three alternative hypotheses have been

elaborated regarding the developing countries'’ share:

Alternative A suggests that by the year 2000 the developing countries

will be converting to footwear and other products all of the leather produced
by their tanneries (i.e. their indigenous material plus imports of raw hides
and skins)., This would give the developing countries a 65 per cent share in
global production,

Alternative B sees leather footwear production of the developed regions
remaining at 1975 levels, All increases in production would take place in

the developing countries, which would give those countries a 56 per cent share

in global production,

Alternative C suggests that by the year 2000 the developing countries will
be converting to leather footwear and other products all of their indigenous
raw hides and skins, This would give them a 45 per cent share in global
production,
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Projected leather uppered footwear production to the year 2000
(Billions of pairs)

5 Developing oouniries 5. Developed countiries
) o o
// ////‘/
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Assumed annual growth rates r cent per annum
Alternative Devologig countries Developed countries
----- A + 4.2 - 0.9
———— + 3.6 -
— - + 2.6 + 0.9

Thus, inoreases in production in the developing countries from the 1975 base
of 1,110 million pairs per annum could be:

Alternative A: 1,963 million additional pairs per annum
Alternative B: 1,556 million additional pairs per annum

Alternative C: 1,017 million additional pairs per annum

Dovologix_\g countries' total capital requirements

The capital requirement to erect the facilities needed for the levels of
production suggested in the three Alternatives would be:
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Alternative A Alternative B Alternative C

Additional anmnual praluction of
leather footwear (millions of
pairs per annum)

Laily production (millions of
pairs)

Total project capital required
(billions of dollars)

Total cost of plant and machinery
(billions of dollars)

Year 2000: possible additional
value added per annum
(billions of dollars)

Additional annual velue added
Total capital requir&

Additional annual value added
Cost of plant machinery

1,963 14556 1,017
7,852 64224 4,068
12,139 9,622 6,289
24199 1,743 1,139
7,656 6,068 3,966
63415 63, 15 63,15
348,27, 348,2" 348,27,

It can be seen from the foregoing that provided the plant amd machinery
onl are purchased with foreign currency, the returns may be rewarding,

In addition to the value added yielded by leather footwear, the production

of other leather goods - particularly from skins — could yield value added of
$1.16 billion per annum by the year 2000, at insignificant capital outlay,

The developing countries! total capital requirements, value added, and

job opportunities if the projected

levels of activity are reached by the year

2000 in the tanning and footwear sectors are shown below:

Total sectoral oapital requirement
Total capital: 1975-2000

of which foreign currency
requirement, plant and machinery
may be

Inocreases in annual value added
over 1215 levels

Leather produots

Leather footwear

Other leather products

Alternative A Alternative B Alternative C

(Billions of dollars)

17406 14.54 11.21

4.74 4,28 3.68

(Billions of dollars)

3.72 3.72 3e72
7466 6,07 3.9
1016 1.16 1.16
12,54 10,95 8+85

e e \}
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Alternative A Alternative B Alternative C
Job _opportunities (11illions)
Leather production 0,19 0.19 0.19
Leather footwear 1.57 1025 0.81
Other leather products 0e35 0.35 0.35
2,1 1,79 1035

Thus, it is suggested that in the developing countries by the year 2000
capital inputs of 11-17 billion (the foreign currency element being perhaps
%347=447 billion) could mean increases in value added in the leather a:id leather
products sectors of from .;8,9-12,5 billion per annum, with increased employment
for 1,35-2.,11 million people,

There seems little reason why the d.veloping countries should not raise
their leather production activity from the 1975 figure of 1 per cent of the
global total to some 65 per cent by the year 2000, In the leather footwear
field, they could raise their share of global production from the 1975 level of

35 per cent to 45, 56 or 65 per cent, depemding upon a variety of circumstances.

—
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DEVLLORLNT 3TRATHGIES
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Given the fact that they hold 40 per cent of the sector's raw material,
and that tariff barriers have been renerally low in the last decade, it would
seem that the developing countries should have been able to penetrate deeply
into the international markets with finished leathers and leather productse.
liowever, althoush many countries have made great efforts to expand their
leatier sectors during the past decade, the results obtmined have often been
disappointing, notwithstanding the heavy levels of capital expenditure

employed and the government incentives and protection provided.

In some cases, this poor developmernt may be attributed to inadecuate
lobal liaison in the industry, but in others it may be the result of ill- |

informed, over-ambitious, and wrongly oriented government development schemes.

Thus, if the Lima objectives are to be attained, a major priority must be the
preparation of sound national intesrated leather sector development plans, '
realistically attuned to both the domestic and the internationul scenes as well

as to the industry's true possibilities,

The parameters which govcrn the development of any industry may bec
conveniently categorized under the broad headings of materials, markets, methods
of production, money and manpower, A successful development stratecy will
depend upon the degree to which the requirements of each of these categories
are satisfied in individual countries. Because of the differences in potential,
no attempt is made here to specify a precise common line of strategy, but broad
guidelines are presented upon which planning may be based, taking account of
particular potentials aml current stages of development.,

Although countries that dispose of large volumes of hide and skin (e.g.

Irdia - 29 million hides per annum) have obvious production potential, volume

is not the only criterion to be considered: +the number of hides produced per

capita is equally important,
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On average, the developing countries produce 59 hides per 1,000
§ inhabitants, and some countries producing this amount have a thriving
industry. In Argentina, which produces 12 million hides at a rate of
470 per 1,000 inhabitants, the industry is at a comparatively advanced
stage of development, On the other hand, in Botswana, which produces
250,000 hides per annum at a rate of 400 per 1,000 inhabitants, the
industry is negligible, Obviously, countries which differ so vastly cannot

have identical aevelopment strategies,

Jome countries are developing leather and leather products sectors
which depend heavily on imports of raw material; basically, all they have
to offer is cheap labour and expertise. This practice, ir an era when raw
material is in short supply, seems short-sightecd. Imported raw materials
should be considered an adjunct to local supplies, a measure designed to

achieve economies of scale rather than a prime source,

Markets

Countries determined to develop their leather sectors would appear to

have two major options open to them:

(a) The development of the domestic leather and leather products
industries through import substitution a.nd/or through increasing
the social well-being of the population by diverting increased
leather and leather products to the home market;

(v) The orientation of their leather sector to ths export market in
order to obtain maximum economic advantage. In some areas, this
may be achieved by satisfying the bulk of domestic demand with
leather-substitute materials and exporting the more valuable
genuine leather,

The orientation of the industry will have a strong bearing on the rate
of development, as there is little doubt that export-oriented industry will
have to face international competition in regard to both quality and price,
whereas domestic-oriented industry may well be able to produce at much lower
technical levels and still find market acceptance, ’

o

|
|
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Jome development programmes have been based on the premise that initial
production would o to the domestic market, but that as quality rose, efforts
would be made to enter the international ~rena, However, this system rarely;
works as, once a local maket has been obtained, the tanneries and shoe
factories become relativel: self-satisfied and reluctant to make the transition
in technical and muelity control necessary to enter international merkets, On
balance, however, it appears essential to have a sirnificant domestic market
for leather products if the aim is eventually to enter the internztionel zrena.
In tneory, the developing countries can be assured of a market, provided tiey
can produce at internationally acceptabie cuality levels, If ~lobal demand
remains constant, increased production of leathner products in tire developin;:
world must mean a declinc in leather exports to the.developed countries; tne
latter's production of leather products must consecuently decline, thereby

rieldins a market for tlie leather products of the developing countries,

iiethods of production

Production teciiniques for leather and leather products vary throughout the
developing countries, from purel:r artisanal to nighly sophisticated; from t.e
simple curing of hide for export to the manufacture of modern fasnion footwear,
ilost countries, iiowever, do not achieve the optimum value added, due mainly to

insufficient processing or poor ruality.

The development problems of India, which has a centuries-old tradition of
tanning, mostly artisanal, are different fron those of Arpentina which boasts
a modern, fully industrialized leather-processing industry. Common to both
countries, however, is an abundance of skilled workers, technologists and
entrepreneurs, Botswana, which today has neither tannery nor leather
technolopists, will face a different set of problems when developings its leather

potential,

Nevertheless, the leather and leather products sectors are so well
established in many developing countries and regions that the time ray now have
come for a different approach, and for international and other assistance to be
devoted to the small number of countries wiich need strong support and assistance
in the sector,

Development decisions should be based on the sound evaluation of optimum
value added in order to ensure that the appropriate technology is . hosen, [urther,
in both the tanning and the manufacturing sectors, a step-bv-step approach should
be adopted to ensure that experience will be gained leading to production to
international quality standards, This step-by-step approach, and the criterie
for entry into a development programme, are shown in the chart on the next Page.

IR
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The study shows that for the industry to reach its full potential by
the year 2000, total investment and production capital requirements may amount
to 32.5 billion for leather, amd to 512 billion for leather products. It is
unlikely that this amount will be generated by the industry itself in such a
short period. In most cases, alternative sources of finance must be found
since few countries produce their own machinery, and this must be purchased
with foreign currency. lhere tanning is concerned, it is possible that a
step-by-step approach, from export of cured materie. to finished leather,

will reduce foreign currency requirements,

Because of the inelasticity of raw material supplies, and the increasing
demand for leather goods, the industry should not have difficulty in raising
capital: the major problem will be to decide on an optimum spread between
available sources and its compatibility with national planning and socio-

economic policies, Possible sources are:

. Cash or local loans. This type of funding, which can usually be raised

for expansion of existing plant, constitutes regenerated savings ard

loans from local banks against existing collateral.

2, National private equity. Such funds, either for existing plant expansion

or for new plants, can be obtained through the issue of shares in the
organization by the main entrepreneur to other individuals or bodies.
This source is desirable in cases where it is preferred that only national

finance be used.

3. National government support., \here the industry forms an important part
of the national development plan, it is not uncommon for part or even all

financing to be provided by the government. Support may be in the form of
direct grant, subsidy, interest-free loans or other appropriate fiscal

incentive plans,

4, International banks. Where commercial viability can be shown, where some
national finance can be provided, and/or where the country is short of
oonvertible currency, loans may be obtained from such bodies as the World
Bank and regional development banks, Bilateral aid, perhaps the swiftest
means of obtaining the large volume of assistance required, has not in the
past enjoyed a good reputation in the leather sector. Projects tended to
be ambitious, prestige-oriented, with over-specification of machinery and

consequent high capital burdens,




—-
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5. Private international funds., Capital can be borrowed from commercial

banks (many of which specialize in overseas investments) ir the form of an
equity holding, or as part of a partnership or joint venture agreement
between entrepreneurs in developed and developing countries. The resulis
of the past decade sugrest that commercial joint ventures y: eld the best
results. They are generally tailored o actual recuirements and can offer
real entrepreneurial experience as well as the necessary know-how and
market intelligence. Joint ventures could well be coupled with relocation

of industry.

G. Long-term contracts. Long-term contracts can also be arranged with

povernments or enterprises able to give assistance at all levels (machines,
training, and skilled manpower) and which accept commodities by way of

compensation,

\/ith the decline of the tanning and footwear sectors in the countries of

the Organisation for iiconomic Co-operation and Development (OECD) - marked

by surplus capacity and the closure of large numbers of manufacturing units

- scope exists for the redeployment of resources to the developing world., To
some limited extent, redeployment has beesn arranged by machinery manufacturers
who have reconditionei the machinery and exported it to the developing world.
llowever, this has never been part of the consistent programme which should
have been a major plank in the development programmes of trade, national and
international bodies, Countries that have projects designed for them by
machine manufacturers who have no responsibility for commercial viability,
sometimes end up with projects entireily unsuited to their domestic conditions.
ilhen a tannery is due to close in Gurope or North America, it may be preferable
to transfer it "in toto" to the developing world. Such redeployment can be
sdvantageous to both sides. The surplus production unit from the developed
world would certainly receive a far better return for its plant and capacity
than at present happens when it comes under the hammer at near-scrap-iron
levels, llore important, however, the developing country taking over the unit
has the possible added advantage of being able to hire, for a period of time,
some of the plant's redundant operational and technical management, as well as

such key workers as splitters and sorters.

Manpower

Large numbers of technologists will be needed, for the expanded production
envisaged for the developing countries, but even more important may be training:

training oriented towards practical commercial technology rather than pure
technology and science,

R
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Because both the leather and leather products sectors use technologies
vhich combine traditional arts with modern science, it is possible to install
top-grade plant and machinery, specify a technological process, and still
obtain poor-quality results, owing to the heterogeneity of the raw material
and the need for skilled supervision to overcome daily problems. Iintrepreneurial
skills are needed even on the shop floor, to decide whether a raw hide or skin
has the potential to make a first grade garment or lining leather - with perhaps
a 100 per cent difference in the final product value. &imilarly, in footwear
manufacture, an operative must be able to decide whether a leather is suitable
for use as the vamp, where 1t is visible and heavily flexed, or whether it
should be employed in a less conspicuous position, These basic skills are not
readily available in new projects; <thus the justification for gradual step-by-
step development. \here the step-by~-step approach has been ignored, the result
has often been inferior products with a poor market reputation., Such a
repatation is not ensily changed, and while this may not be considered a serious
matter where the domestic market is concerned, it still leads to consumer

preference for imported products,

Current training facilities appear to be sufficient to provide technologists
to satisfy the estimated growth rates, but more emphasis needs to be placed on
training for slaughter, curing, transport systems, business management and
marketing., Training of this type, which should be bolstered by in-plant courses,

is probably best carried out at regional rather than national centres,

International considerations

Despite the weak development of the sector in the last decade, the share of
the developing countries already exceeds 25 per cent of world production,
Therefore, the concept implicit in the Lima Declaration of maximum possible
production should be the governing criterion for sectoral development. To achieve
this, a radical new approach is needed. Current narrow chauvinistic policies
must be overcome if a basis for the harmonious development of the global leather
amd leather products imdustries is to be established and if the hurdles that will
undoubtedly appear are to be surmounted.

At present, no international organization exists which is competent to
liaise between the tanners of the developed and the developing worlds, or which
could assist in the rational deployment and harmonious development of the global
leether industry. In 1976, the International Council of Tanners (ICT) considered
widening its activities to embrace the developing countries' leather sectors, At

present, hovever, ICT membership consists only of some 20 developed countries and

three or four developing countries.

————
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Another major shortcoming of international assistance is that novhere
can developing countries obtain, rapidly, unbiased advice relating to project
proposals and feasibility studies. OSome mechanism must be evolved to fill
this void, Given the ;reat differences that exist in the stages of
advancement of the developing countries, it may well be that no one harmonious
policy is possible - but it is imperative that an international mechanism or
platform for the leather sector be established, This mechanism would have the
further task of developing, as & matter of priority, & sound sectoral statistical
base, the need for which, although long known, has been keenly felt in the

preparation of the present study,









