G @ | TOGETHER

!{’\N i D/? L&y

=S~ vears | for a sustainable future
OCCASION

This publication has been made available to the public on the occasion of the 50" anniversary of the
United Nations Industrial Development Organisation.

’-.
Sy
B QNIDQI
s 77

vears | for a sustainable future

DISCLAIMER

This document has been produced without formal United Nations editing. The designations
employed and the presentation of the material in this document do not imply the expression of any
opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development
Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its
authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or
degree of development. Designations such as “developed”, “industrialized” and “developing” are
intended for statistical convenience and do not necessarily express a judgment about the stage
reached by a particular country or area in the development process. Mention of firm names or
commercial products does not constitute an endorsement by UNIDO.

FAIR USE POLICY
Any part of this publication may be quoted and referenced for educational and research purposes
without additional permission from UNIDO. However, those who make use of quoting and
referencing this publication are requested to follow the Fair Use Policy of giving due credit to
UNIDO.
CONTACT

Please contact publications@unido.org for further information concerning UNIDO publications.

For more information about UNIDO, please visit us at www.unido.org

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION
Vienna International Centre, P.O. Box 300, 1400 Vienna, Austria

Tel: (+43-1) 26026-0 * www.unido.org * unido@unido.org


mailto:publications@unido.org
http://www.unido.org/

The World’s
Leather &
Leather Products
Industry

A study of production,
trade patterns and future trends

Prepared for the
United Nations Industrial Development Organization

gfdxg

Robert H. Ballance, Ghislain Robyn
and Helmut Forstner




Copyright © 993 by United Nations Industrial Development Organization (UNIDQ).

All rights reserved. No part of this publication may be reproduced. stored ina
retricval system, or transontted in any form or by any mcans, electronic.
mechanical. photocopying. recording. or otherwise without the prior Permission
of the publisher.

Published by

Shoe Triwdes Publishing Limited
16 Crosby Rowd North
Liverpool 1.22 00N

England

ISBN 09-82213% 07

Typesetting and makeup by Print Origination (NW) Ltd..
Printed by The Cromwell Press, Melksham, Wiltshire SN 12 8PH




CONTENTS

Listof tables......ooooiinirniii e vii

List Of BOXES...cooniiiiii i ix

List of figures and Abbreviations...................... xi

Explanatory notes.................. i {1

Acknowledgements............ooiiii xiv

1. An overview of the leather and leather products industry............ 1
Scope of the Study

Competition and Rivalry in Major Markets
Organization of the Book
2. The changing map of world production................................... 10
Growth and Relocational Trends
Consumption Trends in the World's Footwear Markets
The Leather Industry’s Role in the Manufactuning Scctor
3. Patternsof worldtrade............................ 29
Growth and Trading Paticrns
Competition in Domestic and Forcign Markcets
Intra-industry Trade
Trade Restraints
4. Internationalization and specialization in product markets..........50
Markets for Leather Footwear
Markets for Leather Garments
Markets for Leather Upholstery
§. Corporate strategies in a changingworld................................ 71
The Nature of Competition: A Long-term Perspective
Rivalries Based on Labour Costs
Manufacturing-based Riviilrics
Rivalries Based on Product Innovation
Product Differentiation
Markcet Stratcgics
Organizational Strategics




6. Micro-cconomic characteristics of the industry.......... s 101
Vertical Integration and the Organization of Production Mcthods
Establishment Size
Supply Characteristics and Substitution Opportunitics
Cost Structure

7. Environmental issues and their consequences. ......................... 120
Environmental Forees Affecting the Industry
Economic Issucs
The Framework of Environmental Regufation
The Industry’s Responses to Regulatory Controls
Cost Implications of Environmental Compliance
Environmental Policy and Intergational Competitiveness

8. Case studies of industrialized countries......................... e 141
The Leather Industry in the United States
The Leather Industry in the Federal Republic of Germany
The Leather Industry in ltaly

9. The leather industry in developing countries....................c...... 158
Republic of Korea and Taiwan Provinee
Brazil
India

10. A look at the future: Prospective developments and
possible consequences.......... SO UPRPeS 173
Raw Materials and their Impact on Downstream Users
Leather Tanning and Finishing
Prospective Trends among Manutacturers of Leather Products

SHIBtISTICAl AMIIEX . ... o e iR
References. ......oovvevnmaniennmenirniaairaninns e 248
o S TS PO PTPOPPPPPTPS RS 250

vi




4.1

4.2
4.3
4.4
4.5
5.1
6.1

6.3
6.4
7.i
7.2
7.3

B.1

Tables

World production of hides and skins, 1975-1990

World production of leather, 1975-1990

World production of leather footwear, 1975-1990

Size and relative degree of specialization in the leather
industry. 1989

Trade in leather and leather products. 1975 and 1990

Growth of exports by product group and region, 1975-1990
Growth of trade. production and consumption in the world’s
leather industries, 1970-1990

Measures of self-sufficiency and competitiveness in major
product categories, 1990

Indices of intra-industry trade in main product categories. 1990
Comparative rates of growth for intra-industry and gross trade
in major product categories. 1975-90

Export ratios for the world production of leather footwear.
1968-1990

The world’s largest exporters of leather footwear, 1970 and 1990

Imports of leather footwear by region. 1970 and 1990

Import penetration ratios for leather footwear, 1968-1990
Production of upholstery leather in selected countries
Opportunizies for new entrants in the leather footwear industry
The size distribution of firms engaged in tanning and finishing,
sclected countries and areas and years

Size distribution in the footwear industry, selected countries
and arcas and recent years

Cost structure of producers of leather and leather products
(other than footwear)

Cost structure for producers of footwear

Composstion of typical untreated tannery effluents (mg/l)
Effluent standards affecting the lcather industry in sclected
countrics, recent years

Capital cxpenditure and operating cost for trcatment at sclected
United States tanneries, 1982

The leather and leather products industry in the United States,
1972-1991

Growth of tootwear and tanning operations in the United
States. 1972-1991

vii




8.3  Selected characteristics of the footwear industry in the Federal
Republic of Germany in 1967. 1977. 1989. 1990 and 1991

8.4  Activity of the tanneries in 1987-1990 in the Federal Republic
of Germany

9.1  The footwear exports record of the Republic of Korea and
Taiwan province, 1970-1990

10.1 Possible factors affecting markets for nides and skins

10.2 Possible factors affecting markets for tanned or finished leather

10.3 Possible factors affecting markets for leather products

Appendix tables

A.1 Production of leather footwear, 1970-1990. selected countries or
areas and regions

A2 Consumption of leather footwear in sclected countries and
regions. 1970-1990

A.3 Indicators of labour costs in the leather industry. 1975-1989

A.4  Cost structure of the tannery. leather finishing industry. in
sclected countries. selected years

A.S Cost structure of the leather products industry in selected
countries, sclected years

A.6-A21
Cost structure in leather and footwear industry, Argentina,
Austria, Belgium, Chile, Columbia. Cyprus, Germany. Hong
Kong. India, Indonesia. Pakistan. Philippincs. Singapore,
Turkey. Venezucla, Zimbabwe

A.22-A37
Distribution by employment size among tanners and
manufacturers of the leather products industry: Australia,
Austria. Belgium. Brazil, Colombia, Hong Kong. ltaly. Japan,
Kenya. Malaysia, Republic of Korea, Singapore. Turkey.
United Kingdom. United Republic of Tanzania. Venezucla

A 38-A.61
Distribution by cmployment size in the footwear industry:
Australia, Austria. Canada, Columbia. Cyprus, Denmark.
Hong Kong. ltaly, Japan, Kenya. Malaysia. Malta,
Netherlands. New Zealand, Portugal. Republic of Korea,
Singapore, South Africa. Spain, Sweden, Turkey, United
Kingdom, United Republic of Tanzania, Venczucla

vili




2.1
2.2
3.1
3.2
i3
4.1
4.2
43
4.4
4.5
4.6
5.1
52
5.3
54
55
5.6
5.7
5.8
59

510
5.1
6.1
6.2
6.3
6.4
6.5

6.6
6.7

7.1

Boxes

Real wage trends among footwear producers

Long-term trends in consumer preferences

Statistical ambiguitics in data for footwear

Protectionist measures in footwear markets

Export bans and raw material prices

A country typology of footwear producers

Estimating import penctration ratios

Leather supply and substitute materials in the footwear market
Exports of leather garments: the success of Asian suppliers
Development of Western markets for leather apparel
Foreign supplies of leather upholstery for cars

Structural trends in an carlier peritod: the case of footwear
Transaction costs as a barrier to exports

Barricers to automation in the leather industry

The dynamics of product differentiation

Product quality and trade 10 leather products
Intertemporal pricing strategies

The relationship between advertising and market share
Long-term shifts in the bzlance of market power
Economic performance among low-cost manufacturers of
footwear

Making the transition from manufacturer to marketing
distnbutor

Production outsourcing among firms specializing in design and
markceting

The market for hides and the production of meat
Opportunities for vertical integration in leather tanning
Opportunitices for specialization in feather fimshing

Supply determinants - a long-term view

Substitution, conservation and product prestige in markets
for leather garments

Supply and demand clasticitics in the leather industry
Technologies and factor requirements for footwear
manufacturers

Questioning the cconomic efficiency ot cattle production




7.3

7.4

8.1
8.2

83
9.1
9.2

Regulatory approaches in Europe’s major leather-producing
countries

Conserving on water requirements: new technologies and
practices in tanning operations

Relative expenditures on pollution treatment in selected
countries

Outward orientation among Germany producers of footwear
Sourcing stratcgies among German producers of athletic
footwear

The regional character of Italy’s leather industry

Policy goals in the Indian leather industry

Structure in the Indian leather and leather products industry




Figures

1.1  The leather sector cycle

1.2 Patterns of global rivatry

2.1  Production of leather footwear, 1970 - 1930

2.2 Consumption of leather footwear, 1975-1990

2.3 Indicators of labour costs in the leather industry, 1975- 1989
4.1  Winners and losers in the footwear market

7.1 Flow chart of the tanning process and associated pollutants

Abbreviations

BAT best available technelogy
BOD biochemical oxygen demand
BPT best practice technology

CAD computer-aided design

CAM  computer-aided manufacturing
COoD chemical oxygen demand

EC Eurrpean Community

FAO Food and Agriculture Organization of the United Nations

nT intra-industry trade

ISIC International Standard Industrial Classification of all
Economic Activities

JT just-in-time method

MVA manufacturing value add~d

OECD  Organization for Economic Co-operation and Development
PCP pento-chioro-phenol

PPM parts per million

SATRA Shoe & Allied Trades Research Association

SITC Standard International Trade Classification

TKN total nitrogen

TQC total quality control

UNEP  United Nations Environment Programme

UNIDO United Nations Industrial Development Organizatin
UNSO  United Nations Statistical Office

VER voluntary export restraint

voC volatile organic compounds

Xi




Explanatory notes

The following classification of economic groupings is used in the text:
"Developing countries” includes all countrics, territories, cities and
areas in Africa (except South Africa), Latin America, East Asia (except
Japan). South Asia and West Asia (except Israel). “Industrialized
countries” includes Northern America {Canada and the United States
of America), Europe, Australia, Israel, Japan, New Zealand and South
Africa. Unless otherwise specified. "world™ excludes Albania, China,
the Democratic People’s Republic of Korea, Mongolia and Viet Nam.
In some tables the classification may differ slightly from the above,
depending on the source cited.

Unless arranged otherwise for statistical reasons, countries are
generally listed in alphabetical order. In listings and tables, inclusion or
exclusion of a particular country may have been dictated by
considerations of the availability of comparable data; it does not
necessarily express a judgement concerring the stage reached by the
country in the development process.

Unless otherwise indicated, "manufacturing” includes the industry
groups listed under Major Division 3 in Indexes to the International
Standard Industrial Classification of All Economic Activities (United
Nations publication, Sales No. E.71. XVIL8).

Mention of commercial enterprises does not imply endorsement of
those enterprises by the United Nations.

International Standard Industrial Classification of all Economic Ac-
tivities (ISIC) code numbers are accompanied by a descriptive title for
example, ISIC 323: “Leather and leather products” (other than foot-
wear). For considerations of space, however, the description is some-
times shortened (for cxample, ISIC 323 may be described simply as
“Leather and leather products™).

Dates divided by an obligue (197(0/71) indicate a crop year or a finan-
cial year. Dates divided by a hyphen (1970-5) indicate the full period
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involved. including the beginning and end years. References to dollars
($) are to United States dollars. unless otherwise stated. References to
tons are to metric tons. unless otherwise specified.

Annual rates of growth or change arc bascd on data for each year
throughout the period indicated and are calculated using a semi-
logarithmic regression over time. unless otherwise specified.

In tables
(i) apparent arithmetical discrepancies. such as percentages that do not
add precisely to totals. result from rounding of basic data or from
differences in rounding of figures known to different degrees of
precision:

(ii) three points (...) indicate that data are not available or arc not
separately reported:

(iit) a rule (D) indicates that the amount 1s nil or negligible;
(iv) a blank indicated that the item is not applicable:

(v) a minus sign (-) before a figure denotes a deficit or decrease. unless
otherwise indicated.
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CHAPTER ONE

An Overview of the Leather and Leather Products
Industry

Few industries can claim such a long history as leather and leather
products. Longevity, however, is not always an advantage. Maturity
and senescence are sometimes associated with obsolete technologies,
shrinking markets and a long-term pattern of contraction and decline.
Such a characterization does not apply to the leather and leather
products industry. Producers have certainly passed through a period of
drastic adjustment since the early 1980s and many no longer exist. Yet
when viewed from a global perspective, the scope of operations has
grown steadily and in some markets even flourished. The total number
of firms has actually increased while new products such as athletic shoes
have swept through the markets of most rich countries, boosting
profitability and changing the very nature of the industry.

What are the reasons for such dynamism in : mature industry and
can the rapid pace of adjustment be sustained in the future? This book
argues that most of the changes taking place today are drniven by
conditions in the markets for final products. Comp=tition should inten-
sify during the course of this decade while new markets will emerge in
developing as well as industrialized countries. The pace of change is
unlikely to abate as the industry responds to these new forces and
gradually comes to terms with the dramatic developments which led to
such rapid growth over the past five years.

This brief description suggests several characteristics that recommend
the industry as a subject worthy for detailed study. The torrid pace of
growth experienced in some markets confers a certain degree of
uniquencss on the industry which is not shared by other, equally
mature, fields of manufacturing. The fact that many long-established
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An Overview of the Leather Industry

firms have successtully navigated their way through a prolonged period
of market turbulence is also of interest. So too is the prospect that a
sencscent industry such as this expects no Iet-up in the pace of change
and adjusiment.

Another noteworthy feature s the degree of internationalization
which cxists, both with regard to the location of production facilities
and consumer markets. Markets for hudes. skins and tanned leather
have long had an international character. but producers of finished
products tradittonally exhibited little interest in events beyond their
national borders. That parochial view no longer applies today. Tanners
and finishers of leather will frequently relocate, following fooiloose
manufacturers to aew production sites in developing countries. or
wherever labour costs are low and the work force has the necessary
skills. Markets for finished products continue to be found miunly n ihe
industrialized countries although the product composition has changed
markedly and the prospects of rapid growth of demand in some parts of
the developing countries is intriguing.

The cxtent to which markets have been internationalized has a
corollary in the degree of inter-firm collaboration and cross-border
cooperation which exists today. This growing network of inter-firm
linkages is impressive and has worked to the benefit of most par-
ticipants. It is an important reason why the surviving firms in industrial-
ized countries have managed to sustain their profitability even though
large chunks of production capacity have migrated to developing
countrics.

Aside from the characteristics noted here, another reason for the
decision to embark on a detansced study of leather and leather products
is the prionity this industry commands in the work of the sponsoring
organization. The United Nations Industrial Development Orgamza-
tion (UNIDO) is engaged in a wide range of activities designed to assist
tanncrs, finishers and manufacturers. Industry specialists in UNIDO
provide technical assistance and advice on products and markets. and
actively promote links between companices in developing and industrial-
ized countrics. A large and unique body of information and experience
has therefore been accumulated within the organization. These sources
praved invaluable in the preparation ot this study.

Scope of the study

Before going any further, ihe reader should have a clear idea of what is
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meant by the leather and leather products industry. An unambiguous
definition of any “industry™ is possible only if the products involved
are fairrly homogeneous: problems arise when a dificrentiated set of
products is studied. In such a case an industry’s boundaries depend
upon the ““substitutability” between vanous products and the simi-
laritics in the production technologies which are used. If two products
have similar characteristics and consumers are indiffercnt as to which
they acquire, the degree of substitution will be high. The products can
then be treated as part of the same industry, provided that production
techrologies are similar.

For purposes of this study the leather and leather products industry is
defined to include all aspects of tanning and finishing. as well as the
production of finished products made from leather. Matters relating to
markets for raw materials (that is. hides and skins) are properly
regarded as an agricultural rather than a manufacturing activity, but
their significance is too great to be ignored here. Accordingly. the
industry is pictured as consisting of three stages. They inciude the
production of raw materials, the transformation of these materials into
various types of leather. and the manufacture of finished products. The
two latter production stages receive the most attention in this study
although some of the more significant developments in the markets for
raw matcrials arc also considered.

The links between these three stages are rather unique in comparison
with other manufacturing industrics. Hides and skins are a by-product
of the much larger meat and wool industrics. Leather tanners and
finishers are the sole market for these raw materials and the totality of
the off-take is converted into leather. However, there is no conven-
tional relationship between the two groups; the price of the raw
materials is of overriding importance for uscrs although the supply is
determined by conditions outside the leather industry. Recently, this
division between the first two stages has begun blurred as units working
in association with the butcher carry out at least the first few steps of
the tanning process. Further downstream. links beiween the tanners
and manufacturers of leather articles are close despite the fact that the
two operations are markedly different in character. Leather production
is basicafly a bio-chemical-intensive process while the manufacture of
leather products is a labour-intensive assembly operation.

References to production of raw materials, tanning and manufactur-
ing arc a uscful short-hand descriptions of these activities, but they
obscure the true diversity of operations involved. Figure 1.1 indicates
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Figure 1.1 The leather sector cyde
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An Oveniew of the Leather Industrv

some of the many steps and processes which make up the first two
production stages. Most of these operations concern the tanning and
finishing process of leather. and several different processing routes are
possible.

The degree of complexity grows when attention turns to the
manufacturing [Figure 1.1] end of the industry. The more important
product markets which are studied in this book are standardized
footwear, luxury footwear. athletic shoes. wearing apparel and leather
upholstery. The structure and profitability of firms. the technologies
they use. their methods of distribution and many other characteristics
all differ depending upon the type of products being produced. Such
diversity means that generalizations are difficult although several trends
apply to specific parts of the industry are identified in later chapters.
The main themes which emerge from this investigation are summarized
in the following section.

Competition and rivalry in major markets

One distinguishing feature of this study is the importance attached to
the internationalization of markets and production processes. At this
broad level of investigation a number of different forces are coastantly
reshaping and altering the industry’s competitive landscape. Later
chapters deal with these developments from several different perspec-
tives, but even at this early stage it is helpful for the reader to have a
general idea about the nature of competition in the industry. Among
the themes which emerge in later chapters, two stand out. They concern
various aspects of product guality and the degree of maturity in the
world’s major markets. Based on these two characteristics, a stylized
picture of the world’s leather and leather products industries can be
pieced together.

The notion of quality which is used refers here not only to the
technical quality of tanning and finishing. but also the design and
fashion appeal of the final product. At the hottom of the quality scale is
an anonymous range of products which are mass-produced and sold in
discount stores. These are standardized items that are generally made
of low grade leather and have limited fashion appeal. At the opposite
end of the spectrum arc fashionable. high quality products with an
exclusive identity which leaves them practically immune from competi-
tion. At these heights, however, the air is thin.

Between the top and bottom of the quality range are many products
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of intermediate quality which combine some clement of fashion with
the price appeal of mass production. These huge markets are compan-
tively easy to enter and rivalry takes the form of product differentiation.
Consumers are aware of various market niches but are attracted by
specific product characteristics found in only one or few niches. Fidelity
to a particular niche is not absolute, however. A price differential. if
large ennugh. would lead consumers to choose a close substitute. For
this reason. firms generally produce a varnety of products at differem
price levels. The formation of a cluster of customers around specific
characteristics expiains the degree of product differentiation and the
proliferation of product models.

The industry’s second distinguishing feature. that of market maturity.
focuses attention on svstematic changes in the conditions relating to
demand and supplyv. As markets mature, consumers grow richer and
the quality range of products will be stretched accordingly. Brand
lovalties emerge and buvers become more discriminating as they gain
experience in assessing differences in guality and price. These changes
create more opportunities for product differentiation. the establishment
of new product miches. and various forms of non-price competition.

Meanwhile. another set of forces is at work among tanners. finishers,
manufacturers and distributors. With the onsct of maturity the threat of
market saturation grows and the basis for competition changes. Success
increasingly depends on a rather unigue set of characteristics. Examples
include: access to specific skills relating to design and marketing. the
ability to respond quickly to capricious changes in fashion. an organiza-
tional structure which can handie the challenges posed by a far-flung
system of international sourcing and distribution. and the creation of a
wide network of supplicrs and distributors. and manufacturers and
distributors. Attributes such as these can only be acquired with ex-
pericnce. Once they are. firms are i a better position (o extract a price
premium for their products - and 1o justity that premium in terms of
fashion and guality.

These two characteristics - the degree of market maturity and varia-
tions in product quality - go a long way towards determining the nature
of competition within the industry. Their significance will vary depend-
ing on the countries and markets under consideration, but with some
simplification the interaction between the two vanables yields a uscful
picture of competitive conditions.

Figure 1.2 shows this picture for four of the industry’s major product
groups. The quality range is represented on the vertical axis while the
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horizontal axis indicates the degree of market maturity. The latter
is defined in terms of three different sets of producers - emerg-
ing suppliers. newly established suppliers. and countries with an ex-
perienced and long- established set of producers. Included in the first
group of developing countries are China. Indonesia and Thailand
where tanning and/or manufacturing operations have been recently
established but are expected to grow during the remainder of this
decade. Newly established producers are developing countries which
already have considerable experience, and some are exporters in one or
more product categories. Examples would be Brazil, the Republic of
Korea and Taiwan Province. The last of these three groups con-
sists of tanners and manufacturers in industrialized countries such as
France, Germany, Spain. the United Kingdom and the United States of
America and a few othe.

By singling out three sets of countries and four types of products,
figure 1.2 sketches a pattern of global rivalry in 12 distinct markets. The
height of the rectangles associated with each group of producers
gives an impression of the quality range. In countnes with mature
markets. the full quality range exists in all four product categories. The
same applies to athletic footwear in countries with newly established
producers. These, however, are the only instances where a full quality
range exists in the various markets.

Sources of supply are also identified. For instance, upholstery buyers
in mature markets are served mainly by firms based in these countries,
with a thin fringe of the market at the lower end being claimed Ly newly
established producers located elsewhere. Conversely, mature firms
are not involved in the market for athletic footwear. nor in the
downscale portion of the markets for footwear and leather ga.ments.
Countries which are emerging suppliers export their products to several
markets. They compete against newly established producers in mature
markets for garments and all types of footwear, but only in the
low-to-intermediate range. In the case of tanned leather, all three
groups of producers vie for customers, though again at the lower end of
the quality range.

In conclusion. this description suggests that the industry consists of a
fairly intricate nctwork of markets and suppliers. Many options are
available to cach firm, depending on where they position their product
in the quality spectrum and which markets they choose to target. Issues
relating to market entry, choices of technology, marketing strategies,
forms of collaboration and other aspects can all be examined in terms of
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recurrent themes outlined here. The complete story of the leather and
leather products industry is therefore much more complex than their
cursory overview might suggest.

Organization of the book

The organization of this book reflects the impression that major
changes within the industry should be seen from a global perspective.
The follcwing three chapters provide such a framework. Worldwide
patterns of production. consumption and patterns of structural changes
are examined n chapter II. Chapter III looks at the determinants of
export performance and discusses the main policies which influence the
trading environment. Chapter IV supplements the global picture by
examining patterns of specialization in the world’s major product
nm.arkets. A key to understanding all these changes in the industry’s
globa! map is the corporate strategies being followed by leading firms in
various parts of the world. This crucial aspect is the subject of chapter
V. A number of strategies. all designed to provide the firm with a
competitive advantage, are examined there. They include strategies for
cost reduction. product innovation, product differentiation. develop-
ment of marketing prowess and nrganizational methods are discussed.

In later chapters attention turns to some of the industry’s more im-
portant micro-economic characteristics and country-specific conditions.
Matters relating to establishment size. shifts in cost structure and the
use of substitute materials are the subject of chapter VI. Environmental
considerations and the impact of regulatory controls are considered in
chapter VII. In chapters VIII and IX attention turns to the conditions
governing patterns of growth and development in individual countries.

Finally, chapter X takes a look at the future. The discussion focuses
on which parts of the industry are likely to experience the most rapid
growth during the remainder of this decade and how the geographical
distribution of production facilitics might change. The probable con-
figuration of demand, the future pattern of structural change zad other
key features of the industry by the beginning of the next century are
also examined. The book concludes with a detailed statistical appendix.
This information, which has been compiled from the UNIDO data base
and the Organization's extensive field experience, provides the reader
with a comprehensive picture on current trends in various parts of the
industry and in a large number of countries.




CHAPTER TWO

The Changing Map of World Production

Differential rates of growth and relocational pressures raise issues
which are of fundamental importance for any industry. Successful firms
can suddenly find themselves facing a combination of threats which
result in underutilization of capacity and the loss of market share,
either at home or abroad. Some producers may be forced to contract or
even cease operations. For the industry as a whole. these developments
will alter patterns of trade and foreign investment. giving rise to policy
disputes that pit producers in one part of the world against those in
another.

In the leather and leather products industry, the general impression
is that production capacity is gradually moving from Europe and North
America to other parts of the world. There may be several reasons for
the shift. First, wages in industrialized countries are high and have
been rising in recent years. Manufacturers of certain leather products
require relatively large amounts of labour and are vulnerable to this
change. Second. several developing countries which are important
suppliers of hides and skins have banned the export of these materials.
Their intention is to encourage domestic expansion of downstream
operations. Both trends would accelerate the growth of tanning and
manufacturing capacity in developing countries relative to industrial-
ized countries.

Policy makers in industrialized countries have responded to their own
producers’ problems by attempting to restrict imports of footwear and
other leather products. Through such means they hoped to reduce the
competitive pressure on domestic firms. The tactic has met with limited
success, however. As imports from specific developing countries are
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reduced, new suppliers emerge to take their place and the expanding
network of protectionism soon becomes unmanageatle (see chapter 3).

The pressure on firms in industrialized countries may grow in the fu-
ture. One reason is that the industry’s hides and skins are obtained as
a by-product of meat production. Supplies of raw materials are there-
fore sensitive tc changes in dietary habits. If consumers in industrial-
ized countries turn away from meat products, the size of bevine herds
will be scaled back. As a result, the worldwide availability of hides and
skins will be reduced and competition for these inputs will intensify.

Trends in industrial policy will also affect the industry’s future.
Industrialized countries have rather comprehensi-e systems for en-
vironmental regulation and control which are likely to be strengthened
over time. The result can be a rise in production costs since more
investment capital must be devoted to pollution control and the acquisi-
tion of “clean™ technologies rather than production-raising investment
for modernization or expansion of existing capacity.’

Meuwnwhile. changes in agricultural policies may undermine the
competitive position of some producers. Many industrialized countries
offer production subsidies and operate rather generous systems of price
support for their agricultural sector. These practices probably benefit
the producers of leather and leather products since livestock herds tend
to be larger than market conditions would require. Various forms of
agricultural support are now under attack in international forums and
could eventually be scaled back. If they & _, any \ wdirect benetits which
the lcather and leather products industry derives will be reduced.

The significance of each of these factois - as well as their implications
for trade, invesiment, structural change and other charactenstics - is
explored in later chapters. Betore that can be done. a clear picture of
the pattern ~f production, trade wnd consumpaon is needed. The
following sc. uon deals with one part of the overall picture. document-
ing the changing pattern of production and offenng some stylistic
interpretations of these changes.

Growth and relocational trends

The leather and xather products industry consists of three stages. each
requiring a ddferent mixture of materiai inputs, labour and capital. The
first. or raw material stage, involves co-production: hides and skins are
recovered from dairy and draught animals or animals slaughtered for
meat. Leather tanaing and finishing represents the second stage of the
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Table 2.1 World production of hides and skins®, 1975-19%0

(Percentage)
Sharcinworld Annuai growth ratcs
Category 1973 1990 1975-1990
Cattle hides and skins 1000 1000 06
Industrializd countrics 650 587 0.1
of which:
United Stales 235 167 -16
USSR 115 159 28
Develnping countries 350 413 17
of which.
Angentina 51 41 07
Braal 46 50 12
India 63 17 1.5
Sheepskins and lambskins 1000 1000 14
Industnali ced countnies 628 589 10
of which:
Awstralis 9. 102 21
New Zealand 140 121 04
USSR 161 1ns 07
Develuping countrics 372 41 21
Gustakins 1000 1000 28
Industrislised ccun:nes 86 70 14
Developing countnics 914 930 29
of which
China 76 173 86
Indis 331s 22 18
Pahistan 73 20 42

Sources: Food and Agriculture Orgamization o the United Nations,
1992 World Statstical Compendium for Raw Hades i Shins,
Leather and Leather Footwear, 19721990 and UNIDO os-
imales

Notes: T Caleubitions are Dised on ditta 1 metie tons,
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industry. These operations are relatively capital-intensive, while the
third stage. the making of leather products. is a relatively labour-
intensive operation. Each of these stages is discussed in turn.

Major suppliers of hides and skins are shown ir: table 2.1. About 90
per cent of all leather (by weight) is obrained from bovine anumnals and
nearly half this total onginates in only five countries. The United States
of America and the former Union of Soviet Socialist Republics (USSR)
are the world’s major producers, though Argentina, Brazil and India
are other important sources.” As a group. the industrialized countries
are still the mrin producers of bovine hides. but their share has been
falling for a number of years. The geographical concentration of
supplicrs is even more pronounced for the two minor sources of raw
materials. Six per cent of all the world's leather supplies is obtained
from sheepskins and lambskins. A third of this amount comes from
only three countries - New Zealand. the former USSR and Australia.
Goatskins and kidskins account for an additional 3 per cent of all raw
materials (with most being produced in developing countries - mainly
China. India. Pakistan and tropical Africa).

Tanning and finishing of hides and skins represents the industry’s
second stage.” Most of the output is light bovine leather which is used to
make shoc uppers and a variety of leather products. The remainder
consists of heavy bovine leather and leather from sheep and goats.
Heavy leather is mainly found in shoe soles and its market is declining
as other matcrials (for example, rubber) arc substituted. Synthetic
materials have also replaced heavy leather in some uses - for ex-
ample. industrial conveyor belts and related applications. Saddiery and
harness-making is another visible but very small macket for heavy
leather.

Geographical shifts in the location of tanning and fimshing facilities
have been swifter than for the production of raw maicrials. Leading
supplicrs such as the United States have seen their operations shrink,
while the shares of other rich countries such as Italy and Spain have
risen (see table 2.2). Rapid growth in some countries like China and the
Republic of Korea is another reason for the greater dispersion of
feather-making capacity.

Manufacturers of footwear are the largest users of leather, and table
2.3 completes this picture by showing the pattern of production in this
sub-sector, Again. the industrislized countrics are major suppliers but
their dominance is baing croded. Although impressive, the gains in
developing countries can be attributed to only a handful of suppliers.

13




Table 2.2 World production of leather, 1975-1990

(Percentuge)

Lieavy bovine leather' Light bovine leather Light leather® from sheep and goats - -
Share in world Annual growth Share in woild Annual growth Share in wortd Annual grewth -
rale rate rate -
g 1975 1990 1975-1990 1978 1990 1975-1990 1978 1990 1975-1990 %
§ Insustcialized 70.6 $5.2 26 599 534 15 615 449 01 -
- T :
of which: -

i~ USSR 300 28\ .14 a7 10.0 2 145 76 <23
g United States 9.5 50 5.2 82 51 09 20 22 26 -

i ftaly 9.1 94 0.7 76 13 50 147 122 0.7
S Spain s 18 81 28 28 21 74 74 20 - )
: Developing countries 294 YR ] 18 40.0 466 3) ki 8 $81 43 -
[ _

a of which:
E Chins 21 58 5.7 14 28 70 33 14 86 }
(W] india 11 17 18 73 66 18 130 126 18 _
E Republhic of Korea 1.5 62 85 19 66 110 ol 24 no B
World 1000 1000 10 100.0 1000 22 1000 1000 20 . |

aw Hides andd Sk,

Sources: Food and Agriculture Organization ol the United Nations, 1992 World Statistical Compendium lor R
Leuther and Leather Foutwear, 1972-1990: and UNIDO estimates.
Nutes:  * Calculations are based o data in metric tons. * Caleulations are based on data in square leet. -
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Table 2.3 World production of leather footwear °, 1975-1998

{Percentages)
Sharc in world  Annual growth rates
Cowmntryorarca 1975 1990 1975-1990

Indusiiali ood countyics 66.7 51.1 06

of which.
France 29 13 06
Raly 71 117 29
Portugal 05 23 129
Span 44 38 13
UssR 29 196 11
United Stales 66 26 37
Developing countnes 333 489 50
of which: Brazil 3s 62 64
China 16 27 23
India L& 78 1.8
Republic of Kosea 05 51 189
Taiwan Provinee 0.1 24 146
Yuguslavia 16 22 44
World 1000 1000 24

Sources. Food amd Agnculture Osgamization ol the United Nations,
1992 World Statntical Compendinm toy Raw Tindes and Shins,
Leather amd Leather Footwear, 1972180, SATRA. World
footwear Marker W1 mtormation supplicd by the §uropean
Confederaon of the Footwear Industry, and UNTDO ¢s-

bmate

Notes T Calculations are based on footwear production m - anlbon
f-nrss workd production e 1980w ostimated ar 4,173 anlhion

pars




The Changing Map of World Production

For example. the six producers shown in table 2.3 accounted for 69 per
cent of all the footwear manufactured in devcloping countries and a
third of world production. Though it is clear that the developing
countries are now major producers of leather footwear. the full extent
of these changes is more dramatic than the shares and growth rates in
table 2.3 suggest. For example. between 1970 and 1990, world produc-
tion grew by more than 1.4 billion pairs. with virtually all of the
increases coming from developing countries. Shifts of this magnitude
can only be due to equivalent changes in the underlying determinants of
production.

Figure 2.1 provides additional information which suggests that move-
ments in wage rates have been a fundamental reason for the changing
pattern of production. The industrialized countries are divided into
thice categories.” Among the western industrialized countries, 10 were
identified as high-wage economies in 1970. Production in this group fell
by 300 million pairs in 1970-1990. equivalent to an annual decline of 3.1
per cent. In contrast. most of those industnalized countrics which
were low- wage economies in the 1970s saw their output of footwear
grow. Israel. Portugal and Spain reported some of the largest gains.
Meanwhile. footwear manufacturers in developing countries and areas
were recording huge gains. Brazil. Hong Kong and the Republic
of Korea were growing fastest. though production in several other
developing countries was also expanding (see appendix table A.1).

Realignment of the industry began with a shift from high-wage to
lower-wage sites. Some of the original beneficiaries (for example, Italy
and Japan, expericnced wage pressures of their own in subsequent
vears and have lost ground relative to competitors. The situation is
constantly changing. however. New producers have entered the market
as rising wages in several of the richer developing countries force
footwear mznufacturers to relocate vet again (sce box 2.1).

In conclusion. this stylized picture suggests that changes in relative
wages are an amportant determinant of production patterns among
footwear manutacturers. There are exceptions. however. Particular
firms in industrialized countries have managed to maintain their scale of
operations despite higher wages. Usually they have done this by
cstablishing positions of leadership in certain product hines such
as high-fashion footwear, specialized footwear or fimshed leather
products. Mcanwhil:, some of the newer firms in developing countries
have succeeded i building up their tanning and manufacturing
operations without a domestic source of hides and skins, usually by
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Figure 2.1
Production of leather footwear, 1970-1990

Geographical change

1970 1990

Kavtern Busops

porceninge

Source. sce Appendix Table A |
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targeting specific export markets and specializing in the manufacture of
standardized footwear. The new cntrants 2re often supported by
manuyfacturers or distributors in mature markets who hope to
strengthen their own competitive position in this way.' Such link-ups
arc part of a more general effort 1o reconcile the supply situation with
conditions governing the operation of markets for finished products.
Demand characteristics and consumption patterns in markets for
leather footwear are discussed in the foliowing section.

Consumption trends in the world’s footwear markets

Traditionally, footwear was the main outlet for leather but its share has
declined over time. One reason is that manufacturers have turned from
lcather to synthetic shoe soling: another is the growth in the market for
other lcather products such as upholstery and garments (see box 2.2).
Al present, about half the world’s lcather is used to make shoes and the
following discussion focuses on this particular market.

Consumption of footwear rose slowly during the 1970s and 1980s.
According to figure 2.2, the world market for leather footwear in-
creased by about 1.3 billion pairs between 1975 and 1990, a gain of over
40 per cent. The largest increases occured in developing countries
where consumption has increased by ) per cent since 1975. Consumers
in industrialized countries accounted for roughly 70 per cent of pur-
chases in 1975, but two decades later their share was down to 66 per
cent. The countries with the largest markets for footwear include the
USSR, the United States, China and India. Others where consumption
has grown rapidly arc China, Cyprus. Singapore and Turkey (sec
appendix table A.2)."

Estimates of per capita consumption provide additional insights
about various national and regional markets. The exceptionally high
levels of reported consumption for East Europe deserve special men-
tion. This result is attributable to a combination of factors involv-
ing statistical methods and industrial policies. First, East European
countrics compile data on production and consumption differently from
other countries. All shoes produced with cather-shoe technology are
lumped together. A farge portion actually consists of non-leather shoces,
meaning that production and consumption arc overstated for this
region. Sccond. many of the shoes purchased were traditionally of poor
quaiity, and all were sold at very low prices thanks to gencrous
subsidies. These characteristics and policies do not apply today al-
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though they are relevant to the period under discussion. Second,
fashion and consumer choice probably play = more important role in
western markets than in Eastern Europe and have contributed to a
wider mix of leather and canvas shoes. Consumers 1n western countrnes
can choose from a wide range of both leather and non- leather models
which have not been available to buyers in the east. As a result. westem
consumers own more pairs of shoes than their counterparts in the east,
but their per capita consumption of leather footwear is lower.

Box 2.1 Real wage trends among footwear producers

Wagzes m indusinialized counries are relatively penenous thanks 1o lugh levels of specializa-
tion i the lucrative markets fur hizh-fashion footwear. Wagze mics in scveral developing
awmnincs arc Asing rapidly, howcever. This upward trend is enading the comipetitive posstion
of thers countries in markets for standardized foowear. According to box table 2.1, wages
have nisen fasiest in Brazil, India, Republic of Korea, Pakistan and Tsiwan province.

Box table 2.1 Wage trends in the footwear industry, selected countries

Real wapes Growth rate
per employec, 1989 1983- 1989
Country or arca (thousaks of 1980 dollan) {percentage)
Brasil 26 1.6
Egypt 1.2 4.3
France 18.5 35
Genmany, Federal Republic of 14.7 24
India 1.6 73
haly LX i1
Japan 10.7 20
Mexico 3.1 -1.5
Pakistan .4 5.
Porugal 22 0.0
Republic of Korea 43 98
Spain 6.2 ‘19
Taiwan Province 4.4 87
Turkey 44 453
Unsted Kingdom 10.2 13
United States 24 07
Yugimlavia 29 0.0

Soutce: TNIDO darabase
Nojgy * Wagzes wen convented (o US dollans at 1980 exchange ratex sidd deflated by the
consumer prce mdes, T 19RR.
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Figure 2.2
Consumption of leather footwear, 1975-1990

Total consumption

Per capita consumption

1978 1990
Develesing sountrion Oovelnping seuntrien
unamu-c\-/
sounities
[ [ XY
. world consumpiien Iwerld aonsumption |
! 2908 millon pavs {4200 mitlen nnJ
Source: ses Appendix Teble A 2 - . )

wunly dJats s explenstion of methuds

20

[N




The Changing Map of World Production

Box 2.2 Long-term trends in consumes preferences

Tamtes anc intlucoced by changiag kving snies which can have pesitive of egative clfects
on lkeather une Unul the 1950s, for example, Juggage was a compicoomn travel compamon
prescnt i a shin™s cabin o m 2 Ifain comparineit. Appearancy is important oday bt mass
tourivm i mat xo (avourable to the use o} leather luggaze became of weight and damage i
handling. and because the fuzzage is hidden i a car or the freight dock of a planc

Contemparary consumers have 2 preference for keather upholsiery in their homes and
cars. As the prices ol automobiles and fi roe. the rdditional costs of leather upholstery
bevosmwe a loas significan component in e itens™s total cost. From the manufaciuren” poing
of vicw. an cura $1.000 1o intall leather upholstery in a $30.000 or $40.000 autanobile i
well spent when the added customer appeal is saken inte account.

Leathers strong appeal 1o comsumen uwrneaes e mathetable value of e bus there
arc alv drawbacks One 1s that attempis 1o extend the faw matenal base by rorducing the
quality sckection can result in 2 poorer image. The tuxury profile of fcather products also
means that markets are vuinerahle 10 movements such as the animal-rights campaign, which
B been so successful i the case of funs.

Japan is another market where the pattern of consumption is unique.
The number of shoes purchased by Japancese consumers is the lowest
of all industrialized countries. Cultural diffcrences. along with the
popularity of non-leather footwear in Japan. would presumably explain
this anomaly. Elsewhere. the pattern of consumption seems to be
loosely related to the level of income with the richer ecenomies
reporting higher levels of per capita consumption and‘or higher rates of
growth.

The relationship between income and footwear consumption has
been tested in a more rigorous manner with the help of a regression
model.” Results show that for every one per cent rise in per capita
income, ownership of lcather footwear increases by about 0.82 per
cent. In other words, the demand for leather footwear grows at a
slightly slower pace than the average for aggregate consumption.
Income. of course. is not the only determinate of consumption. Growth
of population will also enlarge the market fer leather footwear. Con-
sumption is expected to rise in proportion t.. any increase to population
and to grow by about fourth- fifths of any proportionate increase i per
capita income.”

In conclusion, the world's markets for leather footwear are growing,
albeit slowly. However, the pace of growth could accelerate in the
future: per capita consumption in developing countrics is only about a
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sixth of the level in industrialized countries and will increase as income
rises. Varnous factors such as climatic conditions or a relatively weak
preference for leather could mean that consumption never reaches
the levcls attained in industrialized countries. The sheer thrust of
demography. combined with even modest gains in per capita income.
are nevertheless bound to shift the weight of world consumption
towards the developing countries. Long-term changes in production
and consumption will have implications for productivity. and patterns
of specialization. These characteristics are discussed in the concluding
section of the chapter.

The leather industry’s role in the manufacturing sector

Leather and leather products represent only a small portion of all
manufacturing activities. According to table 2.4, the two branches
account for just over 1.6 per cent of total manufacturing value added
(MVA) in the developing countries and less than one per cent in the
industrialized countries.

Though the industry is small. some countries are relatively special-
ized in either leather-making or the manufacture of leather products.
Table 2.4 illustrates this fact with the help of a measure known
as the index of relative specialization. An index value substantially
greater than unity implies that the country is relatively specialized in
that branch, while a value less than unity indicates relative under-
specialization. Estimates for industrialized countrics are generally low:
Ttaly, Portugal, South Africa and Spain are the only ones with a clear
pattern of specialization. In each case. the industry is rather well
integrated in the sense that there is specialization in both branches.”
The production pattern in developing countries tends to be more
fragmented. Some countries, such as Argentina, Columbia, Ecuador
and Iran are relatively specialized in the manufacture of leather but
have no corresponding specialization in footwear. In others, the reverse
is true.

This feature reflects a combination of historical conditions and supply
characteristics. Industrialized countries with an ample domestic supply
of hides and skins and expertise in product design and distribution have
become highly specialized. Scveral developing countries also have large
supplics of hides and skins and a specialization in tanning and finish-
ing, Others are relatively important producers of standardized footwear
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Table 2.4 Size and reiative degree of specialization in the leather industry °, 1989

Noles:
—

. - . N . "o
" Al figures are based on dati in constant (980 prices. ™ The

mdex of relative speciadization is the countiy's share in world
production in the given branch divided by that country’s share
“world” s

in world MVA: for purposes of this aifculation,
defined to be the total of all countrics shown here.

(Percentage and ratics) | . sher and kcather prodocts F
(IS1C 323) (ISIC 324)
Index of Index of
Shase relative Share relative
n MVA specialization in MVA specislization
Country or srea 1989 1939 19%9 1989
ializ 0.31 0.76 0.43 0.70
Austraka 0.21 0.51 043 0.70
Ausiria 0.26 0.63 0.66 1.07
Nelgum 0.12 0.28 0.14 0.
Canada 0.16 03% 0.34 0.56
Czechuslovakia 0.46 1.13 138 219
Denmark 0.13 0.31 0.34 0.55
Finland 0.2 0.52 0.55 0.19
Fraxc 0.28 0.63 0.76 L2
Germany, Federal Republic of 0.3 0.55 0.25 041
[lungary 0.53 1.2% 1.14 1.85
ircland 0.21 0.50 0.36 0.58
Israel 0.33 0.30 0.51 082
taly 1.02 248 1.66 27
Japan 0.15 0.37 0.14 0.2
Netherlands 0.29 071 0.21 0.35
Norway 018 0.45 0.08 0.12
Poland 0.59 1.43 132 2.9
Portugal 1.55 376 28 4.61
South Africa n.32 0.78 0.88 1.4
Spain 217 5.28 0.99 1.61
Swalen 0.09 0.23 0.07 0.11
United Kingdom 0.29 omn 0.48 0.79
United Statcs 0.17 0.41 0.1% 0.24
Peveloping sountrics aod arcas 0.54 1.30 1.06 1.72
Argenting 0.%6 208 033 0.53
Brazl 0.46 112 0.87 1.42
Chike 0.3 083 1.54 2.51
Culombia 0.63 1.593 0.42 0.68
Cyprus 2.52 6.12 5.52 .99
Leuador 0.71 [ 2) 037 0.61
Lgypt 0.03 0.12 0.30 1.31
{londuras 0.%5 2.05 0.68 L10
Hong Kong 0.36 087 0.42 0.68
India 028 0.68 1.04 1.70
Isan (Islamic Republic of) 0T 1.72 0.5 0.84
Kenya 0.51 1.24 092 1.49
Korea, Rep. of 0.48 1.17 0.75 1.2
Mexico 0.83 2.13 202 329
Parama 1.00 2.41 1.38 2%
Singapore 0.06 0.13 on 0.13
Turkcy 0.20 0.48 0.22 0.36
Yugoslavia 092 224 260 423
Zimbabwe 033 0.7 255 416
Sourcey:  UNIDO databse.
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but import their raw materials. Only a few developing countries such as
Brazil, Mexico and the Republic of Korca have achieved some degree
of specialization in both parts of the industry.

The relative cost of labour is thought to be another important
determinart of production patterns. Figure 2.3 provides data on this
characteristic. The average share of wages in value added has declined
slightly in both industry branches and country groups. A more informa-
tive way of looking at labour costs is to compare the industry’s wage bill
with that for the manufacturing sector as a whole. On average. there
has bzen very hittle change in this industry’s relative wages since 1975.
Labour’s share in value added is greater than the average for all
manufacturing and increased shightly since the mid-1970s. Firms within
the industry may have introduced some labour-saving innovations (a
fact implicd by the declining share of wages in the total value added for
each branch) bui these steps have not matched the pace of similar
adjustments in other manufacturing industries.

Estimates for individual countries do reveal some rather significant
changes hetween 1975 and 1989 (see appendix table A.3). Interpreta-
tion of these results is not straightforw-.rd, however. For example, a
substantial increase in the relative wage ratio would be expected if
producers have clung to the same product lines and production tech-
nologies during a prolonged period of wage rises. However, the same
would be true for firms that chose to move into higher value-added
products but. in doing so. were required to employ more skilled
workers (thus raising the wage bill).

In conclusion, we have examined three distinctly different features of
the global map. A prominent feature is the rather extensive changes in
the geographical pattern of production over the past two decades. One
interpretation of this shift is that the availability of raw materials acts
as a magnet for producers (F. Schmel, 1990, p.16). This view implics
that the location of tanning. finishing and manufacturing operations is
closely linked to the local availability of raw materials. An alternative
cxplanation attributes the changing pattern to the fact that the manufac-
ture of leather products is 3 footlose set of operations. Manufacturers
have relocated to areas where labour is cheap and tanners and finishers
have followed them.

In the casc of consumption. attention has focused on the all- impor-
tant market for footwear. Like production, consumption has grown
slowly and world demand is dominated by conditions in industrialized
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Figure 2.3

Indicators of labour costs in the leather industry
1975- 1989
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countries. Footwear markets in these countries are saturated, with most
growth being in response to changes in fashion and style. The global
pattern of consumption could be markedly different by the end of the
next decade. however. Shoe consumption in developing countries is
only a sixth of the level in rich countries. Modest gains in per capita
income, coupled with continued increases in population, should lead to
substantial growth in the demand for standardized footwear.

Finally, the industry’s operations have been pictured in relation
to total manufacturing activity. Leather continues to be a reclatively
labour- intensive activity in all countrics. Patterns of specialization
differ between rich and poor countries, however. Only a small number
of industrialized economies have a relative degree of specialization.
Those that do tend to have a rather well-integrated industry, carrying
out various types of tanning activities as well as the manufacture of
footwear and other leather products. Very few of the developing
countrics which specialize in this industry can make the same claim.
Large differences in labour skills or production technologies do not
appear to explain this structural difference. Long-term success depends
mainly on the country’s ability to make adjustments in the product mix
or to move downstream into products with greater value added. In fact,
the division of labour between producers of standardized products,
luxury products and those specializing in upstream operations is becom-
ing sharper all the time. This development has important implications
for patterns of trade. a subject which is addressed in the following
chapter.

Endnotes

1 The evidence on this point is not clear. First, many new technologies are not
only cleancer but also more cfficient, meaning that modernization and pollution
control are not always contradictory goals. Second, differences in the environ-
mental performance of firms in industrialized and developing countries may not
be as great as some presume. Multinationals, for example, are not always free
1o choose the types of production technologies they use at different sites,
Differences in production technologies pose problems which can discourage this
practice, Stockholders are sometimes critical of the multinationals’ environmen-
tal record and may object to the use of “dirty” technologies at sites in
developing countries. In any case, some developing countries have also begun
to impose tighter controls on poflution. For further discussion. see Ballance and
Forstner, 1992

2 Hides and skins produced in India are primarily taken from fallen animals
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and, therefore. tend to be of rather low quality.
3 Tanning is the most capital intensive of the three stages. Capital require-
ments. however, are modest in comparison with other manufacturing activities,
and the investment for start up is not a serious barrier to new entrants in
developing countries.
4 Countries in Eastern Europe are important producers of shoes but were not
classified as high or low wage economies owirg to the fact that wage rates and
prices within the industry were determined by planning exercises rather than
market forces. These countries are included in the table for completeness.
S Offshore producticn may take two forms. In some instances. it involves
ownership by foreign partners: for example. manufacturers or distributors in
Germany. Japan or the United States may have an equity position in factories
operating in Portugal, China, the Dominican Republic or elsewheve. In others,
collaboration is limited to assistance in design. marketing and distribution, but
the foreign participant has no equity. This is usually the case in the Republic of
Korea and Taiwan Province.
6 Some large countries like Indonesia are not shown in appendix table A.2.
This does not mean that the countries do not consume significant quantities of
shoes. The indicators of consumption refer only to leather shoes which are in-
dustrially produced (and therefore reported in industrial statistics): non leather
shoes and handicraft products are not considered.
7 The equation was estimated using a sample of 99 countries data for 1970 and
1990). The traditional demand model assumes that a homogeneous relationship
exists between quantity consumed and total income. Such a model ignores
other -variables that might impact on consumption. In this particular case,
income was redefined as the product of population and per capita income
(measured by GDP per capita). When the expression is divided by population,
the result is an equation relating per capita consumption (<) to population (N)
and per capita income (y). That equation can be stated as follows

In(c)= A +[(es-1) x In(N)} + [ev x In(y)]
where In denotes the natural logarithm and ¢ is the income clasticity of
demand. This ecquation was estimated using restricted least squares, due to a
linear restriction on the coefficients. The initial results are shown below

1970 19%i)
[\ 0.94 0.90
o1 -).06 -0.10

The income elasticity (e.-1) of demand, which was statistically significant at the
01 level of confidence, was .94, Such a result implies that | per cent increase
in per capita income would yield (.94 per cent increase in per consumption.
However, the popuiation coefficient indicates that I per cent increase would
yield (.10 per cent decline in consumption. That result is due to the cross
sectional nature of the sample; namely, larger countries such as China and India
have smalier per capita consumption levels. Since the dependent variable is per
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capita consumption, the population variable represents a structural shift be-
tween large and small countries. The fact that the shift coefficient is small. or
even negative, is reasonable. In order to account for this anomaly. the equation
was re-estimated without the population vanable. In that case the income
elasticity of demand was found to be 0.83 for 1970 and 0.82 for 1990. Again. the
estimate was statistically significant at the 0.10 per cent.

8 Further tests showed that the relationship between per capita consumption
and per capita income did not differ between countries by stage of develop-
ment. To examine this question. the regression model was re-estimated for
western industrialized countries and developing countries. The restricted mode!
yielded very similar results - the estimated income elasticity of demand for
industrialized countries was 0.80 while that for developing countries was 0).86.
For the restricted model (that is. without the population variable) the income
elasticity of demand for the developing countries (0.61) was almost twice that of
industrialized countries (0.34).

9 France. which is specialized in footwear but not leather and leather products,
is the only industrialized country which is an exception to this rule.




CHAPTER THREE

Patterns of World Trade

Production and consumption may have grown at a rather slow pace
over the past two decades but the industry’s trade has been expanding
briskly. There are at least two reasons for the markedly different
trends. First, the major markets for finished products continue to be in
industrialized countries though there has been a rapid growth of
production capacity in developing countries. Second, many of the
newer producers of semi-finished and finished products (particularly
footwear) have no domestic source of raw materials. These recent
entrants are predominately export-oriented and rely on imports of
leather or hides and skins.

Developments such as these have had important implications for
trade. This chapter begins by examining the pattern of growth and
direction of trade. These changes point to underlying shifts in the
pattern of competition and raises questions about the nature of rivalries
in home and foreign markets. These issues are examined in the second
section, while the results of a more detailed investigation of intra-
industry trade (1IT) is presented in the third section. 11T occurs when a
country simultaneously imports and exports the same item, be it raw
materials, semi-finished or finished products. In industries where liT is
especially large, the determinants of trade performance are thought to
differ from the situation which consists of the exchange of entirely
different items. The chapter concludes by looking at some of the more
important policies which influence trading patterns.
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Growth and trading patterns

Trade has grown at a surprisingly brisk pace. According to table
3.1, the industry’s exports have increased significantly faster than the
world’s trzde in all manufactures. Such an achievement is remarkable,
particularly in view of the fact that manufacturing trade was itself
growing at an unprecedented pace. Most regions shared in this impres-
stve performance; only Japan reports rates of growth below those for
total manufaciuring.

Footwear accounts for over half of all the industry’s exports. In this
category the developing countries have flourished. Led by Asian sup-
pliers. their exports of footwear grew at an annual rate of more than 19
per cent in the period 1975-90. Trade in bovine leather and leather ap-
parel accounts for a much smaller portion of exports though here again
the developing countries’ share in world markets has grown.

Rapid gains such as these imply corresponding changes in trading
patterns. Table 3.2 provides a matrix showing growth rates for major
importers and cxportess by product category. Developing countries
in South and East Asa are some of the most dynamic markets
in the world. Much ot this trade is intra-regional; in fact. several
Asian countrics have deveioped large leather-making and manufactur-
ing operations but import hides and skins.

Suppliers outside the region have also benefitted from the region’s
dynamism. Firms in West Evrope and North America have scen a
substantial increase in their Asian exports of hides, skins and leather.

[.atin America’s trade performance has been less impressive. The
region has a large resource base and is a big producer of hides and
skins. Its exports of these materials have not grown at a commensurate
rate, however. This is partly due to the ban on overseas sales of hides
imposed by certain countries.' Latin American suppliers of leather and
footwear experienced some strong grov:th in overseas markets although
they arc loosing out to Asian competitors in a number of cases. Nor
have they succeeded in developing many foreign markets for wearing
apparcl.

The volume of trade between North America and Western Europe is
iarge. but is growing slowly in comparison with the other regions.
Europe remains an important market for North American producers of
leather and manufactures. European firms, however, have lost a sub-
stantial portion of the North American market to exporters in develop-
ing countrics.
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Table M1 Trade in keather and lealher products, 1975 and 1990°
tMillion of United Males dollars and percentage)

Bovine hides and Bovine leather

skins SITC 6113 and 6114
STTC 2111 and 2112
Annual Annual

Region or economic Exports Growth mate Expors Growth rate

Footwear with leather Leather apparel Manufacturing sector
uppers SITC 83413 SITC 8-8
SITC 88102
Annual Annual Annual

Expors Growth rate  Expoits Growth mie  Exports Growth mate

grouping 1990  1975-1990 1990  1973.1990 1990 1975-1990 1990 1975-1990 1990 1975 1990
Wl 4,039 116 6,131 148 20,106" 130 5,482 139 2,324,183 109
North America 1,738 121 m 15.9 348 13.8 n 102 349,767 9.9
EC 1,441 12 2858 139 10,696 108 1,137 9.1 1,102,478 10.7
Other Western Europe 198 102 3 120 634 6.7 77 sS4 184,137 10.4
Eastern Europe and USSR 160 218 26 364 102" 11 30 36 35,045 2.1
Japan | 139 3s Jo 16 1 277,397 116
Other industnalized 3638 93 28 282 26 169 21 29 28,402 106
countnes
Developung countnies 159 1S 1813 173 1272 192 4,094 178 336,960 160
Afnica s 49 3 144 98 "2 59 140 14,480 106
Lann Amenca 43 112 942 152 1,298 136 14 o7 $2,167 14
South and East Asia’ 76 23] 818 210 6,216 287 248 193 241,188 183
Western Asia s 204 3 64 48 129 640 16 8 15,180 123

Souree UNIDO

Nutes * The vorerage ol countries within geographical groups relates to the avarlabwhity ot irade dataan 1975 and 1990, and can vary

between product eroups  Eatimate © Excludes re-exporis,

apvi] pHom fo swanvg
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Table 3.2 Growth of exports by product group and region. 1975-199%0°
(Annual percentage growth rate)

Exports to
Exponter/product  Noith  Weslern Japan Latin South and
group® Amenca  Europe Amenca East Asia
nca
Hides 80 34 1cs 68 200
Leather SS 173 422 136 257
Footwear 10.5 173 152 126 89
Apparel 25 210 215 100 171
Wssicm Europe
Hides 58 109 55 26 452
Lesther 159 12,5 241 59 333
Fuoolwear 63 1.5 159 927 18.5
Appael 87 13 247 96 247
Latin America
Hides 253 40 355 70
Leather i58 148 63.6 205 40.9
Fovlwear 131 17.8 229 163 56.4
Apparel 75 48 3.5 172 36.3
Swuth and East
Ana
Hides 0.0 9.4 289 29.4
Leather 299 16.7 315 463 412
Foviwear 263 266 236 347 245
Apparel 213 150 353 184 285

Sources: UNIDO.

Notes:  ° Growth rites are denved from exports i current United
States Dollars " ~Hides™” refers to bovine hides and skins (SITC
2151 and 2112) “Leather™ refers to bovine leather (SETC 6iid
and 61141, “Footwear refers 1o tootwear with leather uppers
(SITC 85102) and “Apparel” refers (o leather apparel (SITC
K413, A number of major producers m Lann America have
banncd cxports of hides, Growth raes are therelore denved
from a very small absolute volume of cxports
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Together. these two tables present a picture of an industry which has
passed through a period of dynamic growth in trade. Manufacturers of
footwear and leather products have seen their exports expand at a pace
far greater than for most other industries. This success is matched by
substantial changes in the direction of trade. A number of the world’s
traditional suppliers of leather and leather products have lost market
share to new rivals in other parts of the world. Such developments have
important implications for the industry. How are producers in different
countries faring as competition becomes more intense in international
markets? To what extent are producers in a country capable of meeting
demand in their home market and succeeding in foreign markets?
These questions are addressed in the following section.

Competition in domestic and foreign markets

The main purpose of international trade is to fill any gap which exists
between domestic demand and supply. This function can be expressed
in terms of the trade identity which relates consumption (C) and
production (P) to exports (X) and imports (M) in the following
manner:
P+M=C+X

The left side of the equation represents total supply (domestic produc-
tion plus imports) while the right side indicates total demand accounted
for by domestic purchasers (consumption) and foreign buyers (ex-
ports).

Table 3.3 shows rates of growth for trade. production and consump-
tion in each of the incustry’s major product categories. The results
carry the description in the previous section one step further: not only
has trade been growing more rapidly than in other industries but it has
also been increasing much faster than production or consumption. This
pattern is replicated in most regions of the world, with trade in light
leather and footwear growing especially fast.’ Based on these results,
underlying changes in the relationship between domestic demand and
supply should be considerable.

In order to investigate this possibility, the trade identity in the equa-
tion above can be re-written as follows:

PIC=1+ (X-M)IC
The left side of the equation shows the proportion of consumption
satisfied by domestic firms. A relatively high ratio (unity or greater) can
be explained in either of two ways. One possibility is that the industry is
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Table 3.3 Growth of trude. pruduction and consumption in the world's leather industries, 1970-1990°
(Annual percentage growth rates)

Patterns of World Trade

Bovine hides and shint Light bevine heother Feotwear

Regisn or econemic grouping Q [« M X Q C M X Q < M X
Wotld 12 12 24 24 24 28 79 72 ) 2) 68 8)
Notrth Ameriea 02 A0 L1 24 222 -0 4) 9.7 34 b3 | S84 50
EC 07 03 13 39 28 R} | { B 52 a7 [ 70 3s
Othet Went Europe 09 13 19 22 os A1) 21 64 SR 26 11 ] 27
Easiern Ewrope and USSR 24 1.8 (¥} 19.5 ) 2) 16 1) (24 10 | R <3
Japan 16 00 02 ns (K] 08 18 61 16 29 s -39
Other industrialised countries 03 [ 3] 120 00 28 0s 37 156 07 03 46 47

Develuping countnes ] 1.2 s0 04 36 36 1 3 56 19 76 149
Afnes 1.7 9 Fy 229 32 29 $6 84 3? 3t 29 104
Launo Amencs 14 21 0) 17 7 6 120 a3 51 1 bR 143
South end Fast Asia 24 13 140 87 a8 47 128 12 62 4y 164 176
Wesem Ana 19 2? o4 04 s S0 131 | §1 4 al 24 124

Sources: Food and Agnculture Organization of the United Natians, 1992 World Statistica! Compeadium for Raw Hades and Skins,
Leather and ieather Footwear, 1972.19%): SATRA. Waorld footwear Market 1991 informaton supplied by the European
Federation of the Foorwear Induaey: and UNIDO estimates.

Notes: O denotes production: C relers 1o consumption: M represents imports: and X s exports.

* Growth rates are calculated from quantities.
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effectively isolated from international markets. The ratio of production
to consumption would then be around unity but the portion of output
which is exported (as well as the share of imports in consumption)
would be negligible. The home industry is unlikely to be internationally
competitive in these circumstances; imports might be limited by foreign
exchange constraints or other restrictions. A second, more realistic,
situation arises if firms are highly competitive in international markets.
When the home industry is large in relation to the domestic market,
P/C will be around unity or greater, the share of exports in production
will be sizeable (X-M > 0).and the proportion of consumption met
through imports will be low or even negligible.

Aside from these two interpretations, the meaning of the
production/consumption ratio is subject to two qualifications. First,
space requires that the ratios shown here are expressed as regional
averages. That practice which can mask large differences in the
competitive abilities of individual countries of a region. Second. the
meaning becomes somewhat complicated if a large portion of trade
does not relate to the exchange of different products but consists of
intra-industry trade (that is. the simultancous exchange of raw
materials, semi- finished or finished products between firms at different
stages in the industry). This phenomencn is discussed in more detail in
the following section, but for present purposes, such a condition would
mean that no inferences can be made about the competitive position of
the industry. The ratio would still provide information on the balance
between  domestic demand  and  supply. though more detailed
information would be needed to assess other industry characteristics.

Subject to these qualifications. the relationships between exports.
production, imports and consumption can provide useful information
about the industry’s performance. Ratios for three of the most impor-
tant product categories are found in table 3.4. Just over 36 per cent of
all bovine hides and skins are traded internationally. In a few markets
(for instance. North America) production far exceeds consumption.
That region also exports a large portion of its output, and imports are
rather small in relation to consumption. This combination of indicators
suggests that producers arc able to meet a significant portion of
domestic needs and are relatively competitive at the raw maternial stage.
Various Western European countries also have P/C ratios of (C) which
exceed unity, although their imports are large in relation to consump-
tion. In Africa and Latin America. production is sufficient to meet
regional needs. but exports have generally not been encouraged and no
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Table 3.4 Meuasures of self-sufficiency and competitiveness in major product categories, 1990 °

‘Rutio} Bovine hides and skins Light bevine lesther Leather fostwear
Regioa or economic
grouping
XP MC PC NP MC PC  XP MC PC
World 0368 0378 0985 0463 0435 1014 0310 0319 0987
North America 0776 0164 3738 079 0756 1152 0103 0835 0134
EC 0.792 0.822 0.835 0.476 0.589 0.783 0.605 0.606 1.002
Other Westem Europe 1260 1495 1905 0929 0925 1050 0755 0930 0286
Eastern Europe and USSR~ 0107 0200 0896 0004 0084 0920 0072 0082 0989
Japan 0011 0850 0148 0615 0216 2035 0015 0241 0770
Other ind.unn'nliud 0.733 0.027 3647 0.538 0479 1.178 0.015 0.163 0850
countries
Devsloning counics 0106 0276 0810 0357 0490 1152 0346 0076 1413
Africa 0159 0047 1134 0159 0146 1016 0091 0093 099
Latin America 0026 0083 0941 0379 0108 1436 0325 0021 1450
South and East Asia 0175 0464 0650 0835 0823 1072 039 0100 1497
Western Asia 0070 0.187 0875 0.003 0.265 0.738 0 040 0.004 1037

Sources: Food and Agriculture Organization of the United Nations, 1992 World Statistical Compendium for Raw Hides and Skins,
Leather and Leather Footwear, 1972-1990; SATRA. World footwear Market 1991 information supplied by the European

Confederation uf the Footwear lndustry, and UNIDO estimates.

Notes:  * Ratios are derived from guantities.
X/P is the shure of exports to production; M/C is the ratio of imports to consumption: and P/C s the ratio of production to

consumplivn.
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inferences can be made about suppliers’ competitive status in markets
for raw materials.

Several developing countries are major producers of bovine hides
although this fact is concealed when regional averages are calculated.
Countries such as Argentina, Brazil and India have imposed export
embargoes to encourage more local tanning of the raw material. The
objective is to increase the proportion of value added contributed by
local firms. At the other extreme are countries with large tanning
operations which are supplied through imports of hides and skins. Such
a situation is represented by P/C ratios that are less than unity. coupled
with large amounts of imports in relation to consumption.’ Examples
include: China, Italy, Japan, Republic of Korea. Portugal and Spain.

Light bovine leather is the industry’s most important intermediate
product. The proportion of world production which enters international
markets is larger than for hides and skins - roughly 46 per cent.’ Japan
and a few Western European countries produce more than they con-
sume, but all industrialized countries have moderate-to-large amounts
of imports. Latin America is perhaps the only region which appears to
be competitive and self-sufficient in this product category. India is one
of the few other countries with a home industry that meets most of its
domestic needs in leather markets. In general. imports tend to be
significant even in those markets where production matches consump-
tion.

Estimates for footwear must be interpreted somewhat more
cautiously than those for other product categories owing to weaknesses
in the underlying data (see box 3.1). Subject to this qualification, table
3.4 indicates very few markets where the domestic industry is dominant
in the home market. Latin America and South and East Asia are the
two exceptions. Both regions produce substantially more than they
consume. They appear to be sclf-sufficient and competitive, with large
amounts of exports and negligible imports.*

The situation in industrialized countries is markedly different. In
North America imports account for a large portion of consumption (84
per cent in 1990), while exports are negligible. Western European
countries are both large importers and exporters. Some, for example,
Italy, Portugal and Spain. are highly competitive with the volume of
exports exceeding imports by significant amounts. Others like France,
Germany, Netherlands and Switzerland are net imporlers.

Finally, therc are several regions where the relationship between
production and consumption of footwear is determined mainly through
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relative isolation from world markets. Production generally meets
domestic needs without significant volumes of trade. Regions and
countries falling into this group include: Africa, Japan. Eastern Europe
(excluding USSR) and Western Asia.

In conclusion, the links between domestic production and consump-
tion. as well as the openness to competition, vary widely from one
product category to another. This charactenstic is likely to be even
more pronounced in the future as the international division of labour
and product differentiation becomes more intricate.

Box 3.1 Statistical ambiguitics in data for footwear

Tretds in markets for footwear and leather products are more difficult o detesmine than for
viher parts of the industry. One problem ix that data for fontwear ard ather leather prosfucts
is mingled with that for primbicrs made pantiatly of snatenic s such as plastic, te xtiles or mbber.
Anothes is 1. estimates of market stze and fevels o consuiption tequise dati for both
production ana tede, althongh the two satistical stems define each product catepory
cdilfcremly. Thindly, the amomt of non-leather niacrial inchisled in peodicts <uch as shoes,
hawdhags, liggage or personal gowds varies according o the marhet aml over time. These
variations cin be substantial and depend o clianges in fashion which cunnt be foreseen

Intra-industry trade

The foregoing discussion has described the industry’s trade in an
aggregate scnse that provides information on the degree of trade
openness. Such a picture is useful but a more detailed investigation is
necessary in order to gain some impression about the underlying
determinants of trade performance.

There are numerous theories suggesting all sorts of different
determinants, but in a loosc sense most of these will fit into one of two
categories. Traditional economic theories explain a country's trade
performance in terms of resource endowments, workers' skills or
superior technologies. These explanations are mainly concerned with
trade aggregates, meaning that performance is evaluated on an
industry-wide basis. More recently, analysts have come to recognize
that trade successes can also depend on a second complementary set of
determinants. The latter include: cconomies of scale, degree of product
differentiation, differences in quality and rclated characteristics of firms
and plants. This particular line of reasoning calls for a more detailed
breakdown of exports and imports.
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The latter approach. which is the subject of this section, is concerned
with intra-industry trade (1IT). Such trade is defined as the simul-
taneous import and export of products that are close substitutes,
whether these are intermediate inputs such as leather or final products
like shoes or wearing apparel. By examining patterns of IIT and
comparing its rates of growth with aggregate or inter-industry trade, we
can obtain some impression of which types of determinants are more
important for the leather industry.

At first glance, the existence of lIT seems peculiar. Why would a
country simultaneously be an importer and exporter of products from
within a single fairly homogeneous industry? Economic logic suggests
that an industry with a comparative advantage should be an ex-
porter while one with a comparative disadvantage will be an importer.
Analysts have offered numerous reasons for the existence of IIT. The
two most widely accepted explanations are: (1) IIT occurs because
products are highly differentiated and their markets are therefore
distinct,” and (2) HT is a siatistical artifact owing to the way trade data
is compiled and reported.’

Trade which results from product differentiation is regarded as a
“true” or genuine form of IIT and can occur in various ways. For
example. a country may produce large amounts of finished leather
which is of superior quality. Domestic manufacturers turn out high-
fashion leather goods using this leather. Firms catering to the lower end
of the home market must import leather of low or average quality,
while the country's tanners export some finished leather of superior
quality. Similarly, if a country's entire industry produces goods of
superior quality, most finished products ~f low to moderate quality wil!
be imported. It is also possible that countries import and export
differcnt types of high-fashion products and models at the same time.
Even in very narrowly defined markets - for example, women's leather
handbaygs - there would still be ample opportunity for IIT based on
product differentiation.

The second explanation for T is based on a .ifferent line of
reasoning: statistical artifacts give rise to [IT when trade statistics
are reported only for broadly defined groups of products with
heterogencous characteristics. Imports and exports of tanned leather,
for example, are usually lumped together in a single category even
though unfinished and finished leather are essentially different
products. In fact, much leather is traded after both the first and second
tanning. Similar cases can arise in other product categories such as:
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bovine hides and skins (exports of cattle hides and imports of
calfskins), sheepskins and lambskins (which are reported together),
goatskins and kidskins (reported together), and sheep and goat leather
(reported together). Trade of this type does not depend on product
differentiation and is not regarded as a genuine form of IIT.

When measuring IIT, economists frequently use the following index:

tl (X;;+M;;5) - ﬁll (XiyMip) |
IIT = =

) (X;;4M,;)
i1

where X represents exports, M is imports, i refers to the individual
country, j represents the product category and there are n countries in
the group. If either exports or imports do not exist, the value of the
index is zero and the coun::y has no IIT. When exports and imports are
equal, the index is unity and all trade is of IT.!

The way in which this measure is interpreted is straight forward. A
relatively small index value means that product differentiation and
other reasons for IIT are of little significance. Competitive abilities and
international differences in comparative advantage would be the main
determinants of trade in that case. Conversely, a relatively large index
value suggests that considerations such as product differentiation,
quality differences, economies of scale and other micro-economic
determinants of trade are important.

The indices in table 3.5 show some large variations, both among
regions and product categories. A fifth of all trade in bovine hides and
skins is IIT, but the share is much greater in Western Europe.” The
European outlier results in part from the fact that some imports are
later re-exported. Trade of this type is determined mainly by mid-
dleman profits; it does not depend on comparative advantage, the
existence of imbalances between production and consumption, or
intra-industry considerations.

The situation is quite different for bovine leather. IIT accounts for
almost two-thirds of world trade with especially large shares reported
for North America, Japan, Western Europe and some Asian
countries.” There are several reasons for this result. First, both light
and heavy leather are included in this category. The two items are
essentially different products; most countries require some of both and
trade accordingly. Second, manufacturers of footwear and leather
products tend to specialize in either high fashion or standardized
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Table 3.5 Indices of intra-industry trade * in main product categories.

1990
Regionor Bovine hides® Bovinc  Leather  Leather
cconomic grouping and skins  leather®  footwear® appancl®
Wurld 00 063 021 02i
North America 0.10 o84 008 0.10
EC 037 on 031 042
Other Westem Europe 069 074 031 024
Eastern Europe 009 025 020 035
Japan - 083 008 002
Other industrialized countries 003 063 019 03t
Develuping countries 006 036 009 onu
Africa 037 0.19 009 019
Latin America 015 0.13 012 0.15
South and East Asia 004 046 005 0.12
Western Asia 006 0.17 0.19 0ot
Sources : UNIDO.
.'f{ (X;5+M;5) “tll (X:y=M9) |
IIT = 2= -
t X, +M,
l-l‘ 15*Hsy)
Notes: " Thendexis defined as follows:

where X orepresents exports, M ois imports. @ refers to the
individual country, | represents the product category and there
are no countries in the group. I cither export or imports do not
exist. the value of the indexas zero and the country s no 1T
When exports and imports are cqual. the index s unity and sl
trade is of the intra-ndustey variety, " SITC 200 Land 211 2.

*includes both heavy and light feather (SITC 6113 and 611.4).
" Footwear with leather uppers (SITC 851.02).° SITC 8413
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products and their diverse leather requirements give rise to 1IT. Third,
many firms are specialized. They buy in semi-tanned leather from
foreign suppliers and export finished leather.

Trade in finished goods (leather footwear and leather apparel)
include a much smailer IIT component - about a fifth of the world
total. Western European countries such as France. Germany. ltaly,
the Netherlands and the United Kingdom report the largest shares.
Manufacturers tend to be specialized. producing either high fashion
items. standardized products, or a combination of both. European
consumers also have a relatively wide range of preferences with sub-
stantial demand for products of varying quality.

Table 3.6 concludes this examination of IIT by comparing rates of
growth for IIT with those for “‘gross trade™ (defined as exports plus
imports). At the world level. gross trade is growing faster than HT in
three of the industry’s four major product categories. Such a finding is
somewhat surprising since it is counter to the evidence for most other
industries and implies that inter-industry trade is more dynamic than its
intra-industry counterpart.'’ The results also suggest that there are
systematic differences between countries. 1IT has been growing faster
among firms in developing countries than for those in industrialized
ones. In two product categories, bovine leather and leather apparel, the
developing countries’ HT has also grown more rapidly than gross
trade.

In summary, this survey of 1IT tells us several things about patterns
of tradz, the nature of competition and the underlying determinants.
First, the bulk of the industry’s trade is inter-industry in character. This
implies that competition is mainly (though not exclusively) based on
price and that the underlying determinants are conventional ones which
reflect differences in comparative advantage. The only exception is
leather, where IIT is the dominant form of trade. Factors such as
product differentiation, quality differences and close international links
between firms are more important in this particular product category.
Price considerations and other conventional determinants of competi-
tion ability are also important but less so than in other parts of the
industry.

Second, contrary to the experience in most manufacturing industries,
IIT is not growing as rapidly as inter-industry trade. This result applies
mainly to industrialized countries, however. Among firms in developing
countries, much of the trade expansion is intra-industry in character.
The precise reasons for this demarcation would require detailed study
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Table 3.6 Comparative rates of growth for intra-industry trade and gross trade in major product
categories, 1975-1990° (Annual percentage growth rates)

Boviae hides and Bovine leather Leather apparel Fostwear with leather
Region or economic skdns SITC 6113 + 6114 SITC 8413 uppers
grouping SITC 2111 + 2112 SITC 85102
ar Gross or Gress ur Gross ur Gress
Trade Trade Trade Trade
World 9.7 1.9 15.5 14.7 120 14.0 s 131
North America 82 1.8 16.2 144 102 149 138 141
EC 100 109 14.2 14.6 11.7 10.7 1.5 11.6
Other West Europe 9.6 100 9.3 94 6.5 84 9.3 10.1
Eastern Europe and USSR 23 8.2 372 98 AR} 89 19.7 73
Japan 399 109 29.8 72 -2.1 28.7 1.6 177
Other industrialized 64 92 206 19.0 173 7.7 16.1 98
countnes
Developing countries 19.6 210 219 19.0 26.1 181 178 20.0
Afnca 199 121 17.8 200 226 137 73 53
Latin Amenca 122 14 16§ 15.2 144 83 206 143
South & East Asia 193 222 450 221 223 200 13.0 283
Western Asia 26 62 3t 178 112 163 149 15.2

Sources: UNIDO.

n n
Notes:  * Intza-Industey Trade s defined 10 be £ (x#m) - X | x,om, |, while gross trade s defined as
in]

two expressions are the numerator and the denominator, respectively, for the index of 11T discussed in the text;
calculations  are based on trade in current United States dollars.

2n(x‘+m.); these
i=l

apvi] plom jo swianng
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of conditions in individual firms and countries. Growing multinational
involvement or systematic differences in the conditions governing entry,
minimum efficient scale of operation, and firm behaviour and objec-
tives could all play a role and their net effect is unclear.”

Finally. the results provide some basis for speculation about future
changes in the industry’s pattern of trade. Several factors will probably
lead to accelerated growth of 11T in the future. They include: a greater
emphasis on the quzlity of inputs, environmental pressures on leather
tanners which lead to increased specialization (see chapter 5). and the
steady expansion of international links between firms. In th> longer run
the growth of income in developing countries will also contribute to
more intricate patterns of consumption as the richer consumers opt for
more high-fashion items. This, too, should boost [IT. Eventually. the
industry’s trading patterns should more closely resemble that in other
parts of the manufacturing sector.

Trade restraints

Previous sections have examined trade performance and looked at
some of the broader economic determinants of trade. Trade policy also
has a role to play and the concluding section considers this subject.

From the discussion in earlier chapters it is clear that production in
some industrialized countries is stagnating. In these circumstances it
would not be surprising to see a steady increase in imports. The slow
growth of demand in these countries has limited importers’ successes
but firms in industrialized countries encounter another source of pres-
sure; ihey are frequently unable to compete in price-sensttive markets
for standardized products. Manufacturers facing such a combination of
circumstances have typically reacted by secking protection from im-
ports. Large industries like steel, textiles or automobiles have been
more successful in this endeavour than small ones like leather. Protec-
tionism is pevertheless an important tssue in particular countries and
product markets.

In economic theory, an industry’s pleas for protection from imports
can be substantiated according to two different lines of argument. First,
import restraints may be justified during an initial period when new
firms are too smail to compete effectively and have yet to master many
of the skills and techniques of their larger and more experienced
international rivals. Known as the “infant industry argument”, such
protection would be offered for a limited period of time - only long
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enough for firms 10 acquire the size and experience needed to compete
with foreign rivals. Second. protection may be needed in order to offset
some degree of monopoly power - for example, when a single large
producer is powerful enough to prevent entry or drive smaller competi-
tion out of the business.

Neither of these arguments is well suited (o the leather industry.
Firms in industrialized countries generally have a long history and
ample experience in the industry. Moreover. the markets in these
countries are mature, not embryonic. and generally consist of many
small producers with little or no monopoly power. Tariffs, quotas and
other forms of import restraint are nevertheless familiar aspects of the
industry’s trade. Questionable forms of protectionism are found in all
countries, although the issue receives most attention in the large,
industrialized markets of the world.

Tariffs are the most common form of protection and the simplest way
of expressing their effect is in “‘nominal” terms - that is, the percentage
increase in the price of the import as a result of the tariff. Nominal
tariffs are generally low for imports of hides and skins, but they tend to
“escalate’ at each successive stage of production. The highest tariffs
are thercfore imposed on finished products such as shoes and leather
garments. On average, the nominal tariff on imported shoes is reported
to be around 9 per cent in the industrialized countries (Petri, 1988,
p.60).

Such rates may be sufficient to exclude some foreign competitors,
although the true amount of protection is usually much greater. One
reason is that tariffs are frequently used in conjunction with other
import restraints such as quotas. A second is that the nominal tariff
does not represent the true burden on foreign competitors. Most
cconomists argne that a more accurate indicator is the amount of
“effective protection””. This concept is measured by the nominal tariff
in relation to the value added at cach stage in the production process
and not the gross value of the finished product.” Effective protection
proves to be much higher than nominal protection, particularly when
quotas arc employed in conjunction with tariffs (see box 3.2).

Some critics of protectionism use Japan's trade policies to illustrate
how parts of the leathes industry can bhe cffectively scaled off from
foreign competition. That country protects its tannerics by using what is
known as a “tariff-quota’” system. Imported leather is subject to a fixed
quota which is equivalent to 1-2 per cent of Japan's annual production
of leather." Tariffs of 15-20 per cent are also applied to the leather
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which enters the country under the quota arrangement. Any additional
leather imports (that is. over and above the quota) are subject to a tariff
of 60 per cent. The system is further complicated by the fact that
licenses for imports are issued only in small batches to a plethora of
local importers. Japanese distributors that wish to import in large
quantities must therefore “assemble”™ a quota by buying licences from
others. This practice can add another 15 per cent to the existing trade
barriers.

The arguments in support of these policies are fairly complex.
Japan’s trade barriers will probably be relaxed during the 1990s but its
negotiators continue to argue that protection is required as a result of a
complex mixture of ecconomic and social policies."” The important point
is that policy makers in any country may suddenly decide to erect trade
barriers using a combination of tariffs, quotas and other restraints that
effectively isolates the home industry from foreign competition.

These options are equally available to policy makers in developing
countries. although markets are generally small and a much higher
priority is attached to export earnings. In an effort to maximize export
earnings. government officials may ban exports of hides. skins and,
sometimes leather.

Box 1.2 Protectionist measures in footwear markets

Tanifs and guotas are the most famibar niethods of limiting footwear impons but infonnal
agreements. kpow pas orderly snarketing agreements and voluntary export restragns (VERS),
are even more populas. In 1989 a total of 14 different VERs were zpplicd by Canada, the EC
and the Unsted States. Exports trom the Republic of Karea were involved in six of these
agreements. and those of Taiwan Provinee i four.

When tarifts are combined with guotas or some other infonnal agreement, the fevel of
effective proicction can be substantial. For example, in the United Kingdom the nominal tanf(
of 3.6 per comt on lootwear fises 16 17.6 per cont alter aceouniing for non-tsriff resincnons
The combined cffect of these measures viclds an cffective mte of protection on the value
added by the shoe panufacturer of 41.5 percent. See Ennew, Greenaway , and Reed 11990).

The creation of Europe s single marhet promices o complicate Gus issue. Brussels wants
1o harmonize, rather than abohsh, national quotas on footwear impons Several member
stases are worried about an influx of Chinesc impons and have argucd for stringent measures,
Cunously, the guota proposal includes the lucrative market for athletic oot wear, even though
there is no EC production of “high iech™ sports shoes Major producess such as Nike amd
Reehoh oppose the measure becatne their prcdienon facilities sre widely dispemicd,
ncluding sever tactoric< in China
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Their purpose is to force firms to move downstream into tanning and
manufacturing where the value added content of exports is greater.
Such an approach has been tried in Argentina. Brazil. India and other
countrics where domestic production of hides is substantial.

The logic of this approach is clear. but advocates of free trade and
competitors in the industrialized world regard it as a subtle form of
protectionism. They point out that a ban on the export of untanned
leather increases the local supply and therefore reduces prices. The
country’s tanners and manufacturers of footwear and leather products
would benefit in two ways. First, they obtain greater supply security:
second, they enjoy a cost advantage since the domestic prices of their
raw materials are artificially depressed by the export ban. The mag-
nitude of any cost advantage is unclear. though studies by industry
associations in industrialized countries suggest that it is substantial (see
box 3.3).

Whatever the validity of this argument, there are certain disad-
vantages which must be weighed alongside the benefits of an export
ban. These and related issues are discussed in the case studies appear-
ing in chapters 8 and 9. The following chapter examines some of the
industry’s more important micro-cconomic characteristics.,

Box 3.1 Export bans and raw material prices

Prostucers i indostgializcd countrios argoe it when exports of hides and skins are banied,
dotnestic praces are "agilicially depressad”™. Insome Latin American countrices they estimate
thaat U ban feads to o Gl in mw iaternial prices ol arund 20 per cont. Since hides represent
araund SO por cont of the ot of Dineshed, taaed leathes, tannens m the couptey would see
their conts Gall by about 10 per cont Gssaming the estimates are accarate). The combination
of artlicially depressed prices tor raw maserials and chwap labosre explains why the ¢xpornt
prices of Latin Amcrican tnnens are roughly 29 per cont befow commesponding prices for
tantiees i ihe EC

In 1990 prxbucens in the Uniled States succeeded i pepsssling their govemment (o
mpose coutervailing dutics on the Argenting™s cxports of leather on ihe grounds that the
latters e xport ban o hides and skins represcated a hidden subsady.

Endnotes

I The region’s exports of hides and skins to Japan and South and East Asia
have risen significantly although this sefiects growth from a rather small initial
level.

2 One exception s ides and skins, where Africa and Latin America report

rates of growth for production and consumption which exceed those for trade.
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Severa! African countries have export potential in this category but. s¢ far, they
have not exploited this pussibility. Major producers in Latin America have dis-
couraged the export of hides through policy measures.

3 Indicators for the South and East Asian countries are somewhat misieading
because production figures are heavily influenced by the large measure of
self-sufficiency in countries like India and Pakistan. whereas the high import-to-
consumption ratio is sensitive to the figures for the Republic of Korea where
the tanning industry depends on imported hides and skins.

4 Similar calculations for heavy hovine leather are not shown here. For the
world as a whole. only 11 per cent of all production is traded while the same
proportion of cunsumption is satisfied through imports.

5 Interestingly. over half of Asian exports of footwear are destined for
Western Europe. A smaller proportion - around 38 per cent - goes to North
America.

6 The existence of scale economies and product differentiation enables
countries to specialize in different versions of a differcntiated product. 1T
results from the fact that in each country there is a demand for more than one
version.

7 There are other explanztions for T as well. Some of the more simple
reasons include commodity arbitrage and trade which results from efforts to
save on transport costs (known as cross hauling). These types of HT are
common but do not alter the demand and supply within a country. HT may also
result from international differences in comparative advantage. For example,
some countries in Latin Amernica export semi-taaned leather to buyers in
Eastern Europe. Latin Amernica is exploiting its comparative advantage in hides
and skins, which cannot be exported directly because of govern.nent export
embargoes. laly’s tanning industry includes a large number of very sophisti-
cated micro-tanneries. Some of these tenneries specialize in leather fimishing,
and import their tnputs (semi- tanned leather). This particular type of T is
determined by the same forces as inter-industry trade and. like the statistical
anomalies referred to in the text, is not regarded as a truc indicator of HT.
Empirical estimates will necessarily inciude all these sources of HT. even
though some are not relevant for an understanding of the industry’s trade
pesformance. Sec annex Il on measurement problems.

8 Trade statistics on the leather industry are available in two different forms.
The United Nations compiles data according to the value of simports and
exports, while FAO reports trade in quantities. The two sources also classify
products n different ways. [T indices were originally calculated from both
sources and the results proved to be similar. Thus. only the indices denived from
United Nations statistics expressed in values are presented in this chapter.

9 Africa also has a large HT index but this result may be spurious. The region
has very httle trade 1n hides and skins and estimates are senutive (o any change
in the volume of trade. A more genceral problem is that 11T figurces for trade in
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hides and skins may be overcstimates. This is because the statistics do not dis-
tinguish between trade in cattle hides and calfskins. Because of this flaw, we can
not determine whether HT results from differences in quality or reflects exports
of the heavier cattle hides and imports of the lighter calfskins.

10 The United States is a big importer of light leather from the EC, though it
also exports significant amounts - mainly to Latin Amernica. Such a pattern
results from qualitative differences in the leathers being traded. This applies
also to the Republic of Korea and Thailand, countries with an [IT index greater
than 0.7. The European situation is more complex, being driven by middieman
profits, differences in quality and a host of other considerations.

1 The exception is bovine leather, the only category where 11T accounts for
more than half of all trade.

12 For a comprehensive survey of the macro-economic and micro-economic
determinants of !T. sce Greenaway and Milner (1986), chapter 7.

13 In more formal terms the effective rate of protection ( Ep) is defined as the
increase in value added per unit due o protection as a proportion of the value
added per unit with no tariff:

Ep= (V') -Vi/V;

where V1 and V) represent value added per unit with a tariff and without a
tariff respectively.

14 This amount is equivalent to only one day of Western European output.

15 Japan has agreed to raise the quota to around five per cent by 1997, but
ncgotiators argue that tanneries must stitl receive substantial protection because
they employ minority groups and these jobs must be protected.
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CHAPTER FOUR

Internationalization and Specialization in Product Markets

Industries may become involved in international markets either through
trade or foreign investment. In turn, the pressure of international
competition leads to other changes, frequently requiring that manufac-
turers alter the priorities they assign to product markets. Specialization,
for example, can serve as a means of deterring foreign competitors:
firms attempt to establish control over particular market niches that are
not easily penetrated by rivals. Alternatively, the decision to special-
ize can require that a firm actively seeks overseas markets or al-
liances in order to justify the costs of specialization. This chapter
examines various aspects of internationalization and specialization in
the industry’'s main product markets.

Markets for leather footwear

Like many other manufacturers, producers of footwear have begun to
compete aggressively in international markets. Much of the impetus for
this transformation derives from changes in the buying habits of
consumers. As income grows, consumer spending rises but foolwear
generally claims only a small (and declining) portion of the additional
purchases. Domestic markets arc eventually saturated and further
growth depends mainly on the number of consumers rather than their
income levels.

A deterioration in the growth of demand often forces firms to look
for new volume of imported footwear relative to domestic markets
abroad. Market shares arc then reshuffled., new trade flows are gencer-
aled and the degree of competition intensifies. The success of footwear
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producers in this new environment depends on their ability to boost
exports while safeguarding their home market from foreign com-
petitors. This feature is examined here in terms of two quantitative
measures. The first is the export ratio which can be represented by the
share of exports in output. The second is the import penetration ratio,
which is defined as the proportion of domestic consumption satisfied by
imports.

Table 4.1 gives global estimates of the export ratio in the footwear
industry. The most striking feature is the measure’s steady rise over
time. Exports were only about an eighth of world production in
1968-1971. but by 1990 almost a third of all footwear was sold in forcign
markets. These figures imply that some markets for footwear are being
internationalized at a rather brisk pace. The number of exporting
countries is few, however. Leather footwear is produced in more than
100 countries, but only 30 account for virtually all the world’s exports.

The degree of internationalization may be limited but its conse-
quences for major suppliers has been dramatic. For example, 20 years
ago Haly and Spain accounted for more than half of the world’s exports
and trade in leather footwear was confined to a very few rich, western
countrics (sce table 4.2). That is no longer the case. Brazil, Hong
Kong. China, the Republic of Korea and Taiwan Province have 45 per
cent of the world’s exports, while the shares of most industrialized
countries has declined.

This rearrangement of trading patterns reflects two broadly different
lines of development. Producers in deveioping countries have gained
market share by specializing in the mass production of standardized
shoe models. They have a cost advantage in this submarket which
results from low wages, effective management techniques, efficient
operation of plants and adaptive engincering. A different approach has
been followed in industrialized countries where domestic sales have
slowed (usually because of greater imports of standardized shoes) and
production has declined. These producers have responded by altering
their product mix and by specializing in types of footwear that are less
exposed to foreign competition. Product differentiation, however, re-
quires Jarge fixed expenditures on design and marketing. Because these
outlays can seldom be recovered only through domestic sales, exports
often receive the highest priority regardless of trends in the home
market.

The two lines of development deseribed here are depicted in figure
4.1. Countries or arcas that lie above the 45 degree line have increased
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Table 4.1 Export Ratios for the werld preduction of leather (ootwear, 1968-19%6

Period or Year Export ratio
(per cent)
1968-71 124
1972-14 14.6
1975 16.5
1976 174
1977 17.6
1978 18.4
1979 18.7
1980 18.3
1981 194
1982 204
1983 223
1984 256
1985 26.6
1986 27.2
1987 274
1988 28.0
1989 29.5
1990 310

Sources: Food and Agriculture Organization of the United Nations,
1992 World Statistical Compendium (or Raw Hides and Skins,
Leather and Leather Footwear. 1972-1990; SATRA: World
Footwear Market 1991; information supplicd by the European
Confedcration of the Footwear Industry; and UNIDO cs-
timates.
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Table4.2 The world’s largest exporters of lesther fsotwear, 1970 and (990

Yearly Exports® Share of world Cumulated
Country or Area growth rate  (million peirs) exports sheres
(per cent) 1990 (per cent) (per com)

1970-90 1970 1990 1990

ltaly 18 2452 432 19.0 19.0
Republic of Korea 17.9 207.4 19 16.0 350
Brazi 237 1430 0.S 11 46.1
Taiwan Province 18.5 108.1 09 84 545
Spain 39 77.7 9.0 6.0 60.5
Hong Xong 226 722 0.3 5.6 66.1
Portugal 16.4 69.4 0s 5.4 s
China 18.1 41.3 04 32 747
Thailand 378 0. 29 776
Yugoslavis 63 323 24 25 $0.1
Germany, Federal 47 3jos 31 24 825

Republic of

I -1.0 230 1.7 18 843

France -1.4 19.4 64 1.5 853
Poland 1.6 19.0 35 15 873
Hungary Is 17.0 32 13 886
Indonesia 16.2 0.0 13 899
Romania 1.0 15.0 31 12 911
Indis 34 13.0 1.7 10 92.1
United Kingdom 0.1 122 30 0.9 93.0
United States 1.2 11.7 04 09 93.9
Netherlands 52 110 1.0 09 948
Austria 27 9.6 1.4 0.7 95.5
Morocco 174 5.7 0.1 04 95.9
Dennark 5.0 43 0.5 04 9.3
Mexico 923 40 0.2 03 96.6
Tunisia 19.5 ls 00 0.3 96.9
Switzerland 18 33 0.6 03 972
Cyprus 123 3o 0.1 0.2 974
Delgiuni 0.6 29 0.6 02 97.6
Greece 45 24 03 02 978

Sources: Food and Agriculture Organization of the United Nations,
1992 World Statistical Compendium for Raw Hides amd Skins,
Leather and Leather Footwear. 1972-1990; SATRA: World
Footwcar Market 1991; information supphcd by the Curopean
Confederation of the Footwear Industry: and UNIDO c»-
timates.

Notes:  * Total exports of the countrics and provinces shown here
amountcd to 1,262 billion pairs in 990,
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Figure 4.1

Winners and losers in the footwear market (1970-1990)
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in their export ratio, while those above the horizontal line have seen
their output grow more rapidly than the world average. Those that have
managed an increase in both measures are mostly developing countries.
Meanwhile. the exports of several industrialized countries were grow-
ing even though their share in world production was declining. in
certain countries (for example, the Federal Republic of Germany and
the United States) the contrast was even sharper: exports were rising
despite an absolute decline in production. The interplay between
various forms of internationalization and the lines of specialization
gives rise to a variety of experiences which are summarized in box 4.1.

A more complete picture is obtained when attention turns to imports.
Penetration ratios may be calculated using data expressed in volume
(that is. the number of shoes) or in value. The two sets of estimates can
differ and caution should be used in their interpretation (see box 4.2).
Table 4.3 adopts the former approach. showing penetration ratios
derived from the volume of imports. The overall pattern can be
summarized in a few stvlized facts. First, markets in Eastern Europe
absorb only a minor portion of world imports (7 per cent in 1990) and
the share has been falling - not because imports have diminished but
because they have remained constant while trade in other parts of the
world has flourished. Second. developing countries have never been
significant importers. As the standard of living grows, higher income
groups in these countnes import more luxury footwear but domestic
producers will continue to meet most of the market’s needs. Finally,
North America and Western Europe are by far the largest importers;
together. they accounted for 83 per cent of the world total in 1990

The major feature demonstrated by table 4.3 is the striking progres-
sion of imports going to North America and Western Europe. The
United States is the world’s biggest market for footwear and has been a
favoured target of Brazil's exporters. These suppliers were soon joined
by others tn Taiwan Province and the Republic of Korea. The United
States responded in the carly 1980s by attempting to contain the
growth of imports through voluntary export restraints,” However,
policy makers’ efforts to stem this flow were frustrated by increased
imports from non- controlled sources and a substantial over-valuation
of the dollar.

Imports by Western European countries are as large as those of
North Amernica. Although the region’s share has gradually increased, a
mare dramatic shift has been in the sources of suppiy. In 1970 Western
Europe was largely a self-contained market with most trade occurring
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between countries within the region. By 1990 producers in developing
countnies had become the major suppliers of footwear to Western
Europe.

Box 4.1 A country typology of footwear producers

Al least four groups of countrics can be identified from the data in figure 4.1 and table 4.2.
One group consisis of countties such as Brazil, Chinz and others where expons have grown
repidly. In some of these countnies, for exampic, the Republic of Korea, the stundard of fiving
has heen nising and domesuc growth has spurred production of footwear. Others like
Arpentina, Colombia, Morucco and Pakistan have combined rapid growth of cxports with
modes! gains in production. That situation is indicative of sluggish domestic xales or a narrow
export linc which confines growth (o a ssnall portion of toial output

In a sccond group are countrics where the growth of exports and priduction has sfowed.
Impont penerration is low hecause of the established reputation of the home indusiry (Iialy
and Spain), non-market advantages (Eastem European countries) of low wages (India).

A tiurd category 1> represented by countries where production has contracted while
exports expand. This pattem is typical when import restrictions are negligible and producers
are specialized w specific expont lines. The smaller countries in this group may cxpon more
than iwo-fifths of thzir production but the same is not true for larger countnies where trade
is marginal compared to domestic sales. The United States, for example, bas found niches in
specific differentiated products such a: cowboy boots, comfortable outdour moccasins and
high-technology sthictic shocs, which cxplains the unasual combination of contracting
production and mising exports.

In the last category are countries where both production and cxports are coniracting.
Increascs in the cxport ratio suggests that s reorienation towards cxports iy taking place
although, f0 daic, itis not vigorous or not successful. Canada, France and the United Kingdom
are examples.

Box 4.2 Estisating import penetration ratios

Mot the industrialized countrics” imports of footwear come from developing countrics and
arc cheaply priced in comparison with domestic models. Forexample. in {9288 the penetration
ratio for non-aubher foafwear in the United Starcs market was RO per cent (United States
Depaniment of Cotnnerce, 1989). A pair of shoes produced domestically was valued a1
$1890 ex-factory, while U average price for & parr of imponied aboes was $8.90 (ece
alongsick ship(Fa ), Assuming o taniff of 6 pereentand anadditional 15 percont for delivery
10 a United States port, the notional value of the imported shoes was $11.20. When imports
are valued at this notional price, the penetration ratic becomes 68 per cent rather than 2
volume-desived estimate of BO por cent. §n general, estisnaies based on the vatue of impons
tend tn give 2 Joss dramatic view of market loss than those derved from volume daia. Both
versions can he uscful indicators of the economic impontance of market penetration.

Table 4.4 supplements this regional picture with information for
individual countrics. Because developing countries import very little
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Table 4.3 Imports of leather footwear by region, 1970 and 1990

Sharc in world
. (per cent)
Region
1970 1990
Industrialized countrics 95.4 919
North America 36.8 420
EC 30.7 35.3
Other Westan Europe 76 58
Eastern Europe and USSR 19.1 6.6
Japan 0.1 13
Other industrialized countrics 1.0 0.9
Devcloping countrics 46 8.1
Affrica 1.7 09
Latin Amecrica 1.0 0.5
South and East Asia 08 6.2*
Waestern Asia and other 1.1 0.5

Sources: Food and Agriculture Orgamization ol the United Nations,

T T 1992 Woarld Statistical Compendium for Raw Hides and Skins,
Leather and Leather Footwear. [972-1990; SATRA, World
Footwear Market 1991 mlormation supphicd by the European
Confederation of the Footwear Industry; and UNIDO cs-
fimalces.

Notes:  * Mast of this incrcase is the result of imports by Hong Kong.
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Table 4.4 Import penetration ratios for leather footwesr, 1968-19%0

Impoct penciration ratios®
(per cent)
Cllgoty and Country 1968-1971 1972-1974 _15°0 _ }985 1990
Hungary 5 7 12 23 3o
Poland 6 6 6 2 5
Romania 1 1 | 2 4
USSR 8 9 8 10 L]
Category Il
Greece 0 0 2 5 26
fealy 1 1 7 9 2
Portugal 2 s 6 0 6
Spain 0 ! 1 1 6
Yugoslavia 10 7 0 0 10
Israel 4 ] 8 1 1
Japan ) 2 4 4 24
New Zealand s 8 12 7 R}
Category [V
Austria 26 45 100 87 90
Belgium 59 85 8 101 104
Canada 25 21 20 n 7n
Denmark 53 64 ] 92 103
Finland 16 21 47 63 7t
France 1 20 40 49 58
Germany, Federal Republicof 33 46 68 7 89
Ireland 10 4) 80 9s 9l
Netherlands 4% 63 93 111 17
Norway 58 69 9 9% 9
Sweden 70 76 8 94 100
Switzerland 47 63 t 3 88 97
United Kingdom 15 22 49 56 69
United States 9 26 49 78 84
Sources. Food and Agriculture Organization of the United Nations,
1992 World Statistical Compeadiam for Raw Hides and Shins,
Leather and Leather Footwear, 1972-1990: SATRA, World
Footwear Marhet 11 mformation supplicd by the European
Contederation of the Footwear Industry. and UNIDO -
fstadvsy,

Notes: " Import penetrabion rano s dehmed as ratio of imporis o

GORICMIC COMUMPLION, PeRctration ralios miay osceed J0 per
Cont i Gnes whoere exports have o substantial import contont
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footwear, their penctration ratios are low and only industrialized
countries are considered. Those shown in the table fall neatly into four
categorics. Producers in Eastern Europe represent one distinct group.
They import very little footwear and. with the exception of Hungary.
penetration ratios have been stable over time.

Several Western European countries with rather low penetration
ratios make up a second category. Portugal and Yugoslavia are
moderately successful exporters, with a competitive advantage which
depends on low wages. These producers have little to fear from outside
competitors who might tiy to capture the sub-market for standard
footwear. Mcanwhile. domestic demand for top-quality products is
limited by income. Italy and Spain are also important exporters though
conditions in their home markets are quite different from those in
Portugal or Yugoslavia. Import penctration has been fow thanks to
local consumers’ clear preference for domestic products, the high
quality of local production and the home industry’s strong competitive
position (even in standard footwear). Conditions are changing,
however. Italy’s imports have been rising (mainly as a result of higher
wage costs) and the same conld occur in Spain as the effects of wage
increases and integration into the EC become apparent.

A third category is represented by countnies such as Israel, Japan and
New Zealand. Import penctration ratios were traditionaily low. al-
though this was not due to the domestic industry’s competitive abilities.
For a long time these countries remained aloof from the process of
internationalization. Their producers were protected by tariffs, by
distance, or the very smallness of their home market. This no longer
seems to be the case as even these countries are being drawn into the
process of internationalization.

The fourth category consists exclusively of industrialized countries.
Most of the smaller ones have peactration ratios close to 10 per cent,
meaning that imports cover almost all domestic consumption. A high
level of imports 1s to be expected since consumers are rich and have a
wide range of preferences that can only be partially satisfied by local
manufacturers.” Larger countries in the group tend 1o have lower
penetration ratios, between 50 and 80 per cent. This result is attributed
to the fact that cach country has its own unique footwear styles which
are supported by relatively large numbers of consumers. The smaller
countrics tend to be more specialized but all members of the group
have seen a substantial rise in penetration over the past two decades. In
some cases the home industry has lost 40 to SO per cent of its domestic
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market. The steady gains of foreign suppliers have led many calls
for stronger measures to restrain imports. The effectiveness of such
methods - and the benefits for the country as a whole - are ques-
tionable, however (see box 4.3).

As markets for leather footwear have become more international, the
degree of competition has intensified and firms have proved to be
adept at product differentiation. Thanks to specialization, a number of
producers in high-wage countries have been able to increase exports
even while they lost market share. Such tactics require a variety of
engineering skills, both for product design and adjustments of produc-
tion process, as well as a substantial network for distribution and a
well-financed advertising campaign.

Producers of standardized footwear face a different mixture of
constraints and options. Intense competition depresses the price of the
final product while conditions in the markets for raw materials and
leather mean that input prices are firm. As a result, the value added ner
pair of standard shoes is necessarily small. Suppliers of standard shoes
are forced to increase productivity or reduce costs through greater
economies of scale. Both options are difficult to sustain in industrial-
ized countries where wages are high and the market for shoes is
growing slowly. In summary, production of standard shoes is bound to
join the convoy of senescent industries such as crude steel and cheap
apparel which is steadily gravitating towards low-wage countries.

Box 4.3 Leather supply and substitute materials in the footwear market

The dependence of Icather tanniers and finishe rs on fontwesr manulscturers was underdined
by the develupment of punnumenc malerials u the 1960s. Dupont lsunched the new material
because it expected a huge shortfall in the availability of hides for use in fotwear. The firm
calenlated that a high-prced sophisticated microporous synihctic could fill this anticipstcd
ap.

! Pl.’tupum *s hiwsich coineided with a shitt in fouswear fashion in (avour ol patent leather. For
shoe manufacturens, pormomerics had a number of distinet advantages. The matenials came
in continuous rolls, in regular widths and without susface defects or colour variations. [t soon
breame clear that ponnomencs did not represent . sdditional source of mw material supply
but, mther. u substitute fur leather which could destroy the latier’s market. In response,
aukers of leather sought (0 develop aliemative markets and leatherwear was one which
received a high privrity.
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Markets for leather garments

Markets for leather garments were of little significance until the early
1970s. Their importance has grown, though producers still account for
only a minor portion of the industry’s total output. Nor are these firms
major users of tanned leather, requiring only 12 to 13 per cent of world
supplies in the late 1980s.

The subsector has also suffered from the sorts of pressures ex-
perienced in other parts of the industry. The location and geographical
pattern of production began to change rapidly in the first half of the
1970s. A combination of policy decisions and technological advances
was hehind the restructuring. The most important factor was the
decision by policy makers in several developing countries to embark on
a programme to gencrate more value added in leather processing. The
price of raw materials on world markets soared following Argentina’s
decision to rebuild cattle stocks and suspend hide exporst.” Initially,
this development was of little consequence for producers of leather
garments since sheepskins were their main source of supplies. Shoe
manufacturers, however, were hard hit and reacted in a conventional
manner by switching first to cheaper leather and later to synthetics (see
box 4.3). The amount of leather used in shoe uppers was reduced by 15
per cent and, despite the general decline in raw materials, a surplus of
hides was created. Leatherwear proved to be the immediate gainer as
manufacturers began to use leather from both sheep and cattle. Tech-
nological advances reinforced these supply-side developments. The
Japanese succeeded in splitting hides as thin as 0.6 millimetres without
loss of tensile strength. With that innovation, tanners were able to offer
garment manufacturers a thin, flexible and soft leather with a large
cutting area. Such characteristics simplified the tasks of matching colour
and texture and led makers of leatherwear to commit themselves to a
wider range of raw matenals.

Consumers’ preference for leather forced manufacturers to resume
use of the material for shoe uppers. The supply of hides began to fall
after the American kill peaked in the mid 1970s. Demand among
manufacturers of footwear, garments, upholstery and other articles
remained strong with the result that supply conditions were tight.
Makers of leather garments were perhaps most sersitive to supply
constraints: they were now committed to greater use of hide leather and
their costs increased as hide prices rose.'
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Firms in the United States and Europe (particularly in the Federal
Republic of Genmany and the United Kingdom) embarked on a search
for overseas sub-contractors andror suppliers of cheap finished leather
to be used in garments. As their purpose was simply to reduce costs,
sub- contractors with access to cheap. skilled labour were just as attrac-
tive parincrs as those having an abundance of raw materials. Many of
the new suppliers were leather tanners and fisishers Hased in develop-
ing countries which had no local source of raw matenals. Hong Kong,
for example. became one of the world's largest suppliers of leather gar-
ments (see box 4.4).

Korean tanners were also quick to establish links with manufacturers
and distributors in industrialized countries. They soon emerged as
the world’s leading producer of garment hides as well as a major
manufacturer of garment leather. In their intial enthusiasm, many of
the country’s tanners overreached themselves and later weat out of
business.” Those that remained. re-equipped themselves and proved to
be very competiive. claiming more than two-thirds of the Japancse
market for garment leather.

Producers in developing countries with ample supplies of hides and
skins were also quick to recognize opportunities in markets for leather-
wear (see box 4.5). Turkey. with an abundance of sheep and goat skins,
began to produce low-cost leather garments in the 1970s. The industry
faltered in later years but recovered in the 19805 following a round of
Joint ventures with companices in the Federal Republic ot Germany and
the United Kingdom. Turkey is currently one of the world's 10 argest
producers of leather garments and among the five largest exporters
while India and Pakistan saw their exports grow between threefold and
fourfold in the 1980s.

Box 4.4 Exports of icather garments: the success of Asiao suppliers

Hong Kong i onc of the world's Largest ceportens ol leather garmients, although i relies
abens onaily onariponted leather Exporns tnpled between (983 and 19838 sl rose anoiiwr
$7 per centin 1989 Hong Kong's fimis export mainly to Japan where they specialize wa
qualiy range which is slightly above hat of Korcan supplicns but below the Eutopuan
sandard Phas cnables theim totahe advantage of the iove (o igher qualiny products by many
Sapane.e consmens

However, 2 numiber of the new tansiers proved 1o be e ypeaieneed and pooely equipped
tor sprallohin tanmng Therr positeon was fater andercut when gannent mak e o1 the

Rupublic ot Korea tamed to Earope tor bovipe eather
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Box 4.5 Development of Western markets for leather apparel

Unail the 1970 kather was preduminatcly wed only in garments with spocial applicatsm.
Vintually all produccss were kocated in North Amernica or Westemn Europe and workad alnwes
exchnively for domaestic buyers. The marker™s parochial nanun: was swept aside in later yean.
This fact is evinhent from the data in box iable 4.6 which shuws how work! impuosts have vt
in the yean suwe [967. Majur markets such a3 the Federal Republic of G y. Switocriand
and tn: United stakes have expericced rapid cxpasion, although they have mot kept pace
with the growth of workd tradke.

Box tzble 4.5 Linports of leather apparcl, 1967-1988

Value of impegts Ponocntasy of 1onas]
1967 97N 1988 1967 1972 19%%
ftem (nuthon of dollans)
Workd tmpets 102.% 043 47962 1000 1000 (V0.0
Unsecd Siatey” 42 1540 13788 469 XP 287
Gennany., Fokenal
Republic of 75 0.1 959.5 73 270 0
Netbwrlands +8 55 1242 47 63 2o
Switzcriand 6.6 87 '3 64 46 R R ]

Soyree . UNIEAO, basad o dlata supplicd by UNSO
Newgy - data reler o SITC 2413 " Lob

Some resource-rich countries like Pakistan and India have sought to
develop markets for leather garments mainly as a means of adding
value to their leather production. In most cases, garment manufacture
was regarded as ar extension of leather-making operations. To en-
courage the move into finished products, India and Pakistan provide
cash subsidies and cash rebates for garment exports.

Export success created its own set of problems: production is fre-
quently constrained by supply shortages. Turkish firms, in order to
secure additional supplies, have now started joint ventures with com-
panics in Western Asia and North Africa for the manufaciure of
garment lcathers. Mcanwhile, India and Pakistan suppiement their own
supplics with imports of raw materials from Europe, New Zealand and
elsewhere. Policy makers in India have also imposed a ban on exports
of finished leather.

Among the industrialized countries Italy and Spain have excelled in
the market for Icatherwear. Despite high wages and the rising costs of
environmental protection, the two countries’ exports doubled between
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1982 and 1987. Both countries succeeded in boosting exports through
product differentiation and greater specialization. Design flair, produc-
tion quality and product performance are the characteristics which
brought success to Italian and Spanish firms.

Italian production of leatherwear, as in shoemaking, is centred on
a large number of small firms. All work closely with tanners and
retailers to produce well designed, versatile, high-quality garments.
The manufacturers are therefore able 1o respond quickly to fashion
changes, which is one reason why they have maintained market share
despite low-cost competition from Asia. Italian producers have not
escaped supply-related problems, however. Their tanners rely heavily
on imported skins - particularly wet-blue, crust and semi-finished
feather from India. The latter’s restrictions on exports of hides (im-
posed in 1991) could therefore be painful. The Indian export ban may
eventually force ltalian firms to turn to joint ventures in finished
garments or abandon this source of supply.

Spain's garment makers have atiained a reputation in design and
styling of garments which are manufactured 1o high standards. The
couniry's speciality leatherwear firms have also established an in-
ternational presence. Spanish tanncrs have contributed to this success
through product differentiation which makes extensive use of their
large domestic supply of high quality lamb and sheepskins. A speciality
is production of fashion-oriented lightweight lambskins with both wool
and suede being finished in the latest colours.’

Producers in developing countries have had less success in product
differentiation. Turkey effectively exports garments through its tourist
trade though its industry’s products have a generally poor image
in foreign markets. Today, the quality range for Turkish garments
is greater than that of most competitors but the bulk of trade is
anonymous, being carried out under European labels. Firms in the
Republic of Korea export a large portion of their garments to Japan
and the United States where they have staked out the lower end of the
quality range. As incomes rise consumers are moving up-market and
the product range may soon have to be adjusted accordingly.

Producers in India and Pakistan have had to overcome different
problems. In Pakistan, the rise in labour costs put firms at a disad-
vantage which they have tried to offset by promoting closer co-
operation with Indian producers where wages are lower. Both countries
have an abundance of raw materials but the quality varies widely. The
two countries can be regarded as successful exporters but neither has
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established a wide reputation for high quality and this fact has hindered
their ability to maximize export earnings.

In conclusion, newcomers to the garment industry can foliow several
routes into the market, though they probably have fewer options than
producers of footwear. The choices available to firms in other parts of
the industry are also unique as the following discussion makes clear.

Markets for leather upholstery

Upholstery makers accounted for only about five per cent of the world
market for leather in the late 1960s, but like producers of leather
garments, their share has steadily grown. Leather is mainly used in
domestic furniture, contract furnishing (which includes office furniture
and related commercial applications) and automobiles. Each of these
markets is distinct, having its own demand characteristics and distribu-
tion methods.

World production of leather upholstery nearly doubled during the
1980s and by the end of the decade was more than 7! million square
metres. Almost half of this amount is used in household furniture,
another 30 per cent is found in automobiles and 20 per cent is taken up
in contract furnishing." According to table 4.5, around 90 per cent of
world production occurs in only five countries. Of these, the Federal
Republic of Germany is the only supplier which did not manage a large
incrcase in output during the last decade. Other important producers
are: Argentina, Australia, Brazil, Japan, South Africa, Sweden and
Thailand.

Growth of the subsector has been largely demand-driven. though
producers have contributed to this process through improvements and
the development of new applications. Demand for leather furniture in
industriahized countries multiplied in the 1980s as incomes soared and
house purchases rosc. The emergence of specialist furniture stores and
chains was hoth a consequence and a contributor to market growth.
First- time house buyers in Western Europe proved to have a decided
preference for lcather furniture; as much as a third of new home owners
in the Federal Republic of Germany and Scandinavia choose leather.
Older houscholds with high incomes also prefer these products for
replacement furniture.’

The nature of demand in the automobile market has a quite different
focus. Traditionally, car manufacturers have tried to reduce costs by
greater uniformity of assembly. Any option that fell below five per cent
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Table 4.5 Production of uphoistery leather in selected countries
(in million sq meters)
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of the production run was usually dropped. Leather upholstery became
a rarity with this policy, being used only in the top end of model
ranges. Thanks to automation and more intense competition. leather
upholstery has made a partial recovery.”

The geography and varied nature of the markets served give rise to
several characteristics which distinguish this sub-sector from others.
First, upholstery markets have a much narrower geographical base than
those for footwear or lcather garments. Second. producers must cater
to several distinctly different types of markets. Product design. distribu-
tion and other operations are therefore more fragmented than in other
parts of the industry. Third, makers of leather upholstery require hides
of the highest quality. World supplies are limited and most come from
Europe, North America or Australia. South America supplies some of
the best hides but tanners in many developing countries lack access to
the proper materials.

It follows that manufacturers are rather specialized, both geographi-
cally and in terms of the markets they serve. There is little evidence of
any drive to internationalize as can be observed in other parts of the
industry. Some of the reasons why manufacturers have retained a
regional or national perspective result from differences in national
markets involving income, buyers’ preferences and patterns of owner-
ship. National differences in technical standards have also slowed the
spread of production. Governments and industry associations in in-
dustrialized countries impose different standards with regard to flam-
mability, tensile strength and flexibility. The variety of standards makes
it difficult for new start-ups in developing countries to compete.

The most stringent standards are imposed by automobile makers
which set their own requirements. These take into account local
conditions and engineering considerations, both of which may be
awkward to the upholstery supplier.” Even more important is the fact
the automobile industry is still concentrated in industrialized countries
and subcontracts to focal suppliers. As parts of this giant industry move
to developing countries, upholstery making should expand (see box
4.6).

In conclusion, the extent and speed of internationalization and
specialization has been impressive. Producers of footwear have seen the
most rapid changes. The reasons are straight forward: markets for
shocs are ubiguitous and many consumers have several pairs which
differ according to style and purpose. These attributes make it relatively
casy for firms in different parts of the world to differentiate their
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products either in terms of price, quality or function (for example, sport
shoes, leisure shoes and so on). Markets for leather garments are
perhaps even more sensitive to concerns about fashion and quality,
though the bulk of demand for these products is limited to the richer
consumers in industrialized countries. Nevertheless, suppliers in some
developing countries are important. They produce either garment-
quality leather or leatherwear itself which eventually finds i* way into
the hands of consumers in the richer markets.

Producers in these particular segments have followed two different
routes into the industry. One version, which could be described as a
*“collaborative approach™, is exemplified by the experience of resource-
poor countries. Firms in these countries require massive imports of
hides and skins. a cheap but relatively skilled work force, and strong
links with manufacturers and/or distributors in industrialized countries.
The other approach retains more independence and is common in
countries which have their own supplies of resources. Here, producers
rely heavily on exports but also on the domestic market in the case of
footwear or sales to tourists in the case of garments. Hong Kong, the
Republic of Korea and Taiwan Province have opted for the former
alternative, while India and Pakistan have taken a more independent
line. Turkey, at least in the case of its garment-producing companies,
has followed a combination of both approaches.

Box 4.6 Foreign supplies of leather upholstery for cars

The automobile indusiry is an important user of leather upholstery and its significance is
likely to grow inthe future. Few car mukens, however, rely on imported leather upholsiery.
Thailand, which has an abusdance of high-quality bulfalo hides, supplics leathes for use by
Mcrcedes. Japan, despite its cnomions car production, imports most of its leather from the
United States and Enmpe although Japancsc-made teather is now bheing nsed in Toyola's
Lexus. Car makers in the Republic of Kosea have also begim to use kwally made uplolsicry
leather, bt the country s tanners have yol 1o begin cxports.

The world’s markets for upholstery depend on a different set of
circumstances which distinguish it from the others considered here.
Specialization is extensive but the degree of internationalization is not
great. The demand for leather upholstery is confined to a smaller
number of countries than that for garments. Yet another factor which
has limited the spread of upholstery operations is the fragmented
nature of demand. Significant differences in tastes, preferences and
fashions exist in major markets. While suppliers for homes, offices and
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automobiles must meet different critena with car makers having par-
ticularly unique and stringent requirements.

Each of these markets therefore illusirate the interplay between
demand and supply which contributes to patterns of internationaliza-
tion and specialization. The following chapter carries this idea further,
looking at various strategies which firms in the leather industry have
adopted in their efforts to succeed.

Endnotes

I The figures for Asian developing countries and areas also seem to indicate an opening
to imports but this impression is largely a statistical artifact. The bulk of imports of these
countries’ and areas (83 per cent of the total) consists of footwear exported from China to
Hong Kong and then re-exporied to the United States and Europe.

2 Voluntary export restraints are really a commitment by one country’s producers to
limit the volume or value of their exports 10 an agreed ceiling in the market of another
country (the importer). To encourage agrcement, the importing country may hold out
the possibility of harsher trade restrictions. Thus, voluntary export restraints are not
always “'voluntary™.

3 In some of these couniries the domestic production of footwear has almost disap-
peared.

4 The situation was aggravated by a world shortage of grain and catile feed.

5 [In the late 1960s the approximate composition of end-users’ markets for leather was as
follows: garments (3 per cent), upholstery (S per cent), leather goods (15 per cent).
saddlery, chamois and mechanical uses (7 per cent). Once a successful marketing
campaign was mounted, leather became a preferred fashion matenal Since then,
garment manufacturers have accounted for between 10 and 14 per cent of the global
market for leather. Surveys of buying habits in France, Germany, lialy, Spain and the
United Kingdom show that about 60 per cent of the population possesses at least one
leather garment.

6 World prices of hides collapsed in the late 1980s when demand switched from hide
leather 10 sheepskin leather Many of Korea's tanneries were inexperienced and poorly
equipped for small-skin tanning and were forced out of business.

7 A succession of warm winters at the end of the 1980s drastically cut sales of
double-face garments and caused serious difficulties. However, Spanish garment leather
tanners demonstrated a large measure of flexibility by switching to nappa and suede
leathers based on their own hair-sheep type skins and on imported lambskins from New
Zealand, UK and France.

8 There 1s also a small market for leather as furnishings 1n aircraft - mainly executive
transport and other privately owned planes. The market for such uses is growing rapidly
but 1s very small and is not considered here

9 Different markets have distinguishing charactenstics. however. In the United States,
for example. domestic and imported Italian furniture 1s cheaply priced in relation to in-
come. Thus the move up-market occurs sooner than in Europe

10 Leather's share of the European car market is traditionally higher than in the United
States (10 per cent compared to 5). This 1s generally due to the fact that Europeans
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regard the car as 2 luxury while Americans sce it as a necessity. Car makes fitted with
lcather upholstery include: Rolls Royce, Jaguar, Jensen, Mercedes. BMW, Audi, Saab,
Voivo, Renault, Peugeot. Citroen, Lancia. Ferrari, Mascrati, Cadillac. Buick, Toyota,
Nissan and Honda.

11 Volvo, for example, is concerned about fogging because of the prevailing weather
conditions in Scandinavia. Nissan. on the other hand. is interested in softness and
Bexibility while General Motors has one sel of standards for Europe and another for
North Amenca. Technical specifications vary with regard to colour fastness. light
fastness, finish adhcsion, resistance to sweat. alcohol and so on.
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CHAPTER FIVE

Corporate Strategies in a Changing World

Linkages between the various stages and product markets which make
up the leather industry create an intricate and constantly changing
pattern of competition. The internationalization of markets and the
willingness of governments to intervene through policy decisions fur-
ther complicate the picture. Against this background, companies must
fashion their own strategies to maintain or bolster profitability and
market shares.

Given the range of circumstances and forces operating within the
industry, any description of the strategic options necessarily requires
some simplifications. A number of broad characteristics or trends that
lend a certain measure of commonality to strategic decisions of in-
dividual firms can nevertheless be identified. Examples include simi-
larities in demand patterns, product characteristics and production
technologies. National policies, although they may differ in methods of
implementation, have similar objectives in many countries. In other
instances strategic decisions may be taken in collaboration with other
firms, including foreign ones, and this practice too contributes to the
degree of commonality.

The effective life-span for any particular strategy is limited by policy
decisions and events in the market-place. The options, however, repre-
sent more than a series of short-run tactics examined from slightly
different perspectives. Any straiegy, once adopted, van not be quickly
abandoned. For the sake of clarity, it is useful to distinguish between
different strategies according to the variable which is the focus of
attention. Costs, production processes, product characteristics, dis-
tributional capabilities and organizational aspects of the firm are the
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variables singled out here. In practice, firms never confine their
decision to a single variable: the decision to pursue one strategy does
not preclude others. This chapter begins with a brief discussion of the
changing nature of competition and then examines several generic
strategies for different parts of the leather industry.

The nature of competition: A long-term perspective

For more than two decades the leather industry has been charac-
terized by growing internationalization of markets and the migration of
production capacity from industrialized to developing countries. In-
tense competition within the industry is not a recent phenomenon,
although the international dimension of the process is relatively new.
The period between 1950 and 1970 saw a massive shift in the location
of leather-related industries: producers moved from rich northern
European countries to the Mediterranean basin and from the northern
part of the United States to the south (see box 5.1).

There were several reasons why relocation was accomplished with
remarkably little acrimony. First, unemployment was not severe in
countries where the industry was contracting. Policy makers were
happy to release a labour-intensive industry to make room for more
capital-intensive ones. Second, markets for major products such as
footwear were growing rapidly. Some producers were losing market
share but this merely meant that they were growing slower than their
competitors. Third, the industry was still confined to the industrialized
countries where differences in the cost of labour or materials were
minimal. With similar technologies and cost structures, no firm had a
dominant position. Price-cutting - the most drastic form of competition
- was therefore not a long-term option. In this environment there were
few firms large enough to exert much impact on the behaviour of
others. Short-term competition occurred (mainly to resolve temporary
problems) and cost-cutting was not unknown, though it was rare that a
single producer acquired any significant degree of market power.

The circumstances today are different. Demand in industrialized
countries is stagnating and any loss in market share means that firms
shrink in absolute terms. Contraction can also have wide-ranging
consequences since the leading producers of footwear, garments and
upholstery may employ significant numbers of workers, and their
exports earn substantial amounts of forcign exchange. Finally, the basis
for competition has changed; firms now depend on vigourous price-
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cuttinig tactics, aggressive advertising and rapid product development.

Box 5.1 Structural trends in an caclicr period: the case of footwear

Sobong as marhets for footwear wene buoyast_cven firms that were losing their narket shaee
wore siblable to marease prsduction. Box table $.§ ~hows a signiticant fall in the nunber ol
Fovtenie s and conployces insoveral comntrics alibough probuction fose satotantally in most
cases. Baly winl 3pain were amsong the big painers LHhe pattenn was similar for fanners. As
necently ay 1986, 90 por contol the EC™s lanncrios were found in Greeee, Baly, Portugal and
Spain.

Box table 5.1 Employment and outpui among producers of leather footwear
in sclected countrics

Numbher of Production

Country Yeur fuctories cmployces {1,000 pairy)
Nuotherlamis 930 3o 15,400 10,000
1970 123 10,000 23,000
Swaden 1950 259 11.000 15,000
1970 3 2,000 5,500
Genmany, Fableral 1950 140 80,000 7%,000
Republic of 1970 A R4.000 150,000
Frame 1950 600 43,000 68.000
1970 R3] 50,0(x) 127,000
baly 1950 1.R00 15,000 40,000
1970 7.840 235,000 295,000
Spain 1950 1,440 41,000 20,000
70 1,71 2000 99,760

Songrey - Boon, GO (1996), 1able 7 10

Companies of unequal size, and with differentiated forms of competi-
tive advantage are constantly at work to improve their position or to
gain a greater share of the richer markets. As the room for manoeuvring
becomes global, the strategies grow inore complex. Opportunities for
investment or acquisition are constantly monitored. So. too. are tech-
nological developments, commercial trends, and the behaviour of com-
petitors. Producers still strive to improve their competitive position in
traditional ways - for example, by economizing on inputs. modernizing
production processes, diversifying products, cutting prices. or mounting
advertising campaigns. However, they also enter into alliances with
other firms. These moves may help to offset the strengths of a rival, gain
control over a particular group of suppliers or distributors, or ensure a
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stronger position in a particular range of products.

The internationalization of markets has also meant that firms must
pay more attention to international policy. Strategists must take into
account the decisions of governments and international organizations
responsible for trade, policy and investment. For example. they must
consider whether access to the North American Free Trade Agreement
will be restricted. what implications the new single market of the EC
will have. and the problems and opportunities which will emerge in
Eastern Europe. Scenarios like these concern the future. but an-
ticipatory behaviour is alreadyv taking place today.

Reasons for the marked change in the competitive environment have
been explored in previous chapters. Very briefly. the rules of competi-
tion were altered as newcomers :n developing countries began to claim
a greater share of worid markets. These firms succeeded for two
reasons. First. their manufacturing costs were significantly lower thaa
those of competitors in industrialized countries. Productivity of the new
entrants was also low, but cheap labour rates and raw matenals. along
with the generous export incentives offered by governments. were
sufficient to offset these weaknesses. Second. producers in developing
countries made an enormous cffort to overcome natural barriers to
exporting in the form of “transaction costs™ (sec box 3.2). On the
supply side, they mastered the arcane problems associated with interna-
tional dealings and adjusted to their requirements. On the demand
side. improvements in marketing systems, production processes and
product design have borne impressive results.

The process of internationalization which followed from these events
occurred in several stages. In the first phase, Brazil emerged as one
of the world’s largest suppliers of leather shoes while Korcan and
Taiwan Province became large-scale producers of lcather gurments.
The pace of internationalization accelerated in the second phase when
leather athletic shoes became fashionable. Asian countries were al-
ready manufacturing rubber and canvas shoes. and soon became the
leading suppliers of leather athletic shoes as well, In the third phase.
firms in industrialized countries began to move their plants to sites
where labour costs were lower. Preferred sites included the European
periphery (Portugal, Tunisia. Turkey) and the Caribhean. In the fourth
and current phase. new Asian suppliers in China, India, Indonesia,
Pakistan and Thailand have begun to export finished products of
leather.
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Box 5.2 Transaction costs us a barricr to exports

Al cevmomic eachanges crootiter problens of infonpeten and coforccment of commit -
aents. Kaown as itasaction Gats, those can be particularly high for cxporters wiw are tar
ramoved fromthe markess amd distributoss invalved. Differences in putlic policy and the way
matkets are regalated fugher contglicate the lask of the export-r.

In general, cx portens cncoeiter various foans ot “infomiation deticiency ™. If information
on market charwcrisiics, trade rotnictions, distnibution requirements and other factors were
costleas, and no conts For cnlorcuiment of coatracts ctised, trassactian cosls would be zero.
Centain types o ighorznce, lowever, are ctpensice 10 dispel through scarch. Infonmation
will regasd 1o product guality or the precise by pe ol service reguired o especiatly difficult and
custly to oliam i the case o caporty.

A portion of the leather-making industry has followed its down-
stream clients to the new locations. Large tanning operations were
developed in the Republic of Korea and Taiwan Provinee; today, these
economies produce considerable quantities of standard leather from
imported hides and skins. Tanners in Brazil and India make leather
from local materials and sell both in their home markets and overseas.

Mecanwhile, US and European firms specializing in price-sensitive
final products were coming under great pressure. These standardized
items are easy to copy and can be manufactured in large quantities by
semi-skilled workers. Most of their cost is in manufacturing where
cheap labour 1s a distinct advantage. A large number of firms (usually
those that depended on local markets) disappeared. Those that sur-
vived were able to find a market niche and could export. Since
marketing abroad is niore expensive than at home, the survivors were
usually larger than the plants that closed. Any new plants in the
industrialized countries tend to specialize in upscale goods, but they,
tou, need to export. This combination of factors has created a new
industry populated by fewer and larger firms, all with a pronounced
international orientation.

Two distinct types of firms have emerged as internationalization has
proceeded. One set competes vigorousty in markets for standardized
products while the other specializes in sophisticated and fashionable
products. Such a dichotomy naturally omits many precious details, For
example, firms from one group may attiempt to encroach on the markets
of the other. Producers i a protected market compete amongst them-
selves while outsiders strugele to penetrate their markets. Finally, there
are rivalries among distributors. These companies are aot necessarily
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manufacturers of footwear or leather products; instead, they are in-
volved in the coordination of a value-added chain that stretches from
design to retailing. All these rivalries are important but they are usually
less than global and receive less attention in the discussion here. The
strategies considered below include the following: rivalries based on
labour costs, efficiency in manufacturing product innovation, product
differentiation, marketing expertise and organizational competence.

Rivalries based on labour costs

Competition based on differences in labour costs is the prevailing
practice in markets for mass products. Success depends on the ability to
establish efficient plants in ever cheaper locations. Markets for foot-
wear have proven to be the most susceptible to such moves. Standard
shoe models are easy for newcomers to copy and can readily replace
more expensive versions produced in high-wage economies. Makers of
leather garments have experienced a similar, though less intense, form
of labour-cost competition. Leather has a longer lifetime than garments
made from other materials. This low rate of product replacement makes
it relatively easy to relocate to cheap-labour sites - in part because
transaction costs are fess significant when time is not a factor. The same
is not true when fashion, high rates of turnover and a lack of durability
are important product characteristics.

Market shares which depend on a labour-cost advantage are always
vulnerable to competition from cheaper production sites. Plants making
standardized products tend to use great amounts of unskilled labour
and the technologies required are accessible to all. In addition, much of
the capital consists of equipment which can easily be relocated. Be-
cause of these conditions, price competition is dominant and entry is
easy. Firms earning excess profits may quickly be undercut bv new-
comers able to sell at lower prices.

Large distributors in Europe and North America have naturally
encouraged this form of compctition. This group, which includes
multiple chains. department stores, retail cooperatives, mail-order
firms and wholesalers. has doggedly scarched for the cheapest sources
of supply. Originally, most of their supplicrs were in taly, Spain and,
marginally, tn Eastern Furope. Later, it became clear that cheaper
sources were Lo be found in developing countries and arcas.

Firms in Brazil. the Republic of Korea and Taiwan Province hegan to
flourish. Their cost advantage was based or a combinition of cheap
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labour, moderately high levels of productivity and generous govern-
ment support_ Transport costs and a lack of experience were problems,
but many companies were still able to supply products at prices as much
as a third below those of competitors in industrialized countries. This
cost differential was immediately translated into lower prices and
applied where it mattered most -tn the market for cheap. standardized
leather footwear and garments.

Competitors in industrialized countries could not match these prices
and a number failed. The survivors embarked on an all-out attempt to
reclaim market share. Adjustment and consolidation took three forms:
cost-cutting. modernization of production processes and development
of new products. There were many cost-cutting opportunities. Work
forces were trimmed, inefficient operations and masginal product lines
were eliminated, budgets were squeezed. and firms were reorganized.
Though effective, these efforts were seldom sufficient to offset the cost
advantage of competitors in cheap-labour economies. Many firms were
forced to relocate. North American companies went to Asia, the
Dominican Republic, Mexico, Puerto Rico or Venezucla. European
firms moved to Asia or the European *periphery” - Malta, Morocco,
Portugal, Tunisia, Turkey, the former Yugoslavia, and Eastern
Europe.

Manufacturers in industrialized countries were cautious about their
methods of migration, however. First, rather than setting up their
own foreign plants, they usuvally entered into joint ventures with
foreign firms or engaged them as sub-contractors. US producers have
developed rather elaborate networks for outward processing. European
producers took a simpler approach: they obtained the benefits of cheap
foreign labour by importing uppers 10 be incorporated into home-
made products. Second, many of the firms were reluctant to close
plants in the home market. This occurred in some cases but generaily
the redeployment resulted in a form of geographical diversification.
Production of middie-range articles that were not subject to abrupt
changes in fashion was moved abroad while products of higher quality
continued to be manufactured at home.

High-cost tanners and garment manufacturers followed the lead of
shoe manufacturers. They initially switched to cheaper matenals or
brought them in from abroad. If this solution proved insufficient, they
withdrew from the more labour-intensive operations by subcontracting
them to offshore units. Garment makers eventually set up their own
subsidiarics in the low-cost countrics or cntered into joint ventures
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involving production. marketing and technology transfer.

Firms in Brazil, the Republic of Korea and Taiwan Province were
among the first to join this expanding network of producers, sub-
contractors and distributors. As wage rates in these countries rose,
they, too. have adopted the tactics used by Europcan and US firms.
One of these options - to upgrade the products being made locally - is
difficult and still in its early stages. It requires many alterations
in the production process. timely information on changes in tastes
and fashions and the ability to meet sellers’ nceds promptly. Firms
must also overcome barrniers to entry (for example as brand loyalties
or control over retail trade) and obtain access to high-quality raw
materials.

The second option embraced by firms in Brazil. the Republic of
Korea and Taiwan Province is to transfer the labour-intensive parts of
their operations to other locations. This tactic 1s already producing
visible results. China. India. Indonesia and Thailand all have the
ingredients to serve as successful “export platforms™. They enjoy
generous government support along with competent supervisory staff
and abundant labour. Wage rates in these countries are roughly half
those in the Republic of Korea or Taiwan Province, thus offering a
clear cost advantage despite lower productivity and higher transaction
costs.

All new entrants in the low-wage countrics face the general problem
of overcoming high transaction costs. As noted carlier, this is a
composite cost which can arise in several ways - particularly when
firms rcorganize or expand their network of suppliers. subcontrac-
tors and distributors. The same applies when a new production site
comes on stream and is inserted into a wider system of suppliers and
manufacturers. For example, some exporters in developing countrics
are obliged to ship upscale products by plane/air when time is impor-
tant. Chinese managers, moulded by the command-type of cconomic
system, naced the help of foreign advisers when they scarch for new
inputs or wish to alter relations with contractors and supplicers. These
are only two examples of the many administrative problems, infrastruc-
ture deficiencies and fragmented information systems that give rise to
transaction costs. Such imperfections are a heavy burden on tirms in
developing countries that aspire to enter world markets,

For firms in developing countries, the problem s serious. They rarely
have any contacts with buyers in industrialized markets. Few are able to
setup manufacturing operations while simultancously cultivating distant
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markets and establishing conduits to these customers. Outside help is
usually needed. Because many firms in industrialized countries are
under pressure from competitors, thev are willing to offer ass:stance.’
Such assistance will change the relauonship between the order-giver
and producer. Buyers expected manufacturers to supply products that
match their specitications in terms of design, quality. physical charac-
teristics. quantities. sizes and colours. Furthermore. there is a strict
time schedule for delivery.

In their imtial scarch. foreign buyers had to depend on supphers of
unknown reputation. The goods they received were sometimes defec-
tive, delivered with long delays or in insufficient quantities. To protect
themselves against these risks, buvers usually offer constderable assis-
tance to the exporter. They describe the design and other product
features in great detail and help with packaging. shipping. customs
clearances and even financing (for example, by prepayment of the
production order). If the buver is a firm with manufacturing ex-
perience. it may advise on production eperations. train the workforce,
contribute to guality control. and supply precut patterns and even
machinery. Buyers may also help to identify sources of raw materials
and establish the sales channels. If the local exporter successfully
masters these operations. a long-lasting relationship usually develops.

The costs of all these activities usually lead to a stable relationship
between the local manufacturer and foreign trader. However, the
trader can always shift his orders to cheaper sources and the position of
the manufacturer will be stronger when several conduits to distant
markets are available. That may be the case if a number of independent
local traders compete to channel orders from a foreign client to local
manufacturers. Such a process has been observed among manufacturers
of footwear in Taiwan Province. Based on a survey of nearly Y00 firms
(see UNIDQO), 1991), domestic trading companies pioved to be the main
chanael for exports (72.4 per cent), followed by foreign trading com-
panics (17.5 per cent) and direct export by manufacturers (7 per cent).

Once local manufacturers begin to differentiate their products, the
passive method of taking orders no longer applies. The firm must
assume a more active role by establishing its own bridgehead in the
consumer’s market. The casiest method of marketing abroad s for sales
people to participate in commercial fairs and contact individual cus-
tomers. A more permanent method of establishing ties with consumers
15 to use farge trading companies. Such firms maintain offices in major
maskets and represent the interests of several exporters. Even a small
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exporting firm can have a permanent presence in a foreign market by
using representatives that work on commission. Finally. firms with
ample resources (for example. the Chabools in the Republic of Korea)
may set wholesale or even retail distribution networks in one or more
importing countries. As a rule. such an extensive distribution system
cannot be achieved without a well-established trade mark and the
capability to produce original designs.

Manufacturing-based rivalries

Manufacturers wishing to remain in industrialized countries and still
compete with producers in low-wage countrics have three options.
They can cut material costs, reduce labour inputs or obtain cost savings
through modernization and computcrized automation.

One way to cut material costs is to use lower grade or cheaper
materials (for example, East Indian sheep nappes or hide splits instead
of sheep suedes). Another is to “stretch’ the amount of leather used by
combining it with other matcrials. Both these methods have drawbacks,
however. If manufacturers reduce the quality of their leather. they
come into direct competition with imported products which are sensi-
tive to price. The move may also involve sourcing irom countries like
Pakistan or India that use the same materials to make competing
products. Leather stretching can be an effective strategy if the fashion
appeal of the product is not jeopardized. Thus it is not purely a
cost-saving movce.

A more effective strategy is to increase the utilization of raw material
and reduce the time required to process it. Raw materials account for
about half the total costs of leather manufacturers and around a third of
the total cost of a garment. They absorb a large portion of working
capital and any reduction in processing is cost-saving. In tanning. the
opportunities to speed up processing are constrained by the need for
full chemical penctration and physical stabilization of the lcather.
Nevertheless, processing times for tanning and finishing have come
down. and new technologies promise to reduce them even further.
Progress has been slower in garment making where sewing operations
are dominant.

There are certainly opportunities (0 save on raw materials. but the
net gains arc not great. Studics by the SATRA Centre for Shoe
Technology show that cutting with laser or water jets results in material
savings of only 3-4 per cent. In general. such cost reductions arc
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unlikely to offset the advantage of competitors in low-wage countries.

The second option, that of reducing the workforce and/or raising
labour productivity, is popular among producers of footwear. Machines
which combine all lasting suboperations (toe, heel and side) into a
single step became available in the 1970s. However. the productivity
gains and labour savings which resulted were rarely sufficient to restore
competitiveness. Leather making remains an art. Many tanneries - even
those with the most sophisticated equipment - have actually increased
their labour inputs and process times in order to impart a distinc-
tive character to their products. Meanwhile. tanneries in developing
countries were turning 1o capital-intensive techniques, either to combat
the effects of rising wages or compensate for their low level of produc-
tivity.

Firms in industrialized countries have now shifted their attention to
more ambitious goals. They hope to regain their competitive posi-
tion by adopting ultra-modern fechniques such as computer-assisted
design (CAD). computer-assisted manufacturing (CAM) and flexible
manufacturing. These moves are expected to reduce costs in several
ways First, automated production processes will allow firms to replace
labour. Second, they permut the introduction of just-in-time methods
of inventory control (JIT). Stocks of raw matenals, parts, work-in-
progress and finished goods are reduced. since production only begins
when a client’s order is received.” Third, automated plants are able to
produce products of generally higher qualhy and always of a more
consistent quality.

An even more ambitious goal is to combine the new technologies so
that firms can produce a variety of differentiated products. Flexible and
reprogrammable systems would enable firms to make design changes
quickly. To further reduce the response time, all plant operations must
be closely integrated. The wishes of the client would be taken into
account by the design department. the product would be designed to be
fabricated, fabrication would respect the design, and suppliers would be
integrated into the fabrication process. With all this tlexibility. firms in
industrialized countries should have some advantage over rivals that
employ traditional techniques and produce 1n long runs of standard
products.

Automated manufacturing methods are :n operation in several in-
dustrics (for instance, automobiles, machine tools and clectronics),
though the results tall short of expectations. The same applies to
many of leather products. A few manufacturers have introduced com-
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puterized applications but so far they have had only a limited impact on
costs (sce bux 5.3). Greater progress has been made in leather making.
Computcerization has reached an advanced stage, helping to reduce the
costs of labour and materials and to eliminate vanations in measure-
ment. dosing. timing and process control. JIT is also proving effective -
not just in leather making but in dywnstream manufacturing activities
as well.

The goal of a computer-integrated production system is still a long
way from realization, however. Some bottlenecks are technical. Opera-
tions at the beginning of the processing cycle (design. dyeing. cutting)
and in the distribution stage (inventory control, storage and order
filling) are easily automated, but the core processes which involve the
manufacture of lezther products and footwear are more resistant to
technological breakthroughs. Hides, skins and leather have irregular
shapes and textures and are difficult to handle with the types of
automated devices and tools used in other industries. Computer-
controlied production processes must also be fed with a steady stream
of information on the condition of materiais and the actions to be taken
by machines. Without human operators, sensors must detect the posi-
tion and onientation of the material, mspect its texture and recognize
defects. Programmed controllers then tell the machine how to react to
what the sensors have found. All these probk:ms are multiplied when a
production line handles not one but several items.

Box 5.3 Barrier to automation in the leather industry

Fortwear manutscisrens canuse CAR 1o siudy the dimensions, pafiems, texiures and colours
of matetiads thaough instantaiieows vanations Opetatom sch s folding and stiiching can
o e compuer-comrotied from 3 central sysiems CAD sid CAM have sl found
apphicateniin pattermn-mabing and water- et cutiing, particularly i the construction of conam
1y of wlhibetie showes whineh have » wntonu linish

Prodinen of lesthier parments face snore difficult problems, however Find, the pricess
of marking out and cutimg petiems for zanment leather is tedions, kengthy and requins
considerable shill These shills are vory difficult 1o replicate in a comnputenscd and haghly
anoinated production prcess The problems in shermaking are unilar bt itw analier
pattern sizes o shon uppees cinable the manufactures to cut the whole shoe from one shan,
whierea- hiree, 1our of snore By be fequired for uiie leather ganneit Sooomd the sze, shape
amal Gk of gamwent leathers are ot anwnable 1o e Types of autoanated paem custing
Awctiends which are olien employcd m the westile mdustry - Such mcthods ane techinically
pussibie at therr costs are so bl thas s ol impractical to replace sradisonal methods of
hand or stachiine sewing e assembly of ponepts
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Other barriers are financial: the industry is poorly equipped to
undertake innovative research. As a result, innovations in computer-
integrated manufacturing generally come from the machinc tools in-
dustry. and that pattern is likely to continue in the future. The most
profitable manufactures are typically those that have disengaged from
manufacturing in order to specialize in marketing and distribution
activities.

What are the prospects for diffusion of new technologies in leather-
making? Progress will be slow, but producers of leather garments and
footwear are not the only potential users of the new types of automated
production systems. The clothing industry is a much larger client with
similar requirements and political influence to enlist support from
governments.’ Market forces and strategic decisions of firms will also
determine the pace of diffusion. The major attraction of the new
technologies is the ability to alter product characteristics swiftly while
keeping variablc costs low, even for small production runs. Flexibility is
expensive but it allows firms to compete in several product markets
simultancously. Dedicated equipment haz lower fixed costs although it
confines a firm to a single market. The choice between flexible and
dedicated techniques therefore assumes a strategic character, and the
outcome depends in part on the hchaviour of the competitors. More
firms will prefer the flexible option as products become more differen-
tiated, as markets grow larger, and as differences in the fixed costs of
the two technologies diminishes (Roller and Tombak, 1990).

Rivalries hased on product innovation

Strategies for cost rationalization are designed to defend existing
markets against more efficient competitors or to gain market share at
the expense of rivals. In cither case, attention focuses on existing
buyers. A more creative tactic is to enlarge the market by introducing
new products and stimulating demand. New products are necessary if
growth is to be sustained -particularly in a mature industry such as
leather, where consumer needs are easily saturated. In fact, the major
source of the industry’s dynamism over the past three decades has
been new demand generated through product innovation. Efforts have
been concentrated in three arcas - garments, athletic footwear and
upholstery - which are discussed below.

Product innovation in the garment sector has two distinguishing
characteristics. First, the strategy was initially implemented for defen-
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sive reasons rather than to bolster demand. Second. much of the
success can be attributed to the imaginative marketing campaign of
producers. These efforts could not have succeeded, however, without
genuine product innovations. The circumstances that set the stage for
product innovation were created in the 1960s when the pormomeric
materials emerged as a potential substitute for leather. Footwear
producers were especially hard hit; firms feared that pormomerics
would destroy the market for leather uppers in the same way that
synthetics had taken over the market for sole leather. Leather makers
began a search for new markets in order to reduce their dependence on
footwear. The only promising alternative was the market for leather
garments.’

The leisure-wear sector was singled out as a priority and the industry
adopted a target of onc leather garment (jacket, costume, dress,
skirt, trousers, coat, waistcoat or shirt) for every teenager and adult.
Teenagers were regarded as especially important because of their
free-spending habits and influence as fashion leaders. Exhibitions were
organized and couturier selections were featured at the main in-
ternational leather fair.’ Collections were commissioned from design
schools, and competitions organized to make rew designers aware of
the attractive qualities of leather. The primary objective of the cam-
paign was to force dcpartment stores, chain stores, men’s and women’s
wear shops and boutiques to stock icather garments as a standard
item.

The campaign certainly succeeded: during the 1964s the share of
leather taken by garment makers rose from 3 to 14 per cent. This
achievement provided the springboard for steady and rapid growth over
the next 20 years. By the end of the 1980s garment maker; in some
countries accounted for  third of the lecather market while the share of
footwear has fallen to around #) per cent. It is conceivable that
leatherwear may soon overtake footwear in the leather market split.”

Product innovations by (anners were partly responsible for the suc-
cess in markets for leather zarments. Advances included dry-cleanable
feathers, machine-washable icathers and colour-fast finishes. Improved
splitting techniques also fed to thinner, more flexible leathers that were
better suited to the softer styhing in high-class leatherwear. With few ex-
ceptions, all these innovations were introduced by tanners in Western
Europe or North America.’

Meanwhile, makers of footwear were pursuing a different form of
product innovation. Suppliers of rubber and canvas sneakers recog-
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nized an enormous latent demand for a high-technology, athletic shoe,
and a wave of innovations followed. Subsequent models combined
technical and decorative innovations which supposedly enhanced the
athlctic performance of users. Producers made the most of their
opportunity, replacing a single product - the multi-purpose sneaker -
with a number of specialized models which were not ready sub-
stitutes. Athletic shoes eventually penetrated all segments of the shce
customer'’s profile.

Demand for athletic shoes grew several fold during the latter part of
the 1980s, creating new forms of competition. Powerful firms with
the ability to create a global organization of designers, suppliers.
producers, distributors and retailers emerged. With the right mixture of
design and advertising. they were able to produce on a massive scale
and still sell their products at prices previously fetched only by luxury
items. These firms also assembled the organizational talent which
licensed production to scores of subcontractors and handled distribu-
tion through thousands of specialized shops. department stores and
mail-order companies.

Producers of leather upholstery, unlike makers of athletic foctwear,
had no single market on which to focus. The upholstery sector consists
of several distinct markets, the largest of which is domestic furniture.
Demand for leather furniture multiplied in the 1980s with the growth
in consumer income and house purchases. Specialty shops concentrated
on relatively cheap items based on low-cost leather (imported mainly
from Brazil). a tactic which encouraged continued market growth. Tac-
tics such as these helped established leather upholstery as a permanent
and central feature of the furniture showroom.

Gradually, leather acquired a fashionable reputation which further
enhanced its image. To cater for this fashion image. tanners turned
from the traditional. stiff leathers to new forms in contemporary
colours and with softer handle. A high-gloss, easy-to-clean leather
suitable for panel assembly techniques was introduced. This version
was subsejuently replaced by softer and more textured lcathers in
fashion colours or pastels that complemented interior decoration styling
and colour themes.”

In conclusion, product innovation has played an important role, but
the scope of initiative is frequently limited. Successful launch of new
models often depends on economic or sociological factors over which
the industry has no influence. The ‘uccess of leather garments, for
example, was driven by the emergence of youth as spenders. Develop-
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ment of a market for athlctic shoes is a result of the leisure sociely's
addiction to fitness and sports. Growth of demand for upholstery
derives from conditions in housing markets and the expansion of
corporations and burezucracies. The marketers in the industry have
exploited these trends but did not create them. This limitation means
that product differentiation. rather than product innovation, takes
priority as a strategic variable in the hands of managers.

Product differentiation

Differentiation. unlike innovation, does not entail the development of
new products. Instead, a distinctive product identity is created that
represents a variation on an existing theme. Differentiaticn exploits the
diversity of consumer tastes and avoids some pressures of competition
by identifying market segments that can he isolated from one another.

Two types of diiferentiation are possible. In the horizontal form.
several product versions are offered. The markets for each version are
distinct, cither hecause the product characteristics ciosely match the
consumer’s ideal version or because buyers have a taste for diversity.
When vertical differentiation is pursuec. a range of products with
similar characteristics is offered. These are rivals, although they differ
in quality and price. Consumers prefer the higher quality versions but
price differentials ensure that markets are stratified according to pur-
chasing power,

Both forms of differentiation are responses to the threat of product
substitution.” Where market niches are creat:d, consumers do not sec
cqually priced alicrnatives as cqually desirable. They have an order of
preference or a loyalty to certain characteristics or brands. Thanks to
these attributes. a firm can raise prices without losing large numbers of
customers. Some buyers may switch but many accept the higher price in
order to acquire tieir preferred variety.

Success in product differentiation depends largely on market condi-
tions, although a few stylized features can be noted. First, any inisiative
is hikcly to be taken by a new enwant or an incumber.t with only a small
market share. Most of these niches ir differentiated markets arc
protected by brand loyalties, by the influence which suppliers exert on
retailers, or by advertising campaigns. Relatively small firms have little
hope of overcoming such barriers if they choose to compete for an
occupicd niche (see Aron and Lazear, 1990). More often, chalfengers
will try to create a new riche rather than copy an existing one." A
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successful incumbent is less likely to attempt the creation of new market
niches. Under the pressure of competition it may do so, either to
prevent others from taking the same step or to enter a new niche being
developed by a challenger. These decisions are strategic ones. taken to
exert influence on competitors or as a reaction o competitors’ own
initiatives. (see box 5.4).

A second characteristic of the strategy concerns the number «f
product varieties that are possible. By definition. a product is differen-
tiated if buyers are prepared to pay a premium over rival products. The
smaller the number of acceptable substitutes. the larger the premium.
The volume of sales will obviously be greatest when a firm exploits a
niche all by itself. Niche proliferation has limits, however. Those
wishing to broaden their product lines will encounter diseconomies of

scope.

Box 5.4 The dynamics of product differentiation

Market shares fluctimtc over lime as compretitors struggle o difterentiate theis prodhicts from
onc another. Developients in the highly competitive market for athlctic footwear ilhistrale
how gquickly market keaderhip changes hands. Nike oniginally claimed about half this marker
 the United Siates, thanks mainly to its lcadership in track shoes at a time when jogging was
a popular pastime. Revhok, a Brisish finn, had only a negligible share of the market until it
infroduced & sericy of new prdicts for wisnen's acrobics. These shoes proved (o be
exiremcly popilar, not only in fitnees centres b a< fashionable items Nike lost its dominant
market share, wlereas the sales of Rechok soarcd. The leadker had heeome a follawer. In
respomse, Nike embarked on i< own ambitkwts programme of peaduct differentiation. 11
Mlowdend the market with a lunt of new products. By 1990 Nike was offering 300 models in

900 xtylhs.

Despite the new production technologies which are now available, it is
<till more costly to produce a large number of product variations than
only a few. Ma:keting arrangements also become more complicated
and expensive as the range of products grows''. Structural factors can
restrict the options even further by limiting the number of niches a
market will bear and the number of suppliers that can coexist. Some of
the more important examples include the following:
* Functionality determines the main themes for differentia-
tion. Fashion, however, ensures that consumer preferences will
cluster around a rather few characteristics of colour, texture
and design. Product models which are too unique will not be
viable
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* Consumers’ budget constraints limit the number of versions
that can be profitably offered.

* Specific designs are costly te develop, advertise and market.
Firms that choose to differentiate their products must first have
a minimum market to survive, even though the production
processes themselves are not subjec: to scale economies.

The fact that the number of varieties cannot be boundiessly multiplicd
poses problems since differentiation is a key to growth. It is difficult to
determine how many varieties a market can absorb, but several factors
can be identified. In the case of horizontal differentiation, consumers
choose between varieties that are equally priced. That number will in-
crease as the market grows and as the fixed costs associated with entry
decline. Economic growth or increased international trade will lead to a
greater number of product varieties because they expand the market.
Computer-aided design has the same effect because it reduces the costs
of differentiation.

In the case of vertical differentiation. the market is segmented into
quality fevels. An upper boundary limits the number of firms that
can co-exist. Unlike the case of horizontal differentiation, this upper
boundary does not depend on market size or entry costs. Instead. it is
determined by the interplay of technology (the change in unit cost
associated with quality smprovements) and tastes (the willingness to pay
for better quality). The maximum aumber of products will increase if
consumers tastes become less homogencous, or if new technologies
permit a larger variety of quality levels without substantial increases in
production costs (Shaked and Sutton. 1983)." These restrictions are not
sensitive 10 rates of economic growth or improved trade performance
which may have their own implications for product differentiation (see
box 5.5).

In conclusion, differentiation works through the creation of new
niches and gradual enhancement of product quality. These trends
cannot be sustained without continuous turnover in product styles (that
is, product obsolescence). The mechanism that serves to reduce sheif-
life despite quality enhancement is fashion. As the number of more
expensive products proliferates and their shelf-life declines, the role of
marketing assumes greater importance. This aspect is discussed in the
following section.
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Market strategies

Innovation and differentiation create markets, but the products must
still be sold at a profit. Pricing. advertising. and retailing are the tools
uscd to persuade buyers to pay these prices. They give rise to various
forms of price rivalry and advertising tactics. Price rivalries occur when
a firm has a certain degree of market power and uses price as a strategic
variable. Price discrimination is the simplest version of this strategy. In
that case, different customers are charged different prices for the same
goods. A common example is the practice of offering discounts to chain
stores while charging higher prices to single stores. Chain stores receive
the preferred price since they may decide to supply the goods them-
selves if the manufacturer does not concede advantageous conditions.
The single store is in no position to integrate backwards because its low
volume of sales would not cover the fixed cost.

Box 5.5 Product quality and trade in leather products

Maost ccomominis acorpt the argunient that whncn prodicts are differentiated intenm of gquality
levels, greater rade will have noaticct on the total number of products. Some, however, argue
that greater trnde will reduce thie tofal ninber of prwduct< by climinating some items at the
lowest qirdity level (Gabsrewics, Shaked, Sutton amd Thisse, 1981).

Trade, and more generally all fonms of incrensed competition, brings prices down. Some
of the firms which tose ground in Jow nseale products shilt their product imix towards higher-
quality products, amd compefition in the laticr proxiuct markets becones more intense. The
prices of upscale gownls will alse terd 1o fall, and 8 pontion of 10ial Cemnand is diverted from
the Tower 1o the higher quality isems. Several of the downscale products iray evetually
disappear as price diffcrentials hetween various quality levels are reduced. Even exireinely
cheap, low.quality anticles will become unattractive to buyers if articles of better quality are
availabic af only slightly higher prices. The resuir has been o general increase in gualiry
standards and o profusion of new product ty pes which were umknown in retail shops 20 years
ago.

Those employing this strategy must ensure that downstrcam buyers
do not collaborate; otherwise the single store could buy from the chain
store rather than the original supplicr. One method is to negotiate a
contract that precludes collaboration or establishes exclusive sales
territories. Price discrimination is often prohibited by law, however,
and in such cases suppliers themselves may integrate downstream. A
supplier, for example, can acquire a chain store and scll its product
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exclusively through its own retailers.

Intertemporal forms of price discrimination - that is, charging dif-
ferent prices for the same item at different periods of time - represent
another version of the same strategy. Prices of raw materials fluctuate
widely, though firms do not want to adjust prices every time costs
change. Consequently, they hold inventories to smooth out fluctuations
in production and shipments. Storage, however. is costly. For example,
in the United States the average time between acquisition of the raw
material and retail sale of footwear is 55 weeks, though materials are
being worked on for only 1! weeks. Intert~mporal price discrimination
enables firms to pass on the costs of storage from one stage to the next.

Such a strategy would not be possible if the economist’s ideal of
perfect competition prevailed in each of the industry’s stages. In order
to profit from intertemporal discrimination, firms must have some
control over the storage capacity of the distribution system. Forward
integration provides one means of control and most large producers of
leather products have their own distribution channels. Alternatively,
control can be realized through advertising campaigns which lcave the
retailer no choice but to handle branded products at prices set by the
supplicr of the items."

Fashion changes present other opportunities for intertemporal price
discrimination. Fashion implies that the maximum price consumers will
pay is a function not only of income but also the point in time when the
purchase occurs. Producers with some market power will try to set
prices to take advantage of the time dimension. Ideally, the most
affluent will buy when the product is first marketed while the lowest
income-buyers make their purchases much later. To obtain this effect,
price differentials in successive time periods can not be so great that the
richer consumer delays his purchase. nor so small that the seller
foregoes some potential profit (see box 5.6).

Advertising strategies complement or reenforce pricing tactics. infor-
mative advertising provides information on firms,. products or shop
locations and is interded to stimulate competition rather than protect a
market. This form is preferred by the manufacturers of leather product
because they wish to be visible to customiers and need to introduce new
products. Downscale products are purchased because of their low price,
though upscale goods are purchased for their superior quality. Price
information is casy to convey, but quality information involves more
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complex elements of appreciation. Through years of informative ad-
vertising, some firms have established a resutation for quality; ex-
perienced buyers have already formed an opinion about the value of
their new product.

Box 5.6 Intertemporal pricing strategics

Pric discrimination helps to explain the occuttence of mid-scason sales. At the beginning
of & procinet s lifc cycle, sellers give priority to comsmmers willing 1o pay masimum prices.
Ater 2 certain date, prices are discounted fo sell off remaining iventorics. Cosnmercial
obsolescence can reduce this life cycle and therefore affect pricing siratepics. For example,
in markets for sports shoes the shetl-time of upscale peaducts has falfen from 12 106 or cven
Imenths. Such brict shell lifetimes require that e merket surst be thoroughly skimmed to
recoup expenditures, and pricing becrnes an exteemely important marketing instrument.

In this respect new suppliers are not as well placed as incumbents.
Professional buyers can be convinced through samples and tests. but
the final consumer will still be reluctant to try an expensive new
product. The newcomer must be prepared to spend more than incum-
bents. Since high- quality products are expected to gencrate repeat
purchases, initial customers should be a source of sustained income.
The new entran® therefore expects to use part cf its current income to
attract these buyers.

Capricious changes in fashion, planned obsolescence, and product
differentiation mean that firms are reluctant to undertake elaborate
advertising campaigns with each new product. Instead. they seek
to cstablish brand loyaities which satisfy quality expectations. Risk-
adverse consumers will remain loyal (o the brand so fong as quality is
maintained. Brand loyalties also represent a barrier to entry and are
another weapon in the strategic arsenal of firms.

In summary, advertising campaigns are important but have limita-
tions. First, it is hard to win market share by advertising alone (sce box
5.7). In order to encroach significantly on a territory of a competitor,
spending differentials of 100 to 200 per cent must be sustained over
several years. Second, advertising is cumulative, meaning that the
cffectiveness of today's expenditures depend on the amounts spent in
the past.” Third, advertising will be ineffective if not supported at the
retail level. The upstream supplier may try to avoid these effects
through take-overs or franchising or by allowing the retailer a generous
profit margin and a local monopoly.
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Box 5.7 The relationship hetween advertising and market share

Ina market whoere no competitor has a decisive advantage, market shares tomd 10 he relatively
stable and Gairly cqually dispensed. The ratio betwean a finns shaze of advertising expemdi-
tures und ity market share is likely to be around omne. Finms investing in » niche may have s
slightly higher rutio whercas well-established supplicrs will have a ratio which is less than
one. The former spand more becainse they want to intnsduce sonething new on the market;
the latter spend relatively kess because they are well known snd con rely on the cumutative
effects of previoans adventising.

As long ay mo competitive adge enerpes, here is po incentive jo alier this pattemn. A
newcomer has no reason to staet an advertising war because it wonldhave o increase the ratio
substantially in order to nustch the benefits incumbeats derive from past expenditures. Well-
establishicd finms could casily misc theirown adventising expenditures, making it difficult for
new cairats that have no competitive adge. A preventive strategy of permanent overspend-
ing may nt appeal 1o sharcholders, however, because it would cut into profits.

Organizational strategies

The retail price of a consumer good is a multiple of the ex-factory price
with the difference being larger for upscale goods than for standardized
ones. For instance, the shop price for a pair of simple shoes could be
two to three times the ex-factory price, whereas a branded pair of
pumps can be 15 times more expensive. The increment over the factory
price consists of distribution costs and profit, if any. It is along
this value added chain. running from design through manufacturing,
wholesaling. rctailing and sometimes importing that organizational
strategies take place. Their purpose is to maximize the sum of profits
and influence their distribution across stages.

Market power is required for an organizational strategy to work.
When that power is concentrated in one stage, there is no nced for
organizational strategics. The decisions taken by the most influential
group arc readily transmitted throughout the processing chain. This
was the case in the first part of this century; power was concentrated in
the manufacturing end of the industry because any competitive
advantage was derived from product technologies (sce box 5.8).
Nowadays market power depends not on any edge in manufacturing but
on product differentiation where the ingredients are leadership in
design and advertising. The latter activities are functionally dissociated
from the technologics of production and distribution and can be
mobilized by companies at any point in the vertical chain. Accordingly,
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20 particular stage will necessarily enjoy the privilege of market power.
This fact gives rise to various organization strategies, several of which
may coexist.” No single strategy is best or most appropriate. At one
extreme, firms can choose to be low- cost manufacturers serving only a
few wholesalers. At the other, they can elect to be fully integrated
designers and wholesalers, responsible for advertising, public relations
and product image. In the latter case, the name of the designer and
manufacturer is more important to convey to the consumer while in the
former case the name of the retailer should dominate. To illustrate,
three different options can be noted among firms involved in the
market for leather shoes. They include: low-cost manufactusi.g,
fully-integrated production, and a focus on design and marketing.

Box 5.8 Long-term shifts in the balance of market power

For much of this contury manufacturers of foolwear and leather anticles held the bulk of
market power. Bata was one of the firs! firms to perfect Jarge-scale production technigues for
the manufacture of fontwear. Traditional distsibution channels were unable 1o respond 1o the
pressure created by the great volume of inventories required by mass sales. Henee, inorder
for the volume of sales to kecp pace with the volume of prxduction, distribation had to be
modemized. This was achicved through managerial innovations which enabled Bata teaims
to monitor and coondinate both production and distribution.

Today, product differentintion mther than price and mass production is the key to markel
power, and manufacturers have strong rivals. Some degree of prixduct differentiation occurs
in manufacturing, where the anticle is given its physical shape, snd in refailing, where
promotional efforts enhance the product’s profile. Neither of these activities cnn match the
role of design and advertising. however, and sthe inltiative for organizational suategy no
tonger lics with the manufucturer.

Low-cost shoe manufacturers tend to be small companies with annual
sales of $500 to 700 million. Some have integrated downstream into
retailing (either through owned or licensed stores) and all are en-
gaged in wholesaling, with production for large retail chains being the
dominant practice. Rates of return are low and the prospects for
improvement are dim (see box 5.9). Few of these firms have the
resources to modernize manufacturing processes or to market their
products aggressively. They are essentially price-takers, and price is
likely to fall in real terms as foreign competition intensifies.

Fully integrated producers are distinguished by the priority they
assign to coordination of product lines and distribution channels. Most
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have their own design departments and try to produce models that
straddle several market segments. They are continuously buying, sell-
ing, expanding or scaling back their distribution channels in order to
accommodate changes in tastes and costs. Another distinguishing fea-
ture i1s the constant revision of retailing ““concepts’ relating to location,
product positioning and service intensity.

Rather than relying mainly on foreign sourcing to produce lower-
priced shoes, fully integrated firms tend to invest heavily in plants
located in their home markets. The motive for these investments is
twofold. First, traditicnal methods of manufacturing shoes involves
nearly 100 individual steps. By creating a smaller number of work cells
which handle a number of tasks, firms can reduce inventories and cut
production times. These moves save money and allow a faster response
to changes in tastes since fewer pairs of an obsolete style are under
production at any one time. Second. a simplified production layout
improves quality because efforts can be rewarded at the level of the
group (rather than individuals), and the group is motivated to maximize
quality rather than volume.

Box 5.9 Economic performance among low-cost manufacturers of footwear

Data from the United States, where low -cost manufacturcrs account for a large ponion of the
footwear sector, suggest that these tirms are poor performers in comparison with the resi of
the manufacturing. Among producers of nen’s and women’s footwear {except athlcric
shoes), value added per production worker is kess than two {ifths of the avemge for all
industrics. Sales per cinployee are about hatt the nationwide average for total manufacturing,
and capital per esnployee is Tess than 1S per cent of il corresponding national figure.

As a result, even the Targeat of the low-cost mannfacturens do i report impressive mies
of retum. For example, in the late 1980 firmis such as Genesco amd Wolverine Worldwuke
(owner of the Hush Puppics brand) had operating prolit margins of only 3-8 per cent.

Firms thar are fully integrated from design through retail distribution
enjoy some advantages, but they are handicapped in other ways. One
drawback is that i.iey must compete directly with low-cost manufac-
turcrs, and this limits their profitability. Another is that most market
growth is in new products where firms specializing in design or market-
ing excel (see below). A third constraint is competition from retailers.
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General retailers are losing ground to a highly fragmented set of small
niche retailers. The latter emphasize differentiation and are constantly
on the lookout for new, unusual products. Niche retailers have been
able to establish new shopping patterns as customers compare their
idiosyncratic offerings with those found in general outlets. Competition
between product- and channel-based retailers is intensifying as the life
cycle of products is reduced and as integrated firms try to cope with
the difficulties of coordinating manufacturing and retailing decisions.
Problems such as these have led some integrated producers to transform
themselves into specialists in marketing and distribution (see box 5.10)

A third organizational strategy is distinguished by its emphasis on
design and marketing. It is best illustrated by firms producing athletic
footwear. Companies following this strategy strive to maximize control
(though not ownership) over selected activities in the value chain.
Rather than offering a range of shoes which retailers sell with their own
brand names, they supply products under their name and then attempt
to ensure that consumers wiil pull these products through the distribu-
tion channels.

Box 5.10 Making the traosition from manufacturer to marketing distributor

Stride Rite, 2 Boston-hased company producing children’s Icather footwesr, has pertiaily
converted itsclt from 3 fully inicgrated tinm info a distributonal specialist. During the first
hall' of the 1980, the 1inn manulsctured most of its own shoes in the United States. Between
1983 and 1987 it xhut seven of its §0 US factones and consolidated manufacturiog and
intemational operaiions into one sourcing division. By 1988 the company had developed raw
miatenal Mwrces i cight cuuntn s, it had sourcing offices in four countrics, factoncs in two
couniries, and ndependently awned sonrce planis in another Iwo countries.

The change from a nnufacturer 1o s marketing distributor was reflected in financial
indicaton. Sales grew from $238 millon in 1985 1o $454 million in 1989, while net income
e from 4 7 per cent of sales 1o 10,1 pee cent The decision 1o create a company with only
3 maodest manufacturing involvement but a focus on marketing and distribution cont ributed
to this ruman wig

Control over distribution channcls is effectively ceded by retailers to
suppliers because of the latter’s ability to create shopping “traffic’.
Whenever a successful brand is launched, demand explodes and
shortages occur. Retailers in good standing with the manufacturer will
be the first ones to obtain delivery. Since loyalty applies to the shoe and
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not the store, the prospects of convzarting a shopper to a different brand
are remote. The willingness of retailers to shure control over
distribution alsn stems from their relation with suppliers. They rate
suppliers according to several criteria such as product innovation,
quality, advertising, packaging. point-of-sale product support. on-time
delivery and responsiveness to complaints. Firms focused on design and
marketing can compete in all these arcas. though others (for example,
low-cost manufacturers) do not.

An emphasis on design and marketing is also distinguishable in terms
of the nature of competition, the role of brand names. the abbreviated
lifetime of products and the rapid growth of markets. First. competition
occurs primarily within a specific product market rather than across
markets. That is. individuals thinking of buying an athletic or casual
shoe will immediately narrow their choice to the main brands rather
than first evaluating these products rclative to traditional manufac-
turers’ shoes. Second, brand names are transferable. Once a prominent
name has been established, it can be used to benefit adjacent products
and 10 create premium-priced items outside of footwear.” Third,
product life-cycles can be as brief as one vear and are managed to the
disadvantage of competitors. Firms that are able to redefine the market
and flood it with a variety of models can have extraordinary success in
this situation. Finally, rapid market growth places extra strains on
competitors employing other strategies. For example, the United States
market for athletic shoes grew from around $1.5 million in 1981 to $5
billion in 1989 and should reach $10 billion in 2000. The sales of Nike
alone in 1990 were $2.6 billion - a sum greater than the entire United
States market for men's non-athletic shcs in 1988. Such rapid growth
demands a type of brand management v iich is inherently international
in scope {see box 5.11,

The strategic options described here obviously have quite different
implications. Firms that excel in design and marketing arc generally
more profitable than others. One reason is that there are relatively few
substitutes and demand is not particularly sensitive to price. Another is
that these companies are able to make use of the assets of other firms
for production and this. too, boosts rates of return,

The pracess of technological change is a third factor which will
reshape the strategies of tomorrow. The product cycle should be
reduced even further as the result of continued improvements in
production processes, CAD and CAM will enable firms to build greatey
*ease of production” into their products. These innovations should
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lead to a further fall in total costs by reducing the costs of labour and
capital per unit of output. In relative terms. material costs could
therefore become an even more important component in the total
costs.”” Firms that are international in scope will be best able to cope
with this development; they will have the contacts and abilities to
search out the cheapest and highest-quality suppliers of raw materiais.

What opportunities for developing countries are to be found in these
scenarios? These are rather limited for three reasons. First, the key
value-adding functions outside manufacturing tend to be tightly con-
trolled by the companies with strong brand names. Some revenue
growth will pass to suppliers. but the bulk wilt be retained by the holder
of the brand name (mainly firms following a design - and - market-
ing strategy). Second, the most obvious opportunities for developing
countries are in those parts of the industry where margins are thinnest
- pnmarily the provision of leather to low-cost manufacturers and to
some fully integrated producers. Design opportunities exist, but by
their very nature will be modest in revenue terms. Third, the types of
improvements in production processes being introduced by fully in-
tegrated manufacturers will constrain the future role of companies in
developing countries which rzly on low-cost supplics.

Box 5.11 Production outsourcing among firms specializing in design and
marketing

Nike's first mamifacturing plant was cstablished in the United Siates in 1974 bt it now
obtains shoes froms nearly 40 ovenseas plants, with products coming from the Republic of
Koren (54%), Thailamd (18%), Teiwan Provinee (15%), Indincsis (SF), and China (7F).
Reebok and 1A Gear souisee vietually all their peoduction in the Republic of Korea.

Abewt half of Nike's spparel prodhicts arc made in the United Siates with the remainder
coming from Taiwan Proviswe sl Thailand. Other foreign involvemen includes Nike's
ownenhip of distribitorships in nine European coantrics and sal> in an additionsl 50
countrics which arc handlcd by independent distribtors smd liconsces.

Table 5.1 summarizes some of the opportunities according to the
strategy chosen and the point in the processing chain where the new
entrant might focus its efforts. In the longer term, tastes will probably
become more similar across countries. As brands assume more cross-
border power, the effectiveness of a design - and - marketing strategy
will grow. Like others, producers in Jeveloping countries will also turn
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Table $.1 Opportunities for new entrants in the leather footwesr industry

Strategy group

Supplier

Opportunity as

Wholesaler

Ovcerseas agent Designer

1  Lew cost
manufacturer

2 Fully-integrated
manufacturers

3  Dalgwmarketing
firm

Always chances 10 bid
below current
supplisrs; low margin
the norm

As above

Restricted to highest
quality, high-volume,
flexible-mix suppliere

Low fashion content
mullitates against shoes
being keenly sought

Always opportunities

None, company in US
conitols this key lever

Valus/weight tation  Moderate on good

unfavourable communicanons
Limited appeal Opportunities exist
beyond narrow niches

(e.g. boots)

None Noae

[N T |
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to this approach. Their main problem in implementing a design and
marketing strategy will be how to manage a new brand from overseas.

Endnotes

1 For cxample, when footwear manufacturers in the Republic of Korea and
Taiwan Province began trying to develop their exports to North America,
assistance was provided by Japanese merchandising companies. Additional
export channels were later provided by Nike and Reebok.

2 JIT does not require computerized n.cinods of production. Firms in the
United States have traditional!y employed [T both for supply of raw hides and
delivery of finiched leather.

3 Pnivately owned firms speculizing in he development of robots and auto-
mated machine tools for these industries receive modesi amounts of govern-
ment support for research and development. These systems will probably first
be used in the clothing indusiry, but should cventually find application among
Ieather makers as well.

4 The market breakdown (in percentages) at the beginning of the 1960s was as
follows: footwear (70), leather goods (15). upholstery (5). garments (3).
mechanical (3). other (4). At the tim:. pormomerics were probably an even
greater threat to leather goods than foo'wear because their performance
specification made them specially suitable. Markets for luggage were lost to
synthetic fabrics though leather was sull holding its own among buyers of
personal leather goods.

S The campaign was very through. Pop groups were encouraged to wear leather
gear at ail times and the motor-cycling fraternity (known as the "Rockers™ and
the "Mods™) were also targeted.

6 In Austria, Italy. France, Germany. Spain and the United Kingdom 40 to 60)
per cent of the population already possess one leather garment.

7 A tic-dye finish was developed by Indian tanners. while the Japanese
perfected techniques for producing ultra-soft lcathers.

8 The results were so successful that it was not unusual to find whole selling
floors filled exclusively with sofas, suites and chairs in leather. Polyvinyl
chloride upholstery, which had originally been offered as a reasonably priced
alternative was displaced in Western European and North American markets
and retains a foothold only in Eastern Europe.

9 If two products are perfect substitutes, consumers have no preference. They
automatically buy the cheapest item. In this situation, no firm can charge a
higher price than its rivals without losing market share.

10 The market for athletic footwear offers several examples. L.A. Gear created
new market niches when it entered the industry and Adidas adopted the same
strategy to regain its lost market share. Nike and Reebok compete for the
high-technology, heavily-decorated scgment of the market, L.A. Gear attracts
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a more fashionable set of buvers. and Adidas focuses on a market segment for
high-technology products with no frills.

11 These reasons help to explain the setbacks suffered by Adidas. At one time
the firm dominated in the market for athletic shoes in the United States. It
supplied 1.200 models. including vnusual items like shoes for left)handed
bowlers. The firm had trouble coordinating its marketing strategies and ex-
perienced delivery problems which cost it many distributors.

12 This description of the interrelationship between trade and quality levels is
highly stylized and therefore has limited application in the real world. However,
its expectations can often be corroborated. One example is the rubber and
canvas tennis shoes which were so common 20 vears ago. Until recently, this
item was almost impossible to find but it is now reappearing not as a downscale
product but as an aiternative to the hypermodern sneakers.

13 The convenience of holding stocks is greatest for tanners {who are exposed
to wide fluctuations of raw material prices) and wholesalers and retailers (who
need to respond instantaneously to demand). Storage capacity is therefore con-
centrated at the two extremities of the chain.

14 The same restraint does not apply when a large firm invades the territory of
smaller incumbents or when it uses advertising to exploit a competitive edge. In
1991 Nike devoted nearly $40 miilion to its European advertising campaign
where its share of the market is the third largest. The firm's advertising budget
for the United States is around $100 million per year, and this. too, has some
impact on European buyers. Clearly, few firms can match Nike's budget.
Smaller rivals must adjust by conceding market losses. developing new niches
or leaving the market.

15 Retailers. for example. can integrate backwards into the supply of differen-
tiated products if the upstream firms atrempt to exert too much control. Alter-
natively. they may organize into buyers’ co-operatives or chain shops which are
large enough fo support scale economies in production. Similar power contests
may take place up and down the value- added chain. giving rise to various types
of corporate strategy.

16 Nike, for instance, has create at least 37 distinguishable athletic footwear and
apparel segments. Massive advertising expenditures are necessary. howeser.
The leading design/marketing companies spend around 6 per cent of sales
revenues on advertising.

17 In the case of non-rubber footwear. the share of materials in total shipments
rose from 43 to 48 per cent between 1972 and 1987. The same applies to men's
non-athletic shoes. where the share rosec form 48 to 50 per cent.
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CHAPTER SIX

Micro-economic Characteristics of The Industry

The industry’s micro-economic features are not so readily observable as
some of the broad trends discussed out in previous chapters. They are
nevertheless of great significance in assessing performance and com-
petitive strength. This chapter begins by looking at opportunities for
vertical integration and the types of linkages which exist between firms
in different parts of the industry.' Related questions such as differences
in establishment size and the use of substitute materials are then
examined. The chapter concludes with a detailed survey of the cost
structure in different countries.

Vertical integration and organization of production methods

Firms in most resource-intensive industries generally assign a high
priority to the security of their supplies. If possible, the larger firms in
these industries organize themselves in a vertically integrated manner.
Their operations then span the entire transformation process from raw
materials to the finished product. Such an organizational structure
ensures that they have control over sources of supply.

Concern about supply security applies to manufacturers of leather
products as well, although their options are rather limited. Firms in
other resource-dependent industries such as steel, processed foods or
non- ferrous metals are little affected by conditions in alternative
markets for their raw materials. Leather, however, is cbtained from
production of meat and the markets for beef, lamb, pork, dairy
products and wool determines the availability of hides and skins.’
Buyers of raw materials can exert some leverage over suppliers, but
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their influence is relatively modest in comparison with other industries
(see box 6.1). Faced with such conditions. the manufacturers of leather
products can not contemplate a comprehensive form of vertical integra-
tion without entering the meat industry as well.

Tanners have experienced fewer supply problems than manufac-
turers. There are opportunities for vertical integration. although com-
mercial considerations discourage this form of organization {see box
6.2). The demand for leather depends to a great exient on the degree of
praduct differentiation occurring at later stages. Manufacturers need
materials with very specific characteristics: this enables them to produce
products with a wide variety of finishes. colours and textures. Product
differentiation also depends on changes in fashion and the speed with
which supplicrs respond to designers’ specifications.” As a result,
manufacturers’ nceds may best be served through a series of short
production runs rather than the longer runs which are typical of a
vertically integrated plant. Firms that choose to integrate two or more
steps in the tanning process will not obtain any mcasurable improve-
ment in supply security. Nor is the move likely to strengthen links with
downstream buyers. The decision therefore depends on market cir-
cumstances or gains in efficiency which offset any loss in response time
or flexibility.

As with leather-making. the manufacture of footwear consists of two
distinct phases, and there are also opportunities for vertical integration.
The first phase involves the cutting and stitching leather picces. while
the second entails the assembly of pieces. including installation of
linings and fasteners. Some producers perform all these operations in a
single. vertically integrated plant. Others prefer to specialize.

Box 6.1 The market for hides and the production of meat

The slaughterhouse s largest outlay s are forthe five animals which it processes. Seles of hides
and skins represent 3 small portion of the slaughterhouse s rotal revenue - usually less than
10 per cent. Therefore, the supply of hides and skin> prixticed 13 nof semsitive to direct price
signals Insicad, supply is 2 function ol the bet of animals being slaughiered for mear.

Intheory, leather pmducers cancaert some leverage in thiscquation. The revenues camed
from hides and skins will boost profin margins, sometitnes substantially. To illusirate, the
purchase of live animals is equivalent i about 5O per cent of the slaughtethouse s revenues,
but the additional costs associated wish the recovery amd sale of hides and skins are very small
Eamings deaved from the sale of this by -product are § 1o 10 per cent of toral revenues and
would be hetween 10and 20 per cent of slanghte thovise valiie added. This inconte can be nsed
10 offset fixed costs and add 10 profits.
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Box 6.2 Opportunities for vertical integration in leather tanning

Leather lanning actually coasits of several dilfenan operations and susme, or all, can be dune
v idee saane Ninas. e et phiaasc ol the lanning provos yickb scmni-tanocd beather, also known
ws wot bl or cnet. Finisbed keather iy obtaincd aficr the seawnl phiawe, which acually
mvolves two stepo, retanning and linishing. The dycing and linishing which is carricd owt
during this secomd plase gives keather its colous(s) and texture. Asthe inaterial passes through
cach pliase, 0 takes vt more amd more specilic atinbules involving physical, dxmivatl amd
(most imponantly) aunmercial chamacteristics. At the wet-blue Mage most of the oplions -
thickness, colour, quality grade - are still open, but later on the chasacteristics become so
specitiv that the prohint is conmitiad 1o particolar wses amd it> marketability namows.

There are actily leuther-nuking faalities which are integrated through ull these phases
of tapaing - from w hides and >kins o finished Leaiher. Each operation acedsnot be
pertonned in the zame plant, owever Soine operations begin with the raw matenial, others
with wet blue, caunt or semi-tinished jeather

Shoe-making operatinns can be separated without jeopardizing ef-
ficiency and it is logical that patterns of specialization and integration
take advantage of the respective strong points of firms in different parts
of the world. Specialization or product fragmentation is practised most
extensively by United Statcs shoemakers. Many firms design their own
shoe models, but the uppers are stitched in the Dominican Republic
while the lasting, finishing and packing is done in Puerto Rico. A less
intricate but more common arrangement exists in the United Kingdom,
Italy and the Federal Republic of Germany. Cutting and stitching of
uppers is done in developing countries - mostly in India or China.
European firms import the uppers and then perform their own lasting
and bottoming.

Some producers choose to integrate various steps in leather making
with the manufacture of finished products. Often, these decisions
depend on the economic environment and the policy mix. Recent
entrants may find that they need to carry out several operations in
order to shape the environment to their needs. Policy makers in Brazil,
for example, encouraged new shoe manufacturers to process imported
Argentinean crust, although the same incentives were not granted to
the tanners. Accordingly, manufacturers integrated backwards and
started finishing leather themselves. In India, the reverse has occurred.
When Indian tanneries began to seek out foreign markets for semi-
tanned Icather, they were faced with a set of government regulations
which favoured the export of items with greater value added. Tanners

103




Micro-Economic Characteristics

subsequently integrated downstream into the shoemaking stage in order
to add value to their export.

In conclusion, the extent of vettical integration seems to be as-
socitated with the industry’s maturity and the sophistication of the
markets it serves. When firms are new, the stage which exhibits the
most dynamism - whether it is tanning as in India or shoemaking as in
Brazil - attracts others to its orbit. Vertical intcgration is the general
rule in the industry’s early stages, but as the industry matures, this
option becomes less attractive and the number of specialized units
multiplies.

Establishment size

A feature which is closely tied to decisions on integration and
specialization is the average size of establishment. Average cost
depends on the scale of production. Interest focuses, in particular, on
the way costs behave at different levels of output. Economists usvally
employ a U-shaped curve to describe the behaviour of unit costs. Such
a curve implies that there will be some “‘optimal size” for the plant.
Firms of less than optimal size incur relatively high unit costs, but as
output rises, economies of scale come into play and unit costs decline.
Eventually, these costs reach a minimum (the bottom of the U-shaped
curve) and then begin to rise if the size of the firm is increased further.
This stylized picture of the cost curve cannot be supported by actual
data. Little or no information exists on cost behaviour in individual
plants as levels of output (or, in the long run, plant size) change.
However, enough is known about the size distribution of firms in the
leather industry to arrive at some general impressions.

Among leather-making firms, tanners probably have stronger
reasons to seek economies of scale than finishers.' This distinction
results from a combination of factors. First, the materials produced by
tanners (semi-tanned, wet-blue and crust leather) have a variety of
uses, they are stable and can be stored, and significant volumes are
traded. Such product characteristics are suitable for firms operating
with large production runs. Second, the technologies needed to
produce uniform materials and to minimize polluting effects are
expensive, making these operations capital-intensive. Large-scale
production is therefore necessary to reduce the cost per unit of tanned
leather.

At the finishing stage, the scale of operation varies more widely.
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Artisanal operators process 1-20 hides per day. small-scale mechanizad
establishments finish 20-100 hides daily and normal-sized plants handle
between 400 and 1.200 hides per day. Alongside these small to
medium-sized firms are giant units processing up to 5.000 hides per day
and operating efficiently on a worldwide scale. This mixture of large
and small competitors can be explained in two ways. First. some
artisanal and small-scale finishers are unable to meet the quality
standards demanded by downstream manufacturers. Nor can they
compete with larger installations which provide materials of a consistent
quality. Instead. these plants cater to residual users of low-quality
leathers that are no longer supplied by others. A second. more
important reason why small-scale finishers are able to thrive is that they
have both greater product flexibility and closer contacts with
downstream manufacturers than their larger rivals (see box 6.3).

A limited amount of data on the size distribution in this segment of
the leather industry has been collected by UNIDO and is found in
appendix tables A.22-A 37. Selected data are summarized in table 6.1.
The majority of firms have less than 50 employees but are rarely
important contributors to output. Less than a quarter of all firms have
more than 100 employees. although they may provide the bulk of
output and a large portion of the jobs.

Box 6.3 Opportunities for specialization in leather finishing

Markets for high quality leather products consist of a myriad of niches, all sheliered from
cumpetition by fushivn clinges and a mpid turnover in products chumctenistics. An effective
means of competing in such markets is in terms of the atributes of the leather used in the
procducts Systematic chunges in product characieristios require exible production pro-
cesses. Finishing lioms that produce @ shont series of ditferentiuted materials will have an
advantage over these that opt for seale cconomics and long production mins of identical
gonds. Thus, sinall Nexible installations miy have an advantage where quality and product
dfferentiation arc more imy than price.

The importance of siall-seale finishens will ultimately depend on the strength of local
manufacturers of finished goods. In the EC, the typical finishing plont employs abont 20
workers. However, finishiers in Belgiim, the Federal Republic of Gennuny, thie Netiirlands,
and the United Kingdom have fost many of their downstream users. This has led w
rationalization of linishing operations with the survivors heing somewhat larger (50 andd 90
workers per establishmenty. France, Portuga) and Spain have a sironger fringz of local
nanulacturers and the wverage size isaround 30 workers pes establishiment. Iatiun manwfac-
turers of feather goods are some of the anst competitive und the average finishing
establishment in that country cmploys only 11 workers.
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The significance of plant size and scale economies is more ambiguous
for manufacturers of leather footwear. Modercte gains in productivity
and efficiency mav be realized when the number of assembly lines and
specialized tasks are increased. However. many firms find it difficult o
operate in this manner and in any case the evidence suggests that benefits
are not always clear.” The same does not apply to major competitors
producing non-leather footwear. Suppliers of leather shoes tend to
concentrate on the upper end of the market by producing high-quality
shoes in short production runs while their competitors cater to the lower
end of the market where consumers are more price conscious.

The distinction between the two groups of footwear firms results
mainly from differences in cost structure. Because manufacturers of
standardized plastic or rubber shoes can produce large numbers of each
model. they rely on highly mechanized methods of manufacture. Fixed
costs are therefore a relatively large portion of total costs and it is
possible to reduce unit costs through long production runs. In contrast,
leather footwear is characterized by production runs which are short
and variabie costs rise as the scale of output increases.”

Table 6.2 gives some idea of the size distribution among footwear
firms in various countries. Typicallyv. more than half these plants have
less than 50 emplovees and over half the workforce is found in firms with
less than 100 employees. Italy. with its strong reputation for high quality
leather footwear, is an extreme case. Small firms in that country account
for over 95 per cent of the total an - emplo_* two thirds of the industry’s
workforce. The industry structure in France is more balanced. More
than half the French firms are small. but they provide only 12 per cent of
the jobs: another quarter of all establishments accounts for almost 75 per
cent of total employment. The size distribution in Austria and the United
Stat- eflects a much greater emphasis on the production of standard-
ized s.10es using large amounts of non-leather materials. Big firms make
up a significant portion of the total number and account for an over-
whelming share of the industry’s workforce.

Supply characteristics and substitution opportunities

Supply ccastrain’s play a rather important role from one end of the
industry to the other and their significance is unlikely to diminish in the
forescecable futurc (sce box 6.4). Because of this. leather firms are
constantly concerncd about recovery rates at the primary stage and the
quality of the raw materials they purchasc.
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Table 6.1 The size distribution of firms engaged in tanning and fnishing *, selected countries and areas and years

(Percentage)
10 - 49 employees 50 - 99 employees 100 and more employees
Country or area  Year
1 2 3 4 5 1 2 3 4 s 1 2 3 4 5

Austraha 1985 802 470 451 482 443 156 324 333 340 361 42 206 216 178 196
Auvsma® 1988 667 201 205 153 218 83 84 78 145 117 250 718 717 702 665
Branl 1985 553 146 118 124 121 180 142 143 148 149 267 712 7139 728 73.0
Colombia 1987 658 192 139 124 139 98 94 74 6.3 7.1 244 N4 787 813 790
Hong Kong' 1989 877 667 645 702 631 11,1 276 314 249 333 12 $.7 41 49 36
Japan 1990 925 708 650 662 673 $4 152 168 167 186 21 140 182 171 141
Republic of 1989 772 365 302 234 318 129 198 208 196 211 99 437 490 570 471

Korea
Singapore 1989 137 158 10.5
Turkey 1986 842 506 453 457 409 95 186 217 228 245 63 308 330 315 346
United 1991 718 346 178 255 104 399
Kingdom
United Republic 1988 129 82 68 S8 08 214 173 106 58 91 357 745 826 834 899

of Tanzania

Sources; Appendix tables.

Notes;

® Includes UNIDO estimates.

1 - Establishments; 2 - Empioyees; 3- Wages/salaries: 4 - Gross output; § - Vulue added
* All data refer to 1SIC 323 and includes some manutacturers of leather products as well as tanners and finishers.
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Table 6.2 Size distribulion in the footwear industry °, selected countries and arcas and recent years ;
(Percentuge) Firms employing: -
1 - 49 employees 50 - 99 employees 100 and more eruployees
Shase in Share in Share in Share in Share in Share in
Country or ares  Year establishments employment establishments  employment  establishments employment _
g Austrelia 1988 7.7 20.5 120 204 10.3 59.1 - :
g Austria® 1988 4.7 72 125 5.5 458 873 B
g Canada 1987 464 236 300 -
= Colombis 1987 79.5 134 12.1 172 84 439 :
2 France 1989 $5.0 12.4 19.1 138 259 78 = -
5 Germany 1987 449 204 34.7 - )
5 Greece 1986 96.9 1.5 1.6 -
‘; Hong Kong® 1989 886 418 89 86 25 196 -
g Italy 1989 956 62.2 30 16.6 14 212 -
= Malaysia 1988 333 333 313 -
Netherlands 1982 800 KIN 15.2 39.7 48 292
Portugal 1986 834 129 37 )
Spain 1989 875 98 27 -
United States* 1987 463 6.1 11.6 57 421 88.2 -

Sources: Appuendix tables.

Notes:  * ISIC 324 which includes leather and non-leather footwear. * Includes UNIDO estimates. * Leather footwear only.
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Rates of recovery are mainly determined by conditions beyond the
control of leather tanners. Quality, however, depends on three factors.
The first is the condition in which the hide is recovered. Hides obtained
from modem slaughterhouses are generally of good quality but be-
tween a quarter and a third of all raw materials are taken from fallen
draught or dairy animals. A decision to kil! these animals is based on
their draught or dairy value and not the value of the hides. A second
quality determinant is the care taken when removing the hide an the
promptness in curing it. Slaughter cuts in the middle of a hide reduce
the usable surface area. Hand-flaying minimizes wastage but also slows
the slaughtering process and increases the cost of the meat. Careful and
timely curing will avoid putrefaction of the hides but, again, costs are
incurred. Third, quality depends on the conditions in which the animal
is raised. Meat production is becoming a large-scale operation which
involves less open-range husbandry and more feed-lot finishing. These
practices reduce the number of range-related imperfections (for ex-
ample, parasite damage to the hide). Modern feed-lot technology also
results in larger concentrations of animals, so slaughterhouses and
tanners have cost incentives to locate nearby. A short distance between
the slaughterhouse and the tannery will mean quicker curing and
continuous processing through the pickling stage.

Box 6.4 Supply determinants - a long-term view

The supply of bavine hides has passed through two distinet stages since 1950. Until 1975 the
mrkets for meat, butter and milk were expamding and so, (00, was the supply of hides aul
skins. The development of new feedstuffs amd fecd-lot lechnologics zlso helped 1o boost
supplics. Alierwands, growih slowed as the dictary habits of consumcrs changed and
represcntatives of animal hushandry groups in some countiics lost political infhwence. The
tight supply situation was relaxed somewhat in 1991-1992 when additional hides from
Eustem Ewrope and the USSR becamw availuble. That develog f i>¢s only short-lerm
reficl, however. Onee st production in Eastemn European imarkets recovers, supplics will
again be used locully.

Finns in industrinlized countrics have been sble 1o ulleviate supply cons.minis by
increasing offltahe rates aml weight per hide. The cattle populistion in indusirisbized countries
in nevertheless Talling o1 a fasicr rate thun it is growing in Jeveloping countries. Supply
detcrminants are also tahing 3 more cenlogical huc. Criics stress the pollutionary cffecis of
aninwl Farming on the quality of land amd waier, the nced (o increase e efficiency of land
devoted 10 food prokiction, and the issue of sninal rights. Ecological srgimnents may
graduaily lead (0 a shill in consmner preferences sway from leuther and back 10 syntheticy.
Supply security could becomie cven imore of a problem by the cid of this century, but the ong
term is difficult to predict. Meat prodicens could develop more healthy products, while the
twmover of dictary prescriptions is fairly high. Supply could also incresse due 1o higher
olltahe rates umd less wastuge in developing comntries.
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In theory, these sorts of supply constraints should not be so severe
for downstream manufacturers. The relative profitability and the poten-
tial for adding value in various markets - for example. leather garments,
athletic shoes or upholstery - should determine which sub-sector takes
the greater share of available supplies. This, however, is not the case.
Producers engage in very little switching between various markets, even
though the raw stock requirements may be similar. There are several
reasons for this inflexibility - inertia. differences in mechanical and
technical infrastructure. extensive specialization in a particular sub-
market and a failure to analyze alternatives.”

Manufacturers will sometimes substitute other materials for leather,
provided that the move is economically and commercially feasible. The
appeal of substitutes can be great since their prices are more stable than
those for leather. Thus, demand for leather will be influenced by the
price of substitutes such as textile fabrics and plastic sheet material. The
use of synthetic substitutes generally necessitates additional spending
on research and design. but once these outlays are amortized. the
impact on unit costs would be reduced.

Substitution has made much headway in footwear markets where
synthetic soles and textile uppers are commonplace. These materials
were originally used in shoes of comparativeiv low quality but can now
be found in somc upscale models since they improve wear. resist
slippage and offer therapeutic advantages. Textiles und plastics are also
popular materials for use in products such as luggage and handbags.
Again, the substitution process began at the lower end of the market,
but designers of upmarket items gradually turned to plasticized textiles
and simulated leather made from plastic. Consumers accept this form of
substitution because the new materials are attractive and exhibit wear-
ing properties that are superior to those of leather.

There is also a conservation phenomenon which affects the demand
for leather: manufacturers change the design of their products to vary
the amount of leather per unit of output. For example. during periods
when leather prices are high. managers or marketing specialists may
favour open-toe women's shoes or low-top women’s boonts. Similar
tactics are employed by makers of leather garments (sce box 6.5).
These adjustments “stretch”™ the available stock of leather over a
greater quantity of goods. Because the raw material accounts for more
than 50 per cent of total production costs, any saviny achicved by
reducing the leather content can translate into higher profits for the
manufacturer.
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Based on this combination of conservation practices and oppor-
tunities for substitution. the demand for leather would be expected to
be rather elastic and. possibly. in a state of secular decline. Two
offsetting factors are at work. however. First. the demand for leather
products is not easily eroded: its prestige and unique properties limit
the degree of substitutability offered by other materials. Non-leather
substitutes are acceptable materials for high-fashion product but buyers
retain a preference for leather in many instances. Second. continued
demand for leather owes much to its use in new markets such as
uphoistery (for automobiles as well as furniture) and garments -
especially men’s and women'’s jackets and clothing.

In conclusion. the interaction between supply constraints and sub-
stitution possibilities can be encapsulated in the economist’s measure of
elasticity (see box 6.6). Neither the quality nor quartity of leather
available on the open market is especially sensitive to changes in
price. In other words. the industry’s supply elasticities are rather
low. Limited opportunities for substitution mean that the demand for
leather is not particularly elastic. With inelastic supplies. any change in
market conditions is immediately reflected by price shifts although the
industry’s somcwhat higher demand clasticities kelp to moderate these
effects and reduce the extent of price fluctuations.

Box 6.5 Substitution, conservation and product prestige in markets for
leather garments

The use of synihetic maitenials is a long-standing practice in markets for Icather garmicnis.
Traditionally, texiile and synthetic matenials have been used as linings and other parts of
leatd Jucts, g Lty vn parts of the product diat are not seadily visible to the conswiner.

Lulbﬂ accounts for a large portion of total costs and imaterials of adequate quality arc
not always available. Thus designen will sometimes e 2 greater ameunts of non-icather
matcnals in their gannents. For cxampic. a jacket might consist of a leather vest, with iewtile
fabric sleeves, back and collar. Such designs have two advantages First, they reduce the cosi
of the lcather product, and they enable the industry (o "steeich™ the available supplies of
leather over a zreater volume of ieather prxducts

Untilnow , the growth of demand for leathes garments has depended on consumer appeal.
The overriding goal of finns is 10 <ee that leather is incorporated info the normal seasonal
cycle of clothing purchases rather than being regarded as a matenial with narmrowly defuwed
uses in feisure and outdoor wear. Such a Mep is exsential if growth in the upper end of the
market is 1o cxpand The danger is that manutactusers may rely ton heavily on substitution
or methods of leather-strciching and that the leather will loose its fashionable status in the
upper end of the garmeni market
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Box 6.6 Supply and Semand elasticities in the leather industry

Leather tanners and finishers operate vmsed on a fixed relstionship beiween mputs and
outputs. The quantity of lesther praduced w ilf difffet srom the quantity of kather in hides and
skins used only as s result of pet d dunng the anningz process. One way incxpress
this relationship is i lerms of supply etasticinies (defmed as the percentape change in supplies
resulting from a | per cent chanze in price). The supply elasticity for hides snd skins s
obviously low and the mput-output relstionships which apply 1o tanning and finishing means
that the same chamctenisiics apply 1o d m f TS,

Toe deruand clasticity for hides and skins (that s, the percemage change m quantity
demanded as a result of 8 | per cent change m price) depends on the demand for finished
Icather products snd also tends 10 be low. Becaune hides arc used in fixed propurtion to the
output of leather. the clasticity it a fracuan of that for the final output and depends on the cost
share of material inputs. For example. assume that the average demand elasticity foe leather
products 5 -2.5 and that hides account for half the cost of leather. if the keather. in tum,
sccounts for hall the cost of the leather product, the clasticity of d d for hides would be
0625 (-2.5x0.5x05 = 0.625). These coxt shares will vary fram country 1o cownry and
sccording 1o the technology choice, especially for tanning. Hides and skins, for example,
could account for up 1o 1wo thirds of the cost of tanned leather while leather makes up as little
as 2 third of the cost of a panticular product. Even with these exirenwe values the demand
elasticity for hides snd skins would still be guite small (-0.55). The usc of altemative matenials
should yicld a somcwhat higher demand elasticity in later stages of the indusiry.

Cost structure

The industry’s cost structure naturally differs from onc processing stage
to the next. For tanners and finishers. the price and quality of the raw
materials are the overriding considerations. This fact is evident from
the data in table 6.3 which gives a breakdowr of costs in several
countries. Hides and skins account for over half of total cost in almost
all countries and their share is sometimes as high as R0 per cent.
Labour is the second largest cost component for firms in industrialized
countries. However, in most developing countries, it is overhead - for
example, management, interest, capital depreciation and various fixed
costs - that is of greater significance. Other inputs such as utilities.
chemicals and unspecified variable costs account for a smaller portion
of total costs.” In general. neither labour nor capital is likely to be a
major source of cost advantage and the location of tanning operations
should not be particularly sensitive to large international differences in
the price of either factor."

External factors can, of course, lead to departures from the stylized
picture described here. The demand for Ieather products is seasonal but
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Table 6.3 Cost structure of producers of leather and leather products

(other than footwear)

(Percentage)
Country or area Year Labour Raw Other inputs  Overheads

COsts nll!ﬂ

Argentina 1984 17.0 70.0° 18 n2®
Austria 1988 20.5 60.5 9.1 99
Belgium 1988 263 59.6 43 ¥ o
Chile 1985 1ns 8118 2.1 53
Colombia 1987 126 714 29 134
Cyprus 1984 26.5 592 79 6.4
Gemmany, Federal 1989 235 454 155 156
Republic of
Hong Kong 1989 140 75.8¢ i 10.2€
India 1987 5.0 79.4% 19 B.®
Indonesia 1986 9.0 9.1 80 39
Pakistan 1980 39 832 1.9 11.0
Fhilippines 1985 18.0 2.8 95 198
Singapore 1989 18.1 66.9 62 ss
Turkey 1986 46 76.4° 07 183
Venezuels 1990 99 65.7 (%] 189

Sources:  National publications.

Notes;,  * Includes fuels and clectrionty. " Includes repair and main-
tenance. rent for premises and machinery. Depreciation not
included. ! Inciudes other matenals (packing materials, cheni-
cals). * Includes rent tor premises. machinery and equipment,
" Only wages and safancs, © Other mpuls included in raw
maicrials.
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tanning must be a year-round operation to be cost effective. To
reconcile these different pressures is not easy. and one recipe for
disaster is to accumulate inventories of finished leather.” Tanners will
frequently finance the costs of inventory with borrowed money, and
interest rates therefore become an important consideration. In develop-
ing countries with exceptionally high or extremely volatile interest
rates, the effects on costs can be dramatic. Another cost uncertainty is
faced by tanners who depend upon imported chemicals. Exchange rates
in many developing countries behave erratically and imports can some-
times become an important cost consideration.

A firm’s decisions with regard to organization and methods of
production will obviously alter the cost structure. If the production
process is extended from wet blue to crust and finished leather, the
capital-output ratio will decline, although the ratio of working capital to
ontput is unchanged (Kuyvenhoven, 1980). There are also a number of
production techniques from which to choose - cach with its own
requirements for fixed capital and workers. The possibilities of sub-
stituting labour and skills for capital are therefore large. By selecting
from all the options available, any group of firms can build up a tanning
operation which is suitable to the country’s particular factor endow-
ment.

Cost structure and input requirements become more varied when
attention turns to the manufacture of footwear and leather products.
One simple reason is the many different products which make up this
part of the industry. However, the menu of production technologies is
again large - cven for firms making similar items. Shoe manufacturers,
for example, can choose from more than a dozen technologies, each
with different implications for labour usage and other factors of produc-
tion (see box 6.7).

Despite this diversity, some generalizations about the cost structure
of footwear manufacturers can be made with the help of the data in
table 6.4. First, the input requirements of these firms are still rather
leather-intensive. Total materials (which includes not just leather but
many other materials) account for a half to two thirds of operating costs
in most countries. Second, the manufacture of leather products is
moderately labour-intensive, with the highest shares being reported by
industrialized countries like Belgium and Germany. Labour makes up a
smaller portion of operating costs in developing countries, though
its share generally exceeds that of other components except raw
materials.
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Box 6.7 Technologics and factor requirements for footwear manufacturers

When pexduction techoologies ane compared i lenns of their fackor infasine, wikke
vanations can be noted  Box table 6.7 considers fous Ivpes of production methods and thiee
genenc factors. The amount of labuur and the ragung required by workers falls sharply of
Tmi-aut icor ic wehnologies are sdopscd. Productng techenlogios can abo e
speciticd at a more detailed level then shown in the table. When this is done. and i provesses
are ranked by ascending degree of capital imtensity. capital requi vary al a
hundrcdiold between the two extreaa. Labour requirements differ by tw ety fuld. and shill
requirements range from 3 to 18 month

In countries where the cost of capital snd labwwr arc quite different, hoth crati-based
ma.ufacturing and mechanized production can co-exist, though the firm operaic on vastly
different scales The former are small and serve regional markets while the Latter are bz 2z amd
prnduce for the entire Jomestic market. Such 3 juxisposition occuns even n industnialized
countnes although the craft finms wanlly offer much lower wages m onder to compete. The
samge phenomenn can he observed m 3 single tfactory where some operatios are tully
mechanized snd others are done manually (see Benton, 1989).

Box Table 6.7 Factor intensity for alternative techniques of shoe-huilding
(lasting and bottoming) in the mid-1970s

[ . . 00 pairs dail

Capital intensuty Skill kevel of labour

of alicmative technigques  Labour hours Caprtal ($1,000) (in training snonths}

s w S cC W S C w

I. By hand 720 640 1,066 09 08 14 a2 9 1

Il Mechanical 93 293 333 450 450 500 o6 v 12
human cnergy

M1 Seoni-automatic ol 57 103 R06 569 192 4 6 4
machincs

IV. Amomatic My N 82 637 709 1314 2 3
machines

S = Suiching C = Cemented W = Welung

Soursgs - Boon, G., 1980

In general, manufacturers based in developing countries can be
expected 10 enjoy a modest cost advantage over competitors i in-
dustrialized countrics - provided that they have access to suitable and
inexpensive raw materials as well as cheap labour. Firms in industrial-
ized countrics have attempted 1o offset this advantage through labour-

1S




Micro-Economic Characteristics

Table 6.4 Cost Structure for producers of footwear ®
(Percentage)
Country or Area Year Labour Raw Other mputs ~ Overheads
cosls malcrials

Argenting 1984 262 66.8 21 A
Austria 1982 275 413 16.4 148
Belgium 1988 442 “s6 5.5 s
Chile 1985 194 6.7 1.3 96
Colombia 1987 ny §5.5° 52 172
Cyprus 1984 294 543 78 $5
Germany, Federal 1989 26.6 408 207 119
. Republic of
Hong Kong 1989 218 6.7 * s
India 1987 146 65.1 19 184
Indonesia 1986 217 526 17.4 83
Pakistan 1980 145 68.3 37 135
Philippines 1985 252 ss.0* 54 114
Singapore 1989 171 648 125 56
Turkey 1986 1.3 6. 33 16.7
Venezuela 1990 16.1 60.4 L4 12.1
Zimbsbwe 1986 286 51.3 9.0 1l

Sources: National publications.

Notes:  ° All figures refer to I1SIC 324 which includes footwear made of

feather as well as of other materials. " Includes fuels and
clectricity. * Includes repair and maintenance. rent for prentises
and machinery. ¥ Depreciation not included. * Includes other
matcrials (packing maten .. chemicals). © Only wages und
salarics. * Other inputs icluded m raw materials. * Inctudes
rent for premises, machinery and equipnient.
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saving innovations but with little success.” In practice. however, certain
types of labour skills are probably as an important determinant of
competitive abilities as wage rates. Leather comes in irregular shapes
and the skills required for cutting it are crucial. It is the cutter’s
responsibility to place the various patterns on the leather in a way
which maximises the useable area and minimises wastage. Cutters must
also contend with random imperfections in the leather surface. By
appropriate placement of the patterns, the imperfections in the leather
can be cut out (placed o occur in the wastage area) or located where
they are not visible on the finished product. The better the cutter’s
skills. the greater will be the output of leather products from given
supplies of leather.

With regard to capital requirements, working capital (that is, the
amounts invested in leather, work in progress, finished goods and
suppliers’ credits) looms much larger than spending for fixed capital
such as buildings. machines and tools. Labour or capital-intensities may
vary depending on the production technologies used to manufacture
footwear or leather products, but will generally not have a great impact
on profitability. These considerations explain why firms using a wide
range of technologies are still competitive and why manufacturing
operations can be easily redeployed from one part of the world to
another without major technical alterations.

In conclusion, the industry encompasses a bewildering array of
micro-economic decisions regarding substitution. product differentia-
tion, production methods and so on. Firms that operate according to a
variety of different methods are still able to survive and compete in
many markets. The fact that such a large combination of methods and
approaches is economically feasible is one reason why leather tanning
and manufacturing has spread to so many countries. This same diversity
helps to explain why many firms based in industrialized countries have
becn able to continue operation, albeit with some adjustments in
organisation and methods. The industry’s flexibility is being con-
tinuously challenged and it is gradually being forced to face new
challenges. Environmental concerns voiced about certain parts of the
leather industry will require further adjustments and are discussed in
the following chapter.
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Endnotes

I The discussion focuses on the industry’s second and third stages —that is. tan-
ning and finishing and the manufacture of leather articles. Production of hides
and skins is traditionally regarded as part of the agricuitural sector and is con-
sidered here only in terms of its impact on downstream producers.

2 Improved market conditions for dairy products or wool would mean that
fewer animals are slaughtered and the supply of leather would be reduced.

3 A delivery time of six to eight weeks is presently regarded as 2 maximum.

4 Blueside. the largest wet-biue plant in the world, can process up to 200,000
hides per month. There are no correspondingly large finishers. The finishers’
preference for a small scale of operations is based on opportunities for
specialisation and close links with downstream manufacturers.

S Factories in the Republic of Korea are among the largest in the world: they
have about S0 workers per assembly line but optimal size is still less than 10
assembly lines (Levy, 1991, p.169). The Republic of Korea firms are about 12
times larger than those in Taiwan Province. The fact that both groups produce
standardized products and are equally competitive in world markets suggests
that the benefits of scale economies are not crucial to success.

6 There is. of course. some overlap between these two sets of producers. The
more profitable manufacturers of non-leather footwear try to expand up market
where they compete with high-quality suppliers of leather footwear. Similarly.
some of the stronger producers of leather footwear will want to expand their
market share by selling to consumers of cheaper shoes. In general. however.
makers of leather shoes will have an advantage at the upper end of the market
while non-leather firms excel at the lower end.

7 A majority of the small-scale operators produce footwear with little or no
non-leather materials.

8 Demand adjustments to supply-side shocks normally take a number of years.
The expansion in leather garment production in the 1970s ook advantage of a
rise in the United States. European and Australian cattle kill, which reached a
peak in 1975. Thus it did not displace the demand for hides in the footwear sub-
sector. The two markets continued to grow till the end of the decade and both
contributed to the steep escalation in raw hide prices which occurred between
1975 and 1979,

9 Another way to picture the performance of these tirms is in terms of value
added which is defined as the value of output less the cost of materials, fuels
and other supplies, commission work done by others, and electricity consumed.
Value added varies widely depending on the types of lzather produced. For
cxample. value added 1s equivalent to about 45 per cent of material costs for
firms supplying wet-biue, semi-tanned leather and approximately 80 per cent
for those making semi-tanned leather crust. The ratio rises to %) per cent for
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firms producing fimished leather. These figures naturally vary across establish-
ments and countries. but the above are indicative of the progression to be
expected.

10 The capital requirements of a tanning plant vary significantlv. In addition to
the basic plant requirements. modern tanning facilities may include electronic
equipment o monitor the chemical process, technology to reduce chemical
requirements (including the possible recycling of chemicals) and pollution
abatement equipment. Nevertheless, the capital-output ratio for tanning is low
in companson with other manufacturing industries, even though this is the most
capital-intensive phase of the leather industry itself.

11 A similar inventory problem exists regarding hides and skins. Meat animals
are brought o market on a seasonal basis as well, with a large kill rate in the fall
months to save the costs of feeding animals through the winter.

12 One example of a labour-saving innovation is that of gluing seams rather
than stitching them. Most innovations have not been sufficiently important to
climinate any advantage realised as a result of lower wages. Moreover, these
innovations are rapidly transferred among producers in both developed and
developing countries.
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CHAPTER SEVEN

Environmental issues and their consequences

Environmental considerations are stcadily assuming greater sig-
nificance as the public’s values change. This shift in public opinion is
being accentuated by changes in some of the industry’s own practices -
in particular, the more extensive use of chemicals for leather tanning
(Balkau, 1990). So far, producers in industrialized countries have had
to make the most adjustments, but firms in developing countries can
expect to face similar pressures in the future.

This chapter begins with a survey of environmental problems. The
economic issues which these problems pose are examined in the second
section while the framework of environmental regulations and controls
is reviewed in the third section. Producers respond to this combination
of economic pressures and regulatory constraints in a number of ways
which are considered in section four. Finally, the costs of these
decisions and their consequences for international patterns of competi-
tiveness are discussed.

Environmental forces affecting the industry

Producers of leather and leather goods are facing environmental pres-
sures from two quarters. One is a rather diffuse set of opinions and
preferences which reflect a possible shift in societal values. Various
environmental groups appeal to the public to eat less meat, maintaining
that livestock populations are already so large that they damage the
environment. Some go on to argue that existing systems of food
production are not efficient. They believe that higher levels of output
would be attained if more agricultural land were devoted to the
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production of cereals and pulses rather than supporting farm animals
(see box 7.1). Meanwhile, changes in the dietary patterns of health-
conscious consumers are reducing the demand for meat. Each of these
developments would lead to a fail in meat production and a diminished
supply of hides and skins.

The regulations and controls which governments have introduced are
another, more explicit type of environmental pressure and are the main
concern of the chapter. These policies are designed to limit the volume
of solid waste deposits, liquid waste discharges and aerial emissions.
The regulations themselves are rather general in scope: it is rare that a
particular industry such as leather is singled out for special attention.
The policies are nevertheless of great importance to the industry. This
is particularly for tanners and finishers, a fact suggested by the flow
chart in figure 7.1.

Three basic types of pollutants are associated with tanning and
finishing operations. They are: preservatives and pesticides, chemical
pollutants and organic materials. Preservatives and pesticides are added
to raw hides by the farmer, the butcher, or as a first step in the tanning
process. Arsenic-based pesticides were the first of these to be regulated
and are now banned in most countries. More recently, regulations have
been introduced to limit the use of salt (which serves as a preserv-
ative) and pesticides based on pento-chloro-phenol. Among the various
chemical pollutants, chrome is the most dangerous and long-lasting
contaminant. Others include aluminium which is used in tanning,
sulphides used in the liming and hair removal process, and solvents
which are introduced during lcather finishing. These, too, are subject to
regulation in most countries. Finally, the industry emits various un-
wanted protein residues (untanned or tanned) in the form of putres-
cible organic materials. Disposal of these materials is one of the
tanners’ main concerns. The magnitude of their task is suggested by the
fact that nearly half the weight of the original hides and skins remains
as solid waste which is not converted into leather.

Table 7.1 illustrates the complexity of these environmental problems,
showing the typical composition of untreated effluents which result
from two different methods of leather tanning. No less than 15 different
types of pollutants are found in tannery effluents. Some occur in
negligible amounts although the overall impact on the environment is
certainly not negligible. The global magnitude of the environment
problems can be gauged on the basis of production levels and informa-
tion on the pollution intensity of the tanning process. For example,
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annual world production of light leather generates around 1.47 mil-
lion tonnes of chemical oxygen demand (COD), 0.61 million tonnes
of biochemical oxygen demand (BOD), and 0.92 million tonnes of
suspended solids (Higham, 1991).'

Box 7.1 Questioning the economic efficiency of cattle productioa

Environmental groups arguc that the world's peoducers of cattle and beef are a cause of
environmental dasiage and poverty. They puint out that the world's cattie population, which
is nearly 1.3 billion, occupics almost a quarnict of the total land spuce and consumcs abow a
third of the world's grain.

The envi | case ag: cattle ix based on the fact that herds can desiroy narural
habitats, strip away vegetation, crode soil and contribute 1o desen-like conditions in many
parts of the world Some 40 per cent of the Amazon sein forst is said 10 have been cleancd
for cantle-grazing, despite unsuitablc soil conditions. Large herds also put heavy demands on
water supplics. Environmentalists maintain that nca- ly half the water consumed in the United
Suates is used to grow feed for catide and other livestock. Meanwhile, the fivestce:zk population
in countries such as Belgium and France is thought 10 produce more wasic than the
environment can absorb.

Arguments shout poverty arc hased on cstimated yiclds for crops and livestock. For
example, an acre of cereal is thonght 1o produce five times as much protein as an acre devoted
fo meat production; an acre of legumes may produce 10 tinws more; and an ucre ol lealy
vegetables will supply 15 times more. I a portion of the land occupicd by cattle were devoted
10 crop production, the food needs of many of the world s chronically underfed coukd be inet
st lintle of no net cost.

Economic issues

The issue of environmental degradation arises because it is not ac-
curately reflected in the costs and prices that guide the decisions of
tanncrs and finishers. In the parlance of economists, certain external or
“spillover” effects prevent the market system from opecrating effi-
ciently.

These externalities depend on two basic facts of economic life. First,
there is some degree of interdependence between economic agents such
as producers or consumers. Second, the consequences of interdepen-
dence are not accurately reflected in the economic transactions of these
agents. It is this latter characteristic which is of particular importance:
the market's failure to take account of all relevant costs means that
prices, levels of production and consumption are all sub- optimal.
Because of these distortions, producers’ costs could be less than those
borne by society as a whole. Private firms arc guided by existing prices
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Figure 7.1 Flow chart of the tanning process and associated polintants
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Table 7.1 Composition of typical untreated tannery effluents (mg/1)

Technology
Pollutant Chrome tannage Vegetable tannage
Total solids 10,000 10,000
Total ash 6,000 6,000
Suspended solids 2,500 1,500
Ash in suspended solids 1,000 500
Settled solids 100 50
BOD 900 1,700
KMnO, 1,000 2,500
coDp 2,500 3,000
Sulphide 160 160
Total nitrogen 120 120
Ammonia nitrogen 70 70
Chrome 70 -
Chloride 2.500 2,500
Sulphate 2,000 2,000
Phosphorus I 1
Ether extractable 200 200

Sources: Higham. R. (19%])
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«nd allocate resources according to existing costs. but not with the costs
incuited by society as a whole.

Environmental externalities can be represented by the gap between
private and social costs which result from the damages of poliution-
intensive production. Alternatively, they can be measured in terms of
the outlays a society must make in order to return the environment to
its original state. Government officials seek to correct for the gap by
introducing various controls or by trying to extend the application of
market forces to include the “offending’ activities. If they are success-
ful, private costs would be equated with social costs and the pattern of
resource allocation becomes efficient.

Prices which equate private and social costs must take into account
the use of resources such as air, water and land, as well as the costs of
any environmental clean-up necessitated by tanning operations. Inter-
vention can take several forms: alterations in the prices of inputs or
outputs, changes in land-use rights, or the imposition of environmental
controls. The challenge for a policy maker is to identify the right mix of
incentives and regulations for each target group and for each set of
cnvironmenta! conditions.

Unfortunately, the environmenial issues referred to here may not be
the only ones the policy maker must address. In fact. this brief
description touches on only one specific problem - cnsuring that
economic externalities do not result in a drastically inefficient pattern of
resource allocation. The restoration of allocative efficicncy may not be
sufficient, by itself, to halt environmental degradation. Complications
can arise, for example, if the maximum level of output which is
“ecologically safe” is significantly less than the level of output which is
economically optimal. The difference between these two output targets
is known as the “ccological gap'’ (Pearce. 1976, pp. 63-68).

In summary, this brief excursion into the realm of eavironmental
economics illustrates several points which help to put the following
discussion in a sharper perspective. First, the environmental argument
embraces both economic and non-cconomic issues although the discus-
sion here focuses on only one economic issuc - specifically, that of
allocative efficiency. Second, most policies are intended to achieve
rather general goals and are not aimed specifically for the leather
industry. Policies are treated as exogenous factors and their conse-
quences arc assessed solely in terms of their impact on the industry’s
cconomic performance - in particular its cost competitiveness in in-
ternational markets. Finally, both production and consumption may
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have adverse external effects on the environment. In a few instances
legistators have attempted to address the external effects of leather
consumption - for example, by banning the sale of leather products that
contain PCP. Such efforts are rare, however, and the following discus-
sion concentrates on the problems posed by production externalities.

The framework of environmental regulation

Regulatory measures which impact on the industry deal with at least six
different subject areas.
These include:

(1) land-use planning and zoning;

(i) environmental impact assessments and risk assessments for new
plants;

(111) controls on effluent discharges. air emissions and solid-waste dis-
posal;

{(iv) occupational health and safety standards:

(v) requirements for storage, transport, labelling and packaging of
chemicals;

(v1) restrictions on the use of certain chemicals like biocides or dyes.

The most critical regulations in terms of their costs of compliance are
probably those dealing with the pollution of water, air and soil and the
tfollowing discussion focuses mainly on these.

Policies to limit pollution due to effluents, emissions or the disposal
of sohd waste are usually expressed as environmental standards. This
practice. itself, is the source of some controversy. Most economists
argue that such a method is inefficient, since neither costs nor benefits
are explicitly considered. Instcad, standards are the outcome of a
negotiating process between industry representatives and environmen-
tal officials. The outcome of these negotiations will depend largely on
the strength of the pressure groups taking part in the bargaining
process. Although criteria of environmental quality should be satisfied
by these “politicatly™ determined standards. it can only be by chance
that eavironmental costs and benefits are balanced.

The way in which a standard is specified is another source cf
controversy. Once a decision has been made to use an environmental
standard rather than another form of policy (for example, a tax),
goverament officials can choose any of three methods of application.

126




Environmental Issues and Consequences

The first relies on an empirical approach which means that the accept-
able standard for a polluting activity will vary, depending on the quality
of the receiving environment. Another option is to take an absolute
approach which sets a uniform standard or criterion for all sources of
pollution. Finally, policy makers may choose to prescribe the technol-
ogy for pollution abatement by demanding, for example, the use
of “best practice technology™ (BPT) or “best available technology”
(BAT).

From the economist’s point of view the three methods of application
are not equivalent. Standards which require that a specific technology
be used are inflexible; they do not allow firms to take into account
economic criteria in their attempt to meet environmental standards.
Nor is a uniform standard for all sources of pollution likely to yield an
efficient result since costs and benefits will vary across industries and
producers. Empirical standards are the only method by which costs and
benefits can be equated other than merely by chance.

If efficiency were the only criterion, policy makers would opt for an
empirical approach. A final decision, however, also depends on the
costs of administering, monitoring and enforcing. Empirical methods
tend to be costly since they require extensive supervision and the most
complex forms of monitoring. Standards expressed in terms of BPT or
BAT regulations are usually the cheapest to administer and monitor
while the costs of a uniform standard would be somewhere between
these two extremes. Thus no overall preference for a method of
application can be stated with any degree of certainty: the most
effective approach must be determined on a case-by-case basis.

All three approaches can be found in countries which are large
producers of leather. Uniform or absolute standards are popular within
the EC. The European Commission also supports the concept of
absolute limits, though most decisions on the limits to be imposed and
methods of interpreting the standards are left to individual member
States (sce box 7.2). Officials in the United States have adopted BPT or
BAT for some regulatory purposes but in other areas are gradually
moving towards empirical methods.’

Table 7.2 gives a specific idea of the types of standards sct for waste
waters from tannerics, along with comparative standards for sewer
systems. A rigorous evaluation of environmental standards in different
countrics would be a complex undertaking, even for the narrow selec-
tion of control measures shown here. Nevertheless, the data convey the
impression that differences in the environmental standards of different
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countries are not great. This seems to be the case despite substantial
variations in environmental conditions. The implication is that policy
makers generally prefer to apply standards on the basis of “absolute™
measures rather than empirical methods.’

Box 7.2 Regulatory approaches in Europe’s major leather-producing
countries

Germany has a complex set of envi 1 regulations covering solid residues, cfflets
und acrial einiasions. The most problenwtic of these is she lmits on serial cmissions. The
country s Technical AirGuide serves smore asa faal for authorities than a legalstrusment.
though soine legistation deals specifically with air poliution resulting from hide processing
and tanning. Assent procedures, for example, are speciticd for storage of hidkes, drying.
salting amd Jelmiring operations, wnd lanning und finishing. I general, the i ustry faces
difficultics in complying with these guidelines. Regulations govemiag solid waste dispeeal
and cfllucnis posc fewer problems and are no maore siringent than in othier countrics.

Tialy’s “Merli Law™ imposes quite stringent limits o pollutants such as chilorides,
sulphates and total ammonin which are discharged with effluents. This means the cosiy of
compliance are high in comparison with ather leather-producing countries. Regulations
goveming disposal of solid wasic and shwdge call for rescarch on ways of rcavery and re-
utilization in order 1o avoid dumping. Standards Tor aie pollution are siild evolving though a
st of guidelines which describes emission limits and methaxls of containment has been
issued.

Authoritics in the United Kingdom have gencrally opied for an cnpirical approuch. The
limits associsted with various standards are wsually sct by municipal sathoniies with
altowances made forvariations From company tocompany ambiromarca tourca. This flevible 4
appruuch is one reason why the country, unlife others, does ot luve an “eco Sindistey plan”
or u set of nationul standanls.

Regulatory effectiveness depends not only on the stringency of the
standards, but also on the rigour with which they are enforced. Here,
the differences between developing and industrialized countrics are |
pronounced. Some industrialized countries have zealously enforced
their standards, even if it meant the closure of many plants. For
example, United States tanners in California and New England have
shut down rather than face the capital outlays needed to comply with
local or State standards on effluents. Tanneries in Denmark and the
Netherlands have also had to close when authoritics insisted on strict
enforcement of standards.

Enforcement in developing countries is systematically weaker than in
industrialized countries.® Officials in these countrics rarcly have the

128

[T [ '




Environmental Issues and Consequences

means to monitor compliance on a regular basis and sometimes have no
legal grounds to impose penalties. There are exceptions, however.
Indian authorities. for example. recently ordered the closure of 76
tanning plants in the Kanpur district of Uttar Pradesh because they had
failed to set up waste treatment facilities.

In general. standards are fairly homogeneous among the industnal-
ized countries but tend to be weak in developing countries where
production is substantial.” When both regulatory stringency and levels
of enforcement are considered, there is probably a marked difference
between the two groups of countries. Firms in industrialized countries
are under the most pressure te respond to the environmental challenge
though it is only a question of time before those in developing countries
will have to make similar commitments. The following section looks at
some of the firm’s possible responses.

The industry’s responses to regulatory controls

Once environmental regulations are in place and are being enforced,
firms must find some means of compliance. The usual way of doing this
is through technological improvements or changes in the composition of
inputs and materials used.

Technological change is part of the normal course of events for any
industry and will have ecological implications, whether environmental
regulations exist or not. In general, pollution levels are assumed to
increase as output rises, although improvements in technology can alter
the rate of waste generation. The introduction of newer, more efficient
production methods will often reduce the amount of pollution per unit
of output. Thus pollution abatement is frequently part of a normal
process of technological development.® In other cases the first step in
resolving an environmental problem is not made until environmental
regulations are enforced. Cutbacks in output or the introduction of
cleaner technologies arc the typical responses.

For leather tanners there is no such thing as a uniform technological
solution to envircnmental problems. Their products come in many
versions and the production processes are fairly complex. As a result, a
number of different options have been tried. These fall into four
categories:

(i) avoidance of the most pollution-intensive steps in the tanning
process,
(ii) zoning,
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Table 7.2 EMuent standards affecting the leather industry in selected countries. recent years
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(iti) incremental improvements in production technologies and
(iv) the addition of treatment technologies to the production technol-
ogy proper.

Methods three and four are the only ones which can be considered
true solutions to environmental problems. The first method is an
attempt to circumvent these problems while the second is often merely
an auxiliary measure.

There are numerous examples of the first method. Some firms have
simply withdrawn from those parts of the tanning process that have the
highest potential for pollution. These companies arrange for much of
the tanning to be done abroad: they then buy in wet-blue or leather
crust and thereby avoid the main pollutant load. Such an arrangement
is doubly attractive since the parts of the tanning operation which are
retained have the highest value added content.

The second method - zoning or controlled siting of plants - is often
practised because of the odours associated with tanning operations
but there are economic reasons as well. When tanners are in close
proximity. they can economize on environmental expenditures by using
common facilities for the treatment of solid wastes and effluents. Italy
offers one of the most advanced and comprehensive examples of a
zoning strategy which is focused on nine areas with central treatment
plants.” The high concentration of small tanneries in each of these areas
preceded this approach and encouraged it. Firms banned together to
finance common treatment facilities or to set up joint ventures with
municipalities or the statc. Tanners in other countries have also tended
to congregate in the same areas though similar policies did not evolve.
One reason was that many publicly-owned treatment works were
willing to accept tannery effluents. Another was that the concentrations
of tanneries were gradually dispersed as a result of closures, mergers or
relocation to low- cost sites.

The third method for dealing with environmental problems - changes
in production technologies - is the classic solution. Tanners have
different objectives when they upgrade technologies. however. Their
motives may include a reduction in the consumption of water and/or
energy. more efficient use of chemicals, and higher rates of recovery or
recycling for rejected materials. New technigues to cut water require-
ments have been perfected (see box 7.3) but advances in other areas
have been slow. One of the researchers’ goals is to find tanning
materials that perform as well as chrome but are not as harmful to the
environment. Alternative agents such as aluminium, titanium, zir-
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conium and dialdehyde have been tried with little success. The leather
lacks the softness, fiexibility and resistance to water. perspiration and
heat which is obtained when chrome is used.” The problems encoun-
tered in finding a substitute have forced researchers to look for wavs to
reduce the amount of chrome discharged, improve recycling tech-
niques, or increase rates of precipitation and recovery.’

Meanwhile there is a search for new production methods to reduce
the amount of organic pollution that occurs during the unhairing or
liming process. The benefits could be substantial since these materials
typically account for over half of the BOD and COD load in tannery
effluents. Other technologists are working to find a substitute for the
sulphides used in tanning, to increase the amount of lime/sulphide
liquors which is recycled, and to develop more effective systems for
recycling sulphides and organic pollutanis.

Not all the options available to firms depen. on technological
breakthroughs. Mod:'ications in production proc .sses can also reduce
the chrome discharge. One method is to ensure that hides are sorted
and levelled in a precise manner before tanning. This decreases the
amount of vanation in hide substance and allows the tanner to cut back
the deliberate excess of chrome which is needed to ensure complete
penetration. Another method is to inject tanning liquors into each hide
individually to ensure optimum penetration with a minimum concentra-
tion of chrome.

Box 7.3 Conscrving on waler requivements: new techuologics and practices
in tanning operations

The water consumption of tanierics varies between 20 and 100 lisres per hilogram ol raw
hide, though only about Ball of this amount is actoally necdud. These Birge requircisents can
be exdhucad in a nmumber of ways. First, with computer-controbicd dosing ad rinsing systeins,
water Huats can be monitored preciscly. The methal avoids operations] wistage which
occurs dunng truditional mnsing and goners) houscheeping practices. Sceond, stmple
precautions such as operator 1raining and installation of conteol valves can substantially
reduce water isage, pasticularly for tnners i developing countrics. Third, batch washes
insteind of runting watvr washics s fow ot technigues can save wp to 70 per cent of the
water tradinionally used Fuellier savings are possible by secycling min- and wash-w.aiers o
uther processes

Modifications in production processes are rarely sufficieat to meet
environmental regulations, however. End-of-pipe treatment is usually
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necessary as well. Because a variety of pollutants are involved, the
operation usually consists of several steps. First, effluent streams
are screened prior to treatment to remove coarse material. These
preparatory measures improve the efficiency of the treatment system
since they permit flow equalization and allow the COD load to settle.
Primary treatment is a second step which entails the removal of major
pollutants (BOD/COD, sulphide and chrome) from the waste water.
Relatively simple methods of primary treatment can remove over half
of these pollutants while more sophisticated processes can achieve
higher levels of treatment. A third step is secondary treatment. The
methods are usually biological and may be necessary if high effluent
quality is required. Tertiary treatment to reduce the nitrogen load
(which otherwise can lead to eutrophication of inland waters) is the
fourth and most costly step. Once all these processes are in place, tanks
and basins are required for sedimentation. Depending on its nature. the
resulting sludge is either used as a fertilizer or disposed of in landfills.

In summary, the final design for an end-of-pipe treatment system
depends on the production technologies in use and the regulatory
constraints in effect. Much the same applies for the entire range of
environmental alternatives which are available to tanneries. A firm's
decisions on these matters are largely governed by the costs involved
and are discussed in the following section.

Cast implications

The variety of production technologies and environmental controls
which exists is so complex that anv assessment of compliance costs must
begin with some simplifications. [he approach adopted here is to
take the industry’s response to environmental pressures as given and
then attempt 10 gauge the cost implications for plants in a particular
country.

Such a method represents an ex post assessment of compliance costs
and several features should be noted. First, oaly the industry's tech-
nological responses to environmental controls are considered. Second,
the analysis distinguishes between two types of costs - the capital
expenditures incurred when new technologies are introduced and the
operating costs which result from these modifications. Capital costs
consist mainly of the purchase and installation of devices for water
conservation, equipment for the collection and reuse of waste water,
and systems to monitor production processes and emission of effluents.
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Capital costs will obviously rise as a result of environmental com-
pliance but the overall effect on operating costs is less certain. The use
of special chemicals to treat pollutants and the cost of extra personnel
for technical control of low-waste technologies and effluent treatment
will push operating costs up. However, the new technologies could also
be more efficient, so the overall impact on operating costs may be
cost-neutral or even cost-reducing.

How will environmental compliance affect total costs? Rough es-
timates indicate that about half of the leather industry’s pollution load
can be eliminated with only marginal investments. The distinction
between changes in production technology and the introduction of
treatment technology should also be borne in mind. The former will not
necessarily lead to an increase in operating costs, whereas the latter (for
example, end-of-pipe treatment) is cost-increasing. In general, the
added burden of environmental compliance need not be great provided
that some of the modifications are cc st-neutral or cost-reducing.

The main determinants of these costs are the types of environmental
regulations, their stringency and the level of enforcement. Each of
these characteristics will affect production costs differently, depending
on the country. the type of plant and its location. For example, the
location of a tannery will help to determine the level of effluent
treatment when an “empirical” method of regulation is used. Location
will also be important if there are opportunities for firms to pool their
pollution-treatment activities. Characteristics of individual plants - for
example, the amounts and types of intermediate products and chemi-
cals - will also affect costs. As a resuit, the overall cost of treating
effluents. disposing of solid wastes and reducing pollution varies not
only between countries but from one tannery to another.

Averages calculated for a large number of tanneries eliminate some
cost variation, though differences in plant characteristics and locational
attributes still mean that generalisations are difficult. Examples are
nevertheless helpful since they give some idea of the relative mag-
nitudes involved. According to case studies, leather tanneries process-
ing 100 tons of raw bovine hides per week can provide conventional
effluent treatment for 200 ppm BOD and 30 ppm of suspended solids at
a cost which is 3.2 per cent of the sales value for full-chrome side-upper
leather (UNEP, 1991, p.56). A similar study of a sheepskin tannery
processing 3000 pickled pelts per week found that the costs of treatment
were 2.1 per cent of the sales value for leather. These detailed figures
are consistent wiin more wide-ranging estimates of environmental
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expenditures in different parts of the world (see box 7.4).

Country-wide estimates of spending on pollution control conceal one
important feature, namely the relationship between the costs of en-
vironmental compliance and the size of the tanning plant. The sig-
nificance of scale economies is demonstrated by the data in table 7.3
which shows environmental spending for capital equipment and operat-
ing costs for seventeen United States tanneries of different sizes. The
measure of “pollution size” used here is the daily volume of effluents
which range from 18 m' to 3.860) m’ per day. What is surprising is the
equally large variation in relative costs of environmental protection.
This applies even after both cost components have been standardized -
that is, corrected for differences in plant size. In general, relative
variations in cost are comparable to those for plant size."

Box 7.4 Rclative expenditures on pollution tycatment in selected countrivcs

Estimates on polhition frentment reveal o similae pattem smong the industriatized cowntrics

For cxample, the Enropean Commmission has coschuded that in tie leather indastry the costs
of treatment for environmental pollution range from 2 to 4 per cont of the value of outp, or
410 8 prr cent of vatue added. Detailed country estimates vary slightly sroamd this avemge.
Expresscd as a percentuge of the value of totsl outpur, the conts of envitonmental compliance
in Ieather production are 2 to 4 per cent for lialy, 2 per cent for Spain, 2 10 2 5 per cont for
Fran.e and 3.5 per cent for the United Kingdosns.

Relative spendding in developing countries shiould be less since regulatory siringency and
enforcenient efforts arc sather fimited, although the value of the final prsluct, eather, is aot
sppreciably lowcer. This expectation is confirmed in the case of India, where ircatment cosis
sre estimated to be 1.5 percent of the value of oumtput (UNEP, 1991, p.56).

Detailed comparisons show that as plant size increases, there is a
sharp fall in the operating costs of pollution abatement. A similar but
weaker relationship holds between plant size and relative capital expen-
diture for environmental purposes.’ These results suggest that scale
economics in the treatment of pollutants are probably substantial. Such
a claim is admittedly based on a rather small sample of tanneries in a
single country. However, the mix of production technologies is repre-
sentative of those used elsewhere. while the degree of regulatory
stringency and enforcement in other countries is similar to that in
the United States. To the extent that these conditions hold, scale
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Table 7.3 Capital expenditure and operating cost for effluent treatment for selected
United States tanneries, 1982

Tannery Effluent Total capital costs to Annual operating and
flow upgrade facilities to BPT maintenance costs
(m’iday) (dollars) * (dollars)®
1 18 0 {0.0) 34,100 (19)
2 114 150000  (1.3) 57700  (05)
3 182 543,000 3.0 198,200 (())]
4 189 0 (0.0) 65,800 (03)
5 242 290,900 (12) 108,800 (05)
6 246 93,000 04) 73,000 (0.3)
7 360 944,000 (2.6) 138,100 04)
8 541 300,000 (0.6) 332,000 (0 6)
9 549 547,000 (1.0) 189,300 0.3)
10 712 1,303,000 (1.8) 174,300 02)
1 871 12,000 (0.0) 303,300 (0.3)
12 1,260 1,161,000 (0.9) 521,900 (0.4)
13 1,400 344,000 0.2) 221,600 (0.2)
14 1,550 24,000 (0.0) 423,200 0.3)
15 1,590 1,541,000 (1.0) 274,300 (0.2)
16 3,200 2,016,000 (0.6) 692,000 0.2)
17 3,860 1,327,000 (0.3) 570,800 0.2)

Sources: United Nations Environment Programme ( 1991)

. ]
Notes:  * Adjusted to reflect local conditions: relative costs perm ol ¢f-
fluent are shown in parcr‘thc‘cs. " Based on full CapacHy opera-
tion; relative costs per m- of clflucni are shown in parentheses.
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economies will be an important determinant of compliance costs.

Finally, environmental costs should be seen not only in relation to
the total production costs but in comparison with similar outlays in
other manufacturing industries. Here, the general impression is that the
costs for tanners are high, relative to those in other industries. Tobey
(1990). for example, defines pollution-intensive industries as those
where the costs of abatement account at least for 1.85 per cent of total
production costs."” The leather industry, with costs equivalent to at
least 2 per cent of output value, easily qualifies. Thus, environmental
pressures are of moderate-to-great significance for tanners. just as they
are for other polluting industries such as non-ferrous metals, paper and
pulp. iron and steel and chemicals (Tobey, 1990, Table 1).

Environmental policy and international competitiveness

Marked differences in the stringency of environmental controls are
reflected in production costs and can affect the competitive position of
producers. As already noted. regulations on industrial effluents carry
the most important cost implications for tanners. There appears to be
little difference in the stringency of these regulations or in the degree of
enforcement among the industrialized countries. Thus environmental
policies are unlikely to be an important determinant of competitive
abilities, at least within this group of countries."

The implications are different when attention turns to developing
countries. Environmental controls which are exceptionaliy lenient will
bestow some cost advantage on these producers. The availability of
cheap labour is still the main reason why capacity has moved to
developing countries, although differences in the costs of compliance
would also be a factor. It is possible that the impact of environmental
policies will diminish over time, provided that regulations in different
parts of the world converge as awarencss of the problem grows.

Developments in technology that are spurred by environmental
regulations will also influence the pattern of international competitive-
ness. Here, a crucial point is that new and environmentally sound
technologies can yield an overall reduction of production costs. The
opportunities for Jeather firms 1o meet environmental standards with-
out significant increases in costs depend on the use of clean tech-
nologies that do not require end-of-pipe treatment. As already noted,
the tanning process can be modified in a number of ways to reduce
emissions and thus avoid the costly treatment of effluents. If future
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innovations give priority to these types of development. the implica-
tions of environmental regulations for patterns of international com-
petitiveness should be reduced even further. Improvements in the
industry’s environmental performance would then go hand-in-hand
with a reduction of total production costs.

Finally, the relationship between market structure and environmen-
tal costs is relevant here. If scale economies are as important for
compliance as the empirical evidence suggests, the way in which
environmental policies affect competitive abilities would depend on the
degree of firm concentration. A country with a highly concentrated
tanning industry should be able to retain its competitive position
despite comparatively stringent environmental regulations. By contrast,
in a country where concentration is low, tanneries are likely to incur
relatively higher environmental costs and a concomitant loss of com-
petitive ability.

In summary, environmental policics are likely to accelerate the
movement of capacitly from industrialized to developing countries so
long as there are marked differences in the degree of stringency and
enforcement between the two country groups. Expectations are that
this factor’s significance will diminish over time, however. Reasons for
the change are the likely convergence of environmental regulation in
various countries and the development of technological options that
meet environmental standards without substantial increases in total
production costs.

Endnotes

1 COD is a measure of the quantity of oxygen consumed during the chemical
oxidation of the constituents. BOD represents the quantity of oxygen consumed
in the biological degradation of the organic constituents of an effluent.

2 The country’s Clean Air Act, which focuses on volatile organic compounds
(VOC's) and air toxins, calls for a drastic reduction in emissions from tanneries
based on BPT although forms of regulatory control for air toxins have yet to be
determined. The Environmental Protection Agency of the United States deter-
mines the toxicity of effluents which can be discharged into municipal sewage
treatment systeens.

3 To the economist, such evidence would also imply that the standards are
probably not being applied efficiently in the sense that costs and benefits i
different industries are taken into account.

4 Even industrialized countries can not claim to have uniform levels of enforce-
ment. However, according to anecdotal evidence some European tanneries that
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were found to be heavy polluters were not penatized.

5 Information on this subject is limited. Only two developing countries - Brazil
and India - could be inciuded in table 5.2. Brazil apparently has no standards
for 7 of the 14 measures listed in the table while in India the same applies to § of
the table’s entries.

6 Not all economists agree with this general interpretation. Some suggest that,
on balance. changes in technology will add to the burden of pollution. They
argue that the amount ot waste tends to increase as productivity rises and that
more sophisticated technologies have a tendency to alter the nature of waste in
ways that are generally unfavourable 1o environmental goals (Pearce. 1976,
p.69).

7 Central treatment plants are found at Turbige. Robecchetto con Indune.
Arzignano. Montebelio-Zermeghedo. Santa Croce sull Arno. Castelfranco di
Sotto. Ponte a Egola. Ponte a Cappiano and Solofra.

8 Some substitutes for chrome - for example. aluminium or aldehydes — pose
their own threats to health and safety. Others like titanium hold promise
although its lower toxicity must still to be proved.

9 The small amounts of chrome which are fixed in the tanning bath can be
raised through a combination of techniques to levels as high as % per cent
(UNEP. 1991. p.39). A high chrome-fixation system can achieve significant
reductions in chrome .effluents and solid waste. Techniques for high f.xation
also appear to be the most effective way of reducing chrome discharge.

10 The coefficient of variation is the most common way of comparing this fea-
ture. The coefficient, which is defined is a ratio between the standard deviation
of the variable and its mean, is expressed in percentage terms. The coefficient
of variation in plant size is 100 per cent foi the sample shown in table 5.3. Cor-
responding estimates for capital cutlays and operating costs were 101 per cent
and 92 per cent. respectiveiy.

11 A Spearman rank correlation between plant size and operating costs
associated with environmental protection yielded a coefficient of -(.83 which is
significant at any level. Similar calculations relating plant size and capital
expenditures for environmental purposes resulted ir a rank correlation coeffi-
cient of only -0.16 which is not significant at any accepted level.

12 This threshold is in no way absolute since it is derived from United States
data for 1977 and is chosen subjectively rather than on the basis of statistical
criteria. Nevertheless, it can provide some guidance as to the position of the
leather idustry within the whole of polluting manufactunng activitics.

13 Italy could be an exception to this general rule for two reasons. First,
environmental regulations are thought to be somewhat more stringent than in
other industrialized countries which are major lcather producers. Second, the
country’s low degree of industrial concentration in the tanning stage does not
immediately allow for the exploitation of scale cconomies in effluent treat-
ment.
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CHAPTER EIGHT

Case studies of industrialized countries

Tanners and manufacturers in the United States and Western Europe
have seen drastic changes over the past 30 years. The result has been a
sharp decline in the market share of many firms, along with cor-
responding decreases in the number of establishments, employment
levels, volume of output and so on. Figures for several industrialized
countries suggest a virtual collapse in some parts of the industry.

There is no question that the industry has contracted, though the
data for some industrialized countries may overstate the extent of this
structural shift. Many firms have proven to be rather nimble, moving
out of their traditional operations into design, marketing or the or-
ganization of overseas production (outsourcing). When the industry is
viewed in this broader context, it is an oversimplification to characterize
the pattern of structural change as merely a movement of capacity from
North to South.

Producers have responded to challenges in different ways. Much
depends on conditions in the home market of the industrialized country
as well as the strengths and flexibility of the firms involved. This
chapter examines the experience of three industrialized countries where
producers were well placed to defend their market share and competi-
tive position against new entrants. At the start of the industry’s
transformation the United States had an abundance of raw materials
and the world's largest domestic market for finished products. Ger-
many also had a vast domestic market as well as a deserved reputation
for high-quality products. Italy, thanks tc its leadership in design
and flexible forms of specialization, was the dominant supplier in
the markets for many products. Despite these advantages, all three
countries have lost most of their home and export markets for standard
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products. Their responses in each case have been different. and each
country’'s experience is discussed here.

The leather industry in the United States

As recently as 1970 the United States had the world’s largest tanning
and finishing subsector. The quantity and quality of the country’s
bovine hides were unmatched, while consumer spending on footwear
and leather products was the highest in the world. United States
tanneries absorbed almost all the domestic supply of hides. which
1970 was much greater than today (40 million units compared with 27
million units at present). Footwear manufacturers were the major
users, producing up to 250 million pairs of leather shoes each year.

Based on these facts the country’s tanners and manufacturers secmed
to enjoy a significant, and perhaps lasting, competitive advantage. In
reality, the circumstances were more precarious than they appeared.
Table 8.1 compares the industry’s size in 1972 and 1991. Producers of
footwear have been the hardest hit. Shipments increased only slightly
during this period. Exports did show a substantial rise, although they
began from a rather low initial level. Meanwhile. imports increased
almost thirteenfold while employment declined to less than a third of
the 1972 level. Year-to-year changes have been irregular, owing to the
imposition and withdrawal of import restraints and wide swings in the
value of the United States dollar relative to the currencics of major
competitors. Nevertheless, the decline of the footwear industry in the
United States is unmistakable.'

The most important reason for contracting of the footwear produc-
tion was a large differential in labour costs which emerged between
producers in developing countries and those in the United States.
These and other factors have been described in earlier chapters. but the
industry’s decline would not have been so intensive if other, sccondary
conditions had not also been met. These include the following:

(i) The new production sites set up by rivals in developing
countrics were predominantly export oriented;

(i1) Transaction costs had to be low enough to allow profitable
collaboration between producers in developing countries
and distributors and marketers in rich countries:

(i1i) The volume of imports into the United States was not be so
great as to threaten a complete collapse of the home industry.
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Table 8.1 The leather and leather products industry in the United States, 1972.1991
(Millions of dollars and numbers employea)

Shipments Exports Imports Empleyment

1972 1991° 1972 1991° 1972 1991° 1972 1991°

Tanning and 1,068 2,900 66 676 140 333 25,500 11,400
finishing

Footwear® 3,250 3,942 10 290 653 8,400 175,000 34,700

Other loather 1,240 2,218 16 214 300 3 63,000 28,200
products*

TOTAL 5,558 9,087 92 1,180 1,093 12,044 263,500 94,300

Sources: Data from the US Department of Commerce, Internationid Trade Administration: US Industeial Outloouk

191, pp. 35, und US Indusirial Quilook, 1942, pp M.
Notes:  * Estimate. " Non-rubber tootwear * Luggage and personal feather goods,
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The first of thesz criteria was satisfied by policy makers :n developing
countries who introduced various schemes to encourage exports. Trans-
action costs were kept to a minimum by importers in the United States
who provided massive technical assistance.” Finally. the new market
created by the populanty of athletic shoes coincided with the establish-
ment of production faglities in Asian countries. The fact that these
items were not in direct competition with domestically-produced shoes
helped to deflect protectionist appeals. Domestic manufacturers them-
selves were quick to establish foreign production sites or commission
foreign subcontractors. Because of these commitments, some firms
were reluctant to press for import restraints.’

Foreign competition forced firms in the United States to increase
their producuvity. Sometimes this meant that plants were closed,
though in other instances firms were able to introduce greater auto-
mation. employ modular techniques or otherwise modermze their
production processes. Some companies were able 1o defend certain
market niches. put for the industry as a whole the gains in productivity
were not sufficicnt to offset their growing disadvantage.

The contraction of footwear manufacturers had repercussions for
upstream suppliers. Traditionally. most hides had been sold to United
States tanneries but by the beginning of the 1990s producers were
exporting more than 80 per cent of their output (27 million cattie hides
in 1990). The main buyers were in Japan, Mexico. Republic of Korea
and Taiwan Province.

Tanners also had 10 make adjustments as their local markets were
halved by importers of lcather fcotwear and leather goods.® Suppliers
suffered, although they have probably not been so hard-hit as footwear
manufacturers. Table 8.2 shows that when growth of shipments is
expressed in values rathes than quantities, tanners have fared refatively
better. This discrepancy suggests that prices of leather have risen faster
than footwear. Prices of cattle hides jumped in the latter half of the
1970s and that differential was sustained in fatter vears. Hides also
represent a greater proportion of the value of leather than leather
represents in the value of footwear. Thus, the upward trend in prices of
hides has had a greater impact on the value of leather shipments than
on footwear shipments.

These aggregate figures show a widespread contraction of tanning ac-
tivities but there have been successes as well. Examples include:

* Development of niche markets such as ciled and waxad
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leathers used in outdoor shoes;

* The growth of markets for upholstery leather. not only at
home but abroad:

* Healthy increases in the production of wet-blue leather.

Some of the production for niche markets is sourced outside the
country (often in Puerto Rico or the Dominican Republic}. but the
leathers employed are made in the United States. Upholstery leather is
in demand by domestic makers of automobiles and furniture and is
exported to Canada. Japan and Germany. US tanneries, because of
their access to hides of high quality, are in a good position to take
advantage of this market. Finally, growth of wet-blue production has
been spurred mainly by considerations relating to price and cost. Raw
hides must be salt-cured before shipping but they can be tanned at their
destination or point of origin. The latter method increases value added
and is preferred if the product must be transported over tong distances.
Morcover, when hides are wet-blue tanned at the point of origin,
buyers avaid some pollution costs and can better control the quality
vartance of the raw material.”

Relative to meat. the prices of hides have risen as demand for the
former stagnates. This development makes it more profitable for meat
packers to move downstream into the processing of hides. They are in a
good position to do so: approximately 70 per cent of the country’s cattle
are raised in teedlots, and only three meat packers conirol roughly 75
per cent of all teedlot cattle.

Twenty years of decline have changed United States tanning opera-
tions considerably. The volume of the industry’s shipments has been
almost halved, while the number of firms has been reduced by more
than two-thirds. As the contraction worsened, tanners began a scarch
for new downstream markets. In 1970 virtually all the country's tanned
leather was sold to footwear producers, but today leather footwear
represents only 535 per cent of all sales. Upholstery leather accounrs for
more than one fitth of the total, and garment leather makes up another
17 per cent. Moreover, rather than being almost entirely oriented
towards the home market, the industry now exports a third of its
production.

In summury, the manufacture of feather footwear in the United
States continues to dechine. although certain parts of the business
remain very healthy. Major firms marketing athletic shoes are among
the best performing corporations in the country, with rates of return on
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sales and invested capital that are double those for most industries.*
These companies are not manufacturers but distributors of footwear.
Indeed, in a rich market like the United States, opportunities appear to
be better in selling than in manufacturing. As distribution assumes
greater significance, firms have had to master more complex elements
of the operation. Examples include: company-wide systems to minimize
handling and storage costs, centralized inventory updates from widely
dispersed points of sale, inventory control througk JIT and other
advances. Thus, decisions with regard to product strategy in the
distributive stage have technological implications for manufacturing.

The leather industry in the Federal Republic of Germany

Until the 1970s, the Federal Republic of Germany was home to one of
the world’s most prosperous leather and footwear industries. All the
ingredients of success were at hand - a large market, experienced firms
with easy access to good raw materials, and high-quality suppliers of
chemical dyestuffs and leather machinery.

These advantages did not prevent a steady contraction in later years.
As in the United States, the decline was led by the footwear industry.
According to table 8.3, the volume of shoe production fell by more than
55 per cent in the period 1967-1991. The number of establishments and
the work force size declined sharply. Makers of leather footwear were
the hardest hit: they accounted for about 70 per cent of the total market
in the late 1960s, but 20 years later their share was just over one-half.
By 1991, the volume of leather footwear being produced was only 31
per cent of the 1967 figure.

The industries in the Federal Republic of Germany and the United
States have expericnced similar fates, although they differ in several
respects. The typical German firm tends to be smaller and more
specialised than its United States counterpart. On average, it employs
about 135 persons and makes 299,000 pairs of shoes per year, while the
corresponding figures for the United States arc 219 persons engaged
and 748,000 pairs per year. Germany’s manufacturers have always had
an outward orientation, and it is customary that a share of the domestic
market is served through imports (sce box 8.1). This was not the case in
the United States where foreign markets and foreign suppliers were of
little significance until the industry began to contract.

Today the German footwear industry consists of two distinct groups.
Small-scale firms specializing in undifferentiated products such as classi-
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Table 8.2 Growth of footwear and tanning operations in the United States, 1972-1991
(Annual percentage growth rates)

Years 1972-1986  1931-1986 1986- 1987 1987-1988 1988-1939 1989-1990 1990-1991

Footwear® -58 -32 49 LR § 04 9.6 <23

Tanning and -38 -53 28 -10.7 -0.8 83 9.4
finishing

Sources: Data from the US Department of Commerce, International Trade Administration: US Industrial Outlook,

1991, pp.35.
Notes:  * Non-rubber footwear.
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cal black or brown women's dress shoes represent one group. The other
is composed of units belonging to conglomerates; they are involved in
diverse activities and are geographically dispersed in order to exploit
cross-country differences in costs. These large units specialize in dif-
ferentiated products such as elderly ladies’ comfort shoes, children’s
footwear, safety footwear, orthopaedic footwear and sports articles.
Both groups have the advantage of being long-term incumbents in the
home market. They have weli-established links with commercial chan-
nels and easy access to leather and chemical outputs from local
suppliers.

Box 8.1 Outward orientation among German producers of footwear

In {990 the Federal Republic of Genmany exported 36 million pairs of shocs, or 71 per comt
of 10tal production. This amount included 32 million puirs of lcather shoes, equivalent to 94
pet cent of production in this subsector. An unknown portion of this production was re-
cxports - madk outside Gennany and then sold by German fisms in other mmarkets. However,
there is no doubt that the country has had a long-standing dependence on foreign markets and
supplicrs. Austria, Belgium, France, Luxembourg. the Netherlands and Switzeriand uccount
for 65 per cent of Germany's fovtwear cxpunts, most of which are distributed through
G lted channcls. Orders from the former USSR have sporadically aceounted for
upio 10 per cent of exposts, although ey sre uninponant at present. Germany s imponts are
prncipally from laly but suppliers in China. Portugal. Spain and Taiwan Provinwe are
stewdily gaining murket share in Germany.

Many of the companies in the first category - because they are small,
relatively unprofitable and conservatively managed - face an economic
impasse. Their products are easily copied, and the competitive pressure
from producers with access to cheap labour is relentless. The option
of closing existing German plants and starting operations in other
countries where labour is much cheaper is too expensive for most to
contemplate. Their only alternative is to minimize costs, import uppers
from cheaper foreign suppliers, and then assemble the footwear lo-
cally.

Firms in the second category are in a stronger position. They have
well-established export markets and financial support from the con-
glomerates which own them. Unlike their United States counterparts,
which are mainly interested in developing sub-contractual relationships
with foreign suppliers, German footwear companies have made equity
investments in foreign firms (see box 8.2). So far, most of these
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investments have been in Portugal. The main attraction has been
Portuguese wages which in the 1980s were about a quarter of those in
the Federal Republic of Germany. Other factors have also played a
role. Inputs, for example, can be obtained with almost the same ease as
at home, lead times are not much longer, and the Community’s
European Fund provides generous grants to investors in northern
Portugal for infrastructure, fixed capital and training. Portugal’s ad-
vantage will gradually disappear as wage equalization occurs within
the EC. Anticipating this development, German firms are already
searching for new locations in Eastern Europe and elsewhere around
the Mediterranean. Eastern Europe is particularly attractive because
countries there may eventually become part of the Common Market.’

German tanners have suffered from the contraction in the footwear
industry. Between 1970 and 1990 the number of tanneries fell from 200
to less than 60, while employment and production of leather decreased
in similar proportion. The decline would have been even more severe
were it not for the growth in demand for upholstery leather. This
market is now larger than that for footwear, accounting for about 50 per
cent of all leather produced. Furniture makers and automobile firms
are the main buyers. In the latter application, German tanners benefit
from the presence of a strong domestic automobile industry which
produces a relatively large number of luxury cars (see table 8.4).

The advantages of an affluent market have not been sufficient to offset
effects such as high wages. a strong currency which limits exports, strict
anti-pollution regulations and open borders. In order to survive, many
German firms have begun to specialize in specific types of finishing ac-
tivities or in the treatment of particular materials. However, unlike their
United States counterparts, there are relatively few large-scale tanneries
specializing in contract work or production of wet blue leather.

The above comments apply to the former Federal Republic of
Germany in what is now the western part of Germany. The industry in
the former German Democratic Republic, now the eastern part of
Germany, has proceceded along quite different lines. The major dif-
ferences ' ctween the two industries are the following:

(i) Firms in the former German Democratic Republic have invested
very little over the past 20 years. As a result, their technologies
and products are inferior to those in the western part of Ger-
many.

(ii) Policy dictated that tanners in the former German Democratic
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Republic should use an exceptionally large amount of pigskin
for leather making. The material is cheap but not of good
quality.

(ii1) The orientation of the industry, in terms of product mix,
marketing methods and employment structure, is quite dif-
ferent from that of producers in the western part of Germany.

Box 8.2 Sourcing strategies among German producers of athletic footwear

A notceable exception to the German practice of equity investiment in forcizn finns o found
among the big producens of athletic footwear. Firms such as Adidas and Punia have chosen
10 rely on subcontractual hook-ups with partners in Asia and Brazil. This stratcgy paralicls
that of other major producers of sport shoes, alihongh the figus have not fared well in recent
years.

Adidas and Puma previously controlled three quanens of the Eurspean market and were
prominent i the Uniied States But the finns misscd out on the big surge in demand for
acrobics and related foorwear in the United States market. The high costs of European
production. the failure to get product endorsements by top athletes, and organizational
problems i handling as many as 1,200 vanctes of footwear handicapped the two finns.

Adidas is still the leading supplicr in Europe, with sport footwear sales close 10 1US$900
million. but it will have 1o detend its own Termitory agaust rivals that have demonsirated great
organizational skills m the United States market. Adidas now mahes only 10 per cent of its
own products. the rest being subcontracted 1o fisms in India, South €ast Asia, Eastern Europe
and Brasil. The finm’s strategy is to locale production in low-wage couninies. trim down the
product ine and hetier coordinate the vertical interactions between producers, distiibutors
and customers

The cumulative effects of limited investment mean that a complete
overhaul of the industry in the former German Democratic Republic is
now nceded. Substantial improvements in product design, moderniza-
tion of production processes and greater inter-firm cooperation in
rescarch and management will be required. This could be more expen-
sive than greenficld investment, and firms in the western part of
Germany are reluctant to become involved. Even the lower wage scale
in the former German Democratic Republic does not represent a
lasting competitive advantage. Since the conversion rate between the
currency units of the castern and western parts of Germany was set at
one-to-one. labour costs in some firms in the castern part were initially
higher than in parts of western Europe and could reach soon levels in
western Germany.
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Table 8.3 Sclected characteristics of the footwear industry in the Federal Republic of Germany in 1967, 1977,
1989, 1990 and 1991

1967 1977 1989 1990 1991
Sales (in bithon DM) 2.80 4.40 5.90 6.08 6.23
Number of establishments 78 464 244 23 17
Number of persons engaged 90,909 34,878 31,809 30,467 29,288
Production (1,000 pairs) 148,371 114,361 69,000 64,700 64,900
of which: leather footwear 103,900 71,700 16,600 34,300 32,100
lmports (1,000 pairs) 66,866 170,704 271,900 317,100 392,000°
of which: leather footwear 169,300 185,400 220,700°
Exports (1,000 pairs) 12,447 21,181 48,100 46,100 58,400°
of which. leather footwear 14,700 32,200 40,400°

Sources  Leder und Hautemarkt, No. 12, Apnl 1988, p.22; Schuh-Techmk. August 1990, pp.586-587: April 1992,

pp 226.228,

Notes:  * Figures include the tormer Democratic Republic of Germany.
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Traditionally, as much as 45 per cent of the leather produced in
eastern Germany was from pig skins. The high percentage resulted
from policies requiring the use of this material. Because no similar
policies exist in western Germany or West Europe, this heavy reliance
on pigskin for leather may soon vanish. Top-quality pigskin makes
high-grade garment leather but most of the matenal is of inferior
quality and is used to produce low-priced lining leather. Pigs are also
difficult to skin and butchers need a special inducement not to sell the
skin as meat.

Finally, the unique orientation and structure of the industry in the
former German Democratic Republic is reflected in several characteris-
tics. Tanners produce a much higher percentage of shoc uppers but a
lower percentage of garment and upholstery leather than in the western
part of Germany. They also tend to operate with long production runs
of a few articles. Staffing includes a relatively large number of planning
personal and a rather small sales force. Such characteristics can be
mainly attributed to the weak marketing programmes in the former
German Democratic Republic, the absence of brand names and the
lacklustre operation of retail outlets.

In conclusion, German markets for footwear and leather products
have a bright future despite the long-term decline in production.
Consumers are willing to pay premium prices for high-quality products.
and local firms have the advantage of being close to the final clients.”
But good prospects do not necessarily mean that mancfacturing will
take place in Germany. As the EC's markets become more closely
integrated, the opportunities for cost-minimization - for example, by
locating foreign plants around the European periphery - will become
more difficult. Overseas acquisition or direct investment may no longer
be viable options as host countries increasingly insist on firms with local
pedigrees. As a result, more German firms are likely to cease (or
de-emphasize) production, while placing a higher priority on distribu-
tion. This option should become even more attractive with the creation
of the single market, since the mobility of goods is enhanced and firms
will have more opportunities to develop Europcan-wide operations.

The leather industry in ltaly

The Italian leather industry entercd the post-war period with an
abundance of local raw materials and labour. Conscquently, the carly
development of the industry was along relatively labour-intensive lines.
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Many small enterprises were created but Italian consumers were stiil
comparatively poor, and domestic demand grew slowly. Mass tourism
helped to introduce Italian products to other Europeans, while the
creation of the European Community provided them with easy access
to the richer markets of the region. Thanks to this combination of
factors, Italian exports flourished.

A steady stream of product innovations, improvements and forms of
differentiation followed. These were offered at relatively low prices
which gave the Italians a strong competitive edge in world markets. The
country’s exports of leather soon amounted to a quarter of the OECD
total. while it zccounted for half of all the OECD footwear exports.
Italian consumers developed a strong preference for national styles,
which meant tnat imports remained low even though income was
growing. Producers ultimately proved to be not just export-oriented,
but also remarkably self-sufficient.

With these advantages, the industry transformed itself from one
characterized by a reliance on craftsmanship and price competition,
into a complex organization using stale-of-the-art techniques to make
top-scale differentiated products. Tanners, finishers, makers of foot-
wear parts and manufacturers of footwear, garments and leather ar-
tices all participated in this process. They benefited greatly from close
working relations with local suppliers of services, machinery and inputs
that are world leaders in their respective areas.

The high degree of cooperation and information exchange became a
unique feature of the Italian industry. Manufacturers and clients are in
constant contact, discussing colours, textures and the styles of shoes
and garments while the designs are still on the drawing boards.
The result is that firms work within a framework of **competition
cum cooperation’ that allies the benefits of specialization with the
economies of scope enjoyed by large organizations. Although firms are
small, an extremely fine division of labour allows cach establishment to
use modern production processes and still obtain economics of scaie
that larger enterprises are unlikely to achieve.

Such an environment proved to have several significant benefits:

* Extensive specialization led 1o a highly differentiated product
range that insulated the industry as a whole from capricious
shifts in demand.

* Informal cooperation cnsured that all participants got a share
of the workload. This enabled firms to reduce the burden of
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fixed capital costs and avoid underutilization of workers or
plants.

* Cooperation led to the gradual clustering of firms in particular
regions. This permitted them to share even more common
facilities such as effluent plants and research centres (see box
8.3).

Excellence in production was not the only criterion for success in
later years. Naly's industry was specialized in high-quality shoes and
leather products, but it lost out in two key markets. First, steady
increases in costs could not be passed on to those consumers that had
little interest in fashion or appearance. Italian makers of low- and
medium-priced shoes lost a significant portion of their world market to
competitors in Spain, Portugal, Brazil and. eventually, Asia. Second,
the ltalian industry was largely an onlooker in the sudden and spec-
tacular development of markets for athletic and outdocr shoes.

Box 8.3 The regional character of ltaly’s leather industry

Leather-making commnnitics are focated in the so-called ~Third hisly ” which belongs neither
0 the iwusinal tnangle in the North por to the South. In this region rural labour was
trnditionally employed part-time th agriculiuse and past-time in handicralts or home activi-
tics. Through marginal innovations in processes and products, these simple activitics
developed inte family -owned establishments which became s peamanen: source of employ -
ment for workers scleased from agricul These establishments were ¢ ically
udepeadent of cach other and rivals in the market, but, duc to the soviological links between
the persons crgaged ss well as 10 8 common wish (0 escape contacts with extre-regional
scthorities, they maintained s fluid circulation of nformation and an inclinstion 1o coordinate
their work.

The “comprensono del cuvio” sround Santa Croce sull” Amo 1> one such regional
conununity. With 480 anncnics employing 10,000 perans and 400 sub-contracting firms
specialized in finishing. shaving. bufling. dycing and many other opemtions, t« comprensorio
accounts for 35 per cent of the lalian production of ea ther for shoe uppers, leather gonds and
garments The comprensornio has set up 8 cammon research snd qualify contrul laboratory as
well as w communal effluent plant able 10 1reat the equivaient of effluent from a city of 3.5
million pcaple

By the beginning of the 199s it was evident that even top-scale
leather products were no longer immune to foreign competition. Con-
sumer tastes had been reshaped - in part by the marketing campaigns
undertaken by distributors of athletic shoes - and their preferences had
shifted towards comfortable but rugged-looking shoes. These develop-
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Table 8.4 Activity of the tanneries in 1987-1990 in the Federal Republic of Germany

em umit 1987 1988 1989 1990
Domestic shipments (DM 1,000) 1,118,396 1,072,467 1,039,630 1,069,570
Export shipments (DM 1,000) 335,983 342,802 392,370 358,430
Shoe uppers (1,000 sqm) 6,958 7217 6,919 7,562
Lining {1,000 sqm) 1,532 1,587 1,456 1,202
Upholstery (1,000 sqm) 11,392 10,242 9,538 9,128
Garmer ts and leather goods (1,000 sqm) 3,259 1,940 na 818
Soles (Tonnes) 2,667 2,288 2310 2,130
Calf hides processed (1.000 pieces) 728 638 500 514
Cantle hides processed (1,000 pieces) 4,781 4,430 4,706 5431
Sheep and kid processed (1,000 pieces) 925 967 143 1,045

Sources: Leather. Junc 1989, p.18: June 1991, p.20. Leder und Hiute Markt
p.3: No. 26, September 1991, p.78.

, No. 18, June 1991, p.8: No. 19, July 199],

sa1quno?) pasipuisnpu] fo saipnis asv)



Case Studies of Industrialized Countries

ments were at the expense of Italian exporters which had established
reputations for elegance. The consequences were obvious even in the
home market where, after decades of self-sufficiency. Italy began to
import shoes from East Asia and the United States.

The country’s manufacturers of shoes and leather products were not
the only ones to suffer. Leather makers also face stiff price competition
from suppliers in East Asia and Turkey, and have responded by
upgrading the quality of their output. Their ability to come up with
cost- effective, high-quality products depends in part on their skills in
transforming raw materials of average quality into excellent leathers.
These skills, however, are threatened by the export bans on un-
processed hides and skins which suppliers have imposed in an effort to
promote their own domestic industry.

In summary. the strength of the Italian industry results from produc-
tive excellence in fashion-dominated markets. which depends. in turn,
on close but informal co-operation between small units. High turnover
in top-scale fashion products can only be achieved through global
marketing. So long as the country’s products enjoyed an unrivalled
reputation in high-fashion products, firms did not assign a particularly
high priority to marketing, however. Now that competition is more
intense, a superiority in production know-how is not sufficient.’

Some ltalian firms have already gone to great lengths to accom-
modate changes in global markets. Several have created strong links
spanning the entire industry - from leather-making through manufac-
turing, machinery, turnkey factories and consultant services. At the
same time, they have assumed a coordinating role in setting norms for
research, design and quality. Nevertheless, a weakness in distribution
remains. While producers in other industrialized countrics have scized
control of the lucrative business of selling leather to retailers or to final
consumers, Italian firms still deal with wholesaless or importers.

Endnotss

1 The contraction is reflected in the structure of firms. There were 990 plants
producing non-rubber footwear in the United States in 1965, but today the total
is less than 300. Over half of all this footwear comes from the 20 largest estab-
lishments. Another 76 medium-sized establishments produce around 0.9 million
pairs each year, while the 200 smallcst firms account for 150,000 pairs.

2 Most of these importers control hundreds or even thousands of shops. Their
large size enables them to maintain a global operation in order to search for
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cheap potential sources of supply. As soon as suppliers are open to trade, the
importers establish links and offer assistance.

3 Tariffs were around 8.5 per cent or more during most of this period, quotas
were occasionally introduced and subsequently withdrawn, and an orderly
marketing agreement was in force for some time to himit imports from the
Republic of Korea and Taiwan Province. However, leather athletic shoes were
never restricted by this arrangement.

4 By 1990 total leather shipments were the equivalent of 13.9 million cattle
hides, down from 26 million in 1970.

5 Much of the polluting effluent is unloaded in the tanning process. Moreover,
when buying wet-blue. the downstream tanner can specify the thickness and
grade of the hides he wants to purchase.

6 The three largest makers of athletic shoes, all of which subcontract production
to foreign manufacturers, reported a 48 per cent turnover and 76 per cent of the
profit in 1989.

7 In the 19705 and 1980s firms in the Federal Republic of Germany operated
joint ventures in Eastern Europe and provided technical assistance. These
operations, which were primarily geared to serve markets in the former USSR,
came to a halt following the breakup of that country and a fall in demand.

8 German firms will have challengers in their home market. In 1991, a French
firm, André, merged with a United Kingdom firm, Sears. in order to strengthen
the - competitive position in the German market. André was previously the
fourth largest distributor of footwear in Germany with 110 shops while Sears
operated 272 shops in the Netherlands.

9 Today the annual slaughter in Italy is around 3.6 million cattle, 8 million
sheep and 1.4 million calves. This means the industry depends on imports for
between 75 and 80 per cent of the raw materials used in production.




CHAPTER NINE

The leather industry in developing countries

Though it is generally regarded as a senescent industry, leather has
proven to be one of the more dynamic manufacturing industries in
many parts of the world. A few countries have recorded spectacular
gains, while in half a dozen others the industry enjoys rapid growth.
This chapter examines the progress of four leading producers. Two of
these, the Republic of Korea and Taiwan Province, have almost no
domestic supplies of raw materials, but the others, Brazil and India,
have large cattle populations. The following discussion focuses mainly
on the conditions that have made it possible for the leather industry in
these countries to develop so rapidly.

Repubilic of Korea and Taiwan Province

Only twenty-five years ago neither the Republic of Korea nor Taiwan
Province had a leather industry of any significance. Today both rank
among the world’s leaders, not only with regard to the volume of
tanning and manufacturing operations they carry out, but also with
respect to cxports, international investment and marketing expertise.
Three factors help to explain this success. One has been the
availability of a relatively efficient and comparatively cheap labour
force. Exporters of icather products have prospered not because their
workers were especially skilled, but because they enjoyed a significant
wage advantage in activities which required substantial amounts of
labour. A sccond factor was the energetic promotion of exports by
governments. Policy makers determined very early that exports would
receive a high priority. They then went on to introduce a set of policies
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to ensure that this goal was met.' Finally. substantial technical
assistance was received from collaborating firms and distributors in
industrialized countries.

The first two reasons for this success are well known and straight-
forward, but the support provided by collaborators in industrialized
countries requires further claboration. Japanese companies were the
first to undertake such a programme. These companies had previously
created their own export niches in markets for leather sporting goods,
working gloves, low-priced dress gloves and cases for cameras and
binoculars. The manufacture of these products was (and still is) excep-
tionally labour-intensive. As industrialization proceeded. Japan needed
to make room for more capital-intensive activities and the production of
leather articles was moved to the Republic of Korew and Taiwan
Province (see Westphal, 1978). The fact that leather was not produced
locally posed no problem: this input was to be obtained from the same
Japanese tanneries that had previously served buyers when they were
based in Japan. With export markets already n existence, the success of
firms from the Republic of Korea and Taiwan Province was assured.

Once the Japancese experiment demonstrated that offshore factories
in Asia were capable of meeting predetermined standards, firms from
the United States and elsewhere joined in the process. The practice was
espeaially appealing to disttibutors in industrialized countries that
specialized in standardized footwear. Markets for these products are
not sensitive to the longer lead umes required by offshore suppliers,
and orders are in sufficiently large quantities to nullify transaction
costs. The distribution of footwear is also under the control of a very
few large firms.” These firms are extremely cost-conscious and prone to
shift their orders to new suppliers. Once it became apparent that
Korcan and Taiwanese suppliers were reliable and cheap, the big
distributors were ready to offer technical and marketing assistance with
regard to patterns, packaging. labels and specifications.

Such collaboration had unforeseen benefits for manufacturers. The
Kot an industry received a big boost in 1976 when Nike placed its first
orders for jogging shoes. The shoes were made from nylon uppers
rather than leather. but the move nevertheless opened doors for
Korcan producers of leather footwear. First, the success of jogging
shoes started a race between Nike and Reehok to develop all sorts of
new product niches. Several of the subsequent versions - for example,
acrobic shoes and tennis shoces - were made from leather. Thus nylon
jugging shoes paved the way for later development of other models
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using leather uppers. Second, the process - which moulded rubber soles
to nylon uppers - could also be used for leather uppers; the fabrication
of jogging shoes thus created the technical basis for introduction of
athletic shoes made of leather. When demand for athietic shoes surged,
these Asian producers were well placed to become the leading suppliers
to consumers in industrialized countries.

The structure and product composition of footwear producers in the
Republic of Korea and Taiwan Province is markedly different. Korean
firms are generally larger than their counterparts in Taiwan Province.
In the former case there are around [0{) firms; 40 of these employ more
than 500 workers and the five largest account for half of total footwear
production. A total of about 700 footwear manufacturers are found in
Taiwan Province, but the average size is much smaller. Firms in the
Republic of Korea also tend to specialize in athletic footwear which
is made under license or joint venture. The firms™ involvement in
chaebols (the giant conglomerates which are the hallmark of Korean
industry), their mandatory membership in the Korecan Footwear Ex-
porters’ Association, and the support of experienced trading institu-
tions has given them world status. Some have created their own brands
(Le Caf and Prospecs) which are now sold overseas. Others are
working to establish diversified marketing channels in industrialized
countries. The companies rely on direct investment and joint-venture
participation in foreign firms to gain market access and to gather
information on technologies being developed abroad.

Spurred by the success of footwear producers, other parts of the
leather and leather products industry have flourished. The Republic of
Korea has become the world's largest exporter of leather garments,
with buyers scattered across Europe. the United States and Japan.'
Upstream, the country has around 160 tanneries. Some of these are
among the largest in the world and national capacity is about 16 million
hides a year. The tanneries pursuc a continuous strategy of upgrading
and diversifying in order to keep abreast of users’ needs and to gain
access to foreign markets. Several, such as Tac Heung and Shirikwa,
export 30 million to 40 million square feet of leather each year to
manufacturers in Europe and the United States where the materials arc
used to make garments, upholstery, sport shoes, gloves and bags.

In Taiwan Province, the workforce employed in both the tanaing and
manufacture of lcather products is farger than the numbers found in the
footwear sector. The island’s tanneries were originally developed with
the help of a 50 per cent tariff on imports of wet-blue and crust icather.
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Protection has now been cut to 6 per cent in order to promote
upgrading of local quality and allow leather users more freedom to
select the best source of input in terms of cost. quality and speed of
delivery. More than 90 per cent of the tanneries” hides and skins are
imported. Local makers of footwear are still the main buyers of this
leather (70 per cent). with the remainder being used for handbags,
garments belts and gloves.’

Having established a large manufacturing capability. footwear firms
in the Republic of Korea and Taiwan Province now face new chal-
lenges, both in international markets and at home. At the international
level, the extent to which these firms are specialized in standardized
products leaves them vulnerable to pressure from buyers and dis-
tributors. The latter may have contracts with 50 or 60 different suppliers
and use their position to squeeze the profit margins of individual firms.
In contrast. the dependence of the supplier on foreign distributors
tends to be great. For instance, Y0 per cent of shipments by the three
top shoemakers in the Republic of Korea are made under contract to
big buyers. Thus the manufacturer tends to have a rather weak nego-
tiating position. In order to improve bargaining power, firms in the
Republic of Korea and Taiwan Province have often established their
own trading companies.’

Several other trends have helped to erode the competitive position of
footwear manufacturers in the Republic of Korea and Taiwan Province.
First. the export successes recorded during the first half of the 1980s
triggered protectionist responses, not only in industrialized markets but
also in some developing countries (Argentina, Nigeria and Venczuela).
Second, the real exchange rates of both currencies have risen relative to
the dollar. Third, labour shortages have pushed up real wages. To-
gether, these factors were responsible for an upward trend in the export
prices of leather footwear coming from Korea and Taiwan Province.

The manufacturers’ response has been to move some production
facilities to lower-wage countries - principally China, Indonesia and
Thailand, but also Bangladesh, India, Malaysia, Philippines and Sri
Lanka. The process is not a smooth one. since world standards for
quality and rehability cannot always be achieved in new locations.
Occasionally, problems have proven to be too great, and the newly
opened facilities had to be closed. Nevertheless, roughly one-fifth of all
footwear production in the Republic of Korean and Taiwan Province is
expected to be relocated during the first half of the 1990s.

The process of relocation has slowed (or even reversed) development
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of the home industry. Table 9.1 shows the number of firms involved in
footwear exports and production during the period 1970-1990. Rapid
growth during the first 15 years of this period has given way to maturity
and some contraction. Preliminary figures for the early 1990s show a
decline in exports from the Republic of Korea. A similar downward
trend began even earlier in the case of Taiwan Province. Altogether,
the island’s footwear sector lost 70,000 jobs and more than S(¥) factories
between 1988 and 1990, while experiencing a 30 per cent drop in
exXports.

These contractions, which are mainly the result of relocational
moves, were not particularly painful in fast-growing Asian economics,
but they did introcduce a new strategic dimension to the industry. With
their own brands and trading corporations, firms in the Republic of
Korea and Taiwan Province firms have become more ambitious. trying
to claim a portion of the world’s markets for high-quality shoes. This is
a risky strategy requiring that designers, tanners and manufacturers all
respond to rapid changes in consumer preferences and that the firms
compete in markets where established suppliers are protected by lavish
advertising campaigns. If they could acquire enough influence to shape
the preferences of at least some consumers, Asian firms will have
succeeded in reducing the risk of these up-market ventures as tney
claim a larger share of European and North American markets.
Alternatively, the growing number of affluent Asian consumers may
provide fresh opportunities within the region that local designers are
well placed to exploit.

The preference for offshore production among makers of leather
garments and footwcar is helping to internationalize other parts of the
industry. Tanners have traditionally followed their downstream cus-
tomers to the new offshore locations. The host country welcomed such
moves since they create more jobs and increase the total value added
generated by the industry. Today, however, the labour markets in some
Asian countries are tight and tanners must compete fiercely for capital
and labour. Policy makers in the host country often prefer “*cleaner™
industries which can generate exports without also drawing in large
amounts of imported inputs.

Thus the links between tanning and manufacturing may not be as
strong as in the past. Some investors in the Republic of Korea and
Taiwan Province question the desirability of expanding local tanning
capacity in order to serve offshore factories. Concerns about pollution
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Table 9.1 Footwear exports of the Republic of Korea and Taiwan province, 1970- 1990
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mean that new tanneries must allocate a portion of finance to environ-
mental safeguards. placing them on the same footing as the giant
tanning units now being created in cattle-rich countries. The latter units
should still be very competitive since they will be located in the
proximity of slaughterhouses whereas, Korean and Taiwanese tanneries
must import hides and skins before treating them.

This development raises the possibility that the geographical pattern
of the world’s tanning operations could be the next to change. If so. the
relocation of these operations will not be along North-South lines but
between cattle-rich and cattle-poor countries. Tanning is a capital-
and chemical-intensive phase of the industry which is not necessariiy
suitable for low-wage countries unless supported by policy incentives.
Investors themselves may consider it unwise to tie tanning to a set of
**footloose’ manufacturers that could easily move to cheaper locations
if relative wages increase.

A more logical option could be to supply offshore manufacturers
with leather imported from tanneries in cattle-rich countries. This
method offers several advantages. Large-scale production minimizes
pollution cost and tanneries can select their raw materials on the spot.
In addition. the costs of transport are cheaper for leather than for raw
hides. and the material can be shipped directly to the final user. Not
surprisingly, several firms in the Republic of Korea have plans to build
tanneries in the United States, Canada. China (where pigskins will be
the raw material), the former Union of Soviet Socialist Republics and
Australia.

Brazi)

Like their Asian counterparts, Brazilian firms began to export footwcar
in the 1960s. However, they had advantages that producers in other
parts of the world lacked. The country produces around 10 million
bovine hides per year: even though the quality of hides is low. there is
no structural dependence upon imported hides. skins or leather.” Brazil
also has a much longer tradition in the leather and kather products
industry than most of its competitors. Tanning and footwear operations
were introduced by German immigrants more than a century ago in the
region of Rio Grande do Sul. The domestic market. protected by long
distances and heavy tariffs, grew steadily for many vears.

A captive home market created much complacency. Despite its
competitive advantages, Brazil's combined exports of leather and
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leather shoes amounted to oaly about $1.2 million in the early 1960s
(Teitel and Thoumi, 1986). The industry was locally owned. and unlike
the situation in most other developing countries. that pattern of
ownership has persisted. Even today, most of the country’s largest shoe
factories are controlled by Brazilian interests, and over 90 per cent of its
biggest tanneries are owned domestically (Baer. 1989).

One change which occurred in the late 1960s was the attempt by the
government to remove the anti-export bias of its policies. \dmanistra-
tive procedures were simplified. subsidized credits were provided. and
tax tncentives were offered to exporters. A system of frequent and
unannounced mini-devaluations of the national currency also served to
encourage exporters. At the same time, Brazilian centres for shoe
rescarch and training embarked on a concentrated programme to
develop export-oriented skills. The programme’s focus was on sandal-
making and men’s casual footwear, both products for which Brazilian
zebu rawstock was particularly well suited.

This combination of favourable policies and useful skills translated
into an immediate export stimulus. The “softee look’ which became
popular in the United States provided a secure international market,
giving Brazilian tanners the opportunity to develop speciality leathers
out of their relatively low-grade livestock. When this fashion craze
ended, Brazilian shoemakers found an alternative export market in
ladies’ fashion casuals. Producers, however, needed a higher grade raw
material base and indigenous supplies were not sufficient. The govern-
ment offered manufacturers special concessions to import Argentinean
crust but did not extend the same concessions to Brazilian tanners.

Footwear companies established their own finishing plants, together
with rapid colour-matching facilities which enabled them to provide
colour samples only hours after receipt of an enquiry. A number of
independent firms also began to specialise in contract leather dressing,
using stocks provided by the manufacturer and generally finishing the
leathers according to instructions rather than developing speciality
finishes of their own. First-stage tanners in Brazil had no choice but to
respond to this new scurce of competition. They modernised and
reconverted plant facilities to use the better quality hides available from
feedlot cattle and moved close to the feedlot areas.

Only about 15 per cent of the country's hides are of superior quality,
meaning that any additional matenals in this quality range must be
imported. To offset this problem Brazilian exporters have concentrated
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on high quality items which require relatively labour-intensive produc-
tion techniques but can be made with leather of only medium quality.
Branded lines of dress shoes -particularly women's all-leather summer
shoes - account for the bulk of these exports. Open sandals with
stitched leather uppers and cemented soles have been one popular
export model. These require less upper leather than men’s shoes and
fasting operations are relatively simple.

Brazil's export performance has been impressive. although its success
15 attributable to a rather small number of large firms and even today
a third of all the country’s footwear exports comes from only 16 com-
panics. Having mounted a successful export programme in markets for
women's shoes, these firms now hope to repeat the process for leisure
and chiidren’s shoes.

By the 1990s, the Brazilian industry had reached maturity. The
country has over #)) tanneries employing around 40,000 persons. Most
of it is located in the region of Novo Hamburgo. which has one of the
densest concentration of footwear firms, input suppliers and tech-
nological snstitutes in the world. Brazil's tanners treat 20 million locally
produced hides each year. along with another 2-3 million imported
hides. Some of this leather is exported. but about 85 per cent is sold to
domestic firms which make footwear, garments and small articles for
sale at home and abroad. Altogether, the country has nearly 4,000
footwear establishments with a workforce of 300.0X). These firms
produce about 500 million pairs of shoes each year, half of them from
leather.

As overscas markets for Brazilian footwear have grown, exporters
have encountered greater rosistance in the form of protectionist bar-
riers. Shoemakers are aware that they must diversify in order to
maintain export volume. Any efforts to develop European markets will
face strong competition from rivals in ltaly, Portugal, Spain, Turkey
and North Africa. Eventually. producers in East Europe, with their
long traditions of skilled shoemaking, will also turn their attention to
this market. Nor do Brazilian shoemakers have the same options as
competitors in the Repuhlic of Korea and Taiwan Province. The
Brazilian firms have much closer and stronger linkages with specialized
leather makers and cattle breeders in their own country than is true in
Asia. As a result is that they cannot readily resort to offshore opera-
tions, meaning that they are at a disadvantage in price-sensitive markets
for standardized shoes.
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India

India. like Brazil. has an enormous animal stock. a long tradition of
leather craftsmanship and firms with considerable experience in tan-
ning and shoemaking. The main differences between the countries are
two. First. Indian animals are not slaughtered until their working days
are over and feed-lot operations are uncommon. As a result, the quality
of Indian hides is relatively poor. Second. the policy environment in
which the two industries have operated differs. The government of
India has been the more aggressive in pursuing policy goals of promot-
ing exports and increasing domestic value added.

A milestone in Iadia’s leather and leather products industry was
reached in 1973 when exports of simply tanned. unfinished leather was
subjected to a quota. with the objective of phasing them out altogether.
The immediate aim was to encourage more domestic processing of
India’s vast stock of hides and skins. In the longer term. policy makers
sought to maximise added value and export earnings and to incredse
employment opportunities by focusing on fimished leather. footwear
uppers, small leather goods and eventually leather garments and com-
pleted footwear (see box 9.1).

Box 9.1 Policy gouls in the Indian leather industry

fnddia is a country with a long radition in coonomic planning anul regulation of industnial
enterprives Throughout most of the period sice indepemslence the goals winehs received
hsghest paoriy were cimployment generation and greater seif-reltanee. The main responst
bilinies of the feather and eather products idusiry were 10 satisly domestic dewiand
essentially the horne market for leather sandals - using locally avaitable resonrces (see Teitel
arkl Thoumi, 19863, Mot firms responded by adoping lubour infensive technigues amd
attempting to sminimize the wae of imported inputs. These methods were compatible with the
policy goals but resulted in very fow levels of productivity. It soon became appasent that
progress would be very slow as fong so the downstircam mannfacturers weie focised purely
on the dotestic market. This conclusion led to the decision jo protsole expons sl to felax
the constraint of kwal inputs.

Traditionally, India’s production of vegetable-tanned crust leather
was geared to serve export markets, selling mainly in Europe and later
in Japan. Tanners were generally small-scale. making large volumes of
crust Icathers of medium to high quality. Under government pressure
and with the added incentive of export subsidics, they moved upmarket
into products of higher value such wet-blue, chrome crust and ready-to-
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finish leathers. The change qualified firms for export subsidies and
otirer privileges while allowing their customers the opportunity to strip
out some of the finish and then retan or refinish leathers to western
specifications. A subsequent ban on exports of unfinished leathers
forced Indian tanners to focus on finished leathers in the piece and the
more advanced form of stitched uppers. The move. which built on
cstablished links with European marxets, allowed producers to gain a
foothold first in Europe and later in the United States. With the help of
joint ventures, stitched uppers soon became the main export earner of
the Indian leather industry. Another reason for success was that
production of stitched uppers made use of the country’s vast reserves of
cheap labour, traditional skills and relatively simple technologies.

Because of the country’s shortage of capital. it was decided to focus
on exports of leather uppers rather than footwear. The techniques used
to produce the former products are labour intensive, they are made to
order for shoe assemblers near the final market, no design or marketing
responsibilities are required of the supplier, and other inputs (includ-
ing expensive chemicals) need not be imported. Purchases of finished
leather and uppers proved to be the only way the rest of the world could
tap India’s vast livestock resources. The demand for leather uppers was
also strong because shoe manufacturers in industrialized countries were
anxious to incorporate cheap manual work into their products.

Following this breakthrough, a comprehensive programme of incen-
tives was set up to promote the exports of other processed products.
The policy has both restrictive and supporting components. Among
the restrictive features, exports of raw and pickled hides and skins
are forbidden. while exports of finished leather are limited by im-
posing stringent quotas and an export tax. Four measures to sup-
port, or encourage exports, are also included. First, exports of shoe
and other leather goods all receive subsidies. Sccond. exporters of
finished leathers and leather products are eligible for tax rebates and
duty drawbacks. Third. the government actively encourages joint ven-
tures. Finally. exporters may import their inputs cither duty-free or at
reduced rates.” The new policy mix eventually led to a marked change
in the export composition. Between 1975 and 1988, the share of
semi-finished leather in total exports fell from 79 to 6 per cent; thas of
finished leather increased from 9 to 39 per cent; and the share of
leather goods rose from 12 to 55 per cent. By the beginning of the 1990s
the industry’s annual shipments exceeded $2.2 billion and its exports
were more than $1.1 billion.”
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These achievements were largely due to the successes of India’s
modern tanneries. At the time when the government switched to
outward-looking policies. these were the oprly firms which had assured
access to foreign currency (through exports of crust) and the necessary
financial resources. Leading tanneries quickly integrated downstream.
producing shoe uppers, garmeants, saddlery, complete shces. and small
leather articles.

The Government's decision to encourage exports of downstream
products has already led to many changes within the industry (see box
9.2). To maintain this momentum and build on recent successes. the
industry must respond to several challenges. such as the following:

* Developing new sources of raw material and ensuring that
more hides are of higher quality;

* Competing more effectively with other highly successful Asian
exporters shoes and leather products:

* Developing their own brands and designs (particularly for
shoes) in order to increase the value of exports.

Box 9.2 Structure of the Indian leather and leather products industry

The iodustry was originally comprised alinost exclisively of sunafland mcdiom sized fisms,
but the developiwnt of expost rarkets fed 1o signilicant change m stracture. Today, theee
are at feast 63 large-scale tanncries as well as @ wech larger number of smali tannerics and
wnlicensed units which praduce linishied feathier and handicritis. The stacinre is similar tor
ke of leather gamments Only a few Factories have a capacity of 5,000 o 10,000 pieces
por monthy; the reaiinder are very small

Among lootwear finms there is o group of about 15 facterics that have a combined
prodduction of 30 million pair per year. Alongside these gianis are anothier 15,000 handicrift
tinns with annual production of only 1,000 pairs wd fewer 1han 15,000 micdium sized
cutnpativcs prsducing betwecn 10,000 and 60,000 pairs a year. The small and micdium-sized
finms sl sheie shoes locally Among the Targe manulacnirees, roughly halt of all shoes are
solit domestically through nationwide distribution chansicls with the remainder being
exported.

Iy addition, there ane companies specialized in the manulaciure of shoe uppers which are
exchisively Tor e eport to Gactories i industrializcd countries. This formn of specidization bas
servadd i e springberd 1o ihe faunch of cxports by tanierics that had decided o integrate
downstrcam I 1990 fndia exported ronghty 27 nullion pairs of shoe uppees

Deinand for materials is growing rapidly in some parts of the
industry. This is particularly true for producers of apparel where the
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amount of leather being used is increasing by 30 to 40 per cent a vear.
New sources of supply will soon be needed. Additional hides and skins
of good quality can be imported, while the quality of domestic supplies
can be improved by increasing the proportion of slaughters relative to
natural deaths: by reducing the time between collectior and processing:
and by establishing more procurement centres.

Besides securing adequate raw materials. the industry must find ways
to compete more effectively with firms in the Republic of Korea,
Pakistan and Turkev. Indian firms have had to begin by exporting
products at the low end of the market, but they are gradually trying to
move into medium-priced and higher quality items. Some of the bigger
companies have begun to invest in the design and marketing tech-
nologies needed to compete in up-market products, others are ex-
porting according to the importer’s specifications, and a few have
signed licensing agreements with European distributors of sport shoes.’
Finally. several of India’s shoe companies have plans to develop
their own brands and designs in order to increase the value of ex-
ports. Prercquisites include training for the technicians. designers and
marketers needed to develop. manufacture and distribute the products.
The country has a few institutions capable of supporting this effort,
although external assistance will also be necessary.™

Producers of leather products will have to boost their exports in
order to compensate for the eventual phasing out of exports of finished
leather. That step will not be easy: exports of footwear. for example,
have not expanded as planners hoped. Increased imports of leather,
components and machinery wili be a corollary of this poiicy decision.
These inputs are available domestically, but foreign technologies will be
required in order 1o match the standards for quality demanded in world
markets.

Joint ventures with foreign multinational firms will be another logical
step as the composition of exports changes. Several of the country’s
larger leather firms have already concluded such agreements - despite
opposition from the Indian tanners’ association. Some of the larger
Indian trading houses and industrial conglomerates are also involving
themselves 1n tanning operations through acquisitions, leasing. sub-
contracting. and direct investment. These companies have only limited
expericnce in the industry, but their large size and financial capabilities
should mean they arc effective in bringing in foreign orders.

Small and medium-sized firms have not fared well in the cur-ent
policy environment and their prospects are not bright. Having been
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pushed aside in the race for export markets, they have limited access to
foreign exchange and government incentives (for example. forms of
compensatory cash support, duty drawbacks. import replenishment
schemes and income tax exemptions). These firms continue to focus on
domestic consumers, where market size and product prices are con-
strainec by low levels of per capita income. They are squeezed as
expansion in the modern, export-oriented sector pushes up the prices of
local hides and skins. If the modern sector continues to grow as it has in
recent years, this is likely to be at the expense of the small-scale
sector.

Endnotes

1 The policies followed in the Republic of Korea and Taiwan Province were
similar. They included: corporate and income tax rebates on export earmings.
exemption from sales tax on exports. duty drawbacks on imports to be
processed for exports, rapid depreciadon of fixed capital investments for
exporting, tax cxemptions on reserve funds created for cultivating new foreign
markets and tariff exemptions for equipment and raw materials used to
manufacture exports. In both economies, exporters were assured of automatic
access to subsidized working capital in the form of preferential interest rates.
These funds were used to finance exports and'or imports of materials and
equipment to be used in exporting. In addition, the authonties provided all
kinds of institutional support. Well-staffed ministries and embassies were
mobitized to support export promotion, joint committees of exporters and
goverminent offictals were set up to determine export targets, Supervise progress
and resolve any problems. In the Republic of Korea, the government spon-
sored the Korea Footwear Exporters” Assoctation and authorized the Korea's
Traders” Association to collect [ per cent of the value of total ¢.i.f. imports as
an expost promotion fund.

2 These are mainly big wholesalers, retail cooperatives, large department store
chains or erstwhile manufacturers that have quit production but continued to
distribute their own brands which are now made by sub-contractors.

3 The Republic of Korea also exports other leather products. including luggage,
handbags, gloves. sporting articles, harnesses and saddlery. Production of
upholstery ieather began in 1980, The initial success was limited owing to
unacceptable variations in quality, but these problems are gradually being
resolved.

4 Taiwan Province is also a small but efficient producer of tanning machinery,
2xporting this cquipment to other Asian countries. China is one of the larger
buyers, mainly because many Tawan Provinee factories have relocated there.
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5 In the Republic of Korea the links between footwear manufacturers and trad-
ing companies are very close. though in Taiwan Province the government has
imposed a strict separation between the two groups.

6 There are intermittent imports. mostly from Argentina. when natural or
cconomic problems disrupt domestic supply.

7 Imports of raw leather, wet-blue. pickled. crust and bovine leather are duty-
free for the exporter of the finished product. Machinery, accessories and com-
ponents for shoe production can be imported at a preferential duty rate of 45
per cent under open general licences.

8 The hreakdown of India’s exports in 1990 was as follows: shoe uppers, $287
million: finished leather, $395 million: footwear. $95 million: leather garments,
$184 'nillion: and other leather goods, $162 million.

9 These sorts of arrangements are most common among shoe manufacturers.
European fivms supply the specifications and precut patierns to the Indian ex-
poster. In the case of licensing agreements. the foreigners provide the export
market, the design and the know-how.

10 Technical assistance from foreign sources. such as the UNIDO training
course at the Central Leather Research Institute. will be essential.
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CHAPTER TEN

A Look at the Future:
Prospective developments and possible consequeices

Previous chapters have discussed a variety of reasons for the changes
occurring in the leather and leather products industry. Before conclud-
ing this book, it is appropriate to consider how these and other
circumstances might reshape the industry in the future. We are inter-
ested in mainly two questions: what parts of the industry are likely to
experience the most rapid growth during the remainder of this decade;
and how will its geographical configuration change?

In answering these questions, attention focuses on tanning, finishing
and the manufacture of leather products. Linkages between these two
stages are strong, although the lines of causation are not equivalent;
adjustments and changes in the manufacturing end of the industry
generally have a greater impact on tanning and finishing than the
reverse. Mutters relating to the supply, price and quality of raw
materials are less important but can not be ignored. The chapter begins
with a brief discussion of future trends in raw material markets and
then goes on to consider the industry’s downstream operations.

Raw materials and their impact on downstream users

Automation and technological change in leather-making, and to a
lesser extent manufacturing, are altering the cost structure. As the
share of labour in total spending declines, that of other inputs such as
hides and skins or leather will rise. Any changes occurring in the
markets for raw materials will therefore have repercussions for down-
stream users. Table 10.1 speculates about some possible developments
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and how they might affect leather makers and manufacturers.

The fact that hides and skins are a by-product of meat production
means that demand for the latter affects the supply of raw matenials. If
a major change in the dietary habits of rich countries should occur. the
resultant decline in meat consumption would lead to a corresponding
fall in output of hides. Changes in the agricultural policies of industrial
countries could reinforce this result. If agricultural subsidies and prices
are not reduced in the current round of international negotiations on
trade liberalization. individual countries will soon take this step. Such
policies are now becoming too expensive and some scaling back 1s
probably incvitable. Livestock herds in Europe and North America are
at present much larger than market conditions require. When support
policies or dietary habits change. production of hides and skins wilil fall
and any indirect benefits to the leather and leather products industry
would be fost.’

Other changes in the pattern of world production are also expected.
First. production of hides and skins in Eastern Europe should increase
during the next 10 to 15 years. Meat consumption in these countries is
expected to grow once the standard of living begins to rise. and so. too,
will the output of hides and skins. Privatization of agriculture in East-
ern Europe should also result in higher levels of production as farming
becomes more efficient,

Second. methods of animal husbandry, slaughtering and curing
techniques used in developing countries are generally obsolete, and it is
logical to expect considerable modernization in coming years. An
increase in the total production of these countries should be accom-
panicd by some improvements in quality and higher rates of recovery.
Joint-venture partners in industrialized countries will probably provide
much of the financing and technical assistance for modernization,
Finally. freer trade in the world's markets for meat would lead to large
increases in the production of hides in those countries (for example,
Argentina) which have a competitive advantage.

The net effect of these developments will not necessarily be a fall in
world production; in fact. a net increase in supplies could oceur,
However. they clearly point to a change in the geographical composi-
tion of production. The share of western industrialized countries is
expected to fall, while that of developing countries - and, to a lesser
extent, producers in Eastern Furope - will rise. One consequence of
this rearrangement among suppliers is likely to be a gentle decline in
the average quality of raw materials. Most of the hides produced in
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Table 101 Possible factors affecting markets for hides and skins

Possible detenninant

Pronounced change in dietary habits in major meat-
producing countnies

Cutbacks of agricultural support programmes in major
producing countries, more liberalized trade in
agricultural products

Increased production in Eastern Europe as the
farming sector is privatized

Developing countries (with assistance from
manufacturers and distributors in industnalized
countries) invest in new feed-lot technologies and
improved methods of curing and livestock
management

Sources : UNIDO

Likely outcome

Reduction in world supplies; increase
in the relahve contribution of
developing countries, some decline in
the share of high-quality hides in
world production

Fall in production in rich countries
where levels of protection have been
greatest

Modest increase in world supply
although these matenals will be tanned
in the region

Increased ytelds (greater area of
leather per hide) and improvements in
quahty

Implications for downstream operations

Pressure on tanners and finishers to
develop new techniques and methods of
cunng that will improve the quality of
leather obtained from hides of rather
poor qualily

Same as above

Little impact on world markets

Partially offsets effects of supply
contractions with biggest benefits for
developing countries
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western industrialized countries are of superior quality. and it will be
some time before the same standards can be met by producers in
developing countries.

How might these developments affect downstream operations? Tan-
ners and finishers in rich countries will come under pressure to upgrade
their own techniques and technologies - for example, by finding new
ways to maintain (or even improve) the quality of their leather despite
a decline in the quality of the inputs. Meanwhile, manufacturers in
these countries will become more specialized. thus increasing their
demand for high quality leather (see below).

A greater portion of the world's trade in raw materials will be
processed (at least wet-blue if not crust). Tanners will have an incentive
to locate where slaughtering occurs and where cattle, sheep. goats and
pigs are farmed while finishers will be more likely to be found near to
manufacturing areas. However. as tanning gains ground ip any country
there will be efforts to take the process of leather-making to the most
advanced stage which is practical in that particular market. As the
United States is both a major hide producer and an important final
market, the country's leather and product manufacturing operations
could regain some of their former strength.

Leather tanning and finishing

Variations in price, quality and buyers’ rcquirements mean that a more
diverse set of forces are at work among the world’s tanners and
finishers than is true for raw materials. Table 10.2 shows some likely
developments and their possible consequences.

In principle, decisions with regard to the location of tanning and
finishing facilitics may be guided by one of several motives. Leather-
making facilities can be sited close to suppliers of raw materials, in
proximity to manufacturers and markets for the final products, or in
countries where the necessary skills are abundant and labour is rela-
tively cheap. In reality, these alternatives cannot be so clearly distin-
guished. All are relevant, although one or another takes preccdence in
each specific case.

The costs of raw materials could assume greater significance in the
future, provided that technological change continuces to emphasize
labour-saving rather than material-saving innovations. The costs of
complying with environmental regulations are also higher for tanning
and finishing than most other industries and will affect locational
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Table 102 Poesible factors affecting markets for tanned or finished leather

Possible de xrminant Lilnly owicome
Increased sinngency of environmental Forces some relocation of tanning and
regulanons finishing facilities as well as restructuring of

operations within some countries

Rich countnies slowly and gradually lift some A minor development but encourages greater
barners 0 trade 1 leather uade

Steady nse 1n real wages in some imporiant  Competitive position of some countries in

leather-producing countnes Western Euwrope and East Asia is weakened
Conunved avtomanon (pnmanly labour- Cost structurs changes with a reduction in
saving rather than material-saving) labour's share and an incroase in the shares of

other cost components

Modemizanon of waning secior in Eastem Increased outpul and improvements in quality
Europe, uss of pigskin 13 phased out

Souicay - UNIDO

Implications for downstream mamfactarers

Manufacturers requiring high quality leather
build up much closer links with their
suppliers

Distributors and manufacturers of leather
products sxtend and diversify their
international networks of suppliers and
subcontractors

ammyg a1 1 Yool y

Downstream manufacturers bscome more
susceptible to price movements in markets
for leather and hides and skins

Opportunities for downstream manufacturers
become brighter
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patterns. Finally. commercial policies - for example import restraints
and export bans - will influence costs and therefore affect patterns of
growth and locational trends.

A sharper division of labour could also emerge among tanners and
finishers. These firms are likely to be increasingly divided between
those specializing in production of high-grade leathers and those sup-
plying mainly low-grade matenals. The former will have to work very
closely with downstream buyers. Such a dependency already exists. but
it will be accentuated as specialization becomes more pronounced.
Short delivery times and flexible responses to buyers’ needs become
even more important. Growth prospects in this industry segment will
depend largely on the success of the manufacturers and distributors.
This trend could also lead to further fragmentation of operations
among lcather makers; tanning and fimishing should become more
distinct as the former become more closely aligned with major suppliers
of hides and skins while the latter are linked with manufacturers.

Firms supplying leathers of low-to-medium quality will generally
have a shightly different agenda. They, too, will locate near the markets
for the ultimate consumer but the time frame in which they operate will
be less critical than for producers of higher quality leathers. Suppliers
of low-grade leather will also be more likely to rely on local materials.
Finally, there may be several reasons why these firms may be par-
ticularly concerned about economies of scale. One is that price rather
than quality plays the dominant role in this part of the market. Another
is that iarge-scale operations offer them the best opportunity to reduce
the unit costs associated with tighter environmental controls.

Prospective trends among manufacturers of leather products

As manufacturing is the largest part of the industry, prospective
changes 1n this area are of interest not only in themselves but alsu
because of their repercussions for tanners and finishers. Some of the
more important determinants of change such as shifts in consumer
preferences or changes in fashion are virtuaily impossible 1o predict.
Others can be anticipated to some extent, and several are noted in table
10.3.

The most fundamental changes in this part of the industry will be
driven by events in the market place. A process of market fragmenta-
tion is already under way and will continue as the decade wears on. At
least four distinct markets for leather products should exist by the end
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of the decade. They include: the bulk market for athletic shoes. a
market for fashionable high-quality shoes. garments and other leather
articles, a market for standardized products of low-to-rnedium quality;
and a newly emerging market in selected developing countries which
will be served mainly through imports from Western Europe and the
United States.

The market for athletic shoes is already huge and has been described
at some length in previous chapters. These products have a certain
fashion clement, though the quality of the leather used is gencrally
poor {often splits). A number of very large firms dominate this
market segment and their influence will increase in coming years. They
have amassed a far-flung network of suppliers. tanners. finishers and
manufacturers. By spending huge amounts on advertising. they exert
substantial influence over distributors. All these attributes represent
significant barriers to new entrants. Competition amongst the lcaders
will probably intensify, however. Many analysts now believe that
markets for all sorts of athletic shoes have reached saturation and the
period of phenomenal growth has ended. The leading firms will spend
more of their resources fighting to increase (or maintain) their share of
existing markets.’

While makers of athletic shoes deal with the threat of market
saturation. an increasingly sharp division will emerge between suppliers
of fashionable. high-quality shoes, garments and leather articles on the
one hand and manufacturers of standardized arucies. on the other
hand. Those operating in the upper end of the market will spend more
and more of their revenues on product design and product ditferen-
tiation while relying heavily on exclusive methods of distribution
and (sometimes) exclusive technologies. In contrast, manufacturers of
lower-quality products will be competing on the basis of price and
product availability. They rely on long production runs using sinilar
technologies and distribute their products through genenc marketing
channcls. Priorsties for rescarch and development will retlect these
charactenistics. Emphasis will be placed on labour and material-saving
innovations, improvements in logistics, inventory control and other
forms of cost reduction.

The nature of competition and competitive threats will also ditter.
Firms specializing in hgh-quality, mche markets would benehit dis-
proporvonately duning penods when ceonomie growth s strong, carn-
ing most of thewr money in the industriahized countries. They may try
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Table 10.3 Possible factors affecting markets for leather products

Pessible dewrminamt

Lilely sucome

Implications for upstressm suppliors

An increaningly sharp ¢ vision nto two
market segments - one for high-quahty
leather products and the other for mass-
produced products

Growt!, in demand for leather articles once
the economic recovery 1a rich countries

begins

Growth of markets for mass-produced
manufactures (particularly footwear) in
developing countries

Designers in developing countries acquire
more influence over fashion

Incraased threat of substitution from
manufacturers using non-leather matenals

Sources: UNIDO

Hagher profitabihity 13 sustained among
producers of high-quality and fashion items;
conunued intemationalization in operations
of mass manufacturers

Short-terma pressures on supply, forcing up
the pricas of hides and skins and leather

Major distributors channel more resources
into developing countries, but most

consumars in these markets prefer non-leather

foorware

Top end of the fashion market in developing
countries is extended, acquisition of firms in

industrialized countries

Producers of fashionable, high-quality lesther

products face greater competition

Incrensed demand for high quality lesther
and growing emphasis on design and
advertising

Increasod threat from materials which can
substiture for leather

Greater competition for control over
distribution channels, closer links between
manufacturers and tanners in developing
countries

Greater demand for specfic types of high.
quality leather but a possible raduction in
aggregate demand
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A Look at the Future

to discourage competition by spending lavishly on advertising, ex-
erting control over some distribution channels and brand loyalties.
These methods represent barriers to aspiring rivals but they will
not deter some new entrants. The biggest competition threat could
come from manufacturers using materials other than leather. Outsiders
will be drawn to markets for fashionable, high-quali'y products since
profitability is relatively high. For producers of standardized products
the best market prospects may well be in the developing countries.
There, they would compete not with suppliers of high quality products,
but against manufacturers producing cheap substitutes - for example,
non-leather footwear. Competition between firms in these two market
segments will also occur. The boundaries dividing the markets wiil be
constantly changing as producers in one group try to extend their
operations upstream or downstream.

Systematic differences in locational patterns should also become
more pronounced over time. Firms producing upmarket products will
need to be in close touch with both customers and suppliers. The
distributors  of these products will have 10 be located in the
industrialized countries. Manufacturers and finishers will be located in
close proximity to each other, whether in industrialized or developing
countries. The need to stay abreast of consumers’ tastes and
preferences will not be so important for suppliers of standardized
products. although the larger firms will wani some control over
distribution channels. It is likely that several of the more successful
firms in the future will be based in developing countries and make a
concerted effort to move into the upper end of the market.

The mix of economic factors which influence locational decisions is
also likely to change. As automation in key areas such as shoemaking
and leather manufacturing continues. it will be less important that
companics locate plants in countries where labour is cheap and wage
rates are low. Other factors - for example. the cost of capital and the
ability to introduce tecnniques such as total quality control - may
assume greater importance than relative wages.

Finally. we expect new markets for medium to high grade products to
emerge in some developing countries by the end of this decade. Several
Asian countrics arce now expericncing rates of growth that surpass even
the best cconomic performances of the 1980s. These achievements will
soon be translated into greater purchasing power and a significant
change in consumption patterns. The higher-income groups in some of
the more advanced developing countries and arcas (for example, Hong
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A Look at the Future

Kong. Malaysia. Republic of Korea. Singapore. Taiwan Province and
Thailand) represent part of the new market. An even larger portion will
be found in China. Scveral of that country’s southern coastal provinces
were experiencing average annual growth rates of 13 per cent or better
by the end of the 1980s. Guangdong Province already has a per capita
income of around $1.300 per head. That Province alone has a larger
population and is richer than most developing countries.

It is difficult to predict how these newly rich houscholds will spend
their income but their potential absorptive capacity will be enormous.
New consumers could quickly claim a substantial portion of the world’s
medium and high-grade products and eventually take up the bulk of
production at the lower end of the market as well. Suppliers of these
new Asian markets need not be located in the region - at least in the
first stage of development. Most goods could be imported from Wes-
tern Europe and the United States. although the configuration of the
industry would ultimately change, with the deminance of European,
North American and Japanese markets being diminished. This re-
arrangement of world markets should reenforce the types of changes in
tanning and manufacturing outlined above. It will also open up new
markets for leather at all grade levels and provide opportunities for
both tanners and manufacturers in the traditional leather-producing
arcas.

fronically. none of the firms operating in any of these markets will
have any particular reason to promote the use of leather or to spend
significant amounts of money on the search for new applications for
leather. Makers of athletic shoes have managed te develop an element
of fashion without using high-quality leather and have no reason to
increase leather content. Producers of fashionable, high-quality shoes
and leather products would be willing 10 switch to other materials,
provided that their reputation for fashion and quality remains intact.
Mcanwhile. manutaciurers of standardized items are concerned about
cost-reducing innovations, not leather usage. Tanners and finishers are
probably the only group with strong reasons to search for new applica-
tions for lcather. The amount of resources these particular firms can
alfocate to such research is limited, meaning that progress will be
slow.

in conciusion, the leather and leather products industry has enjoyed
rather healthy rates of growth over an extended period of time. The
beiefite, of course, have been unequally dispersed among the various
markets. between stages of production and across countries. The
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A Look at the Future

scenario outlined here suggests that the industry is now in the midst of
a major transformation: markets for leather and leather products
are becoming more internztional. competition between manufacturers
of leather products is intensifying. and rivals relying on substitute
materials are encroaching on the industry’s major markets. These
developments will make for a much more complicated wo-id than the
one inhabited by leather makers and manufacturers during the past
three decades. The firms that succeed during this period of turbulence
will be those that have carefully thought-out strategies which address all
aspects of the competitive environment which have been raised here.

Endnotes

I There zould be an offsetting factor here. §f markets for beef are allowed to establish
truc (lower) market prices. its competitive position relative to other meats woukd
improve. The result would be a boost in beef production and some increase in the supply
of ldes.

2 A small fringe group of highly specialized suppliers could also emerge. although theis
impact on world markets will not be sigmificant.

183




Statistical Annex

Appendix table A.1 Preduction of leather feotwenr, 1979-1990,
selected countries or areas and regions

Production
Asnual growth ratc
1970 1990 197090
Reglon, comniry or aren (millionpairs) (percemtage)
World 27886 41726 20
Indugirialized coumtrics 20741 21316 0l
High-wage countrics” €22 302 Al
Austria 138 n7 L8
Belgom 13 9 41
Camada n 131 30
Denmark 57 44 -13
France %60 %9 06
Genmany, Federal 1163 16 -8
Republic of
Netherlands 167 54 -53
Switzeriand 104 40 47
United Kingdom 26 362 28
United Staics 2430 1100 -39
Low-wage counlrics® SIR? s 16
Finland 67 45 -20
Geeoce 150 s -12
lrcland 70 26 49
Isracl 48 66 16
Haly 2647 3200 10
Jagan i 540 00
New Zealand 2 40 -13
Portugal 176 %4 L9
South Afnica 9 350 0s
Spain M6 1585 i
Eastem Furope 9166 19767 09
Crechoslovakia 56.5 557 0.1
Hungary 366 3 08
Poland 622 b3 02
Romania 04 00 11
USSR 6760 8190 i0
Devcloping counfrics or 743 20410 34
et
Latin America 1636 4816 36
Asgentina us 93 07
Prazil 71 2576 ne
Mcxico 160 506 39
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Appendix table A.} Production of leather footwear. 1970-1990,
selected countries or areas and regions

(continved)
Production
Anmual growth rate
197 9% 1970-1990
Region, comntry or area (million pairs) (percentage)
Africa 617 1298 33
Algenia 54 82 21
Egypt 168 573 63
Morocco 100 190 33
Nigeria 54 8s 3
Sudan 70 40 28
Western Asia 3z8 76.1 34
Cyprus 19 74 10
Iraq 80 44 29
Turkey 260 61.6 44
South and Fast Asia 4193 12608 57
Afghanistan 927 110 06
China 1016 4060 72
Hong Kong 12 140 131
India 205.5 3250 23
Indoncsia 70 3 62
fran ({slamic Republic of) 160 363 42
Pakistan 350 417 16
Philippines 17 100 93
Republic of Korea 107 2140 16.1
Taiwan Province 128 103.4 110
Thailand 54 450 112

Sources: Food and Agriculture Organizanion of the United Nations,
1992 Workd Statistical Compendium for Raw FHides and Skins,
Leather and Leather Footwear. 1972-199):; SATRA. World
Footwear Market 1991 intormation supplicd by the Europear
Confederation of the Footwear Industry: and UNIDO oy
mates.

Notes: " Delimstion of high. and low-wage coanomics are hased on con-
dition 10 1970, Some countries delimed as low-winre ccononmines
n 1970 no longer meet that condinon, ” Frgures could by sheh
overestimates owing (o the possible mclusion of some prosbie-
hon ol shoe uppers.
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Appendix table A.2 Consumption of leather footwear in selected regions, 1975-199%0°

ralc growth rate
973 1990 1975-199¢ 19735 1990 19751990
Regionercousiry®  (millionpairs) (perceatage) (in pairs) (percentage)
World 29065 42008 23 07 os 0.8
Industrialized 20113 27833 22 18 23 15
countries
Switzerland 133 ns 36 21 34 33
Gurmany, 1435 208 23 23 33 23
Federal Republic of
Denmark 92 133 25 18 26 24
France %3 1376 31 16 24 27
United States 192 6313 42 16 25 32
Finland 50 99 46 L 20 42
Belgium 1838 %61 22 19 27 22
Canada 292 474 33 13 18 22
Netherlands U5 319 18 18 21 12
Japan 42 .1 6 04 0.6 29
United Kingdom 8.5 1432 7 15 23 35
Austria 96 218 56 13 29 36
Ttaly 596 4.1 31 11 16 29
New Zealand 36 55 01 18 16 07
Spain 73 8632 12 20 2 03
Lsract 69 74 05 20 16 -1.5
Ircland 44 1ni 63 14 30 L ¥]
Grocee 104 128 14 11 13 07
Portugal 123 28 58 14 28 50
South Africa 334 366 03 15 10 28
[ 960.4 10887 1] 27 27 0t
USSR 7656 8926 10 30 31 02
Crechoslovakia 324 327 0l 22 21 03
Tiungary 254 2.1 -15 24 19 1.5
Romania 354 363 02 17 16 04
Poland 309 4238 12 15 11 20
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Appendix table A.2 Consumption of leather footweas in selected

regions, 1975-19990°

(continuved)
Consumption Anwal  Per capita consumption®  Amwal
growth rate growth ralc
1975 1950 1975-1990 1975 190 19751990
Regionorcountry®  (millionpairs) (percentage) (in pairs) (percentage)
Developing_countrics 8952 14173 31 03 04 10
Latin America 2552 3058 12 oL 07 -10
Argentina “us 363 -14 17 11 -28
Mexico s 9l 24 06 03 0.1
Brazi (2} 877 15 06 06 07
Alrica 1068 1301 13 03 02 -17
Algeria 6.1 83 20 04 03 09
Morocco 129 133 02 07 0s 22
Egypt* 4Ll 570 22 11 11 03
Nigeria 87 36 00 0.1 ol -33
Sudan 84 40 48 05s 02 -17
Western \sia 90 74 43 06 07 14
Cyprus® 14 47 86 22 67 76
Turkey® 320 616 43 03 L1 22
iraq 27 44 13 02 02 04
South and Fast Asia 4631 8424 4] 02 03 21
Singapore 14 52 90 06 20 17
Iran 250 363 25 11 0.7 08
(Islamic Republic of)
Republic of Korea 97 86 038 03 02 21
Thailand 20 75 -12 02 0l -32
Indonesia 21 73 -1 [A] 00 -3
Philippines 39 Ly 56 (A] 0l 29
China 1015 3642 89 ot 03 74
Pakistan 9 468 14 03 04 -19
India 393 3130 18 04 04 03
Alghanistan 102 110 053 07 07 0]
Saurces. Food and Agnculture Orgamzation of the Unsted Navons, 992 Workd Statis-

teal Compendium for Raw Fides and Shins, Leather and Leather Footwear,
1972- 1900, SATRA. World Footwear Market 191 imformation supplicd by the

European Confederation of the Footwear Industey . and UNTDO estimates

Notgs;
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" Comumption is derved from production plus imports less imports
" Countries are listed by level of per capsta mcome i 1990
copsumption are rounded fo one decimal, cotrespondimg rates of growth are
caleulated from detimled figures. ™ Satimates are probably averstited owing 1o
large tournst vales.

Data on pescapita
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Appendix table A.3 Indicators of lzbour costs in the leather industry.

1975-1989
Share of wages in value added®  Ratio of relative wages®
1 cather Footwear 1 ather Footwear
Countryorarea 1975 1989 1975 1989 1975 19O 1975 199
Industrialized $51 489 600 S50 14 N8 12 IR
countrics
Australia 6l 49 648 577 10 W00 116 IR
Austria 566 575 618 685 101 106 110 127
Belgium® 448 A9 470 458 90 88 95 99
Canada 614 527 653 0 124 124 12 Wl
Crechoslovakia 625 613 586 S59 1471 146 138 1B
Denmark 686 575 T3 472 16 U3 1AM 93
Finland s82 570 657 586 118 134 19 137
France 7280 746 T8O 984 10* 119 1P 157
Germany, Federal 137 472 544 537 88 16 110 12
Republic of
Hungary 272 515 385 650 117 145 166 1D
Ircland® 614 470 598 615 1B 165 130 215
Istacl 455 402 395 407 1B 105 1 107
Haly 371 3711 4926 538 93 91 107 1R
Japan 419 49 %35 477 104 135 123 14
Nectherlands 027 %S5 87 61 4 22 141 10
New Zcaland 71 47 806 T9 18 9% 121 10
Norway 625 711 756 70 %8 131 131 19
Poland 45 213 N2 20 181 1S 1M 14
Portugat 596 321 587 459 98 20 9% 1B
South Africa 615 485 545 463 114 104 101 99
Spain 452 448 T80 1835 7% 119 131 102
Sweden SIv 427 S 459 100 1T 177 1%
United Kingdom 06 495 604 5 99 13 118 1D
Upited States $12 374 S21 425 19 106 121 120
Developing_couptrics
and arcas 196 317 49 455 11 130 157 162
Argentina 252 188 467 234 86 119 1% 148
Bolivia 15 543 S70 429 133 204 1% 161
Dl 47 217 WS 256 VI 135 62 128
Chile 147 214 219 288 120 1®» I® 1B
Colombia 312 NI /I 2501 151 0 1% 1M
Cyprus 326 574 %01 577 90 124 138 13
Ecuador 350 411 44 477 120 114 153 1B
Egypt 575 477 429 539 1090 18 81 15
Lthiopia 342 167 359 389 157 86 166 200
Guatemala 305 247 46 35 17 13 1© 167
Honduras ]/3 S12 s21 621 12 133 1® 162
Hong Kong $8S  S41 613 RIS 112 97 1 147
India 41 461 T2 83T 94 97 153 113
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Appendix table A.3 Indicators of labour costs in the leather industry.

1975-1989

tcontinued)

Share of wapes in value added®  Ratio of relative wages®
 eather Footwear Leather ootwear
Countryorarea 1975 1989 1975 19® 1975 19D 1975 199
Iran® (Islamic 192 313 254 S50 70 67 93 117
Republic of)
Jordan® 200 265 454 515 78 116 m s
Kenya 617 463 S6S 561 147 106 128 1R
Malaysia 360 456 335 S43 131 168 12 196
Mauritius 741 456 361 338 216 101 108 86
Mexico 657 30 575 468 168 1% 147 DS
Panams 48 664 481 S5I8 160 1% I 137
Philippines 3313 611 526 659 225 241 IS 20
Republicof Korea 187 320 454 385 4 118 193 138
Singapore 573 394 584 503 165 10 19 166
Taiwan Province 430 398 f ' 136 9% ¢ !
Tuskey 350 223 625 449 19 1B 195 300
Venczucia 331 320 S48 457 121 185 Wl 2
Yugoslavia 303 244 476 263 110 93 1M 10
Zimbabwe 446 35 475 283 106 82 12 76

Sources:  UNIDO database.

Notes:

* Includes salaries.

" Detined as the branch’s share of wages and
salarics in the branch’s MVA relative 1o the corresponding shase

of wages and salaries in wtad MVA L 1975 and 1988 1977
1975 and 1987 ' Footwear i included in leather.
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Appendix table A.4 Cost structure of the tannery, leather finishing industry. in selected countries. selected Years (ISIC 323D

(Percentage)

Country Yewr Labour cests Raw mamrials  Other inputs Overhends Total opernting costs
Argentina 1984 158 706 20 1ne* 1000
Belgium 1983 207 686 $s s 1000

1988 198 73 3t sr 1000
Cyprus 1984 12.7 "2 $7 14 1000
Germany, Federal 1984 15.2 65.6 Be 106 100 0

Republic of

1989 15.8 640 87 11.8¢ 100.0
Hong Kong 1983 12 7”8 : 9.0/ 100.0

1989 15.7 734 * 109 1000
India 1982 5.9 ne 2) 9" 100.0

1987 49 9.7 20 0. 100.0
Indonesia 1985 84 0.4 79 3) 1000

1986 78 799 33 40 1000
Philippines 1983 19.5 016 6.6 123 1000

1985 19.0 424 122 209 1000

ourges:  National publications.

Notgs:  * lactudes fuels and clectriony costs. ™ Includes repat and matntenance. rent for premises and machinery . Deprectation not
included. ¢ Operating surplus. estimated from gross output ¥ Includes ather inputs and purchases of mateetals or business
operation. ' Includes rent for premises. machiniers and cquipment * Includes other matenals (paching materiab. chenneals,
etc.). " Includes reparr and maintenance. payments tor work gisen out
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Appendix table A.5 Cost structure of the leather products industry in selected countries, selected years (ISIC 3233)

{Percentage)

Country Year Labeur cesty Raw materials Other inputs Overheads Total opernting costs
Argentina 1984 248 682 os 62* 100.0
Belgium 1983 2.7 39.7 60 ne' 100.0

1983 4.2 415 s9 10.4' 100.0
Cyprus 1984 3.2 s28 86 74 100.0
Germany, Federal 1984 298 3 19.6 161 100.0

Republic of

1909 28.6 3.7 19.7 200 100.0
Hong Kong 1983 193 72 ¢ 7.0 100.0

1989 13.0 73 ' 2.7 1000
India 1982 (3 49 2) 439 100.0

1987 68 ne 26 192" 1000
Indonesia 19338 309 63.1 42 18 100.0

1986 83 662 37 1.6 100.0
Philippines 1933 158 628 6.) 15 100.0

1938 172 se. ™ 72 189 100.0
Venezuela 1990 177 61.0 106 10.7 1000

: Natwonal publications.
* Includes fuels and electnaity costs. ™ Includes repawr and maintenance ent lor premises and machinery. * Deprecration not
included. ¥ Operanng surplus. estimated from gross output. * Includes other inputs, and purchases of materials for business
operation. ' Includes rent lor premises. machinery and cquipment ° Includes other maternials (packing matenals, chemucals,

L]
etc.).  Includes repair and maintenance, pavments for work given out.

xouuy [oonsuos




Appendix table A.6 Cost structure in the leather and footwear industry: Argentina |
N
|

1SIC 3131 ISIC 3233 1SIC 323 ISIC 324 .

Cost compenent Tannery, leather flnishing Leather preduces Leather and leather Feotwear -

{is Awstrales) produch }

& 1934 percentage 1984 percentage 1984 percentage 1984 percestage -

3 industnal coms 14,969,057 76 2,706,119 69.0 21,787,362 7ne 20,917,088 689 o -

§ Raw matenals’* (24,310,201) (70.6) (2,67,89M (68.2) (27,093,467) (70.0) (20.286,330) (66.8) o -
] Labour costs 5,437,063 158 972,251 248 6,594,646 170 7.9%6,522 262 )

“  Overheads and other 4,007,450 16 241,866 62 4,303,678 12 1,494,008 49 -

charges’ o

TOTAL 34 413,570 100.0 3,920,836 100.0 318,685,686 100.0 30,367,615 1000 -

Sour¢e’  Industria manufacturera. Instituto nacional de Estadistica v Censos [URY.
* Industnial costs and overhead include indirect taxes, "Includes tuels and electrcity costs, * Includes repair, maintenance.

rent for premises. and machinery. ¥ Ruw materials cost as part ot industrial costs; percentage in total costs.

Notes:
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Appendix table A.7 Cost structure in the leather and foatwear industry: Austria

Cost compenent ISIC 323 - Leather and leather products
(in 1,000 Schilling) 198 percentage 1988 percentage
Industnal costs 1,597,344 638 2,008,107 696
Raw matenals* (1.413,169) (57.9) (1.746,691) (60.3)
Labour costs 381,447 238 591,948 208
Overheads and other 262,214 10.7 286,739 9.9
charges
TOTAL 2,441,003 1000 2,486,814 1000
Cost component ISIC 314 - Feotwess’
(in 1.000 Schilling) 1983 percentage 1988 percentage
Indusmal costs 5,160,479 6).5 4,346,452 5717
Raw matenals’ (3,735,396) (44 5) (3,113,074) (1))
Labour costs 2,279,733 272 2,072,883 278
Overheads and other 947,758 113 1,113,080 148
charges
TOTAL 8,187,963 1000 7,532,388 1000

Source:  Industriestatistik und Gewerbestatintik 1983 and PISK, Beatrage zur Osterreichis:
chen Staustih, herausgegeben vom Osterreichischen Statistischen Zeatralamt,
Wien.

Notes;  * Includes manufacture and repair "Raw murerids cost as part of industrial costs;
percentage in total costs.

DUSUDIS
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Appendix table A.8 Cost structure in the leather and footwear industry: Belgium

ISIC 313 « Leather and leather products

ISIC 324 - Feotwenr

Cest component
(in1 N:lpl.elllll franes) 1983 percentage 1988 percentage 1983 percentage 1988 percentage
Industrial costs 3,201,266 643 2,955,399 64 4 1,323,704 503 1,223,621 so.1
Raw materials’ (2.902,869) (38.3) (2,732,912) (59.6) (1,203,995) (45.8) (1,088,346) (44.6)
Labour costs 1,399,139 Fi D 1,230,813 68 1,163,666 442 1,079.461 442
¥ Overheads and other 178,269 1.6 405,659 L X 142,396 5.5 133,328 5?7
5 charges'
; TOTAL 4,978,674 100.0 4,591,879 100.0 2,630,266 100.0 2,441 410 100.0
v}
g ISIC 3231 - Tannery, leather finishing ISIC 3233 - Leather product
'S Cost compsnsnt
% e M:‘:tltlln francs) 1983 percentage 1938 percentage 1983 pertentage 1988 percestage
Industrial costs 2,136,022 74.1 1,97),109 751 452,699 457 534,629 434
Raw matertials’ (1,978,703) (68.6) (1,870,302) (711.3) (393,340) 397 (468,907) {42.5)
Labour costs 596,432 20.7 s18.888 19.8 422,909 4227 454,990 412
Overhesds and other 150,181 52 134,739 LR 114,593 116 113,894 104
chazges’
TOTAL 2,882,636 1000 2,624,733 100.0 990,201 100.0 1,103,513 1000
Spurce:  Statstigues industriclies. Institut natonal de statistique. vanous issues.

Notgs:

. ~
Depreaiation not included. "Raw materials cost as part of industrial costs: percentage tn total costs.
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- Appendix table A.9 Cost structure in the leather and foot wear industry: Chile

ISIC 323 - Laather and leather preducts ISIC 324 - Feotwenr

_ Cost composent

(in 1,000 :’“) 1988 percentage 1988 percentage
= @«
- Industna) costs 6,496,252 132 11,083,591 710 5
i Raw matenals® (6,324.372) {31.1) (10,874,504) (69.7) g
i ] Labour costs 194,391 118 3,020,346 194 i

Overheads and other 409323 3 1,506,378 9.6 E
_ charges p

TOTAL 7,799,966 100.0 13,610,813 100.0

Source:  Industnias Manutactureras 1983, Instiuto nacional de Etadisticas.
Notes:  * Includes other materials. “Raw materials cust us part of industrial costs; percentage in total cosls.




Appendix table A.10 Cost structure in the leather and footwear industry: Colombis

ISIC 32) - Leather and lesther products ISIC 324 - Feotwear -
. ﬁ:’;x:::; 1 pereentage 1987 percentage 1982 peiceniage 1937 peicentage -
H l
: Industrial costs 5,190,868 60.2 28,660,267 740 5,039,138 560 20,162,720 60.7 §
3 Raw materinls*® (4,830,436) (56.0) (27,937,519 (my) (4.775,794) (531) (18,413,937 (55.5) i
'g Labous costs 1,997,049 3.2 4,183,638 12,6 2,372,284 26.4 7,325,102 221
@ Overbeads and other 1,435,049 16.6 5,183,092 134 1,583,836 17.6 $,713,908 172 -
charges z
TOTAL 8,622,966 100.0 38,726,997 100.0 8,995,258 100.0 33,206,730 100.0

Soures:  Industria manufacturera 1982 und 1987, Departamento adminitrativo nacional de Estadistica.
otes; " Includes other materiils. "Ruw muteriuls cost ay part of industrial costa: percentage in total costs.




Appendix table A. 11 Cost structure in the lesther and (ootwear industry: Cyprus
B ISIC 323 - Leather and leather products ISIC 324 - Pootwoar
Z Coat component
(i Cyprus povmbe) 1984 percentage 1984 percentage
- Industnial costs 5,772,024 671 17,402 938 62.1
- Raw materials® (5,092,133) (39.2) (13,210,046) (54.3)
- - Labour costs 2,279,737 263 8,228 349 294
Overheads and other 545,038 64 2,401,867 | %
B charges ‘E”
B TOTAL 33596819 100.0 28,033,651 100.0 5
_ - §'
- 8 Ceost compenent ISIC 3231 - Tannery and leather finishing ICIS 3233 - Leather producth =
(in Cyprus peuvads) E
- 1934 pertentage 1984 percentage ]
Industnal costs 1,838,122 839 3,933,902 6l1.4
) Raw materials' (1.712,439) (782) (3,379,699) (528)
- Labowr costs 279111 12.7 2,000,626 32
= Overheads and other 73,892 34 471,166 74
charges
- TOTAL 2,191,123 100.0 6,403,694 100.0
- Source:  Republic of Cyprus. Indusin 4 Statisties 1984, published by the Department ot Statisties and Research, Ministry of
- Finance.
Notes.  * Raw materials cost as part ol industnal custs: pereentage i total costs.
| | |




Appendix table A.12 Cost structure in the leather and footwear industry: Germany, Federal Republic of

Cost component

ISIC 323 - Leather and leather products

ISIC 324 - Festwewr

{in 1,000 DM)
1984 percentage 1989 percentage 1934 percentage 1989 percentage
Industrial costs 2,458,015 631 2,140,725 609 2,712,746 572 2945182 615S
Raw materials’ (1,856,044) (47.7) (1,597,879) (45 4) (1,778,044) 37.%) (1,951,651) (40.3)
Labout costs 909,732 234 826,122 235 1,409,253 297 1,271,687 266
) Overheads and other 526,280 1.5 $50,003 15.6 622,646 13.1 568,780 e
s charges®
; TOTAL 3,394,027 1000 3,516,850 100.0 4,744,645 100.0 4,785 649 1000
g Cost component ISIC 3231 - Tannery and leather finishing ISIC 3133 - Leather products
‘g (ia 1,000 DM)
“ 1984 percentage 1989 percentage 1934 percentage 1989 percentage
Industrial costs 1,180,151 742 1,089,162 77 978,684 54.1 925,210 IR
Raw materials® (1,044,088) (65.6) (959,415) (64.0) (623,040) (34.5) (571,485) 3N
Labour costs 240,996 152 236,378 153 538,548 298 515,259 286
Overheads and other 169,341 10.6 172,450 115 291,082 16.1 359,865 200
charges®
TOTAL 1,590,488 100.0 1,497,990 100.0 1,808,314 100.0 1,800,334 100.0

Notes;

Source: -Statisches Bundesamt, Produzicrendes Gewerbe, Fachsene 4. Rahe 4 3.3, 1984 and 1989, Kostenstruktur der Unterachmen.

* Raw materials cost as part of industrial costs: pereentage in total costs. "Operating surplus esuimated [rom gross output.
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Appendix table A.13 Cost structure of the leather and footwear industry: Hong Kong

Cest component ISIC 323 - Leather and leather products ISIC 324 - Footwear
{in 1,000 HK dollars)
1983 percentage 1989 percentage 1983 percentage 1989 percentage

Industnal costs* 654,608 5.6 967,171 758 546,288 625 1,235,197 69.7

Raw materials'
Labour costs 144,138 166 178,401 14.0 234,179 29.1 380,178 215
Overheads and other 66,971 18 130,146 10.2 73,162 8.4 156,136 13
charges® ?
TOTAL 865.717 100.0 1,275,720 100.0 373,629 100.0 1,771,528 100.0 5
Cost component ISIC 3231 - Tannery, leather finishing ISIC 3233 - Leather products &
(in 1,000 HK dellars) >

1983 percentage 1989 percentage 1983 parcentage 1989 percentage g

Indusinal costs® 253,360 791 352,297 3.4 40),248 7.2 614,876 77.3

Raw matenials'
Labour costs 35,666 112 75,394 18.7 108,472 198 103,007 13.0
Overheads and other 28434 90 32,563 109 18,537 70 77,581 9.7
charges®
TOTAL 117,460 1000 480,256 100.0 548,257 100.0 795,464 100.0

Suurces: Survey of Industnal Production, 1983 and 1989, Census and Statisties Deparniment, Hong Kong.
Notes:  * Includes all purchases of materiabsupphies 1o business operations. "Includes rent for land. buildings and rentals for hiring

machwnery and equipment. * Raw matenals not separately available.



Appendix table A.14 Cost structure of the leather and footwear industry: India

ISIC 324 - Footwenr

Cost component ISIC 323 - Lesther and leather products
{in 100,000 Rupees)
1982 % 1987 % 1982 % 1987 %

Industrial costs 31,698 74} 78,282 L1 ) 12,965 688 27,740 670

Raw materiais** (30,811) (712.2) (76,370) (719.4) (12,633) (66.8) (26,936) {65.1)
Labour costs 2,528 59 4,760 5.0 2,962 1.7 6,059 146
Overheads and other 8,437 198 13,130 137 2973 15.7 7,609 184
charges®
TOTAL 42,663 100.0 96,174 100.0 18,900 1000 41,408 100.0

Cost component’
(in 100,000 Rupees)

ISIC 3231 - Tannery, leather finishing  1SIC 3233 - Leather products

PART OF ISIC 322 - Leather
clothiog

1982 % 1987 *%

Statistical Annex

[ndustrial costs
Raw matenals'*
Labour costs

Overheads and other
charges®

TOTAL

1982 % 1987 % 1982 Yo 1987 %
31,358 748 75007 817 121 458 2938 740
(30,486) (727) (73.196) (197) (308) (435) (2.838) (7M4)
2,465 59 4,456 49 58 81 270 68

8,101 191 12333 134 3122 459 765 192

41,921 1000 91,796 1000 701 1000 3,973 1000

965 689 5,742 7188
(923) (659) (5.616) (771)
114 82 403 s<
m 229 1,143 157

1,400 1000 7,288 1000

Notgs:

Sources: Annual Survey of Industnies 1982, 1987 Centeal Statistical Organization, Department of Statistios.
* Includes chemicals. packing materials and stores. "Includes repais, maantenance and payments for work given out. * Raw
materials cost as part of industrial costs: percentage in total costs,
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Appendix table A.15 Cost structure of the leather and footwear industry: Indonesia

1SIC 323 ISIC 3231 ISI1C 3233
Cast component Leather and leather ISIC 324 - Footwear Tannery, leather finishing Leather products
(im 1,000 Rupishs) producs
5., percentage 1986 percentage 1986 percentage 1986 percentage

Industnial costs 30,448,153 871 34,390,231 70.0 29,056,761 88.2 1,391,392 69.9

Raw matenals® (27,653,049) (79.1) (25.877,665) (52.6) (26,335,494) (79.9) (1,317,555) (66.2)
Lahour cosis 3,137,587 9.0 10,653,661 217 2,569,204 78 568,38) 288
Overheads and other 1,362,392 ERY 4,113,804 81 1,331,034 4.0 31,358 1.6
charges
TOTAL 34,948,132 100.0 49,157,696 100.0 32,986,999 100.0 1,991,133 100.0

Sources: Indonesia Industnial Statistics 1980, Surver 8 Manutacturing Industries, Large and Medium, Volume 1: Economic Census

1986, Large and Mudium, Volume |
Notes:  * Raw materials cost as part of industrial costs: percentage in total costs.
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Statistical Annex

Appendix table A.16 Cost structure of the leather and footwear indusiry: Pakistan

Cost component ISIC 323 - Leatber and leather ISIC 324 - Feotwear
(in 1,000 Rupees) products
1980 % 1980 %

Industrial costs 888,639 85.1 330374 no

Raw materials® (868,956) (83.2) (313,208) (68.3)
Labour costs 40,976 39 66,470 148
Overheads and other 114,149 11.0 61,880 13.8
charges
TOTAL 1,043 764 100.0 458,724 100.0

Sources: Census of Manubacturing Industries 1980-81, Federal Burcau of Statistics,
Statisties Division, Government ol Pakistan, Karacht 1984,
Notes: " Raw materials cost as part ob industrial cosis; percentage in total costs.
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Appendix table A.17 Cost structure of the leather and footwear industry: Philippines

IS1C 323 ISIC 324 ISIC 3231 ISI1C 3233
Cost component Leather and leather Footwear Tannery and leather Leather products
(in 1,000 pesos) products finishing
19388 % 1988 % 1988 % 1985 %
3 Industrial costs 110,330 622 343004 634 45,338 60.1 64,793 639
Raw matenals® (93,455) (52.7) (313,935) (58.0) (35,913) {47.4) (57,540) (36.7)
Labour costs 31,859 i80 136,320 25.2 14,358 19.0 17,504 17.2
Overheads and other 35,088 198 61,640 114 15910 209 19,178 189
charges
TOTAL 177,277 100.0 540,964 100.0 75,803 100.0 101,475 .100.0

Sources: 1985 Aanual Survey of Establshments, Manufacturing, National Statisties Office.
Notes:  * Raw materials and supplics puicliased; taw materials cost as part of industnid costs; percentage ot 1o1al costs,
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Appendix table A.18 Cost structure of the leather and footwear indusiry: Singapore

tSIC 324 - Footwear

Cast component IS1IC 323 - Leather and leather products
(in 1,000 Singapore
dollars)
1988 % 1989 % 1988 % 1989 %

{ndustrial costs 26,605 4.7 41,57 73.1 23,983 71.0 36,696 773

Raw materials* (22,907 (64.3) (38,067) (66.9) (18,915) (56.0) (30,754) (64.8)
Labour costs 6,944 19.5 10,29% 18.1 1,002 208 8,124 171
Overheads and other 2,081 58 4,998 .8 277 32 2,670 56
chasges
TOTAL 15,630 100.0 56,863 100.0 13,758 100.0 47,490 100.0

Sources:  Report on the Census of Industrial Production, 1985 and 1989,
Notes;  * Raw materials cost as part of industrial costs: percentage of total costs,
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Appendix table A.19 Cost structure of the leather and footwear industry: Turkey

Cest component ISIC 323° - Laather and leather preducts ISIC 324* - Foetwear
{in 1,000 Turkish Lira)
1983 percentage 1986 percentage 1983 percentage 1986 percentage

Indusinal costs 20,392,280 788 93,997,958 771 13,193,024 68.9 49,847,020 720

Raw matenals® (20,190,334) (78.1) (95,188,597) (76.4) (12,843,793) (67.1) (47,626,498) (68.7)
Labour costs' 2,056,499 3.0 5675415 4.6 3,409,387 17.8 783487 113
Overheads and other 3,416,050 13.2 22,841,396 183 2,541,386 133 11,598,948 16.7
charges?
TOTAL 25,864,829 100.0 124,514,966 100.0 19,146,267 100.0 69,280,841 100.0

Sources:  Statistical Yearbook of Turkey 1989, State Institute of Statistics, Prime Minstery, Republic of Turkey.

Notes:  * Public sector (all establishmenis), private sector (where 25 or more persons are engaged). "Raw materials, components,
vontaners. Tuch and electneity: raw materials cost as part ot industeial costs: pereentige ol total costs, * Annual payments
made to emplovees. ¥ Operating surplus estimated from gross output.
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Appendix table A.20 Cost structure of the leather and footwear industry: Venezucla

Cost component ISIC 3233 -
(in 1,000 Leather products
Belivares)

1990 %

ISI1C 313 Leather and leather products

1982 % 19%0 %

ISIC 324 - Footwear

1982 *% 1990

Industrial costs 644,109 716

Raw materials®  (349,076) (61.0)

Labour costs 189,608 177
Overheads and 96,052 0?7
other charges

TOTAL 399,769 1000

402,680 625 4,154,070 n2

(358,864) (55.7) (3,832,025) (6%7)

120,543 18.7 579,273 99
121,355 188

644,578 1000

1,101,617 139

5834960 1000

1,352,864 598 8,688,979
(1.184,566) (523) (7.306,825)
566,609 5.0 1,950,666
343,531 152 1,463,848

2,263,004 1000 12,103,493

R}
(60 4)
161
121

1000

Encuesta Industrial 1982 and 1990, Olhaina Central de Lstadistica ¢ Informatica.

Oles:

* Ruw materials cost as part obindustrel costs; pereentage o total costs,
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Oles:

Appendix table A.21 Cost structure of the leather and footwear industry: Zimbabwe

Cost compenent ISKC 324 - Foetwenr
(im 1,000 Zimbabwe dollars)
1981 % 1986 %

Industrial costs 30,508 638 53,334 60.3

Raw materials® (26,901) (56.2) (45,395) (31.3)
Labour costs* 14,039 293 25,288 286
Overheads and other 2318 6.9 9,802 11
charges
TOTAL 47,863 100.0 88,424 100.0

: The Census of Production, Zimbabwe., Central Statistical Office.

* Raw materials cost as part of industrial costs: percentage ol total costs.

® Wauges and salaries only.
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Appendix tuble A.22 Distribution by employment size among tanners and manufucturers of the leather products
industry (ISIC 323): Australia

(Percentage)
Firms employing:
4-9 10-19 20 - 49 50-99 100 and mere

g employees employees employees employees employees
A Year 1988 1985 1988 1988 1985
S
L3
3 No. of a7 24.6 166 80 21
3 establishments

No. of employees 153 16.0 239 274 174

Wages and 121 138 259 29.3 19.0

salaries

Gross output 78 129 316 313 164

Value added 110 138 25.7 321 174

source:  UNIDQO.
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Appendix table A.2)3 Distribution by employment size amung tanners and manulucturers of the leather products

industey (ISEC 3231 Austria ®
(Percentuge)

Firms employing:

5-9 10- 19 20-49 50 - 99 100 - 499
employees employees employees employees employees
Year 1934 1938 1984 1983 1984 1988 1984 1988 1984 1988
No of 194 11 129 269 290 346 16 1 77 226 231
establishments
No of employees 21 '} ] 27 51 169 149 152 L] 631 709
Wages and 24 017 23 5 16.1 149 138 7?7 65.7 7.2
salanes
Gross output 32 04 21 59 120 94 124 14.4 7013 69.9
Value added 22 06 42 91 173 126 14 4 16 619 66 )

Souree.  UNIDO.

Noten:  *Includes UNIDO estumates.
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Appendix table A.24 Distribution by employment size smong tanners snd manufacturers of the leather products
industey (ISIC 323): Belgium

(Percentage)
Firms empleying:

] 5.9 10-19 20 and more -
M empleyees empioyses employees _
< s
E Year 1983 1988 1983 1988 1983 1988 o _
S No. of 305 373 30 347 ns 20 -

sstablishments

No. of employees 70 11.0 20.5 221 7ns 66.9

Source: UNIDO.




Appendix table A.25 Distribution by employment size among tanners and manufacturers of the leather products industry (1SIC 323);

e

Brazil
(Percentage)
Firms smploying:
1-4 $-9 10-19 20 - 49 30 -99 100 - 249 250 - 499 500 and
employees employees employees eomployees eomployees employess employsss more
employees
Year 1983 198$ 1988 1985 1988 198$ 1985 1985
No. of 513 127 9.6 10.3 6.3 6.6 24 0.6
establishments
No. of employees is 23 39 93 13.2 30.7 22 129
Wages and salanies 22 1.3 29 34 1.7 32 243 138
Gross output 19 1.7 34 8.6 143 N9 26.4 98
Value added 1.2 19 32 L % 144 352 277 19

Souice: UNIDO.
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Appendix table A.26 Distribution by employment size samong tanners and manufacturers of the leather products

industry (1SIC 323): Colombia o
{Percentage)
Firms emaploying:
10-49 50-99 100 - 199 200 sad mere _
g employees employees employees empleyees B ]
< Year 1982 1987 1982 1987 1982 1987 1982 1987 o -
3 “ :
5 No. of 63.6 65.9 8.9 9.8 155 14.5 10.0 93 -
‘g establishments
No. of employsees 17.8 19.2 93 9.4 253 243 a9 471 B
Wages and 11.4 13.9 6.2 74 238 228 58.9 $5.9 -
salaries o
Gross output 10.6 124 3.0 63 20.6 15.0 65.8 66.3 )
Value sdded L} 139 34 7.1 213 19.6 66.0 59.4

Source: UNIDO.
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Appendix table A.27 Distribution by employment size among tanners and manufacturers of the leather products

industry (1S1C 323): Hong Kong *

(Percentage)
Flems empleying:
1-9 10-19 20 - 49 50 - 9 100 - 199
smpleyees employees empleyees employees employeesy

Year 1984 1989 1934 1989 1984 1989 1984 1989 1984 1989

No. of 359  6S.] 327 14.7 219 15.9 8.2 39 13 04
establishments

No. of employees 10.2 19.4 233 158 342 3830 240 222 83 46
Wages and 23 147 220 188 331 398 2.8 268 9.1 3s
salaries*

Gross output 63 171 203 1.0 357 472 273 206 104 4.
Value added 1.7 13.1 201 14.1 337 40.7 29.3 29.0 9.0 31

UNIDO.

otes:  * Includes estimates. * Compensation of employees.
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Statistical Annex

Appendix table A.28 Distribution by employment size among tanners and manulacturers
of the leather products industry (ISIC 323): ltaly

(Percentage)

Firms employing:

1-49 50-9 100 - 199 200 sad more
amployees employees employees employoes

Year 1986 1986 1986 1986
No. of n2 19.5 72 2.1
establishments
No. of smployees 409 258 199 134
Wages and salasies 363 274 20.9 154
Gross output 4t 252 223 10.7
Value added 40.0 263 212 12,5

Source: UNIDO.
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Appendix table A.29 Distribution by employment size among tanners and manufacturers of the leather products
industry (ISIC 323): Japan

(Percentage)
Firms employing:
4-9 10-19 20- 49 50 - 99 100 - 299 300 - 999
employees empleyees empleyzes en.ployees empleyees employess

Year 1984 1990 1934 1990 1984 1990 1984 1990 1984 1990 1984 1990

S1t

No. of
establishments

No. of employees
Wages and
salaries

Gross output
Value added

396
23

287
N

ni

374
296

271
268

17.0

213
23

223
227

16.7

204
214

2t
217

438

109
1.7

131
124

9.4

239
283

27.2
278

36

174
199

223
218

]

9.3
112

1211
13.6

0.7

9.6
1.4

119
102

0.6

78
100

11.0
L ]

0.1

1.2
22

1.7
18

1.0
F3 )

1.5
1.6

Source:  UNIDO.
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Appendix table A.30 Distribution by employment size among tanners and manufacturers of the leather products
industry (ISIC 323): Kenya

(Percentage)
Firms employing:

by
g 1-4 5-9 10-19 20- 49 S0 and more
< employees employees employees employees employees
L ]
=]
Q
g Year 1979 1988 1979 1988 1979 1988 1979 1988 1979 1988
“.
3

No. of 0.0 17 9.1 1.7 18.2 1.7 273 231 454 hXR

establishments

No. of employees 0.0 36 04 25 .7 48 68 158 9i.1 733

Source;: UNIDO.
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Appendix table A.31 Distribution by employment size among tanners and manuflacturers
of the leather products industry (1SIC 323): Malaysia

(Percentage)
Firms employing:
1-19 20- 49 50 -9 100 and mere
employees employees employses employess

e Year 1970 1988 1970 1988 1970 1988 1970 1933
-

No. of 50.0 233 214 61.9 286 9.3 0.0 43

establishments

Source: UNIDO.
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Appendix table A.32 Distribution by employment size among tanners and manufacturers of the leather products
industry (ISIC 323): Republic of Korea B

(Percentage)
Firms employing:
5.9 10-19 20 - 49 50 -9 100 - 199 200 - 499 $00 and B

g empleyees employees employees employees employees employees more o
< )

3 Year 1984 1989 1984 1989 1984 1989 134 1989 1984 1989 1984 1989 1984 1989 O .
é No. of 250 259 28.7 308 268 264 i2.7 95 4.4 53 1.8 1.7 06 04

é establishments 3

No. of smployees 45 3.1 104 118 224 228 227 188 163 211 143 13.7 92 6.7
Wages and salaries 32 34 36 9.2 19.8 20.0 243 20.1 184 24.1 153 155 104 77
Gross output 1.3 19 38 5.1 135 178 227 19.2 229 30.0 19.0 18.5 168 75
Value added 25 34 6.1 79 16.0 229 21.6 204 209 269 21 141 e 44

Source: UNIDO.
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Appendix table A.33 Distribution by employment size among tanners and manufacturers of the leather products
industry (IS1C 323): Singapore

(Percuntage)
Firms employing:
10-29 30 - 49 80 - 99 100 and more
employees employees employees employees
Year 1988 1989 1988 1939 1988 1989 1988 1989
No. of 857 632 107 103 00 158 16 10.5
establishments

Source: UNIDO,
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Statistical Annex

Appendix table A .34 Distribution by employment size among tanners and manufacturers of the leather products

industry (IS1C 323): Turkey

(Percentage)
Flemns empleying:
10 - 24 5 - 49 50 -9 100 - 199 200 - 499
employees empleyees empleyees employees employees
Year 1986 1986 1986 1986 1986
No. of establishments 579 262 9.3 53 11
No. of employees 251 25.8 186 23.4 74
Wagses and salaries 20.7 246 217 281 49
Gross output 209 243 228 272 43
Valus added 16.8 4. 248 295 49

Sourcs : UNIDO
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Appendix table A.3S Distribution by employment size among tanners and manufacturers of the leather products
industry (1S1C 323): United Kingdom

(Percentage)
Flrms employing:
1-9 10-19 20 - 49 50-9 100 - 199 200 - 499
employess employses smpisyees employees employees employoes

Year 19885 1991 1988 1991 1988 1991 1985 1991 1988 1991 1985 199)
No of 671.7 na 13.0 1.2 11.6 9.1 4.3 5.0 21 21 ot 0.8
establishmonts
No. of employees 143 131 11.2 108 211 19.3 220 222 16.6 188 148 1518

Source: UNIDO.
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Statistical Annex

Appendix table A.36 Distribution by employment size among tanners and manufacturers
of the leather products industry (ISIC 323): United Republic of Tanzania

{Percentage)
Firms employing:
10-19 20 - 49 50 -9 100 - 499
employees employees employees employees

Yewr 1984 1938 1984 1988 1984 1988 1984 1988

No. of 0.0 214 429 214 214 214 357 157
establishments

No. of emuployees 0.0 37 139 4.5 136 173 ns s
Wages and 0.0 4.5 19 23 9.7 10.6 824 826
salaries

Gross output 0.0 4.1 10.1 1.7 5.6 st 843 134

Source: UNIDO.
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Appendix table A.37 Distribution by employment size amang tanners and manufacturers
of the leather products industey (ISIC 323): Venezuela

(Percentage)
Firms employing:
5.20 21-50 81 - 100 101 and mere
empleyees employees employees employees

1 X44

Year 1982 1990 1982 1990 1982 1990 1982 1990

No. of 620 611 24.1 213 93 12,0 46 LX)
B establishmoents
No. of employees 179 15.9 238 174 20.2 220 384 44.7
Wages and 133 1.5 234 16.7 204 240 429 47.8
5 salaries
i Gross output 1.1 72 169 103 185 24.0 $3.8 38
Value added 110 72 151 9.7 157 225 8.2 60.6

Source: UNIDO.

Xauuy [oousuvis



Appendix table A.38 Distribution by employment size in the footwear industry (ISIC 324): Australis

(Percentage)
Firms employing:
1. 19 employees 20 - 49 employees 50 - 99 employeer 100 and mere

g employees
< A
3 Year 1980 1988 1983 1988 1983 1908 1983 1938 2}
<
'8 ]
<)
§ No. of 472 625 236 15.2 16.0 12.0 13.2 103
“ establishments

No. of employees 7.5 9.0 134 1S 209 204 582 39.1

Source: UNIDO.




Appendix table A.39 Distribution by employment size in the footwear industry (ISIC 324): Austria®

(Percentage)
Firona employing:
_ 10- 19 20-49 50 .99 100 - 499 $00 - 999 1,000 and more
employees employees employees employees employees employees
o Year 19834 1938 1984 1938 1934 1938 1984 1938 1984 1938 1984 1988
e —_—
_ No. of 48 125 242 292 194 125 40.3 378 9.7 63 16 20
establishments
No. of employees 03 11 3 6.1 70 88 451 430 351 26.3 9.0 128
Wages and 02 07 30 62 59 64 45.1 08 370 246 st 113
salanes
Gross output 02 0S 21 5.1 6.1 44 44.2 351 357 2438 11.7 14.2
Value sdded 03 07 27 6.1 77 60 42.1 463 372 263 100 14.1
UNIDO.

Notes:  * Includes estimates.
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Statistical Annex

Appendix table A.40 Distrihution by employment size in the footwear industry (1SIC 324): Canada

(Percentiage)
Firms employing:
1-19 0-49 50 - 99 100 - 199 200 and more
employees employees employees employees employees
Year 1983 1987 1983 1987 1983 1987 1983 1987 1983 1987
No. of 2713 271 193 19.3 213 236 18.7 18.6 1.4 114
establishments

Source: UNIDO.
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Appendix table A .41 Listribution by employment size in the footwear industry (ISIC 324): Colombia

(Percentage)
Firms smploying:
1-9 10 - 49 50-9 100 - 199 200 and more
employees employees employees smployees empleyeoss

Year 1982 1987 1982 1987 1982 1987 1982 1987 1982 1987
No. of 14.7 1.8 66.0 716 11.2 121 34 43 2.7 37
establishments
No. of employees 22 0.2 328 332 18.1 178 173 3.8 29.9 350
Wages and 14 01 28.0 27.1 16.2 15.7 169 13.8 40.5 43.6
salanies
Gross output 14 0.7 202 23.1 13.7 13.7 21.0 10.3 43.7 2.0
Value added 13 04 19.5 222 127 126 179 103 486 345

Source: UNIDO.
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Appendix table A.42 Distribution by employment size in the footwear industry ( ISIC 324): Cyprus B

(Percentage)
Firms employing:
5.9 10 - 19 20 - 49 50-99 100 and wore
empleyees employees employees empleyees empleyees

g Year 1976 1984 1976 1984 1976 1984 1976 1984 1976 1984
< o
~ o
S No. of 267 286 250 286 333 274 117 83 33 66 o
3 establishments
e =
3, No. of employees 6.0 6.5 104 13.2 323 274 298 203 215 326 -

Wages and 52 9.1 284 30.6 26.7

salaries _

Gross output LR 11.8 274 243 310 -

Value added 5.6 1ne 248 242 335

Source: UNIDO.
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Appendix table A.43 Distribution by employment size in the footwear
industry (ISIC 324): Denmark
(Percentage)

Firms employing:

6-5 51 - 500
employees employees
Year 1982 1989 1982 1989
No. of 65.1 75.0 349 25.0
establishmenis
No. ~f employess 220 247 78.0 73.3

Sourcg:  UNIDO.
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Appendix table A.44 Distribution by employment size in the footwear industry (1SIC 324): Hong Kong*

0¢?

(Percentage)
Firns employing:
1-9 20 - 49 50 -99 100 - 199 200 and more
employees employees employees employees employees
1984 1939 1984 1989 1984 1989 1984 1989 1984 1989
.17 649 7.0 84 6.4 89 1.6 23 03 0.2
No. of employees 17.9 15.0 151 143 308 386 16.1 13.6 10.0 40
114 103 16.0 169 36 344 18.3 186 13.0 4.7
123 64 15.4 18.1 319 40.1 16.7 17.2 14 44
12.1 94 153 151 318 413 16.8 158 151 40

* Includes estimates.

® Compensation of employees.
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Appendix table A .45 Distribution by employment size in the footwear industry (ISIC 324): Italy

(Percentage)
Firms employing:
1 - 19 empleyees 20 - 49 employees 50 - 99 employees 100 and mere
employees

Year 1984 1989 1984 1989 1984 1989 1984 1989
No. of 209 839 1.1 1.7 37 30 23 14
establishments
No. of employees na 368 254 254 168 16.6 4.7 212

Source: UNIDO.
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Appendix table A.46 Distribution by employment size in the foutwear industey (1SIC 324): Japan

(Percentage)
Firms employing:
4.9 10-19 20-49 50-99 100 - 299 300 -999
employees employees employees employees employees employees
Year 1984 1990 1984 1990 1984 1990 1984 19%0 1984 1990 1984 1990
No. of 523 458 2213 25.8 13.2 190 99 6.5 19 25s 04 04
establishments
No. of smployees 16.5 13.1 15.6 164 16.8 253 268 202 16.3 171 80 79
Wages and 13.3 104 13.8 15.4 16.1 248 273 19.3 19.) 19.2 104 109
salaries
Gross output 124 9.6 149 14.2 15.7 26.7 26.8 200 222 192 80 103
Value added 14.6 1.0 159 156 15.8 2)4 279 125 169 214 89 11

UNIDO.

Source:
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Appendix table A.47 Distribution by employment size in the footwear industry (ISIC 324): Kenya

(Percentage)
Firms employing:
5-9 10-19 20 - 49
employees employees empleyses

13 X4

Year 1979 1988

1979 1988 1979 1988

No. of 20.0 0.0
establishments

No. of employees 04 00

200 0.0 0.0 30.0

06 0.0 0.0 24

Source: UNIDO.
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Appendix table A.48 Distribution by employment size in the footwear industry ( 1SIC 324): Malaysia
(Percentage)

Finms empleying:

1 - 19 employees 20 - 49 employees 50 - 99 employees 100 and more
employees

Year 1970 1988 1970 1988 1970 1988 1970 1988

No. of 64.5 111 258 223 00 13 9.7 N3
establishments

Source: UNIDO.
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Appendix table A.49 Distribution by emplayment size in the footwear industry (ISIC 324); Malta

(Percentage)
Flons empleying:
1-19 0-9 100 and more
employees cmployees empleyoes

Year 1983 1983 1983 1988 1983 1988

No of 571 $2.4 )8 K3 ) 19.1 143
sstablishments
No of employees L 3] Sae 153 221 72 728

Xouuy [pIUSUDIS

Source: UNIDO



Statistical Annex

Appendix table A.50 Distribution by employment size in the footwear industry (1SIC 324): Netherlands

(Percentage)
Firms employing:
1-10 11-20 21-50 51 .100 101 - 150 151 and mere
esmpleyees employees employees empleyees employees employees

Year 1989 1989 1989 1989 1989 1989
No. of 524 114 16.2 15.2 1.0 k¥
sstablishments
No. of employess 8.2 56 173 39.7 33 260

Source; UNIDO.
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Appendix table A.51 Distribution by employment size in the footwear industry (ISIC 324): New Zealand

{Percentage)
Flras empleying:
2- 9 employees 10-19 0-4 50.99 100 and mers
empleyees employees employees employses

Year 1982 1984 1982 1984 1982 1984 1982 1984 1982 1984
No. of 326 416 140 103 209 139 127 103 19.8 159
establishments
No. of employess 23 36 37 30 112 1s 159 149 66.7 664

Source: UNIDO.
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Appendix table A.52 Distribution by employment size in the footwear industry (SIC 324): Partugal
(Percentage)

Firma empleying:

1
1-4 $0 - 100 101 . 200 201 - 800 501 and morv 3
empleyees employees employess empleyees erupleyees g
~ 5
S Yeur 1986 1986 1986 1986 1986 n
:

No of 84 129 28 07 03

= establishments

Source: UNIDO.




Statistical Annex

Appendix table A.53 Distribution by emplcyment size in the footwear industry (ISIC 324%: Republic of Kores

(Percentage)
Firms employing:
S - 9 employees 10-19 20 - 49 50-99 100 - 199 200 - 499 500 and
employees employees employees employees empleyees mere
Yew 1984 1909 1984 1989 1984 19589 1984 1989 1984 1989 1984 1989 1594 1989

No. of 339 1) 255 217 202 04 10.3 [ ¥ 37 31 32 26 32 14
establishments
No. of smployess )2 4] 49 8.2 9.4 193 103 13.0 A 98 143 16.4 508 290
Wages and salaries 24 )2 41 6.7 8.8 16.4 9.4 1.7 79 8.0 15.4 194 320 346
Qross output 1.4 20 29 3.0 11 13.0 s 9.2 71 8.7 141 218 619 403
Valus added 1.9 18 34 58 1.0 14.3 63 10.2 72 9.4 13.2 217 6806 358

Source; UNIDO.
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Statistical Annex

Appendix table A.5S Distribution by employment size in the footwear industry (ISIC 324): South Africa

(Percentage)
Firms empleying:
1-49 50 - 199 200 - 299 300 - 499 500 - 749 750 and more
empleyees employees employees employees employees empleyees

Year 1984 1988 1984 1988 1984 1988 1984 1988 1984 1988 1984 1988
No. of 19.1 412 426 278 9.6 79 13.0 1na 8.7 56 70 64
establishments
No. of smployees 18 36 16.7 18.¢ 9.5 9.4 20.1 220 208 159 Nl 31

Source; UNIDO.
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Statistical Annex

Appendix table A.57 Distrit ation by employment size in the footwear industry (ISIC 324): Sweden

(Percentage)
Firms employing:

1.9 10 - 19 20 - 49 50 -9 100 - 199

employees employees empleyees empleyees eropleyees
Year 1982 1984 1982 1984 1982 1984 1982 1984 1932 1984
No. of 338 289 13.2 289 324 231 13.2 19.1 74 0.0

establishments

No. of employees 79 73 6.9 142 290 239 289 54.6 273 00

Source; UNIDO.
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Appendix table A.58 Distribution by employment size in the footwear industry (ISIC 324): Turkey

(Percentage)
Firms employing:
1024 25-49 80 - 99 100 - 199 200 - 499 500 - 999 1,000 and more
employees employees employees employees employees employees employees

Year 1986 1986 1986 1986 1986 1986 1986
No. of 62.0 16.7 120 37 37 09 1.0
establishments
No. of employees 14.2 9.1 128 83 183 82 286
Wages and salaries 6.7 5.7 9.8 69 19.7 49 46.3
Gross output 124 78 149 171 2217 28 223
Value added 109 6.3 129 138 20.6 37 316

Source: UNIDO.
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Appendix table A.59 I()mrlbmlon by employment size in the footwear industry (ISIC 324): United Kingdom

Percentage) _
Firms employing: h
g 1-99 100 - 199 200 and more -
employees employees employees o
< v
3 Year 1983 1988 1983 1988 1983 1938 S
K~
§ No. of 812 872 19 6.0 10.9 [} ]
establishments
No. of employess 18.0 8.1 128 13.4 69.2 6385

Source: UNIDO.




{4

ribution by employment size in the footwear industry (ISIC 324): United Repubtic

Appendix table A .60 Dist

of Tanzania

{Percentage)

Firms empleying:
10-19 20 - 4% 50-99 100 - 499 £00 and mere
employees employees employees employees employees
Yesr 1984 1988 1984 1988 1984 1988 1984 1988 1984 1988

No. of 400 387 267 387 133 71 6.7 143 133 72
establishments
No. of employees 13 1.8 31 40 0 21 39 13.7 $8.2 784
Wages and 1.6 09 19 1.9 2.8 2.1 28 128 91.2 $2.6
salanies
Gross output 21 1.2 36 29 28 19 27 16,0 s 7.0

Source:

xouuy [IUSUDIS
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Appendix table A.61 Distribut

lon)by employment size in the footwear industry (ISIC 324): Venezuela

(Percentage
Firms employing:
$-20 21-% St - 100 101 and mere
employees employees employees employees

Year 1982 1990 1982 1990 1982 1990 1982 1990
No. of 66.5 631 258 244 59 6.8 21 $.3
establishments
No. of employees 307 249 35.0 26.) 171 155 17.2 31
Wages and 223 203 388 25.4 18.4 17.9 208 364
salanes
Gross output 29.0 21.6 36.7 22,6 151 16.7 19.2 391
Value added 250 191 376 218 159 178 218 413

Sowice . UNIDO
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