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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.
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Intrecduction.

Previous consultaticns of the leather end Leather
Products Industry have clearly identified the major
problem ereas 1n development and international co-opera-
tion in this secter.

Check d1ists, guidelines and manuals for contractual
agreenents heve been elaboreted which are vealuable

legal aids for those who are looking for international
co-operation in the field of leatber cnd leather products.
A1l publications stress the fact that it is difficult

if not irpossible to draft a lepal definition of
internabtional incustrial co-operation which would

cover, in a general manrer, all the recuircments

which this phenomenon may be called upon to meet.

This diccusscicn paper has been preparcd taking in
consideration these publications ( see Annex I )

and the JSnecklists for Contractual Agrecments in the
Tanning and in the Foctweer Jector between Interprises
from Developed end Developing Countries, prepered by

the Unido secretariat in 1981/82.

This discussion peper 1o also based on experisnces

trie author muade himgelf in Iren, PBrazil, the Philippines
and Tenzaniz where he was involved in inbternational co-overation

partly as manaclng director of a footweazr compuny of a




developrd country looking for co-operaticn with a
developing country, partly as consultunt on projects
of internationsl co-operation undertsiten by others.
The objective of this discussion paper is to highlig
potential solutions for problems in internationel
co--operaticns and to advence discussiont on a sct of
parsmeters for internationzl co-operatiorn in the
Lezther and Leather Products Industry.

Again it scems to be diflicult if not impossible To
prepare a "cooking book" full of recipes which, by
following them preciscly, lead to the wantea result.
Conditions of political end econonic naturs vary to
such a degreec both in develeped and developing
countries that spocific recommendations valid for
every-body cannci be gliven.

However the discussion paper will try to distill in

general terms some clements which may form a besis for

mutually beneficial end stehble co-operaticn.
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1 Rasic Considerations.

As the legal aspects of international co-operation
have becen dealt with in numerous publications they

are not dealt wi*h herc.

Experience shows that the very best contractusl agree-
ment is nc guarantee for successfull international co-
operation.

Indeced international co-operation seams to be sO
difficult to establish that in many cases co-operation
even between developed countrics fail to reach the
expected results and are given up after some time.
International co-operation between partners from
develop:d and developing countries can be assuned

even more corplicated and co-operation of a rrivabe

firm from a developed country with a sovernment

h

owncd industry in a developed country seems to be a
nighimcre to mzny entreprencurs.
Despite all these reservations international co-opera-

tion is must.

4]

If we like i%t or not developed and drovelopin countries
have no choice but to co-operate in the leather and
leather goods scctor if they want to stay in or to

join the business.




II Reasons for International Co-opecration.

To run an industry successfully a whole bundle of
items are necessary:

materizls, machines, menpower, management, money and
markets are some of then.

The Leather and Lezther Products Industry in deovelored
countries is looking for raw matericl, manpower and
sometimes nmuriiets and they hope to find i1t in suffi-
ciant quantity and quality at competitive ccets in
developing counsrics.

Developing countries are often short of machincs,
management, know-how and markets and they hope to
find it from a partner in a developed counury.

So obvious reasons are to co-operate so difliculte it
secms to stimulate the co-crerction.

III Discourasing roctors for International Ce-opersz

from the point of view of a partner Trom & developed

country.

a) Luck of the necessary Industrial “nvironment.
Developing countries often overloox the fuel, Lhot the
Leather and Leather IFroduct Industry nceds a comprchen-
sive approsch in order to develop well.

The whole industrizl environment must be suitable for
this kind of an industry which involves so much interna-

tional buying and selling.
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Often the whole industry is unbalanced, communications
are poor and transport facilities insufficient.

A heavy bureaucracy slows down the pace the industry necds.
Raw materials like hides and skins which should be
available plentiful are either not collected, exported
for quick cash or of inferior quality.

Leather, the raw material for Ieather Products is
therefor scarce and overpriced &s cormpared with world
market prices.

Foreign currency 1s not available to import for example
chemicals and other auxil iary materials which worsens

the situation.

Machines, if they are available cre nobt operational
because there are no trained mechanics for maintenence,
machinery is too scphis ticated, spare purts are too ex-~
pensive or there 1s even not enocurh clectricity to run
them opr money to import the material the machlnes are
designed fcer.

9:illed manpower like electriclans, rechanics, designers,
unper leather cutters, stichors or office staff like

accountants, purchasers, adninistrators, production

cf

HJ

planners and clerical s £ are more scarce than in a

L/
devcloped country.
There ig no industry 5o drow from in the neighbourhood.

Expericnccd manasenent nas to be brought in and there
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seems to be no local market because people do not wear
footwear or they can not afford 1it.
b) Contra-productive Folicies.
The conditions under which the Leather and Leather Goods
Industry can prosper are also determined by government
laws and policics.
The primuteship of politics over economics has to be
taken into acccount., Sme deve oping countries interpret
independznce (a political term) as selfsufficiency in
the field of econcmics which makes a forelicn partner
feel not very welcone.
Transfer of profits might be impossible, imporis bound
to a license system unceriain.
Import taxes on materials necessary for products to be

exported

)
3

which makeg tne product non competitive.

Policy merxing is often split up between differant
minisbtrics having differcnt targets and prioritics.
Poclicies can changpe quicsiy and put the foreign partner
into an awkward position and depriving him from earning
the fruits of his efforts.

¢) Contra-productive Traditions.

Fany developing countries have rural traditions still

poverning day to day life.

re excessive and not refundcd in cace of export,



Time has a different meaning in these countriles.

The willincnecs to plan ahead is not developed.

There is no coxpetitive sririt.

Yanarers try to avoid changes because new things are
frightenins them.

Doing nothing meens doing nothing wrong.

People are not used to industrial work where one has
to fulfill certain tasks in a certain time.

They had no time to develop some kind of industrial
behaviour.

Instead of a reclation of 4 staff to 8 - 10 workers
sometimes the relation is 1 to 3 and the administration
is too a heavy burden for industry.

Managers and stuff are rother recruited for political
and family reasons than for qualification.(lNepotism)
Corruption is wide spread. Hechines are bourht because
of a2 cormission somcone receives but not beceusce they
arc needed.

Services are delayed unless coumissions are pald.

To posscss something scems o be more important thean
to run it prcfitably.
In some countrics religcous beliefs hamper production

in tanneries and leather gooa factories.
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1V. Main fcticns reguired of Developin: Country Governments.

Governments should coordinate policies in order to balance
raw material availability and recovery with tanning
capacity and nenufacture of lecther products.

They should commit themselves to supply sufficient

foreign currency to impord what is needed for the industry.
There should be no import taxes on supplies necessary

for production.

£11 aéministrative actes should be done without delaye.
Governments officials should fecl as scrvante to the
industry not as their masters.

Profits of foreign partners should bte transferable.

Proper tronsportation and communication facilities

should be ava. lable.

Living conditions in indu:smial arcas should comnpare
favorsile with those elsewherc (nhousing, food supplies,
medical services, roads.)

Yater and energy should be supplied in necessary quantitiecs.
Monoculture of one industry bronch should be aveidnd

and a mixture of diffecrent industrics has to be aspirced.

A national trainingy programiuc should be installed to
teoch basic technics in all craftc.

A4 nationwide nanagement dovelbpment procramne should

enhance the availsbility of industrial manecr'se

RN
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An industry board in which covernment and industry 1s
represented should assure close cooperation between
governrent and indusiry.

Fair salaries should be pgid to 1limit corruption.
Companies should Dbe controlled properly and manugement
should be commended or fired according to performance.

Private investments in production and distribution

should be encouraged to build up competition.

Export offices for select cxport markets should be
opencd to study the market and establish contacts with
potential buyers.

V. Main Actions reguired of Developing Countrics Enterprises.

Companics need realistic plans for productiocn, supplics

and capital needs.

Capacitics should be adapted Lo conditions.

Tdle machincry should be sold.

Wrong machinery should be exchanged.

A long term naintenence plan should keep machinery operational.
4 training scheme should dimprove skills of the labour forcc.
4 management developrneont progranme should give opportunities
for promotion from within.

Industriousness and discipline have to te encouraged.

Local materizls and other supplies to save foreipgn currency
have to be found.

Government must be advised about the needs of the industry.




VIi. Types of Internacional Industrial Co-operation.

a) Contractual Agreements.

A wide variety of alternative forms of international

co-operation are possible.

The more action (as described under IV and V) has been

taken, the more advanced forms of co-operation can be

thought of.

Also the laws of a country debermtine the kind of co-

operation which is possible.

In the beginning contractual agreements micht be the

only way to start international co-operation.

Among others management contracts, know-how contracts

or product development contracts are known for co-opera-

tion in the sphere of technolomy.

Contracts for co-operation in the field of productionr

. may range from relatively simple operation to very
elaborete and specialized production.
Charscteristic for contractual agreements is the fact that
the foreign partner is not involved with any kind of
risk capital neither in cash nor in machines or equipment.
b) Equity Agreements (Joint Ventures)
Arrangenents for equity partiqipation derand a high
degree of confidence of one partner 4n the other partner.
It is suitable where lonpg-term close bindings are intented
and the attitude of tne developing countrics government

is favorable towards foreigrn investment.
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A simple but well functioning industrial environment
should be available,

Most likely a partner from a developed country prefers
co-operation in the form of contractual agreements for
a longer period of time before he enters into an eguity
agreement.

VII. Finding the Right Partner.

Regardless which kind of agreement for international
co-operation is chosen to find the right partner is

the most important element for success.

In addition to a good reputation, the know-how, the
necessary financial strenght, marketing power in the
right markets etc. the following hints might be usefull:
The partner from a developed country should be actively
producing in the sector his co-operation is asked for.
Setting up a tannery asks for co-operation with a tanner.
Setting up e footwear factory asks for a footwear
manufacturer.

In both cuses one should not go for some one selling
tanning or shoe machinery. Objectives might not be compatible.
If one wants to export immediately an enterprise with a
strong brand might not be the right partner.

In the beginning inferior gquality of your product may

hurt the reputation of his brand.
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1f the potential partner from a developed country wants

to sell your production in his market you ray have less
profit than selling in your local market, which might be
less competitive than his.

When ever you choose the wrong partner he or you will be
disappointed after a short time and the co-cperation will
break up.

There are firms offerins the services you may need as
consultants. Some arc good some are not.

Try to get a good team which is working together for some
years. Groups of individuals picked up in the labour market
for your projcct may have different experiences and opinions
and do not form a real team. You may end up with a non-
consolidated operation.

take sure that the people you get have the backing of an
organization (a home base) where they can ask advice from.
The know-how your partner has agreed to give to you is in
the heads of his collaborators.

They are spccialized and know parts of what you want to
acqguire. Look therefor for people with broad experience
rather than for highly specializes persons.

A good foreran might be better for your purposes than an
engineer.

Have what you want to have properly documented in manuals.
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Emphasize the necessity for training of your people

otherwise your partner's team will run the business while
your people stand aside.

Peoplce who worked very good in the frame-work of their
company in a developed country may feel lost workinji for

you and get useless. Reasons are the climate, being

separated from their families and friends, language problems,
lacking the support they are used to.

A lack of educational background can be responsable for this.
Prevent frequent chenge of personnel.

A partner who can give you all this mignt te the right one.

VIII. Elements which form a Basis for lMutually beneficial

and stable Co-operation.

. An industry-minded government policy.
. Protection against inflation.
« A constructive Union-system.
. Flexibility in hiring and firing of management and experts.
. Speaking the same langueage.
. Learning to know each other by working together on a small
scale basis (contractual agreements on specific tagks)
before entering into comprchensive co-operation (joint venture)
. Realisme, which does not expect too much in a short period
of time.

. Veracity and honesty.




Competitive attitude.

Flexibility to adapt agreements to changing conditions

at any time.

Realistic investment policy. No prestige oriented investments.

Co-operative attitude.

IV. Parameters for International Co-operation.

A return-on-investment period of not more than four years.

A government guaranty for the protection of foreign
capital including the possibility to repatriate the
capital of a foreign investor at any time.

Free transfer of profits.

A try-out pericd of five years within which period the
part (shares) of the forcign partner has to be bought
by the local partner if wanted so by the foreign partner
at a price agreed upon in advance.

Arbitration which can settle disputs definitly within
six mo .nth time.

A time table including all actions to be taken by
governments and / or firms of developing countries.
Clear and realistic terms of reference.

Compatibility of objectives.

Proper logistics and communications.

Safe and suitable living conditions for foreigners.

A foreipgn partner used to the kind of political system

your economy is involved in.




ANNEX T.

Publications of the United MNations Zconomic Commission

for Iurope.

Guide for Uie in Drawing up Contracts to the International
Transfer of Know-How in the Enginecring Industry.

Guide on Drawing up Contracts for Large Industrial Worxs.
inalytical Report on Industrial Co-operaticn among ECE
Countries.

A Research Note on Industrial Co-operation as a Factor

in the Growth of East-West European Trade, published in

the Economic Bulletin for Europe, Vol.21, No.7

Publications of the United Nations Conference on Trade

and Development.

Innovations in the Practice of Trade and Economic Co-opera-
tion betwecen the Socialist Countries of Eastern Europe
and the Developing Countries.

Publicztions of the United Kations Incdustriel Developient

Crganizaticn.

Contract Planning and Organization.

'Manual of the Establishment of Industrial Joint-Venture
Agreements in Developing Countries.

Guidelines for Contracting for Industrial Projects in
Developing Countries. ’

Draft Checklist for Contractual Agreements in the
Footwear Sector Between IEnterprises from Developed and
Developing Countries.

Draft Checklist for Contractual Agreements in the Tanning
Sector Between Enterprises from Developed and Developing

Countries.,
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