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I. MAIN FACTORS AFFECTING THE ISSUE.

1. There are two main factors constituting the issue in the development
of the leather products industry in the developing countries:

(a) Production
(b) Marketing and distribution.

1. Production problems facing developing countries

2. Until fairly recently, the efficient and more or less mechanized
production methods were the perogative of the industrialized countries.
However, during the last couple of decades, the focus has been centred
on the development of leather and leather products industries in the
developing countries. In a mumber of these countries, particularly

the least developed countries amongst them, raw hides and skins are
among a very few national resources they possess. However, tanning

and leather products industries have not received the very high priority
they deserve in the national economy. Almost all the national governments
concerned have exerted great efforts and spent much capital to build up
leather industries; in some cases successfully, but unfortunately often

with very unsatisfactory results.1

3. The production problems facing a number of developing countries

include the followings:
(a) Availability of adequate supply of raw materials;
(b) Access to auxiliary materials;
(c) Appropriate technology and equipment;
(d) Cost and efficiency of production;
(e) Quality and standard of productiong
(f) Manpower resources and training needs; and

(g) Capital requirements.

1/ See'also the UNIDO Terminal Report on Least Developed Countries presented
t0 the Panel at its Second Session entitled: "Special Programme of
Assistance for the Least Developed Countries in the Leather and Leather
Products Industries", UNIDO/IOD.242, 9 March 1979.



2e Marketing problems facing developing countries

4. Assuming that the problems of supplies of raw material and production
bottlenecks are resolved satisfactorily, developing countiries are generally
faced with a nmumber of other problems. These can be classified into three

broad categories:

(a) Lack of knowledge of the structure and nature of targe! markets
and the business methods used on these markets;

(b) Lack of know-how and experience as regards sales strategies,
demand analyses, price movemenis, etc;

(¢) Too strong a concentration on certain import markets and
certain product lines.

II. CRITERIA FOR SUCCESSFUL LEATHER PRODUCTS INDUSTRIES

Se In view of the recent developments in the sector as described in
the background paper, the following factors apﬁear to have special significance
for the establishment of successful leather products indusiry in developing

countries.

(1) Adequate domestic supply of hides and skins is a prerequisite
for the establishment of a leather and leather products industry.

6. In spite of the recent experience of the Republic of Korea,

Hong Kong and other South East Asian countries where the export-
oriented leather products industry rose more or less entirely on

the basis of imported raw materials, they should not be imitated.

Today it is extremely difficult for the Republic of Korea, for

example, to manare the leather products industry because of (i) the

steep rise in the world price of raw stocks accompanied by tremendous
increases in wprking capital requirements, and {ii) thre changing attitude
and policy of its main trading partner which restricts unlimited exports
of leather vroducts. As more and more countries restirict the evoorts

of raw hides and skins, those countries which base their leather products
industry exclusively on imported raw material will find themselves in-
creasingly in a oprecarious and dangerous situation not only in terms of
securing ademquate cuality supplies of row stocks from 2 diminishing world
market but also in the operating costs of the industry and meetins planned

targets for export markets.



(2) A leather products industry capable of manufacturing a variety
of standard quality finished leathers is a necessarv complement,
especially if exports are contemplated.

7. Finished leather is the raw material of the leather products indus+try.
It takes several years for a newly establiched tannery to manufacture
quality standard of finished leathers. 1In most developing countries,

the quality and standard of leather produced has not reached the required

level for exports of leather products.

8. In couniries where the raw hides and skins supply is insufficient,
imported leather may provide an alternative basis for establishing thne
aprropriate volume and vroduct mix for domestic demand of fontwear and

leather goods.

(3) For export-oriented leather oproducts industries in developing
countries, it is essential to establish firm marketinz arrancements
with suitable pariners or trade organizations in the countriez in
which the products zre intended for sale.

9. There are generally three main marketing problems faced by developing

countries:

(a) 1lack of knowledge of the structure and organ%zation
of the target market and the type of sommercial
transactions used in the market;

(v) 1ack of kmow-how and experience with regard to
sales strategies, demand analyses, price move-
ments, etc. in the target market;

(0) generally too strong a concentration on specific
import market and specific product lines.

10. Tn planning export marketin~ ctratesies, the followine nrerequisites
are essentials

(a) a realistic appraisal of domestic supolies of leather
and its muality;

(b) a reslistic appraisal of the capability %o manufacture
specific tvpes and cualities of leather nreductss

(c) current information on world demand and om individual
markets and areas.



11. The establishment of production facilities exclusively for export
markets has nezative repercussions, unless, of course, the expert market

is guaranteed. Production which does not measure up to export specifications
should have an outlet on the local market. Warketinc activity could thus
also profitably be directed towards domestic markets in order to develop

demand and lay the groundwork for the inevitable growth in local consumption.

(4) A well-trained manacement staff and labour force are essential
for the success of a leather products manufacturing companyv.

12. This requirement is often overloocked and the time required for proper
training is usually underrated in developing countries with the consequeni
result that their leather products do not pass the quality and standard
required for export markets. There is a tremendous scope for co-—operation
between developing and developed countries to meet the manpower resources
and training needs of the developing countries either through joint ventures
or direct technical assistance. In particular, there is also room for
co-operation between the newly industralized developing countries and

other developing countries.

(5) The capital needed to establish a leather products factory is
dependent on a number of variables and no general formula
can be applied.

13. The leather products industries usually require significantly
larger outlay of working capital than fixed capital for machinery

Footwear - the production technique greatly influences
the cost of machinery e.g. Goodyear welt,
vulcanized or injection moulded shoes require
greater capital investment than cement-
lasted or handmade shoes:

Leather

Garments - and most leather goods, such as handbags, wallets,
etcs require much less fixed capital in machinery
and building. However, it requires larger outlavys
of working capital compared to footwear.




14 Therefore it is futile to try to estimate capital investment
requirements for the mamifacture of all kinds of leather products.

The difference between an artisan and an industrial production lies

less in the machinery than in the consistency of the operations and

the quality of its production. However, in general, developing countries

underestimate the need for adequate working capital.

15. Other factors such as auxiliary materials, infrastructure, transport,
electricity, etc. could also affect the establishment of a successful

leather products industry. Should a definite failure in any of the

above factors (A--B) occur, the success of the industrv as a whole

would be seriously impaired.

16. The examples of successful developments of leather products industry

. s 1
in developing countries clearly brings out two distinct features— :

(i) A step-wise development, such as in Latin America, seems to
be the ideal approach. Vith an adecuate suvply of local
raw hides and skins, a tanning industry should first be
established, which in itself might need a zradual expansion
from wet blues to crust to finished leathers for the home
market and to finished leathers of adequate quality for export.
With the supply of finished leathers of adequate quality, the
leather products industry should then be developed: first,
producing for the home market, and, thereafier, when enough
experience has been gained, turning to the export markets.

(ii) Joint ventures or firm production/marketing arrangements
with competent partners or organizations in the industrialized
countries have proven themselves to be a critical factor,
especially in reducing the time required for the running-in
of the factories and for establishing export markets.

III. IMPACT AND IMPLICATION OF NON-LEATHER MATERIALS

17. It is at present impossible to show with any sccurany the total
use of non-leather materials. Only one thing is certain - the general
trend iz towards sreater use of these non-lea‘ther materials, mainly
because leather is simply not azvailable in sufficient muentities., The
world supply of leather iz and will be limited, gsrowine only =lowlr.
The demand for leather products of 211 kinds will ~row much more
rapidly and particularly the demand for footwear in the developing

countries. (Available leather will be channelled into %thnose leather

1/ Cf. Country Profiles in Background Paper No.1 Paragraphs 22 to 46.




products which will give the best economic results under existing cir-
cumstances with respect to local production capabilities, vroduct demand,
trading conditions, etec. Taking into account the use of non-leather
matearials both in '"leather" znd in ncu-leatner choes as well as in

ladiest handbags, soft travel-coods and other leather soods, it can

probably be safe to say that, calculated 2= arca (mz), at least =2s

much non-leather materials a= leather are currently beings used in traditional
leather preoducts. Of necessity the use of these materials will in the future

also grow much faster than the use »f genuine leather).

IV. PROBLEMS AND PROSPECTS OF LEATHER PRODUCTS' DEVELOPMENT IN
DEVELOPING COUNTRIES

1. Introduction

18. Hides and skins are tamned to be consumed as leather products. The
final import of this development is (a) where are the goods produced?
(b) where are they consumed? and (c) what are the prospects for change

in production and consumption?

19. The consumption of leather and leather products is linked to the
standard of living. Thus developed countries have remzined the focal
point for both production and consumption. Export volume of these
countries was almost entirely with other developed countries and the
exports of developing countries was also directed to the developed
regions, primarily North America. In foreign trade, at any rate,
developing countries do not seem to have addressed marketing and
distribution efforts to potential markets in other developing countries

and regionse.

20. Although the total foreiszn trade position of the developing countries

grew sharply, seneralization on the score is fallible. ZExamination reveals
that the sreatest part of the increase was concentrated in a few countries.
Moreover, a single foreigzn merket, the U.S., has hesr the nentral focus

of trade expansion by the developing countries.



2. Major constraints

21. Tor the next few years, supoly will be the dominent problem of
developing nations as well as the developed regions. Countries favoured

by adequate available supprly will be able to sustain outout of leather
products and exploit developments in foreign trade. The countries which
must compete for scarcer raw meterial supply will encounter seriocus
problems in maintaining output and trade levels reached by 1978. Countries

in this latter oroup are the Bepublic of Korea, Hone ¥one, Taiwan and the

Philippines.

22+ 1In other Asian countries with adequate resource endouwments, the

problems are different. The mein constraint continues to be in the

full utilization of raw materials supply for leather products. Consider-
able amounts of semi-finished leather are still exported. India, Pakistan,
Thailand, Bangladesh and Sri Lanka will be able to increase their export
of leather products. This will depend mainly on their ability to overcome
current problems relating to manpower training technical know-how and

export promotion and marketing of leather products.

23. The countries in Africa are facing many serious problems. The
quality of basic rawstocks supply is one of the bottlemecks in the develooment
of the leather products industry. Unless this situation of poor supply
is improved, Africa will contimue to play a minor role in the leather
products industry. In other resource-rich African countries, lack of
effective manpower training, technical kmow-how and marketing intelligence
cantimues to retard the growth of the industry.

24 South America is the developing region where no major constraints in the

leather products industry exist, and with the brightest prospects for erowth
of output in leather products. Cattlehide supplvy in Brazil and in temperate

South America are abundant and will probably increase in coming years. Modern

facilities exist for production of leather and leather products. Both
manufacturing and marketinz exvertise have been developed, and an industrial
labour force exists in most countries of the region. The future status of

South America as a centre of leather products industry looks bright.



3.  Prospects for development

25 In dieruc=ins the prosver~ts for the Leather Produrtis industriec

in Aeveleoninz ccountries it might be nsetil +o reiterste some =aljant
“

nointe= ¢

ekine will alwavs re

(a) The world=-wide svrnly of hides and
slow.

limited 2nd the zrowth will e

(b) The demand for leather nrodu~ts and ~~nsecuentlv for
leather is far greater and will ~ertainly orow mich more
ranidly than the available surnlr of leatrer, varticularly
taking into account the notential demand in the develoving
world.

(~) Even if there 2re suitable non-leather materials available
ses is and will

t
to £ill the sunply zav, lesther in most ca
in all »robability continue to be the nrefarred raw material,
economices 2llowinge.

(d) A notential demand in a local market will usiallv revaal
it=elf as =oon as a local vroduction is started.

(e) PRecion2l marketing arransements ~ould be stimulated in ~on-
tigous develoring regions.
26. Tre nr©rosrtects for the Aevelouvment of leathrer nrodurts industry

in a varticular develorineg countrv chould be zood vrovided that -

(a) the domestic »aw hide and skin surnlv ies aderuate and

() stens are taken to ensire *hat the ahcve menticned criteria
Yor surcnessful develonment of lezther products industry are,
in fact, fulfilled.

7. CO=-OPERATICN MTASUPES BETWEEN DEVELOPED AND NEVELCPING COUNTRITS

2T« Co-onzration measures betveen develored ard develorine ~ountriec

or between develorine countries themeelves, as well 2¢ ascietanca in

this regard from interma*ionzal orsani-ation shonld rremate tha establich-
ment of the =2bove mentioned ~riteriag T~r the develovment of surcessfnl

leather produnte industrv in develonir~ rcuntries,

l/ Factors relating *o the oprosvecte of trade and dawelo~ment in
the leatrer and leather »rodu~te se~tar are dissurr2? in Briefine Paper No.b.
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1, Measures to he taken tv Aevelored ~ountries

(a) Further adijustment ascistance measuves on existine leatheor

nrodunts cavacities from develoved to develoring ~ountries is desirable.
Develoved ~ountries do not need to fear comnetition in leather orodunts
from developing countries since the bulk of the trade in industrialired

. . o . . l . 1
~ountrieg is from other industrialized cruntries—,

(b) A doint venture cneration in which a2 ~ompetent rartner from an

industrialired countrv surnlies the desired servines and industrizal
capabilities has,in fact, oroved to be cne of the few ways and means

to establish successtul leather croducts industry in develonine countries,

(¢) Trazining is a key factor in develo-ment, Normally the best
results are obtained br in-nlant, on-the-iob -trainine., Howevar, offers
from suitable industries in develoned countries to receive versonnel with

adequate thecretical background for nreferablr long term training in

3

an~ronriate executive positions would te of immese value t¢ the “evelaning

~ountri=zs.

(d) Assistance in the establishment of distributiecn networks in

develored countries for leather »roducts from develoning countries ~ould
plar a decisive role in the rlanning of produrt mix, as well as the

marketings of such or-durnts in target exrort markets.

2. Measures to he taken by develoning rountries

(a) A transfer of arnrooriate technolosv between develominge r~cuntries

should be esnecially useful and effective, For examnle, the leather choe
nroduction in Braril and leather sarment rroduction in Urucuavr, ceuld be
develoned along similar lines in other counfries of Africa 2nd Arcia with
aderuate raw materials supnly. However, such ex2mnles of co-overation

measures are sadlv larking todayv.

(b) Resional centres which uniertake training of different kinde

as well as R and D work, nould suooelv substantial reliaf for tre industries
in neishbouring devel~pnins nountriee., Wkat is renllv needed ‘<« a r~lose
co~creration tetween the develoring countriees involved to ensure e~~ncmin
rarity, adecuaste facilities, eutiable srll2bure=s 2nd influen~e on relevant
R and M inrute in~Tudin= ex~hanse nf terbniral kneow-haow, »tne | Current
finannine of Resional Centres are rfzr from adesruate for the above ~ur-o=e

and it has heen fourd giffinnlt £~ orearnisa thre veentired inmmte,

1/ Rankoround Da-ar Vo, 1 Mia~razm Yo, 2e
1 )
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2 Maeacures +o he taken Wr international Aresani-stinn~

R

28. Te meacures that ~an be *taken “ intermational crganizaticns are

toro=frld.

A, Terbniral Acsistance — 1 tre foarmulstion and evxerntion ol

inteerated ~roorsmmres of dewvaleopment ascieten~e, » nloce ~a-rneration
in 211 srezs of rrosrammes exceution br intermaticmal orsanicatiors i
imror+tant in order fto achieve maxirum impant on +ke bagic neede of the

reci~ient countrv. In order to av~id dunli~ation of efforts and

n

erattered assistance, which results in little or ne imnact on recinient
~cuntries, it would te =~dvigatlas *o devele integrated —rosrammes an’

rrojiects,

R Finanrizl rescurces - exrerienns «n far chows that morae aften

e

than not finance is not ademiate Tor the tvoes of in~tz that 2re remaired
to achieve a meaninrfal impact in develorment asgistarre rrogrammes in
thie ser~tor. Therefore there iz a need for a more intacrated apnroanh

to »roiect financing,

VI. RECOMMENDATION TO THE PANEL

29+ The Panel may wich to consider the issues raised 2bove and recommend

wa're and means of nreeentine them to the nevt consulftation meetine,



