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PREFACE 

As in many developing countries, the informal financial markets
in Bangladesh are alleged to of creditprovide the bulk the needsof the economy, particulary 
to the small 
scale sector which 
has
little access to the formal (institutional) sources of credit.Despite various attempts to control and regulate informal firancialtransactions, 
 their scale and pervasiveness of operations haveexpanded unabated, 
 In the long 
debate on the usefulness and the
performance 
 of the informal financial market operations, andassociated issues like the determinants of interest rates, interlinkages among transactions, etc., some have labelled the marketsas usuiious, as 'fetters on growth' while others have consideredthem as desirable adjuncts to the process of brisk growth in tradeand commuercial operations. Corresponding to these two view9, two 
diamet-ically opposite policy frameworks are envisaged; theaims at controlling first

and ultimately eliminating informal 
financial
transactions while the second aims at expanding the fund flows andincreasing the 
competetiveness in the 
informal 
sector. 
 Both lines
of arguments however agree that there are imperfections in informalfinancial 
markets 
and that 
the interest 
rates usually obtaining

in these markets are on the higher side. 

Despite the considerable operational significance of the issues
involved, and 
the implications these have for developing an optimal
policy environment, information on these markets in Bangladesh remain
highly inadequate. The study on the informal financial marketsin ilangladesh, conducted 
by the Bangladesh Institute of Development
Studies (BIDS) and sponsored by the Asian Development Bank and theUS-Agency for International Development (US-AID), attempts to fill-upthis gap in information and analyse some select issues such as thegrowth and the structure of the markets, formation of interest rates,
mobilisation and use-efficiency of resources', A seiies of casestudies have been conducted under the project; all of them are nowbeing reproduced as working papers. 
A survey to collect some primary
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lev(-.l 
 i.rfornIation, 
on the markets and the characteristics
and to know morL about !he of lendersorganizational aspectsgL1.h r..;jL and of informaldistri.bution finance

has also beenfindings coriducted.along The surveywith those of the casc, stud.iesprepare, are beingail Ov-rvie,¢ used top;per on tie informal tinancial markets inBangladesh.
 

Thi.s particular study on thL role of informal financial markets
in the iather and leather products industry finds a chain of credit
relations 
be.tween 
raw hide and skin dealers andarktZ. • the finishedTnstltutional goodssources of finance

On importaIA is not found to play
role. 
 hiorc 
than two-thrids of the tanneries purchase
their 
raw materials on 
crldit, the duration of credit in most cases
br~i11-3 
miionntsjwith , modal interest 
ratc 80 per cent
,;.amim of about
IrTdit purchases at 
every production/trading
to uCcouYIL stage seemfor Qbout 65-80

G.sh per cent ofcrec.i t .s rnthur financing requirements.low in incidence, accountingp(.r for aboutc('n of financing 5-105i.cquirUment, and comingiaz~d
reLitIVws. ao3tly from friendsThc study finds the market for credit to be highly
segmeted, and 
argue:s thlmat iiany 
 mechanism aimed
credL ult providing cash
lto
the-, nt IcP:ciurs 
of the

charge small enterpriscs must
high rates eiLher
of jitercst compatible 
 the
cn~cr(<dit purchmase~ 

with rates observed
 

thc 
or channel funds to intermediaries
business who know
well and can 
conduct 
credit 
sales
t lower implicit of raw materials
".olti 
 of interest 
 ....the-- "risk pr'-miu-,, The study finds that:;!. .IIterest rate isthat th4, trad'rs/producers 

not very high, and suggests
can 
be organised lto srve as anr efficient;c 1vIr6 mIefchanismi for channeling funds from banks to the business".
 

Atiq Rahman
 
Project Director
 



This study probes into the working of the
market urban informal financiil in Bangladesh with 
particualr reference 
to 
its relevance
in financing 
the leather/leather
the leather/leather goods manufacturing
goods industry
trade. and
The study
studies initiated is one of eight
by case
the Bangladesh 

(BIDS) 

Institute of Development
with the Studiesfinancial assistance of USAID,to bringing Dhaka without the principal a viewfeatures 

cial market 

of the urban informal
in Bangladesh. finan-
Each case studyassemble as suchinformation is expected toon such aspects as size ofcial markrt the infomralin finanthe particular line 
of
market segmentation, 

economic activity considered,
identification 

ers, of lenders, categories of borrownature 
of the relationship 
betwen 
borrowers and
of credit lenders, nature
operation, 
sources 
of funds, uses 
of funds, 
collaterals
and level and structure of interest rates.
 

The 
broad objectives of 
the BIDS study 
on urban informal financial markets (IFM) 
nre to examine:
 

a) 
the role played 
by the urban 
IM 
 in providing 
financial
support to urban small scale enterprises;

b) the desirability 
of developing 
urban 
IfF4 for promoting
urban 
informal the
sector, 
particularly 
the
prises have 

small scale
which enterlittle 
access 
to formal 
sector 
institu
tions, and
 
the modalities
c) 

for promoting urban IM, 
 should 
such promotion be considered desirable.
 

Tn the 
light of these 
broad objectives, the specific objectives
of this particular 
case 
study are to consider:
 

a) size 
 trend 
of
and 
the actiity 
in its various
hides stages,
and viz.
skins 
curing, 
tanning, 
manufacturing


and leather of leather
products, 
and marketing 
of leather and leather
 
products;
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b) geographic distribution/concentration 
of the activity;
 

c) current production methods and rates of return from theactivity. the various constraints and the extent to which 
lack of credit poses as a constraint; 

d) credit needs 
of the industry- differential needs of large,
medium, small 
and cottage enterprises within the 
sector;

the extent of institutional financing received; 
the problems

of institutional 
credit delivery, particularly with respect
 
to small and cottage enterprises;
 

e) the extent 
of informal financing; 
 the sources 
of credit;

the terms of credit (explicit or implicit); the beneficial 
impact of the credit from the borrowers' point of view;
the opportunity cost of funds from the lenders' point of 
view; the sources of such funds;
 

f) the input-output chain from 
raw hides 
to hides 
and skins
curing to tanning to leather and leather products manufac
turing to sale bothin domestic and foreign markets; infor
mal financial tie-ups between the different links of the
chain (e.g. deferred payments, payments in kind, etc.) and
the premiums on credit and the implicit interest rates; 

g) the overall usefulness 
of the informal financial 
sector
 
in promotion of this activity through provision of much 
needed funds not 
available 
from institutional 
sources; theprospects of developing the informal market in an appropria
te way (e.g. through formal  informal 
sector tie-ups) 
so

that it can perform a more efficient role in financing and 
developing the sector.
 

A study of this sort faces of course tremendous difficulties
in terms of obtaining correct 
information since the sectors invovled
 are not willing mostin cases to reveal much about their financialdealings, particularly with respect to borrowing, and will not identi
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fy the lendersor speak much about interest rates for fearsuch sources of losingin the future. They are prone to exaggerateworking theircapital requirementss especially
that 

in so far as they believebank financing may be forthcoming to ease their workingshortage; they are also 
capital 

prone to underestimate the extent ofincome from theirthe activity since they are afraid of facing taxlems. Nevertheless. prob
in spite of all these problems,that some it is hopedlight has been shed on the true state of affairsof the amount of in vjew'inside information' gathered from informal discussions with 
'key respondents' with 
whom some 
rapport was 
struck in
the course of this investigation.
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II. A BACKGROUND OF THE LEAThE/LATR 
PRODUCTS pRODUCjG/TRADINC

ACTIEvrrM IN BANGLADESH 

Hides and 
skins 
curing and tanning 
and the manufacturing

leather 
and leather products 

of
 
both for domestic consumption 
and
export constitute 
an important sub-sector 
of domestic 
industries


contributing both to domestic consumption and to export. 
About 9%(Tk.
2499 million in 1985/86) of 
total 'export earnings of Bangladesh is
accounted for by the export of hides and skins and leather and leather
manufactures I
 .
 The number of registered enterprises producing leather
and 
 leather products (excluding footwear) was 
 148 in 1984-85.
Moreover there were 10 registered factories producing leather footwear

in 1984-05. Together, these 158 
enterprises represented 
about-.4%
of the total number of registered factories 
in the country. 'The
enterprises realised a gross value of production of Tk. 1063 million,

contributed 
Tk. 716 million 
in terms 
of gross value added, and

generated employment for 2690 production workers in 1984-852.
 

The number of small-scale enterprises engaged in the manufacture
of leather and leather products was about 105 in 1982. 
 These include
74 tanneries, 12 leather footwear manufacturers, 2 enterprises produc
ing suitcases and 
one 
producing belts, and 17 manufacturers of other
leather products. These small 
 enterprises 
 contributed 
 about
Tk. 9 million 
in terms 
of value added and generated employment for
 
1303 persons.
 

Besides these, 
a large number of cottage industrial enterprises

are engaged in curing 
hides and 
skins and manufacturing of leather
products. 
 In 1981, 
there were 483 such enterprises involved in hides
and skins curing. In addition there 
were 137 tanneries, 69 
enterprises producing various 
leather products (excluding footwear) and
 
1423 enterprises engaged 
in the production 
and repair of leather
footwear. 
 These cottage industries generated 
employment for 
5154
 persons. Production and repair of leather footwear alone accounted
 
for the employment of 3442 persons.
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TA84E 11.1
 

MANUFACTURERS/TRADERS INVOLVED IN LEATHER/
 
LEATHER GOODS'IN BANGLADESH
 

No. of
 
enterprises 


Manufacturers 

Wet blue 
140 

Crust ieather 
20 

Finished leather 
10 

Finished leather (cottage units) 110 

Leather footwear (medium and large) 10 
Leather footwear (small and cottage units) 1200 
Other leather goods (all size) 50 

Traders
 

Wet blue (local market, not export) 5- s 

Finished leather (wholesale market) 
 50-55 

Leather footwear 
 35-40 

Other leather goods (wholesale market) 
 15-16 


Middlemen: 


Cowhide 


Sheep and goatskin 


Buffalo hide 


Employment
 

1000
 

500
 

300
 

400
 

754.
 

7000
 

250
 

30
 

60
 

100
 

40
 

Number
 

500
 

300
 

25-30
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recent statisticsMore the, number of enterpriseson and theemployment generated 
therein 
are harder 
to obtain 
as there exists
 
no recent 
 census. I-formation obtained from the Bangladesh Collegeof Leather Technology reveals the following statistics shown in TableII.1. 
 There are about 330 leather and leather goods (excluding footwear) enterprises generating employment for 2450 persons and 1200small and cottage level leather footwear enterprises providing employ
ment tu 7000 persons. There are 
also 10 registered leather footwear
 
enterprises generating employment

Besides for 754 production workers
there are more than 3
10 trading enterprises dealing in wet
bluc and finished leather 
and leather goods. 
 A large number of
middlemen 
also operate 
in between the primary (village) sources and
 
the traders.
 

The raw material/product flows and the different actors invovled
in leather/leather goods producing/trading are shown in Chart 
II.1.

Raw hides 
and skins are procured at the 
primary (village level)

source by collectors who perform elementary processing 
operations

(such as salting) 
in order to preserve the hides and 
skins prior

to disposal to itinerant fariyas or to 
large traders or directly

to the large aratdars located at Posta in Dhaka or 
at Khatunganj

in Chittagong. Fariyas also 
sell to traders 
who in turn sell to
aratdars. 
 A large proportion 
of the sales, from collectors 

fariyas to
 

to traders to aratdars, is on 
credit basis, payments being

made after a stipulated period of time with 
a premium on price being

extracted 
on account 
of the deferred payment. Traders 
perform the
useful function of grading 
the raw.. material into run and 
reject

qualities before selling 
them at appropriate prices to the aratdars.

The transmission of 
lots from collectors 
to aratdars takes 
a maximum of 15 days. This 
is also the usual duration of credit that is
 
stipulated on credit sales at these levels.
 

The large aratdars 
at Posta handle most of the raw 
hides and
skins available 
in the country. 
 The aratdars 
sell the hides and
skins to the tanneries 
or to large traders who 
in turn sell the
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materials to the tanneries. Much the areof sales again on credit 
basis. The Lratdars usually dispose of the raw materials within 
a week of procurement.
 

The tanneries, mostly located in the Hazaribag area, can bc 
functionally clssified (i) blueas wet producers, (ii) crust leather 
producers (producing both wet bluc and crust) and (iii) finished 
leather producers. Thcre twoarc l;Irge finished leather produccrs 
which process tnc hides and skins into the wet blue stage, the semi
finished crust lcather stage and the finished stage mainly for export. 
There are also a large number of small and levelcotage finished 
leather cnterprises caterwhich mainly to the domestic producers 
of leather goods. liorc than 95% of the hides and skins processed 
are exported - about 60% in the wet 35% in semiblue form and tile 

finished crust L(ather form. Of the 5% of 
 hides and skins processed 
into finished form, a part is exported while the remaining part 
services as ,n input into the domestic leather goods producing indus
tries, a part of whose output is again exported.
 

The wet blue, crust and finished leather enterprises either 
ei'port thcir product directly ofor sell to traders or exporters 
leather. The finished leather prodcers sell tomostly traders who
 
sell to the domestic footwear 
 and other leath;_r goods producing 
industries. Crcdit sales are involved nt each stage. The centre 
of the finished leathcr trade is the uanshal area, where leather 
goods manufacturers buy finished leather from the traders on credit 
or cash basis.
 

The leather goods manufacturers sell their output to traders 
involved in or other
export to 
 traders 
involved in distribution to
 
the domestic market. These (wholesale) traders sell to smaller whole
salers and scores of retailers who sell the goods all over the coun
try. Credit sales are again dominant at each stage.
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It has been observed that thc principal actors in the leather/ 
leather goods producing/trading activities depend to a large extent 
on the informol financial market shortfor term working capital finan
cing. This is true particulirly for the small ,nd cottage industries 
which hardly have access to institutional financing. Thc principal 
mode of informal financing is via tradc credit in the form of defer
red payments for raw materials or products. Cash credit obtained 
from moneylenders, friends, rclativ( s or sources toother appears 

be insigr, 'ficant. With credit 
 sal( s as the dominant method of 
informal financing, what we have is a highly segmented financial 
market in which the_ actors (borrowers and lenders) know the business 
and operate within its historicolly determined norms, the implicit 
rates of interest, while high, ar( not cxcessive, and certainly 
reflect implicit costs to lende.rs to a great extent. The informal 
credit syste as practised, operatcs to the benefit of both borrowers 
and lenders and !he:lps to keep the industry operational in a situation 
where working capital needs cannot be met from institutional sources. 

The larger entcerprises and the exporters, 
while having wider 
links with the formal credit insLitutions, also hove their share 
of financing problems resulting from payment 
of export duties, with
drawal of the YPB system and stoppne of cash credit to the exporters 
by the commercial ba lks. The Banglad ,sh Tanners' Association has 
recently dcmandcd a morntorium on bank loans ?he exporters,to exten
sion of working capital to the cxporters, and extunsioi of loans
 
by the commercial 
 banks on liberal tcrms for importing ne-' machinery 
for the tanneries. 

The interests of the tanneries are looked after by the Bangladesh
 
Tanners'. Association which offers a common forum for the tanneries 
and voices the legitimate demands of the tanners. The Bangladesh
College of Leather Technology imparts technical knowledge variouson 
aspects of leatherthe business to a large number of students who 

http:lende.rs
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benefit enormously from the thcorc:ticnl and vocntional training that 
is offe.red. There is also a Conunon Finishing Facility Centre attnche-d 
to the Bangladesh Collegc of Leather Technology. The Centre is a 
project undcr IDA creduit st up in orde-r to 
provide le ither processing
 
facilities ird technial services Lo the small and mcdiumsized 
tanneries on a commercial basis. Its effectiveness has so far been 
quite limited.
 



Raw hides & skins
 
Primary source
 

Collectors
 

Far YIII raders fr-acars at 
*Pcsta, Dhaka
 

CsKhatunganj Chittagong
 

rnished i
Traders- Wet Blue 


I leatherr lete
i ,prtr 

leather Traders 
 footwear and other
 

leather goods
 

Retailers

Traders 


:X.0 I er productSLr 


Chat1 i'z~ i&~ria/p-du,,t flows in the ice . Ac-r/lcathrr ,-oods scto
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I1t. THE MEilODOLOGY OF TRE STUDY
 

The study methodolaoy invovlxd informaition gathering from perso
nal interviews with a largc number of actors involvcd in the activi
ty. In view of the difficulties involved in 
obtaining information
 
from the 
 vaious actors, particularly 
with respcct to financing
 
aspects, the, study has rc.lied on an anthropolofiicnl and participatory

rcsearch method whereby the confiduncc of certain actors was gained
through rcpeate-d mretin(s, and v(-rious bits of key inforniation were 
obtaim1ed thnt hclpt-d to substantinte or inodify 3r ncgatk, the survey 
information that obtained.was 

A survey of ?4 ::nte-.rprjses .npagpcd in various stages of trading
and manufacturing of leather and leathr products was conducted. 
Thc: samplk includes 10 trading units involved in trading of hides 
n.d skins 'and ]c.ath,_r and leather products, 14 units engaged in 
curing end t-iining and units10 e.ngaigcd in manufticturing of footwear 
and othur 1i.;aLh1 products. 
 Thu siniple rLprLsentation is shown in 
Table III.1. The salmple is representativc of vi-'rious sizes of units
 
- large, medium, small 
and cottage. APpropriately designed questionn
aires were used for 
tc survey.
 

Availlable sccondary source: werc 'ilso scanned to obtain data 
on the overall position of the lea'ther industry in Bangladesh.
Moreover, inforimntion was obtoined, on the basis of interviews, from 
such institutions as the -ongladcsi-, Tnnncrs' Association, the Bangla
desh Collcge 
of Lcather Technology, 
and some: banks involved in 
financing trade, exports and mainufacturc of leather and leather produ
cts.
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TABLE III,1
 

THE SAMPLE REPRESENTATION
 

Enterprise Type- S3riple size
 

Manufacturers
 

Leather goods 
 10
 

Footwear
 

Other leather goods 4
 

Leather 
 14
 

Wet blue 8
 

Crust 5
 

Finished 
 1'
 

Sub-Total 
 24
 

Traders
 

Cowhide 
 4
 

Wet blue 
 2
 

Finished leother 
 2
 

Leather goods 2
 

Sub-Total 
 10
 

Total 
 34
 

1/ The enterprises have all been selected From the Dhaka area.
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IV. THE TANNERIES OF DAKA
 

The Sample
 

There arc quite a large 
number of tanneries in Dhaka 
city

(mostly located in the Hazaribag area) which procure hides and skins 
from arntdars (mostly in the Posti area) 
and other traders and proc
cess these 
upto various stages of manufacture. 
 These enterprises
 
cater both to domestic and foreign markets.
 

A sample of 14 enterprises wns selected 
for study from the
 
H1azaribag area of the 
city. The distribution of enterprises in the
 
sample is shown in Table IV.1.
 

TABLE IV.1
 

DISTRIBUTION OF ENTERPRISES IN THE SAMPLE
 

Small Medium/
large Total
 

Wet blue 
 6 2 
 a 57.14
 

Crust 
 1 4 
 5 35.71
 

Finished 
 1  1 7.14
 

Total 
 8 
 6 14 100.00
 

% 
 57.14 42.86 
 100
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Background of Entrepreneurs 

The age and cducational background of the entrepreneurs in shown 
in Table IV.2. 

TABLE IV.2
 

AGE AND EDUCATIONAL BACKGROUND OF TIE ENTIREPRENEURS 

Education 
 Class VI 
 H5C &
upto class V 
 to SSC 
 above 
 Total
 

20-30 
- 2 2 14.29 

31-40 1 4 - 5 35.71 

2 2 1 5 35.71 
51 + 1 1 - 2 14.29 

Total 

% 
4 

28.57 
7 

50.00 

3 

21.43 
14 

100.00 
100.00 

None of the entrcprecurs in the sample was found to be illi
tcrate. About 21 per cent of the entroprcnorus lhave educatioi atth,_ FISC level and above. Notu that about 71 per cent of the entreprenuurs are between thr: oges of 31 and 50. of these cntrcprcrierus,
60% hv ,.ducation levels bctwcen classes VI haveand SSC and 10%
cducation above the HfSC level. About 14 per cent of the entrepre
neurs ark. relative2ly young, b)Ctw( ne 20 and 30 years of age; thcsc
e.ntreprenetirs are also relatively better educated (education at or
nbove the HSC level) and ccmprisL about 67% of thc- cntrepreneurss 
who have received such relatively higher education le.vels. 
 The entre
preneurs of the larger enterprises in the sample arc seen to be above 
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40 years of agen, while 75% of the owners of the smaller cntorprises 
are 40 or inycars less age. Presumably the enterprises have cxpan
ded as thf. age aid experience of the entrcprcneurs have increased. 

The entrepreneurs arc mostly, we]1 experioncr'd; about 57 pcr
cnt of th c.,ntrcprcncurs have 10 ycnrs or ofmore experience in 
the business. This is shown in Thbiu IV.3.
 

Note- thrit all crustth' leather producers in samplethe have. 
10 years or more of c.xp.ri( ncc In the, lusiness. The wet blue produ
cers h.:iv.e, a E.ssur extent of expcrioncc. About 63 per cent of the 
wcet blue produce.rs lesshave tI.m 10 ye,.rs of cxperience: it is note
worthy that tiva2se pro(uc:,rs .i op,.rat(, smill enterprises and 40 
per cent of thus( ".ntrepr(r ,urs are relatively young (20-30 years 
age group) and rcltively well e(ducltCd ( ;ind ThisoSC above). would 
seem to suggest an influx of younger, relativ,,ly wcll-educated CiLtre
preneurs into Lh,: leather t-nninog business.
 

The entrepren.,Aurs have 
 become owners of their present enterpri
ses through inheritnc or purchas or have. directly founded their 
enterprises, The mode of acquisition shownis in Table IV.4. 

With Aouu 79 pc.r c-nt. of the cntreprcncvrs having i.urchased, 
founded or -.ntd their .nterris:.s, it: wou[!d secm thu most of the 
catrepr..n,:urs lre in the bisiness by thir o,,n choice, presumably
because of profits obtaintablij.in the business, not simply becausc 
of a compulsion to carry on the family business. The 21 pur cent 
of entrcprcn.-urs who ha,., inherited LW- business arc wctall blue 
producers tht. i;cidmcc' of inheritance is not observ,-d among crust 
or finished Lkather producers in the- sample or among 63 per cent 
of the wet blue producers.
 

As to involvements of the, ('ntrc:pr,.:ncurs in other firms/busines
ses, it has bec:- obs rved that the producers of wct blue leather
do not have any other firms/busin. sses outside of andhides skins 
and leather; most howev.r have involvcments in raw hid,. imarketing 

http:produce.rs
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TABLE IV.3 

EXPERIENCE OF ENTREPRENEUiS 

No.
of of yearsoxp1eoienc Wet blue Crust Finished Totnl 

Upto 5 

5 - 9 99 

10 - 14.99 

15 - 20.00 

Total 

1 

4 

2 

1 

8 

-

3 

2 

5 

-

1 

-

-

1 

1 

5 

5 

3 

14 

7.2 

35.7 

35.7 

21.4 

100.0 

TABLE IV.4
 

MODE OF ACQUISITION OF THE ENTERPRISES BY 
THEIR PIESENT OWNERS 

Mode of 
 Nio, of onLurprises 
acquisition 
 .. 
 . Total
 

WF C F 

Inhnrited 
 3  3 21.43 

Purchasecd 4 4 - 0 57.14 

Founded 1 1  2 14.29
 

kented - - 1 1 7.14
 

Total 
 8 5 
 1 
 14 100.00
 

Notez WD" Wet blue, 
 C2 Crust.. Ft Finished. 
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or hiave irntdnri ,-t Posta ,ondbcnfit from the vertical intogration.
crust leotJcr produccrs inTwo the spmple have indicated outside 

involvomenS, ont pr ducer is initialting n textile industry, while 
thL' oticr has a chemical business. 

Initial Capital 

The amount of iriiti:,1 capital ranges from Tk. to5000 R.10,000
for the wet blue producers: and from Tk. 2 lnkhs to Tk. 40 lakhs 
for the crust lcather producers. The mnll finished leather producer
in the sampl, claims hriv,to had -!n ini.tial capital outlay of
Tb:. 2000 only. Initial capital outl1y per r1-tcrpris, is shown in 

All. th.- entruprencrs (xcpt one lr-> crust icathcr producer)
claimcd thi: th.y sel. ipj1 their cnturpriscs wi their own funds;
they did not hawv. ccess to borrowed funds from any insource sc.tting 
up Lh-ir r-t rpriscs. 'ltc crust len:hcr producer 1:ho had borrowed 
money in scL;.inp up hi.s enterprise had borrowed from n bank, the 
amnount of horrowino bin 't. fl; 1,kh (of which T1,. 10 lrikh "as for 
;!cquisition of fixd ossts and T. 6 lnkh for working capital

needc:), his to,)]. ioi itil 
 capit2l bxin, 20T1,. Lkh. His own capital
 
of Tk. 4 likh w;i.; ob?:lincd frc,! his tailhr.
 

The- source of own funds in financing initial capital require
mc-nts hns 1, cn st;!Lrl to hIx ersonal 
 savings, sale of Issets, money
procurcd from lnrcnts, etc. Ti sources of initi-1l capit2l financing
 
art_ shown 
 in Trhh IV.A. 

It r'ppc,-'rs from the ;-'.-ovc discugssion th -t borrowinf, h-s not
bcen n pronlinont factor it :he ft'yncr.@ of iiniLj 1 Sit-11p of the 
cntc.rpriseus. in f'ict, borrowing fiu, iiifcrnil sourc,.s h.is not fiu
ured at ill in the matter of initial finncing. The cnt: rpriscs
have mostly b-.n ::ct up with own funds, the source of funds b,:ing 
savings, sa.le of assets or parcnt1 money. 
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TABLE IV.5 

CAPITAL PER ENTERPRISE 

Wet blue 

Crust 

Finished 

Small 

43 3 

211IJ.0 

2,0 

Large 

77.5 

1507.5 

-

(Tko 000) 

All sizes 

51.9 

1310.0 

2.0 

TABLE IV.6
 

SOUNCES OF INITIAL CAPITAL FINANCING
 

No. of -nLrepreneurs % of initial capitalSource of funds 
 financed by
 

WB C F Total 5 a b 
 c f 

n) Savings only 6 1  7 50 100 - 

b) SnIe of nssets only - - 1 1 7 - 100 - 

c) Fnther's monuy only 1 - 1 7 -  100 

d) a+c - 1- 1 7 17 - 03 

e) a+b+c 1 2 - 3 22 36 31 33 

f) Bank borrowing +c - 1- 1 7 -  20 80
 

8 5 1 14 100 
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Expansion in Fixed Assets
 

It appears that most theof enterprises have recorded some 
imount of expansion during the last throe years. The expansion
has been mopre prominent in the case of the large crust leather enter
prises. hi,-, ,1)out 50 pe:r cent of the wet blue enterprises
recorded expansion, a] 1 the crust ILathr (-ntcrprises secm to have 
expandd .nificantly. All the crust leather enterprises expinded
in cernis of winchinery equipment,,n( (a,iout Tk. 15 lakh per enter
prise) while, 50 p;-r cent of these enterprises recorded expansion
in building welln:s (Tk. 7.7 ],iaIk per enterprise rccording cexpansion
ia building,,k. 6.6 likh b-ing the average for all cnterprises). 
VLxpansion in fixcd assets is shown in Tahle IV.7. 

Botlh own andfunds borrow:-d funds have figured in the financing
of expansion capital. 'All the enterprises have used some amount 
of own funds to finance expansion, the source of own funds being
reinvestnicnt of profit in al 1 cases except: for crustone lcather 
enterprise which used its profit from a side chemical business to 
finance the expansion partlially, 

Sonic of th,: nterpriscs have borrow(d money fromboth institu
tional and infurm l[ sources to finance expansion, Th average amount 
of borrowing per enterprise and the sources of borrowing arc shown 
in '[able IV. 8. 

Borrowin,; from informal sources is again seen to bo quite insi
gnificant in the mantter of financing expansion. Institutional loans 
are more pervasivw, and extentthe obt.-inable seems to increase with 
the size of the enterprise. 'It is noteworthy that the small finished 
leather manufacturers considered in the sample had no recourse to 
borrowed funds either from institutional or from informal sources. 
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TABLE IV.7 

EXPANSION IN FIXED ASSETS FOR ENTERPRISE 

, of enLer-

prises 
Amount of expnnsion of capitnl 

(Tk, 000) 
recording 
nxpension Building/ Machin ry Business Total 

structure nnd fund 
equipment 

Wet blue 50 _ 1559 

Crust 100 460 1516 - 1976 

Finished 100 _ - 25 25 

TABLE IV.8 

SOURCES OF BORROWING AND THE AMOUNT OF BORROWING PER ENTERPRISE
 
IN THE FINANCING OF EXPANSION CAPITAL
 

(Tk. 0001
 
of enturprisr3 Average amount of borrowing

borrowing 
from per enterprise La
 

Institution 'l Inf nrr:l Institutionnl Informal 
sources 
 sources jources 
 sources 

Wet blue 37.5 12o5 775 6 

Crust 
 40.0 
 -
 1100 
 -

Finished 
 -

Note: a/ Averaged ovur 
all sample enterprises in each class.
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Fixed Investment Costs 

Fixcd invstment costs includ" cost of land, building,

machin.ry, tools and cquipment and miscellaneous other costs. Land 
and buildi: are owned by the entrepreneurs in most of the cases. 
About 12.5 pcr c,:nt of the wet blur- enterprises arc housed in rented 
buildings. Of thc [7.5 p.r cent of wet bluu enterprises having own 
land and building; 57 per ccnt hov st.mi-pukka structures while 43 
per cent nav kutch structure, the averag( value of senii-pukka and 
kutcha structures being 6']k. laIkh and Tk. 30,000 rcspcctiv(ly.
All the cru:t leather enitrrpriscs theJirhav own land and building;
20 per Cent ha-ve puick structurcs vnlucd TI.. 1:+hAt 10 per cater
prise whil: ;O per cent hnv, scmi-puklka ;tructurCs valtid at Tk. 
8.75 lakh p,.r k-enterprisr. Details reogirding cost of land nnd build
ing are shown in Ta bhl TV. ). 

Costs of ;,ch1:nery, tools and ..quipmnt amount to Tk. 19.83 
lakh p(:r enterpris(. on avcrage for crust leather ,ntcrprises (Tk.
24.09 lakh for the large on(, and Tk. 2. forlakh the small. ones)
and Tk, 1.67 ILkh pe.r entcrprise for wet biuc enterprise..s. Other 
miscellaneous fixd cost elements omount Tk. forto 53,000 crust 
leather and Tk. 10,000 for wet blue enterprises. Details allof 

fixed cost arL
cac Lmat' shown in Thl- IV.0. 

Capacity UtilizatiOn 

Thc industry faces distinct peak ,nd non-peak periods. Thc
 
peak period comprises  span of 3 months aftcr the Qurbani Eid when 
the_ large inflow of hides and skins is brought in for processing.
For crust leather enterprises, thc remining 9 months comprisc the 
non-peak period. For small bluethe w(tt producers, it scems that 
on verag: there iu 1o production altogcther lor about 2 months of 
the year, so that rem-iining 7 months comprise non-pcakthe period. 
For thc larger wet blue* enterpriss, there is no idlC period so that 

http:machin.ry
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TABLE IV.9
 

COSTS OF LAND hND BUILDING PER ENTERPRISE
 

, of Per enterprise 
hnterprises Arun of Present % F enter- Average value 
]ind own land market prises in (a)land ind (d 	ci- value ha in n (TIo in ilkh.f)of 
brulding mel) of .nd p S; K ;t S;" K 

T in structures structu,'es
 

Wct blue 97.5 
 9.G6 12.14 - 57.1 42.9 - .00 r..0
 

Crust 100o0 10.15 
 26.20 20 00.0 - 10 0.75 -

FinishLd 
 - - - -

Note: Pukka 51 Scmi-.Pukka ; F;'. lutch' 

TABLE IV. 10
 

FIXED COST PEN ENTERPRISE
 

.:or EnterprscTk. in lakh)
 

Wet Blue 
 Crust Loather
 

Small Large 	 All Small Large All 
Sizes Sizes
 

Land 	 7.00 23.00 12.14 9.0 30.50 
 26.20
 

Building 1.11" 9 50 3.56 
 5.0 10.0 	 q.00
 

Mlachinery, tools
 
& equipment Io04 3.25 
 1.G7 2.a 24.09 19.83
 

Other Pliec. 0.0] 0,13 0.10 0,5 0.54 0,53
 

Total fixed Cost 1n.11 35.80 17.47 17.3 
 65.13 55.56
 

Total fixed cost
 
(excluding land
 
& building) 1.13 3.30 
 1.77 3.3 24.63 20.36
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the non-peak period comprises 9 months. For the small finished 

lenther producers, 2 months prior to 7id comprises the pek pcriod. 

Penk and non-pocak periods ara dcpictucd in Table 3V.1I. 

On tl basis at information rcgarding thr number of days per 

month worked by th. ,, rprise durinm pUTI: and no,-pLal periods and 

the corresponding numrer of hours work A puxr day, it was possible. 

to c:llcul. L, tL numlsr of hours WorAcd p r yc,!r by the (:nt,:rpris. s 

in (ach c.t. gory. l'lu_ iL in IV.12. wL 4200sbon Hble If take 

hoirs n yevr (300 dAys, IC hours p..r dny) ns our notion of full capa

city utilization, it would sL:m thA the large crust loather produ

cors arc ut.il,:1i n cnap, city Iuit,. well, whil(e the smnllcr wet blue 

produccrs ar, ol, rating at P low capacity utilization rate. If wc 

considt r IN 3 months IkA pcri od only, the numbir of hours worked 

during, this p.,riod coimes t.o 152) for crust leather enterprise and 

only 1001 for v wet bluc ,1ntterprjs. That is, wet bluc producers 

work for only 06 PTr cent of the time worked by th. larger crust 

leather prod c.rs. T::is would seem to indicate greatrr worki.ng capi

tal shortfall for wut bluc producers which limits their ability to 

acx rt themSCIves to uhc full dur 'I the peak months. The situation 

is worse during tho non-pak months with w.t bluc enterprise working 

for only 45 per cent of the time, worke by thc_ cru.,t lcathtr (.nter

prises, informal sources substantiate the. opinion that the shortage 

of working capital i s o blamr. for tK uindr-capncity utilization 

of the wet blue enterpriscs. ill th,- ,ntrcprcn.urs in the sample 

complain,.d in fUrt of ;cver working cpitnl problems. 

Consumption of Raw Materials
 

The principal raw matorial for the tanneries is cowhide. Othor 
r-w mterials arc buffAlo hide vnd goat andi hecp skin. Peak and 

non-peak consumption levels an,) th,. r-nnual valu, of consumption at 

curront levels of capacity utiliztion arc shown in Table IV.13. 

http:worki.ng
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TABLE IV.11 

PEAK AND NON-PEAK PERIODS 

Wet blue 

Crust 

Finished 

No, of 

months 

3 

3 

2 

pek!< No. of ron-

p ik b,orths 

6.75 

9 

10 

No. of months 

with no 
production 

2.25 

TABLE IV.12 

CAPACITY UTILIZATION 

Peak months 

No. of No.of 

dayz hours 
per per 
month dny 

Nooof 

dys 
per 
month 

Non-peak months 

No.of No.of 
hours hours 
per per 
day year 

Capacity 

utilizn

tion 

rote(%) 

Wet blue 

Crust 

Finished 

21.00 

20.00 

26.50 

15.25 

10.10 

14.00 

1'44 

23.40 

21.00 

13.31 

13. G3 

11.00 

2290 

4391 

3052 

40 

92 

64 
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Consumption of Other Inputs
 

nr0t~.r comprise minly of chr-nicals needed to process 
t. lether . : . r( nc.-:dcd both it th.. wet bluc- sungc -Ind 
;t th crul: stap. Usc of cwcmic,-ls per c.nterpris(- is shown in 

Table IV.l14. 

TADLE IV.13
 

CONSUMPTION OF RAW nATERIALS PER, ENTERPRISE 

Consunrntion pur ront, in 
... . . . ..
.......
. . . . . . Annunl 

, k N01-P k A].u of 
...... consumption

CowhiCir Goat! Couh id: Goat! (Tk,, in ].akh) 
Sb 2.,p h.2 C!p 

skin skinL.S,) ( P,'s)
 

Uot bluo 
Small 1417  100  56.45 
Lirge 7!0 5000
- - 374.06
 
oll Siz:.s 20 - 2000 -
 135.In5 

Crust 
Small 500 400- - 29.10L1r1 14100 16500 13375 13750 / 050.61 
,,11 ios 115]C S600 10700 5500 768o31 

Finished 
Small 50 -0 35 50b 

b 
/ 

Note ai/ 5,pplies 
to 50 per cent of th.i larcu crust leather antor
priseso 

h/ iofcrs to buffalo hide. 
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Main Sources of Raw Materials Purchase
 

Raw J'ds: purchs -cd mninly Postan soic tim,'s, 	 in rnd directly 
2
.,8pr and (I 

fromj- t ... 1)%,(,:'rci of PInka. Pircilasc.t -rc mrd,, from :,ratdors 

from 	 -IihI:hiTinjpur. icals are m:a inly procur-d 

(sore,: ts rinr; 1hrv, thcir own ,irats in ,'ostn). A fc-w ,.nt,:rpriss 
urchis. .. ; matcrj ls from int, rmcdiitt, rrW; hidc tr,,d,-,-s (whoil

sl.rs or t :tnil,-rs)rrc Purc ascs -fft.c-td nbout 3 to Ic limes 

per month. Fr .qu'..ncy of iurch',c of chc,vicals i.; ..ft;.. ighcr.i 

TABLE IV.14
 

USE OF CHEMICALS PER ENTEIPRISE 

Qu-ntity (kg) ),-r Imonth Anual value 
in (Tk. in lakhs) 

11,;.- k NJon-pi2ak 

,t blue
 

Sma11 207 147 1 .50
 

Large 1096 
 730 	 9.G6 

,1 sizes 	 293
429 	 3.59
 

Crust
 

Small 199 157 2.03
 

Largu 	 G007 6360 
 77.66
 

All sizes 5485 5120 
 62.53
 

Fin	ish -d
 

Small 200 
 175 	 2.15
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Employment and Wages
 

On avni'gc about . persons nre employed per enterprise in wet 
blue cnterpriscs and 23 p*rs .. usL 1cr.thcr cnttrprises. Employ

ment ,,J wages arc shown in Table IV.15. 

The proportion of casual workccs is high, about 70 per cent 

of totaLl numb,..r of wor!kers in wzt bluc unterprises rind 62 per 

in crust leathcr e-nterprises. Fcr the small finished leather el. 

prisc consid&r .d in th[c sninplk:, all the 4 workers arc casual workers. 
,orkcrs ar-. usually paid on a picce ratu basis. 

TAULE IV.15
 

EMPLOYMENT AND WAGES PEIN ENTERPRISE 

No. of work rs
 

P!rmannnt Casu.,al Total wage bill
(Tk.)
 

WNet blue
 

Small :.2 
 2.0 4.2 J3,420
 

Large " .0 6.5 17.5 216,375
 

All sizes 4.4 3.1 1.5 
 79,163
 

Crust
 

Small 
 i.0 10.0 11.0 106,500
 

Largo 0.75 26.25
15.5 453,750
 

All Si7es 0.0 14.4 23.2 304,300
 

Finished 

Small - 44 30,000
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Miscellaneous Operating Costs
 

MisceAlan,.:ous operating includecosts pay.ients for electricity, 
spares, runt, nd of and andcosts transport repair maintenance. 
Such costs amount on nv:rage to Tk. 2.5 lakhs annually for wet blue 
enterprises ,.nd Tk. 8.1 !akhs for crust leather enterprises. Details 

arc shown in Thble IV.1C. 

Output and Output Disposal
 

Output consists of wet blue and crust leather in the case of 
the crust ent-rprises, wet blue in the c,-sc of wi:t bluc entcrpriscs 
and finished lcath:r in the- case of the finished leather enterprises. 
Annual valuc of output per ente:rprise is shown in Table IV.17. 

The industry is geared mainly to foreign markets with leather 
(both wct bluc arid crust) being exportcd to countries such os Italy, 
China and !ollind, For the wet blu and crust LnterprisCs, there 
is almost 100 p r cL-t export Of teL producu. Tih smc<1l finished 
leather enterprises are geared to the domcstic market and sell mostly 

to w1hol.sal: rs o 

Cost and Returns
 

Cost and returns are depicted in Table IV.18. The figures arc 
based on Tiablcs IV.13 to 17. The figurcs for cost of raw materials 
,qnd chemicals hav, been adjusted to reflect the higher prices 
corrcsponding to crc,dit purchases. Details of such credit purchases 

will be provided later. 

It can be seen thnt profitability is quite high for thc leather 
tanning enterprises. If cash credit were available to the entre-pre
neurs to finance., purchases of raw materials and chuinicals, profitabi
lity vould have been higher. As it stands, large premiums have to 
be paid on credit purchases of raw materials and chemicals.
 



Miscellaneous 

Smal 

Electricity 7.09 

Spcrs -

ROcIair ,1d
rimaintenncc 0.40 

Transport 1.22 

Re!t 3,72 
Ot!r;; 3.15 

Mn,'Iri y i5'; 
Totl h,'i i 187.08 

Annual 

We!t 	 blue 
Srall 
L; re 
All Sizes 

Cruet 

Srk11. 
Larp 

Al9 
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TABLE IV. 16
 

Monthly Operating Costs per 	 Enterprise 

(Tk. 000) 

.k't bluc Crust 

i edium Sal .ed.m1Sizes 5Sizes 

".00 9.32 1.5 
 22.80 21.24
 

- 0.8 2.90 2.43 

3.50 1.18 1.8 3.23 6.94 
2.25 1.48 2.2 :18.63 15.36, 
9.25 5.10 1.1 10.70 3.78 
6.00 3.87 2.7 24.00 1). 74 

37.0 W.95 10.1 87.25 i4.52 
444.0 251.40 12t.2 1047.1? 894.24 

TABLE IV. 17 

Value of Output Per Enterprise 

Annual valuc of output

O'k. in lakh)
 

64.88
 
425.25
 
154.97
 

34.94 
1210.61

7" 4.5' 
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TABLE IV. 18
 

_T_._in lakh) jinua1 basis) 
Wet blue Crust leather 

Small Large Sizes Small Large Sizes 

Value of outFut 64.8"' 425.25 154.97 34.94 1210.61 975.48 
Cost. 
Raw materials 59.00 387.84 141.21 30.25 1031.61 831.34 
Chemicals 1.53 10.05 3.66 2.07 79.01 63.62 
Labour 0.33 2.16 0.79 1.07 4.54 3.84 
Other 1.87 4.44 2.51 1.21 10.47 8.94 
Total Cost 62.73 404.49 148.17 34.60 1125.63 907.74 
Value Added 2.48 22.92 7.59 1.41 89.52 71.58 
Gross Profit 2.15 20.76 6.80 0.34 84.98 67.74 

TABL2 IV. 19
 

Working Capital Requirements and Availability Per Enterprise
 

(Tk. in lakh) 

% shortfall 

Wet blue 
 80 37 13 
 65
 

Crust 
 348 227 139 39
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Working Capital
 

Workinp capitl roquirem;2nts 
and current availability wore ass.:
ssod frou responses obtincd from the entrepreneurs of the surveyed 
cnterprisca.r 'h, requiremcnts wcrc 
grossly overstated by the rcspon
pondents possibly to makL -)n impression about their dire need for 
workinp, cni tal finrnnci:jg.i nl r:riuircmcnts a. consi
h.red by th& rcspondents (R) ,nd rcquircments is calculated on the 
hbsis of thr ., montt running costs (!-') based on current capacity 
utiliatiz;n rnn:ts 'rc shown in Table IV.19 along with the cstimatcd 
current av,:ilability (A). 

4orking capital calculated on the basis of avcrage stock of 
inputs qnd output, cn;:h in hand, work in progrcss, cash outstanding 
on sals and linbilities on input credit indicaL- available working
capital ot M 13 1akh for a wt blu: ,ntcprisc, Tk. 139 lakh for 
n crust 1,.'thor ntrprisc nd T. 4.f iakh for a small finishcd 
lethcr ,ntrprisL. On this basis, the shortfall in working capitol 
amounts to '5 per cent for w.t blu.( cn h..rprises and 39 per cent for 
crust leacher intcrprisLs, The wet blue cnt. rprisc,: are smallcr 
and face gratur working cipital pi, .Ylems.
 

All the cntrcprcneurs statcd chat shortage of working capital
is the major problem facing tjmcna. Ehil th. xisting shortfall is 
rcsponsibl_ for under cnpacity utilization, the current availability 
is dcpende(L to a grcat extent on the system of credit purchases 
of matcri-ls whi.ch involve payments of premiums over the cash price 
that rmount implicity to the payment of high interest rates on 
credit. TIi entreprencurs would therefore welcome cash credit on 
Vasy terms from banks or other financial institutions. As it stands,
 
such working capital financing is not available to most of the entre
preneurs.
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Financing Modalities
 

A look 'it Thblc IV.18 reveals that payments for r:;w moterials 
(i.e. hidcs ,',id skins and chemicals) comprise the major clement of 
total costs of production. 
 In both the cases of we,t blue cnterpriscs 
and crust i(i.ther -.:ntcrprisc', raw materials chemical,Ind account 
for about 97 to 98 pcr of costscent totil with hides and skins alone 
accounting for 92 to 96 p:r cent of tota] costs of production rind 
93 to 97 p1:r cnt of Lot!l input (rnw materials plus che'mica-ls) cost. 
This is shown in Tib].l IV.20. 

It would thprtierforc that the main burden of financincg 
r.lates to ihm f.lnncjinF, of purchsrs of riw mntcrials and chemicals. 
It hns b,.,_P, obs.-rvccd that cish credit either from institutionol or 
from infEi; ourc ,s pl~y,-, xn insignificant role- in the financing 
of such piirch: is. Own funds (primarily reinvwstment of profits) 
and crdit lurch:ss compric the m: jor sources of working capital 
financing,, 'I:ir, ind skinss arc purchased mainLy from nratdars in 
Posta whi..: chemicali arc purchos,_0 from producers and wholesalers 
in the nznribap'i)rca. Purchnscsl nre also made from intermcdiatc 
raw hides and skin- traders (whol lers or retailers) who elso pro
vide scope for deferred pnymunts. Furchases madeare about 3 to 
6 times per month. The high frcquu:ncy of purchase is due to the 
shortage of cash for buying raw materials: for credit purchases,
 
sellers prefer to provide small lots at a with
time, fresh supplies 
being offcriud or not depending on the. repayment ptrformance. The 
practice serves the purpose of reducing risks for the suppliers and 
cnsures a btter rpny.,ent rate. It also leads to .isituation where
by the cntreprcncurs trnnsnct with more than onc. supplier at a time, 
getting small los from cash supplier; this incrcascs costs of produc-
tion further. The problcm is particularly acute for the smaller 
produce:rs who mnkc simultaneous purc 1trses of s.;rl lots from a number 
of source including retailers and alro pay higher premiums on the 
credit purchi as. WJIhilc this may bc justified from the suppliers' 
point of view considering the higher risks involved, it reduces the 
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TABIE TV. 20 

Proportion of Total Costs Accojijted for by Various Cost Elements 

-..(Percentage)
 

P!et bluc Crust 

SmllI Laro 
Sizes 

Sml 
Small 

a 
Large 

All 
Sizes 

Raw materials 94.05 95.8 95 3'j 87.43 91.65 91.53 
Chemicals 

Labour 

Others 

2.44 

0.53 

2.98 

2.49 

0.53 

1.lC 

2.47 

0.53 

1,70 

5.98 

3.09 

3.50 

7.02 

0.40 

0.93 

7.01 

0.42 

0.99 
Total Costs 100.00 i00.00 100.00 100.00 100.00 100.00 

TABLE IV. 21
 

Price of Raw Material
 

(Tk. per piece)
 

Peak Non-Peak 
Cowhide Coat and 
 Cowhide 
 Goat and
 

Shv-ep Sheep 

Cash price 95
487 
 577 
 100 
Credit price 
 527 
 115 
 621 
 115
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profitability of the smo.ll tanncris and keps thc'm depcndent on 
credit purciiass for working capital financi;.,. The nced for an 
efficicnt crdit delivery mech;nism smallerwrcrby producers can 
obtain accrss creditto finprncing 
 At the same terms as larger 
produccrs without irnvolvinp higher risks on the part of the raw 
mtcriAl: suppi(]irs is obvions. 

i~v~r g . prie.-, of rnw mrwrials (faced by all the cntcrprises) 
:!re sho'.,r :.n ..he lV.21. Prices vary depcnding or, whether the pe-ak 
or non-p:.': -riod prcvAls and whcthr cash or credit purchases 
arc mad !i the cps, of credit purchses, thc seller :dds n pre.mium 
to the input pric,., 

It app.-rs thit t.h. price of cowvidc isa about 18.5 pe:r cent 
higher in Th.. non-p A period compared to the peak period. The pre
mium on cr. dMt is 5.21 per cent over th, cash price in the peak 
period and 7.3 per cent in the no-peal: period in the cask of cow
hide ;ri(I 21 p,.r c=:.L 

th.nd 15 per c.:nt for 'o;it and sIc.p skin in 

peA 
 and non-pr-.I: pariods rcspctively, 

A disngr.gnted picture of ,rthly cash and credit purchases 
per cntcrpria.o in peak and non-penk p:riode is provided in Toblc 
IV.22. Th,. table also eY- - v-ilucvn ti anniil of purchases and th(. 
total premium paid on account cf credit purchases.
 

The proportion of raw mntrinl bought on credit, the pre-mium 
on credit; 'he duration of credit and the implicit int.rest rates
 
arc shown in TAble IV.23. 
 Notice that the implicit interest rates, 
averaged over all enturpris( s, lic btween 23 and 102 per cent. 
The variation in rates of iAUcrcst is dt,; to the variation in the 
duration of 
credit for different borrowers. Considcring modal cases,
 
the duration of credit is 1 month for blucwct producers and two 
months for crust: leather producars, implying internist ofan r.tC 
about 78 p..r cent, which appears to bc- in line with the rates on 
credit purchnscs in other subscctors of the Lconomy. It is intercst
ing to not.: howeve.r, that intL cst rntes as low as 23 per cent are 
available to some produc:.rs. 

http:produc:.rs
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TABLE TV. 22 

Cash and Credit Purhases of Raw Materials Per Enterprise 

()uantity ("c ¢) _(Tic. in lakh) 

lMovLh1y Cash u;onthl.y (.re- Annual Totalpu-chiase, dit purchase valucoof premium 
purchases

Peal: rrPan- -epurchases pnidb/ 
Peal, 

Wt blur
 
Small !,31.05 306.63 ""35.95 701.37 
 59.00 2.5f 
Large 2250.00 1500.00 5250.00 3500.00 387.84 13.78
 

All Sizes 885.79 604.97 
2051.96 1401.03 
 141.21 2.36
 

Crust
 
Small 50.00 40.00 450.00 360.00 
 30.25 1.15
 

Lar e 
C2a/ 4465./;7 4235.86 9534.53 9139.14 
 936.50 

2612.78 2] 77.31 5637,23 4t97.69 95.11 -

Total 


- 1031.61 81.00
 
All Sizes 


- 331.34 65.03
 

Note: a/ "Ii• Cowhjide GS- .... io Shelp Skin
 
b/ Total premi,im paid 
 js thcl di ffclcrr-. bel.,,,cn irnnual value

of purchases and tihe anrmial valuc of consumption shown in 
Tablr TV. 13. 

TABLE IV. 23 

Credit Purchases of Raw Material and Implicit Interest Rates 

Prop tion of Prcnium on Duration of Annual 
boughteoa credit (7) Credit Implicit ratecrdi. (-c .d ..)Pe n.k Non- (,14-(11ontIs) of C interest 

Pca (% ) 

W-t blue 59.69 5.63 6.42 1 - 3 23 - 78 
Crust 72.66 12.77 
 0.7:3 
 1.- 4 30- 155 
All unterprir!. 70.0.3 8.38 7.69 1 - ', 23 - 102 
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In ,;ddition to hides and skins, thc tanneries purchase large 
quant.itins ,,f chcric..s that arc used to process the hides ,nd skins. 
Purchnscs ;r m:. usually from thie Hnznrib-g nrn. Credit purchase 
of ch:micA]s is the usu"I prnctice. Month-ly cash and credit purchasc 

per ,ntcrpris,1S in pl-ik and non-peak puriods is shown i.n [Tblc IV.24, 
ibout. Tk. 1,'!kh. wor.h of chmicAis vrc )urchnscd rnnuall y Iy wnt 
hbue cnt rpri:-,:s ,qhj.i tlhK crust lcnthr enterpriscs purchase about 
Tk. 4 1!:HS worth of chcmicals nnnually. valuesTLcsc. incorporate 
thL pr..:ie'.. ;t arc p.id on -iccouit of crcdit purchase, Tk. 0.07 
1:dkh ±n th( crcr<.k' of ,it hiUrL fnd Tk. t.0 lnkh in the crse: of crust 
leathcr ,.Li..rprs.s, s. 

About ':0 to ",( p, r cent of rcquir.ennts of chcmicals are bought 
on credit by tuh. different cnturprir,.us, Th'e p)ric, of chemicals is 
on nvraL','.. "1bout Tk . 100 per k,. whcn cash purcicises nri- made. In 
thc casc (;f" crA purcss, premium of 'P. 2 to Tk 5 per kg. 
V-.s to h, pidd. Th- usual durc tion of crdit is 2 to 3 months. 
The propor.:nn of c- ., ic.-,Is bought on crcdi, u premium on crtdit, 
the duration of rrit ,:'nd t:h. implicit intercst rates arc shown 
in Tabi, 1' 25. 

Tih ch..mical desl,.s nre clearly very lcnient in cbhrgiP, prc
nium on th-.ir cridit ca.l... Tcnmrri5 ,re sc:fn to purchase on aver
agu about 1O to 70 per cent of rh..ir requirements on crcdit. Impli
cit intrest rrtus arc Ls..cn to range: from - nomin.al 6 pcr cent to 
about 51 p.-r c .nt In tlh modal cas., a premium of Tk. 2 per kg. 
and a duration of crcdit of 1 month is so.n to prevnil, so that the 
implicit int r st rtc is about 24 p.r cant. 

Repaymcnt of credit on credit purchases (,f raw materiAls ann( 
chumicais is cash in thein tL:ms :11 c!,scs. Clear].y the sellcrs 
of rm. hidcs and chemicals -r(. not interested in selling the proces
sed output. Anco thu. practice of rcpaying in oU put (at n discoun
ted price) is absent. 

http:nomin.al
http:cnturprir,.us
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TAJILE IV. 24 

Cash and Credit Purchases of Chemicals Per Enterprise
 

,titv.Qua _LTaka in lakhl 
Honthliy Casi ont~hly Credit Annual Total

purchasn ... p.urchasu value of premium 
, ::,. NO;,- , l N,on_ purchase paid


Pcak Pe~ak 

Wet blue 

Small 62. 1 M144.9 102,r 1.53 0.03 
Largc 3,!3,6 255.5 712.4 747.5 10.05 0.19 

,ll Sizes 142.5 97.0 286.8 195.8 3.66 0.77 

Crust 

SiL1.l 49.i3 39,3 .,;. 111.3 2.07 0.04 
2r258. 2.71.2 3',,i 3688.8 79.01 1.35 

All Sizes 2297.1 2144.9 3188.3 2974.9 63.62 1.09 

TABLE IV. 25 

Credit Purchases of Chemicals and Implicit Interest Rates
 

2i.u,'ortio Prcmwi ,n Duration Annualof chemicals ,'m credit of (r~di.t .i pliciL
Iough mi (T!.:!1\p) (,iontMfw,) rate ofcredit~ 
 % ir ~crt()
 

Wet blue 6t'.7S 2 - 5 1 - 3 3 - 61 

Cru;t 61. 40 2 2 - 4 6 - 12
 

ll. Entcrpvises 63.92 2 - 5 1  4 6 - 61 
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Crcd it. Sales of Output 

Many cn t prises sell on credit to exporters who pay for thc 
product aftcr rcnilizinp their export proc,;eds. The practice is 
common aimon thw. small w,.t blue producrs and the small finished 
1,atlhr producrs, Tt~ :m.l. wet blue producers sell on credit to 
irt.crm.diaries whto turnin export thc goods. About 33 pcr crnt of 
tha smci. w. ' t; rpr.scs s(ll only on cash b.asis- about 17 
;r c(en-t s(.]J prtly on cash vind partly on credi.t whil.., about 50 

per cent s., [1 hly on cr.dit bsis. A 8 to 10 per cet pr.emium 
on pric- -:.s cw>.rp,_d in.: ,_li np, (At crudit bnsis. The duration of 
credit. Ic ,n 1 and 4 months. Th1L impliCd implicit interest 
rates cin.!4. f rom 24 pcz c nt to 122 per cent. in rhe isu I case, 
the durr tion of crioit is ,bout 2 months which irn:pli,.s a1.Intc rest 
ratc of 41' p-17 ci.rqt. The_ i.,j:--c- : rat. f.;on credil a,]. s of output 
. rclt:iv. ly low- bcc.,use Lir. sl 1. r -r od ucers in need of quick 

cash do not Im-' uch borginin, Thepowr. !Lrp(,r wet bluc cntcr
pris,.s and t.if- crust lathcr ent.rprises seen to sell their output
directly :i~mt c.-ah payme.nts, thc prct:ici of selling Output on 
crcdit basis is almost -ibscnt 'amoi', this group. Part of the reason 
is thir ah.ili-y to obtain cash credit from banks against export 
ord,-rs, as will Ix seen in the next sub-section. 

Cash Credit
 

Shortapc of cash is st-mttd to be thc main reason for buying
 
raw materials 
 ;,i.d other inputs on credit. Many c'ntrepreneurs, parti
cularly those op:.rating, the small cntcrprises. have stted that per
sonal loans arc difficult to come by while credit purchases can
 
-asily be: man,. it is noteworthy 
 that none of the small wet blue 
entcrprises h-ivc had access :o institutional credit. On the other 
hand, the lrrge wet blue -,nLurpris(-s nand the crust lenthcr entcr
prises all re.ceive, bank finaucing to fi,,incc working capital needs. 
The duration. of credit is usu-ailly 2 to 3 months, the credit being 
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rccovered by th, b:on?- when the export procc,ds arc rcalizud. Credit 
is obtain-blc continuo,.ly with eviry export ccnsignmrnt, thc averge 
size of lo !I bv the large crust leather ent. priscs boing about 
Tk. 40 lalhs, 

The largc w, i. bluc and crust lther enterprises hnv recourse 
to ba'nk f-. ciic n .prtcd t,2t thcy do not tnkt- rccours.: to 
loans from informn'l sourc::. ,fn thc otLh r hand, the small w(t blue 
and finis . (: Ic. thv ,- nt. rpris(s do borrow from informi] sourc, s. 
:.hout 2, p:. r c.nt J tbhk enti.rprisl,-; i, this siz. ;.roup 'ciportr~d 
takLn g L. th., ioformn I cr c04 L i r (!:t Th, I(.ns ;irc takenrecour to 


whi:n:vcr j,.. ,:d -n-d - US(
_ LD sCr'(i wC(rI. Jg C2 p' L] iwccds. Loans 
arc_ tLa t frOm fri d1 and rC.] a i ws or from mion..yl:ndcrs. The 
ltt<r ; ,- JIL 'n,.y cnd,.rs iv th : conve-nt- on l s:rcs, of the term 
but hav(: , r.I id- HLjfi 's-es bus i-d nr i o I !,:1 -:ur!lus -Funds for 
short dur:,tion, -. ins*- di.uatr;tc .- of ijitcrest. 

The rmnount of lo;ns Lab. n by the entcrpris: s from informal sour
ccs v)ry froc: Tb. 358j(i0 to TK. 70GO0, lhc, duritj.c n of credit vary
ing from I to , month,:- (2 to 3 months in the cose of bo: rowing from 
monr'ylond .r .) ,pl',rnK.y no interest is chrrgec on loans provided 
by fri.nds 2,(1d r-l ivcs. This is of cours- quitc typical, the fav
ours a:r.c. ,ist-lly r t:urrd trough rovsiro of intt.rest-free credit 
to the 1 nd wn, they themscelcs :rc in nichd (Thus MIny of th 
smll v, t I u produc, r s ive ,7:tt.d that they L.Lnd occasion:- ily 
to fricnds and rclativcs, the number of loans belig about 3 to 
times pcr yc: r, Li: 'vcragC amoun,t b,.ing Tk. 54,000 and the duration 
of credit, 1 to 4 months). Th( (businessmen) moneylndrs, on the 
other hand, do chargc int,- :., thQ charge.s varying from 64 pi:r cent. 

to 96 p, r c,-:,. -innually. 

The c r.pruneurs of the sm.'ll enterprises h1-wv stated that 
they arc unable: to ob in bank lens on f.ccontirfof of co1-t4-r
;d. Collbtcrail is not. rcquir, I in borrowing from friends and rrlc,
tives. In bw rowing from moncy].i,d(rs, sori,. sort of sc-cc;ri ry is
ofton rmcded. About 31- pi:r ce nt of ti i,rcprcncurs havew stated 
that they ivew obtained loans from informal sources without offering 
any collatcril on the. bnsis of csecurity provided by influential 
people. 

/i 

http:continuo,.ly
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V. MANUFACTURMRS OF FINISH)ED LEATIHE GOODS 

The Sample 

Finished l-athc r goods produced in Bangladesh include a variety 
.of i.tems such ::; footwrer'r (shoe's, hoots, .31sndaf;s, tC), suitcascs, 
h;.dh'.ys l_,i~s' !rags purses,md wallets, ;nd lathor jnckets and 
irouscrs (p:-uj (I ,d illy for axport). Thrc. ,nre llbout 50 lcather 
praduc,(rs in j-h,, contry employinpg about 25n pcrsons, while there 
ar(: 1200 . LL rpriecs nroducinp footwear in particular, thcesc units 
mploying :,'ouL 7000 lpxrsons. 

" : mpic ,.f 
1G l]ith, r goods enterprises ws secctcd in the 
Dhnk- ,,r-,a. !hil(. 4 of thes, cnrLririsi's are producers of lcather 
goods in ,,rf _rnl, -, 'Ir; produci rs of foot%. -ir r.ly, Table V 1, 
shows t:hc. dir:Lribtution of ,_nterpris.s in t;. scl ct-(d sample_. 

Background of the Entrepreneurs
 

The ag, and 
 ducntionl background of the cntroprencurs is shown
 
in Table . V.*2. 

Non' of the, cntrepreneurs in thc sample, is illieratc: 40 per 
c.nt h.ve, ¢:ducntion upto tvh. cl,.; " lev. while 70 per co.nt Ihav 
c(Iu.ntion u..o tie. S, lcv,..l. It is noa'worthy that the 40 per cent
 
of cn~repr( ,ur--.
who h;yw e-ducntion only upto the 
cl'iss V level are
 
all ownrs of 
Lh, r.latively smaller enterpriscs and .,re all 40 years
 
or ltss i.:, :aqc 
 the me'diun and Large ,itcrprises arc owncd by
cntcr-preneurs who abocr- r,] 40 ycars in a,.. nnd have -ducation 
above the, cliss VT 1,.v.1 - 3 of these entrepreneurs (i,,. 50 per 
cent) hnve Aluc-',tion above. ':he SC I vvel ,TInd have obtained Diplomo 
in Leathcr Technology :is wll. 

All the -ntrcpr.. ors arc wcell cxperienced in the business' 
about 56 per cent of '.he entrcpreneurs have' mor Lhan 10 years of 
experience:, This is shown in Tnble V.3. 

http:h;.dh'.ys
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TMBLE V. 1 

Distributien of Enterprises in the Selected Samp]_c. 

S ] I Hdiuri Larg Total
 

Footwar Z, 2
- 6 60 

Other Icatl-r goods 1 2 1 4 40 

Total 5 2 - 10 100 

50 20 30 100 

Note The -,;ize of cnterprises was cat egorised according to the size 
Of tota! fj-,Cd COSt (cxcuding ]and and buildinp) as follows. 
smaJI- -- tipto TI.. 1 lakUk, n&rilum - Tk. I to 10 lai, large 
ahoy 'T . 10 iakh. 

TABLE V. 2 

Age and Educational Background of Entrepreneurs 

Number of Entrcpr, arurs
 
Educn*ion Uo--- Vas
C ' I C and Total 

Agc C1.S V to SS'&. above 

20 - 30 2 
 2 20
 
31 - 40 - 2 20 

41 - 50  2 2 4 40 

51 - 60 1 1 2 20 

Total 4 3 3 10 100 

40 30 30 100 
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TABLE V. 3 

Experience of Entrepreneurs 

No. of y',ars L). of ntrcprncurs
of cxplricnc. "..


Smal 1 djium La rc Total 

0- 1- 1  4 44.5
 
11 -.20 
 ] 1 - 2 22.2
 
21 -30 
 1  2 3 
 33.3
 

Total 5 2 2 9 100.0 

TABLE V. 4 

Fixed Cost Per Enterprise
 

(Tk. 000) 
'oc, rIW~ar ,Oth,*r Lu;tI.r Goods ,ll Lcathr C,.ds Al

L S L Siz.s 

Land - 375( - - :"o0 -" - 3167 -
T"ildiup 3 2500 - 30 1200 3 30 1850 -
l c,.irury 9.5 192i2.5 10 27.5 1940 9.7 237.5 ]Y. 465 
Tools irmi
quipr :n 26.2, ,1(25 

' t'hcr f~licy2: 

0.1 4 2250 21.0 4 1067 331 

iisc. 5.25 250 .5 4.5 5,0 3.7 4.5 333 102 

Total 
fix, d 
cost 44 8777.5 10.6 326 6390 37.4 326 7765 -

Total fix(.d 
cost (c'xclud.IP 
land and 
luilding 41 2527.5 10.,- 296 3190 34.4 296 2748 (393 
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Of the 6t5 par cant of i.trcprencurs who hnvc 10 years of cxpcri
( COOr . 7t p/.r " :, r,- owne.rs of sMAl ntcrpriscs. Agin,of the 33 per cc:n: of ntr, prinn.urs who havi. more than 20 ycars ofCxpc0ri nc., 7 pcr cmi; ;r owners of I zr,, ,ntcpriss. This seems 
to idic,-, that lrpcr .ntrpri s ot. own tbyb r.l-itivcly mor.:
exprQC'c i d Q,I( : s'.. L...on j by rvin. vc ly mor( w,1]-.ductc d) 
unt rcprv~lILnr. 

Sor, of the ontr prl n.urs h-v oth. v businesse,s rs wc-i.1. 2of the r..,7p ondnna Ls cl lnle( in own tnarics ,s w.11 whilc I cl:imcd 
to hVI. o!303Other unspecifjed busin.ss, ft is noteworthy th-,t
2 responcdu-nt.5 whc t:'nn:ris 

thL 
own Pre both ]arp 1e1ther goods manufa-

Cturers, Un., rw 
 ai, rip.ls procur,.mcnt is madi e' sicr In( thcirprofits cn',:m. Aid occount f tWe vrtical nt(gr'tion. oth linvc
30 y.::rr; .), :I: ri<.nc, in b.h Icathr business. Voth h.ve HSC level 
, ucation )i,d hv; )i.ploinn in j.ter Techrology ns wcll both arc
N:ov, 50) ywa.vs of wqc,-. 

,:,,.boW t. ntr.prrot~urs bec=lm. owniers of th2ir prco:-nt nl~t.erpri.-, A. SCenIV [leajL only per of
10 cnt the .:ptrcprcncmrs 
inh;rited
ti:,ir uinterprji.cs, th,: oth.er 90 pe r cent .Ithcr purch,.scd, found-d
 
ur r:t.d 
 L.hir ireSnt cnltrpriacn. 50 per c. nt Of hL enterprises

i ,,the "::,ipl. l,
1yln reetc. fro oK ic.rs by th i present c.treprLcnurs. ef thcp: 80 per cent -r- sr-,l1 .vt.rrris. This could 
)( in'dicavivW of tl, fcicc th--t srril (atc rprises ,ir.: not doing

well .,iid le Jind ica tiv 
too 

of the fnct. t )t stll .reterprise- arc
doin tIT wJlj You! 

not 
Lhcir on, rs lvc found it bc.ttar to r(.nt ti(n:,i

out to Pow Pow v(unt~jrSOnL :.ntrcprc.ncurs 
 r thcr thin run them
thMmsvlvs., 
 Ii' s is t( rno out Iby fact it 60 pt.r cent of th,:
cntruprcp-trs nh ivui rLnted thvir s lntc'rpriscIve less than 10 yenrs of xpc rJnc, in them 4 . for) L of t',r, large entcrprises 
in the s PIp.h:vc inh:ritcld. or rentcd. 

http:uinterprji.cs
http:busin.ss
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Fixed Investment Costs 

The 30 per cent of enterprises in the snmple considprod as larg, 

cntcrprises ara all using th.r own land -,rd building: the rc'st 

operate on rentd praoiscs. A.vrag, area of land usad by An. lnrge 

Mcntrpr.s, s '1)o:. 2i( cimals per entcrpri.rc> with th2. valn~e of 

land P r :.tcrpris, at curro:nt prices biar, about Tk. 32 lakh. Build

in:r. i;vari:.lly pukk;,, co,.t of building for the larg( cnt,..rpriscs 

binpg beat: iP.. 1 1:h per enterprise. For th': medium and mall 

enterpri ... :; usin rcio, d prnmi;s,,, nn nitil payment (advance) hs 

to &x. pid tor Cho r. no d qa,-,.c .nd n monthly rent is given. Average 

amount of a( v;mc, that l-is to F) paid comes to about Tk. 30,000 per 

ontorpr'is_ (for ,.diu, ) id Tk. 3,000 pr cnterprisf (for small enter

prise). :iutnl i; bout. Tk. 0D00 pcr ,mt.erpris( (medium) and Tk. 

640 per ,:nt.rprisc (small. 

lAchinery, Lools -nd rquipment consist of sewing machines, form 

a and -;rr-l3 tool,; costina about 'k. 24.15 1ah per untcrprisc for 

large enucrpt is;.S, Tk. 2.." lakh per untcrpris, for m.dium sized 

unterpris:. nd '1k. 31,000 per ,nterprisc for small ,ntrpriscs. 

The small, r nterpris,.; tin not operot, complex mochincry but employ 

manual procsc,-s usinj, simple tools and vquipmcnt. TAbl V.4 lists 

the various fiK:d cost .]Ac at:, for the sample enterprises. otc 

tht fixd cost p r .. tvrprisw comes to about T: 34,000 for smno.ll 

cntcrprisus, Tk. 3 Ikh for medium and Tk. 23 lnkh for large 

enterprises producing lcnthcr goods. 

The rcpondents w.r,- ask,d about thc initial c:pital they had 

put into their enterprises and Whi mode of financing. The amount 

of initial cnpital involved sccm.wd to hmve ranged from Tk. 5,000 

to Ti. 15 la,:h in thr case of leather coods and from Tk. 5,000 to 

Tk. 3.25 loklh in Cho ease of footwear. The average amount of initial 

capital for eh,. samplc ,ntarpriscs is shown in Table V.5. It appenrs 

that th,. totAl initial capital is about Tk. 10,000 for small 

http:entcrpri.rc
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TADLE V.5 

INITIAL CAPITAL PER ENTERPRISE 

Foctuear 

Other leather 
goods 

5ma 11 

0 

10.00 -NA 

10,00 -

0 

27.5 

Medium 

D 0 

25 

1500 

Largo 

200 

-

Note: 0 = Own funds, 0 = borroued funds. 

TABLE V.s
 

EXPANSIOrN CAPITAL
 

Amount fo expansion capital per enterprise
 
Type of 
enterprise iqn. of enteri- Machinery, Ousiness Total 

ses that have equinment fund 
expanded (Tk. 000) 

Footwear 2 500 15 515 

Other leather goods 
 1 - 25 25 

All leather goods 5333 
 18 551
 



ontcrpriscs, Tk. 
29;000 for thp 
mcdiam-sized cnterprises, ind Tk.
 
2.25 1.!kh for T-1.rp(. footwear cntcrpris, and Tk. 1.5 lMth for 
lnr;v, l&.1.,thr go)ods c tLrpri:.,. Initial capital fundcdwas from 
own furndz; or Crom borrowcd funds. ',11 the entrepencurs stated that 
the sourer o ow.1 cIpit.ll is own savings. Onc rcspondent had of 
course inhir !t hid cnt.rpri-sc W2n! d put "!"TI:. 5,000 of his own 
motley (from 2-nvinp) into the -usinss as initial capital.
 

Only l rge ,t. uprisus scam to hgv recoursc to fundL3 
horrowd troin i n:titutit-mi sources in upscttirg their enterprises. 
About ,7 .r c.nt of th larec (-ntCrpriscs (20 per cent of the tot;!
numbu-r (f wtrpr-,s) hlx;w h d r.coursu to borrowed funds, the 
aver .0gc.i of borrow:J th.ip by Io ryo ,i; ont, rprjsus buing bout 
Tr. 2 1kh. <orwinPiO hns r: IprvscnLd about 86 pi r cent of the total 
iNtial c tl;W&I ,! for L;,o .trpri... (both lo .. footwunr nnufn

cturcrs) 
who have bod occ:.ss 1.: insciLution:.l..y hoirowed funds.
 
Borrowing from i. [ormnl aourc~; has not figurcd it ill in the matttcr
 
of financing iMUitiaj capitnl 
 for scuting up th. chturpris.s.
 

Only 30 per cent of !:h rntcrpriscs sXMeI,to have recorded any
 
expansion in fix.. I.sse.ts durina Li 
 Inst 3 years. Thc numbCr of 
r:turprincs rcporting rxpris.ios cdn the amount of expansion cepital
 

per cnt rprfI. is 5.hown in Trhj, 
V.
 

For tP cit:rpriscs who hav, oxprnded (30 per ofcent all cnnlcr
prinscs), the avaraga rnount cuxp capita]
of nsion is secn to b:, :ibout 
Tk.3.5 .lani., 95 per c nt of which rprcsent an xpnnsion in machinery 
and equipmclnt and 5 pr cent rin cxpnnsion in business fund.
 

The source of cxpnn:iion capital has brn stated to b, reinvcstment 
of profit in most of tL- co1: s. orrowcd funds (frou institutional 
sources) lhv-e b.,en obscrvd only for cas,.s which b-iad recoursc to 
institutionn.l borrowin- in setting up -hir cnterpriscs. Since such 
cscs 7r, infrqu:ne, it follows th,-t borrowing notIbes figurr:d 
promirnintly J Lh. financing of cxprnsion capital. It is interesting
 

http:I.sse.ts
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to not,. that one -rI c footwetir cntorpris,- which borrowcdhad Tk. 
3 lakh from bark -!s initi;,l capitnl hd rtcoursc to nnother Tk. 
5 lWkE of cr.dit to finrncCx..Xpaosion. Such c:scs Pre however quite 
'nfrcquc.nt. 

Capacity Utilization
 

In 11w csv of .ootwcnr cntnrprises, two months prior to each 
Fid "re pcrcd.; of p .--:;A:lcs, the 8rcmnining months ca.n bc consi
dered .; tht.. n o-pc,2k p'..riod, In thL case of other lenthcr goods, 
Li .r. ,r n , di..tinct nc k and non-pnnk periods; sw cs ,rL roughly 
".Vcn lhrou, houA L...',r. Thc ]lvcl of opprition of th entcerprisas 
i.: :.;hown ..j: T: l.t1,V.7 

i'otic, from T:0. V.7 thit th':: ic-ahIr goods e'ntcrprisc! arc. 
rill. f'inl , Iy Lii cd throughout th yc:,r .'f we take 300 ciny s 
; y,: ,r n I(.Hhours p.r d-ay as our notion o full copacity, th.n 
full cap c y ,t i :,,.io, iou: nts to /,:K; hours -)f ,,or!: pi.. y-.Ir. 

Ynll i:s("o1 th_ ,1Mt,,pr: itilizing vrinly mranual precssn, this 
cn bc. r:ducAio 700 p 'r2to hourr: yc:r; tLi tWORi shows Lh. cOrrespond
ing cappciy u:iliz:aticu rates in brackets). Tic- c."ta:er poods enter
prises ,Tnono i W t ca., at a:wr;O cent of capaciRy. In parti
cular, th, Iotw -r csiLrprises operate nttbout 57 
 per cent of 
cnpaciry ALL thc sM.N.r COes beinp more effecLivel y utilized. 
The other loati -r gords rnterprises; are opetatcd more intensively, 
at: abo 2. : r c ,ent,with ut iiiz -tion i.crv:,stn, witl! tl. ize of 
the ,'nterplises. In particular, V,' .l;rgc otbh-r l ather goods 
n:,orprpr-:.. , re -een to or'nitc at 75 per cent of copacity. These 
Cr~t.erpr- . ,-:; a : mostly export-,,i.nted and face a steady demand for 

Mheirproduct ,trugiout the y:cr. They also havc recoursc to working 
capital finonc.i[ g from institutional sources, The smaller 
enterpris-.s, ion LAu ethe.r hdnd , are gena-ed to local markets, fac., 
,nc-rtain aind Rluct,.-'ting dwerand for their products and have diffi
culties in rnisin, workling cpitnl require;c-nts. Consequently, capa
city utilization is on the lower side. 

http:nfrcquc.nt


TABLE V.7
 

CAIPACITY UTILIZATIJN 

Peak months Non-plea( mo-nths 

No.of N1.0f nof No.of' 
 No.of Capacity

dayr per hours days hours hours .liza
month per day per per day per year tion 

month rate (%) 

Footwear 

Snall 23.75 12.00 19.90 11.00 2051 30 (71) 

Large 25.00 8.00 25.00 8.00 400 50 

Other Leather goods 

Small 25.00 8l0.L 25.00 
 8.00 24P0 50 (67)
 

MediLn 21.25 11.75 21.25 11.75 2990 G2 

Large 
 30.00 
 I .00 30.00 10.00. 3600 
 75
 

1ll leatiher goods 

Small 24 01 11.20 20.60 10.40 2789 50 (78) 

-Iediumr 
 21.25 11.75 21.25 
 11.75 2990 62
 

Large 26.J7 0.67 250 7 G.67 2775 58 

All sizes 24.25 10.55 22.55 10.15 2854 60 

Note: Figures in brackets correspond to the rates corresponding to notional full 
capacity at 3600 hours per year,
 



48
 

Consumption of Raw Materials and Accessories 

The main rat: material used by the footwear and other leather 
goods r'itcrar.-'ses is finished leather, while accessories used are 
chain, ki:Ltons, thread,' um, living, monogram, zipper, fitting mate
rials, .i;r:oic, rubbor, chemicals, so iution etc. Value of raw matpe
rials (in.r h.d cowhide, buffalo hide, goot and sheep skin) and 
arc,,snri., -)rC.rlrprise pet on th on average throughout the year 

Si,-;'Show0n anb V.2. out j/i 2(1 sq. ft. of finished cowhide, 
5200 sq. I t . o buth nl hide ,nd 1000 sq. ft. of goat and sheep skin 
arc used on average pjr month by each enterprise. Credit purchases 
.fr rI:trialsar, tile usu,- practice as will be seen in details 
later. 

hi:r mnr!,-t pliics for purchas-. of raw materials and accessories 
are ,azariby Bnshal and Sdarvlut. Hazaribag is the principal 
centre for purch-,cs finishedof leather whilc Bangshal is the main 
ccntre for ,ccessotics. Purcha :s madearc from wholesalers in most 
cases. wit, thc freqnucncy of purchase brnint 7 to ' t:if-.,cs per month 
for the footjwctr mal,:crs and 5 to 9 times monthper for the other 
leather goods manufncturcrs. 

Employment and Wages 

The industcy offers employmcnt to a large number of workers, 
about 25 workers per cntcrprise in footwear and 14 workers pci enter
prise in,othcr leather goods. Casual woikers pr:dominate. Employment 
Wo4 wuaz are sk.cwr in Table V.9. 

rtkbut CO per cent of the areworkers casual workers On ave
r-age, ahki-u 21 workers are employed per enterprise with an ervcra:ge 
monthly waoe pr. worker of Tk. 2140. Workers are usually paid on 
picce ro1:, basis, 
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TABLE V.8
 

AVERAGE MONTHLY CONSUMPTION OF MAIN RAW MATERIALS
 
AND ACCESSORIES PER ENTERPRISE
 

-- ------------------ (Lt 

\;alue of maonthly con';umption 
per enterprise 

--------------------------------

akawmnterials (ccessories 

Footear 

Small 68, 578 

Large 27,,80,000 

Other leather goods
 

Small 
 69750
 

-ledium 
 1 ,01 ,500
 

Large 
 -13 G60000
 

All leather goods
 

Small 
 53,121 
 17,452
 

Medium 
 1.01 ,50c 
 25,000
 

Large 
 23 ,0G. 067 
 2,11, 9 63
 

All sizes 
 7,30,OG1 
 77,321
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TABLE V.9 

EPPLOYMENT AND WAGES PER ENTERPRIS.
 

No. oF work rM 
....... ... ...... .. ... ..M nt hl y.. ... . ..


Permanent Casual ToLal 	 wcge bill 
(Tk.) 

Footuwear 

13mIl - 5 5 5,455 

Largc 
 15 50 65 
 1,62,154
 

ther leather goods
 

Small - 2 2 2,000
 

Meadium 4 3.5 7.5 7,333 

Large 
 - 40 40 45,000
 

All Leater good: 
Small 
 - 4.4 4.4 4,923
 

Iledium 4 3,5 7.5 7,2T3 

Large 10 46,7 51'.7 1-34,3S O 

Jll sizes 3.3 16.9 20.7 44-305 
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Miscellaneous Operating Costs
 

ni--scolicou-; op,:riting include forcosts paymr-nts electricity, 
spar..s, tpaiis ,:d mnaintci.anc, costs, transport, rent, etc. Monthly 
costs pcr ,t.rprisc fnr oll leather goods to TIk.come obout 3,490 

itcr'priscs,for _;mall A.:, 7325 for medium cn-rprises and Tk. 23,150 
for larg_r c,;:orpriscs. Tis is shown in Tabl V.10 

Output 

Outu consists of boots, shoes, sandals, tc. for the footwear 
entcrpriscs ,nd ng. brits, suit(.c.ases, hdb;r sh ' lickets, trousers, 
etc. for th n.,r luather poods -ntrprisrs. Nonthly value of out
put pnr cni.cr prise is sihown in Taile V.13. 

Sonic of til, lr. c footwear mInulac -urers produce boots, for tle 
Army, _, IA- i. nd ,':a.r., o: order ba. is Lhroughu. the ycar and 

n wrontcodthus have t sales out) .t. Other footwear manufacturers 
producec she.s -,nd :soaidnl.-. which they sell mostly t,: wholcslers for 
distributic,n to tL domestic markt. Abont 30,000 boots as supplied 
each ycnr by thl: 2 largE: ootwar m,,':,ors ir the sample; small fnot
wear maker: produce ahmut 385 pairs of shoes anid 150 pairs of sandals 

per month. 

Output (,Lsposal is to wholsalers in the domestic markct: and 
to Army, PDR, Politc, Ansnr etc. in thc c .sc of footwcar and 
retailers, wholesalers and forign importers in the case of other 
].eather goods. The (-xport marct serves :i; a major outlet for th::: 
product.,; of' thc. larger other 1ather goods manufacturers. For the 
small rothcr leather poodr manufacturers all tic output is sold to 
wholesalers for distribution in t~bn ,omcstic market. KM(dium sized 
and larc produccro :ail on avrage about 20 per cent of their output 
in the export market while Lhc rcnianini: ,O ner cent i.. sold mainly 
to wholesalcro in domesticthe market. 
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TABLE V.10
 

MISCELLANEOUS COSTS OF PRODUCTION PER ENTERPRISE
 

Monthly costs (Tk.) 

Small Medium Large 

Electricity 
600 1400 

Spares 
- 500 750 

Repairs 
75O 225 1167 

Transport 600 1250 3333 

Rent (including water & gas) 640 2000 1500 

Others 1500 2750 15000 

Total 3490 7325 23150 

TABLE V.11
 

MONTHLY VALUE OF OUTPUT PER ENTERPRISE
 

Monthly valte of output
 
(Tk. GOO) 

All leather goods
 

Small 

94.00
 

Medium 

237.75
 

Large 

3356.17
 

All sizes 

1101.40
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Costs tnd Returns 

osts aad returns are shown in Table V.12. Only the aggregate
picturc for ,1.] lccather goods (footwcar ond other leather goods)
is present :d. it appears that profitability is quite high for the
leather good,- ;,mipufacturers. Gross Profits rnngc from 1c. 1.8 inkh 
for small ent.pris!s to Tk. 11.6 lnkh for mfedium sized entcrpriscs 
to TI.. 31 6 1:..kh for largc ecntcrpri;cs. 

Working Capital 

Shortage of working capital appcars to be n major problcm formost of t hec(ntctj.prises The entrcprcn(.urs meet their working capi
tal rcquir.mi.nts froin rcinvestcd profit, credit purchnss of raw
material, ,;nd from short-trrm credit obtained from institutional 
or informal sourccs. Th-rc remains , large shortfall in relation 
to rccl:Lrcrntnts which accesc to cosh credit could resolve. The 
on[,repr,.n(-urs f,-el tiat provision of cr!dit by the banks on easyterms would 'lead to increase in capacity utilization and higher
profit,ibil ify. 

Availablc working capitnl was calculted on the basis of avcrage.
sLock of inputs end finished products, c-.sh in hand, amount
outstaod-ag on sales and liabilities on in;,ut crcdit. Working capital
availability was calculated at about Tk. 43,450 for small enterprises,
Tk. 31,000 for medium and Tk. 21 lakh for large enterprises. The
 
larc enterprise,; 
 cater to export markets supplying such items as
lc;lther ,ickcts ;ind trous(rs, ladi.:s' bags, etc. and in the case
of footwear entcrpri.sc3, supply boots in bulk to Army and BDR. Work
ing capital availabilily (A) and rcquirements (P) calculated on the
basis of costs of raw materials and accessories and other operational
costs for o,,c month based on curr.'nt capacity utilization rates are 
shown in Tabli, V.1-4 
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TABLE V.12 

COSTS AND RETURNS FOR ENTEIFPRISE 
(ANNUAL BASIS)
 

_ik. in lakhL_.-
Small Medium Large All sizes 

Value of output cost 11.20 20.53 402.74 132.17 

.>w materials 6.30 12.18 276.00 G8,66 

c'.Ccesscries 2.09 3.00 25.44 9.28 

Labour 0.59 0.00 16.15 5.32 

Others 0.42 0.88 2.78 1.22 

Total cost 9.48 16.94 321.17 104.41 

Value added 2.39 12.47 16.15 5.32 

Gross profit 1.80 11 59 01.57 27.69 

TABLE V.13
 

wnRKING CAPITAL REQUIREMENTS AND AVAILABILITY PER ENTERPRISE
 

% shortfall
 
R-A 

Small 79,000 43,450 45 

Medium 1,41,107 00,975 43 

Large 26,70,417 20,79,000 22 
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Wurking Capital Financilip 

Credit Purchne of Raw Materials and Accessories
 

The- v luc of 11aw materials and accessories constituted 89 to94 per cent of tot-:l cost of production, "ind finincing thcse purchases compriscz Lhe main burdFcn of financing for the enterprisescerne d, conit ;-,ppers cLh.it credit purc1-uxs of row materials and accesoris comprize tLe princip:il method of short-term fina"ncing. Other
financing instuImcnrLts anrt r,-invested profits and cash credit obtained from institutionl or informwl sources. The role of cash crcditis, howcver, quite limited. Paw materials -re procured on creditfrom the tnncrics; in Nia.i7ribng nrf iso from traders (wholesalers
and retnilers) dealing in fiinishcd Liather.
 

The proportion 
 of finished leather bought on credit is shownin Table 1.14 for the different types of enterprise. Note thatmedium a d small cnte,2rprises depend 
the 

to .:imuch greatcr extent on creditpurchases thran do the largc eitcrpriscs. This is undrstondablc
in view of the fact that the large enterprises the(especiallycxport-orientcd ones) haVe access t, bankc financing in view of theirlarger contricts and ability to provide the needed collateral. 

Th.,: sull~rs of finished leather add premiuma to the price whenselling on crudit. The value of .sales comprises then the amountof credit: offered while the premium represents the implicit intereston credit. Prices of finished leather when sold cashon basis varyaccording to the atinlity of the leather and 
are shown in Table V.15,
 

About Tkc. 2 is addrd to th.- price of finished leathersales arc made on defe.rr,(d paymcnt basis. Thc, 
when 

durationvaries from days to 
of credit15 90 (Pys depending on tho particular arrangc.ments agrc.d upon by the transactors. Implicit annual interestrates vary fro. 41 to 243 per cent. However the usual durationcredit is 45 or 60 days, 

of 
so that implicit interest rates vary from 
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TABLE. V.14
 

CREDIT PURCHASE OF RAW fMATERIALS 

Proportion of 
finished leather
 
bought on credit (,'.) 

Cowhide 
 Buffalo hide
 

7ootwear 

Smell 
 00.75
 
La rc,r 
 37.50 
 45.00
 

Other leather goodn 

Small 
 50.00
 
Med iuIT
 

LArge
 

All leather goods 

S9all 65.00 
[indiuL' 
Large 
 37.50 
 45.00
 
All sizes 
 54.70 
 45.00
 

TABLE V.15 

PRICES OF FINISHED LEATIIER 

Price (Tk./Svt.) 

Cowhide 

Low grade 
redium grade 
High graoe 

Buffalo nide 

Goat ane sheep skin 

Sole leather 

20 - 30 
30 - 40 
40 - 45 

35 - 40 

40 - 45 

60 / lb. 
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61 to 81 pc.r cent for viost transrctions. Tn gcncral, the smaller 
cntcrpriscs facc, shortk.:r durritions of credit (and hence highcr 

i.'plicit t tCS)' they nre therefore forced to transact more
fr(quently c-mphrcd to Lit large eitcrpriscs in order to meet their 
requirm(-,nts of raw materials. 

In the cast of IccLssoris, rcdit purchases arc again common. 
The monthly cons,wiption of .,cc'xisorics, and the proportions of cash 
and credit purchnnc ann'1 the. duration of credit arc shown in Table 
V.16. 

TIBLE V.16
 

CASH AND CREDIT PUINCHASE OF ACCESSORIES PER ENTERPRISE

(ALL LEATHEIW G{I[DS) 

V21LJZu of I'nsh 'urch.sc Crcdj t ,;urchaso Duration
mont'1y °'of Value ,!of Value of credit
 
consump- total (TkI) total 
 (Tk.) (months)
 
tion(Tk.)
 

Small 17,452 42.5 
 77 17 57.5 10,035 1 - 2
 

lodium 25,000 37.0 
 9,250 63.0 
 15,750 1 - 2
 

Largo 2,11,9,i3 53.0 1,12,351 
 47.0 9,632 1 - 2
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The premium on credit that is usually charged is Tk. 2 on every 
Tk. 100 worth of purciinses. The implicit rate interestof varies 
the;n froi 12 to 24 per cent annually. Since smaller (and hence man
agcnhl) sums are involved in the purchase of accessorics, charging 
too high  prcmium would simply lead to a situation where manufac
turers strz in hrder to make cash purchases. Jonsequcnt.y the impli
cit rate of interest reflects mostly tra'nsaction costs on the part 

of the. scllers. 

11ost of th, re2spondents (90 per ce-nt) stated that repaymcnt 
of credit is in cash. For 10 per cent of the respondents, repay
mnent is partly in cash nad partly in output. Upto 50 per cent of 
rc,,yment in rlutput tcrm:;, hasi bccn observed. In casessuch there 
is -. dJscoui:t on output pric- amounting to -bout Tk. 5 per sq. ft. 
which impliLs 0n imljcit JntLtrest nte of about 68 to 135 per cent 
depending on duration credit (I orthe of: month 2 months). 

Credit Sales of Output
 

About 50 cent the goodsper of leather producers reported sell
ing output on crr dit. The incidence of credit sales of output is
 
more pronounced in the 
 case of footwear mnuf:cturcrs - 67 per cent 
of the footwcar manuf:-cturcrs reported selling to wholesalers on 
credit, whi]2 only 25 per cent. of the other leather gods manufactur
ers sell on credit. Tij fact nll the smll footwear manufacturers 
sell Output, wholly or partly, on credit. The duration of credit 
varies from 15 days to 3 ronths depending on particular cases, but 
in general .a 2 iionths duration is common. While information on the 
premium on output price resulting from credit sales could not be 
ohtained from all sources, some sources indicated that the premium 
is oft(,it as much as Tk. 24 per pair of shoes, which given an average 
price of Tk. 175 per pair, indicates a mark-up of 13.71 pur cent 
or an implicit rate of interest of 83.4 prr cent per year.
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Cash Credit
 

About 70 per cent of the entrepreneurs surveyed did not have 
access to jo 3institutional ns. of the entrepreneurs (2 large and 
1 medium) had taken working capital loans from nationalized commer
cial banks (NCB) butt were unwilling to reveal any information about 
the loans. Only n,: ertrcprcneur provided some information - h 
had tahen loans twice it hin the List 3 years from Islami Bank; the 
amount of aiich loan bein , IM. 50,000 (obtained as cash finance against 
work ord,:r) t"i1. duration 1c,m 2 months. Theof was loans have bee n 
repaid. It is nt _,r"sting to note that 2 of the 3 respondents who 
reported rlc,.ivin , ]o'ns from NVCBs had earlier received loans from 
the same NICbhs for setting up their -nterprises; their subsequent 
rcc :ipt of workigp, capital lorns reflect their relation with the 
banks in qucestioi , 

Most of tli, respond,2nts reported that they do not take loans 
from informal sourcus: information was possibly being suppressed. 
Again, it nppto. rs froni knowledgeable sources that direct informal 
cash borrowiing is not vLery significant in any case. Trade credit 
compriscs the mrjor sourc(e (for most, the only source) of informal 
finance. On.:, respond nt reported taking wheneverloans, needed, 
from friends -Ind rcl;,tives, the -mounts involved being Tk. 30,000 
to Tic. 50,O00, Lhc usual duration of credit being 3 to 5 months. 
All prcvious loans have been clcared and the current amount due (Tk. 
50,000) refers to the lst lorn taken. The entrepreneur mentioned 
that no rate of intores is chairged on these informal loans. While 
no interest is piid, 40 per cent of the, respondents suggcstcd that 
borrowing is rcciprocal: they, in turn, providc interest-free loans 
to fri-nds and rcl:tives whenr'vcr th,,y arc in need of short-term 
financing. The loans are given ot 2 to 3 times per year (one respon
dent cl;ims th;ft he provides loanjs to others 8 to 10 times a y(ar), 
the duraticn of credit ranging from 2 to 5 months for the different 
cases (one e-,ntreprcncur claims that he provides loans to fricds 
and r-lativ and there is no specified repayment date). Informal 
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crcdit, citlijr givLn or taken, is rcpaid in cash. The 4 entrepre

neurs who stfatLd that thLy take rccoursL, to such informal borrowing 

rnd lending cmph,'.sized on the fact that they would like to have 

acccss to bhank [o:,ns but that lack of rollatura.l is the maiin reason 

for their not being .lic to sp'curc institutional loans. 

It can he noc: ! td : ,t . of the ,)ov, -mentioned 4 respondents 

(engrginp, in ,orro;. in; and .,ndi pn lonL,' informally) stated that 

they hav of Li, roccivcd loara from in formal sources on the )asis 

of secuiity provi.d M iy influntiol thir' prtics. It wo] d appear 

that thcs. ruspozdmnL:; have tWken loans from parLies other than 

frionds anW vativ <s, and that postosJa y intcrest was involvcdc. 

It is also Woa.o tht t!".,, do not wi:sh Lo rcv,.;ai the identity of 

the lcnd.rs or any detail rug.rdj.n tLhe transactions. All the 

cntreprent urs clearly :,,t.d , hWver, that the loans they have taken 

from informal sourcs have hll,:d them to incrcase the profitability 

of their cntLrprises; clearly Lhe loans were usCed for financing 

working capital niads of thcjr enlvrpriscs. 

Th categoties of informal lenders other than friends and rela

tives rcra, th.reforc still quite ague, although ia could b dis

cerned thait some nioneylenders Prc at work. One such lender was iden

tified as an jIrpo1'tcr of c'mcnt- he lends money to the respondent 

is question on account of nis long-term association with him; presum

ably he utilizu.s sLo:-c-tcrm surplus funds for his lending operations, 

thereby ,-cei.a8 rat-s of insrcst higher than the rates offered by 

b:.nks on shet-term fixcd deposits. rt is clear, however, that such 

transctions are confined to parties chat know each other well, or 

are conn(ctLd by in influentiol, third party who knows either party 

well and can vouch personally for tn. horrower. 
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Not much of :Idditional information could be obtained regarding, 
the cxt-nt z.ind rodaJitie.s of informal cash borrowing and iclding. 
It remains true, howuver, that such cash credit is not very important 

to the leather goods 

in the fin:incing of leather products manufacturing. Cred:i.t sale.s 
provide thL mlost important rout- x,'hcr,..by informal credit is channeled 
to the ,1',.rcprcncu. The providers of crt-it being thc lcather 
manufnctururs oi lcnthcr trndcrs, it: I.com(:ls clcar that the informal 
credit r-irk t-... Ji so for as it i elates 
irdustry,is -1 highly sr ,gmnntLd mrkct with its own norms and 
rptionnlity that ;ppcars to function raL:lier well. 
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VI. THE RAW HIDES AND SKINS TRADERS 

The large tradecs in raw hidus and skins opratc arats in the 
Posta area D and most the hidesof iaka lindkc of raw and skins 
trading in the country. The ch.ianc] of distribution of hidc:s and 
skins from the primary source.s in rural Banglndcsh to the arats at 
posti is as follows. Collectors buy hidcs nnd skins from the primary 

sources and perform ,.(mcntarv proc.ssin, operations such as salting. 
Fariyns buy t.iiu hides and skins from the collectors (usually on
 
credi.t) 1ind s(_ll to thu traders. Trders in turn sell to the nrats
 
in "ostn (and, in nm.:ll.ur measure, to th. khatung.nj arats in C Mhitt
gong). T,.s P'ratdirs sll the mattrinls to the tanncreis cithcr
 

directly or through oWar trad.rs.
 

In tiis s ction, thc iratdars aind triders at Posta and their 
activitits withi r.. p, ct to procuremnt of raw hides and skins, storagc 
and disposal will he consider, 0. In the sample, 4 Posta traders 
were intrvi-wcd. They are all quite experienced in the trade, their 
experience raringing from 5 to 40 yurs. Their trading operation is 
their full-time occupation: none of the trad-rs have any othcr 
business. V'ouL 75 per ccnt of the businesses wc..e inherited by 
their pr.scnt owners; only in 25 pr cent of the cases were the 
trading Lnterpris.- foundd by their prcsent owners. 

The nwMrnge' ImoMIt of .initial capital utilizcd by each trader 
is nbouc. T7k. 20,000. .rorrowing has not figured prominently in the 
finnncing of initial cnjuta only I trader hi.d borrowed money to 
finance ij:itirl c.,st (1. !0,000 or 20 per cent of his total initial 
cost); the borrowing was from informal sources (presumably from 
fricnds or rLiatives sinco he clims not to have paid any interest). 
Thc source of own initti:l capital funds has becn pe-rsonal savings 
in all the cases in which inheritance has not i:igured; otherwise, 
money obtained from porcnts has been utilized. 

http:khatung.nj
http:nm.:ll.ur
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About 75 p,:.r cept of tie CntrepricLours had expanded their 
hus~ness Il ihe inst 3 theyears, expansion bcing in stocks, the 
averaR(, amount of cxpansion being -ihout Tk. 1.33 lakh. 

T ic bu;in, Ss faces distinct pevk and non-peak periods. The 
pen k l,,o'c) J; Ktw,' n 2 -nd 3 months, thcs(e are the. months following 
thc '3urbani 1-id:: iI-2i remaining months of the year comprise the non

peak )eri od , 

Procurcment- of Hides and Skins 

Hides ;ind si:ins arc purchased directly from primary sources 
and :,.so from 2idd ,cm. '. T!vis is shown in Table '1I.1. Ft iippc rs 
that tl, d,. cnd:,=.ce on middlemun i.s reduced during the non-peak 
period ,1ha'n ,r't-: t drm ,cr,, thc tcnt their. of direct procure
mo:,t 
 froid th prii:1,ry producuj,;. 

Th,, tra rdrs prly for thir purchaeus in cash or credit. On aver
age, :in px.a!: p-ri-;dU, a.u52 per cent of payments arc on cash basis 

arid 4 per c-nt o,; credit hasis. Th.,re ofare course tr:ders who 
ocrnte p)uruI(J cilion l :sihs arnd oth .rs who opertu purely on credit: 
b1)is. Spil't be:twer(: c;,sh/crcdit )ayicnts is shown in Table VI.2. 
Crvidii piuiCh1.S arc less pronotiIncCd during non-pnak periods. 

TAILE VI1.
 

PiRO]CUIREMENT OF HIDES AND SKINS
 

Source oak Non-peak 

Primary sourcL 333 60.00
 

[liddlemun 66.57 40.00 

http:cnd:,=.ce
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TABLE VI.2 

CASH/CREDIT PAYMENTS FOR RAW MATERIALS 

Peal< 

Non-pcal< 

' of payments 

in cash 

51.Li7 

70.00 

% of payments 

in credit 

40.33 

30.00 

TAOLE VI.3 

VALUE UF PURCHASES PER ENTERPRISE 

Value of purchases 
per monih in 

~k N o n pr!ak 

Annual alue 

of purchases 

(Tk.) 

Cash 

Crudit 

59,420 

55,500 

50,400 

21 G0u 

6,27,350 

3,44,150 

Total 1,15,000 72,000 9,71,500 
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On averagc, purchases of hides and skins amount to about Tk.1.15 
laikh per trader pcr l.oitb i, pvak periods and Tk. 72,000 per trader 
per month in non-peak periods, or Tk. 9,71,500 per trader per year. 
Credit purchases 're froqaint nho1 it 75 per cent of the entrepreneurs 
buy -.11 or part of their procurement on credit basis. As seen &,u'li-
Cr, about 48 per cen-t of payments are on deferred basis in pc:1k 
periods :nd 30 per cent in non-peak periods. On avcrage, about 
Tk. 56,Q0() i.:orth of credit is taken each month by each trader in 
peak months and about Tk. 22,000 in non-peak months. Cash and cr,:dit 
purchas> , re' hown in Tabh: 71.3. 

Cloarly, credit purchases form a dominant source of working 
capit:,l fin-ancing for the, tr,:Icrs. Crcdit purchases arc made both 
from primary sourccs and from middlemen. 11henever credit purchases 
rir, made, ;a ple:iim on pric(. hs to be paid. The usual duration 
of cr,.dit is 15 to 90 dayc depending on the relationship between
 
the trnsactors involved. Averagc, of
priccs cowhide and buffalo 
hide on cash and credit purchases ire shown in Table VI.4. 

Given tha premium on credit .nd the average duration of credit
 
(60 days), the; inplicit nnnual 
 rates of interest can be calculated. 
These arc shown in Table VT.5. 

For making cash p1ymcnts, the traders assert that they use their 
own funds gcncratcd from their business. They do not have recourse 
to cash credit from institutional sources, and do not normally seek 
any informn2] credit. In rare cases, borrowing from friends and 
relatives have been made; in these: cases, no interest payments arc 
involved and the duraLion of credit is upto 6 months. No collateral 
is involved.
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TABLE VI.4 

PRICES OF HIDES AND SKINS (PER PIECE) 

in k Non-punk 

fish CrL it >rrnlium C'sh Crudit rCmium 
pr.rc pr ic on pric,, p rice on 

c I .ri. crudit 

Codhi dC 300 350 511 400 475 75 

[ Jffnlu hidc ."50 4k10-500 30-50 7. 500-520 25-45 

TABLE VI.5
 

PREMIUM ON CREDIT AND IMPLICIT ANNUAL INTEREST RATES
 

nk N..n-puak 

irer:i I Ra-t, of aromium [%)to of 
interest interest 

Cowhidu 16.67 101 
 10.75 114 

!,;uffalo hido 6.67 -11.11 41-60 5.26- g..'/ 32-50 
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Other Operating Costs
 

Procurement of hides skins
and constitutes the main cost element
for these trading cntcrprises. otfher cost elements comprise payment
of wages and salaries, rent, transport cost, cost of chemicals, and
wtiscc:laieous other costs. These irc shown in Tnblc VI.6 

Sale-. of Hides and SkLns
 

ThL annual 
 v-ilue of sales amounts to about Tk. 11.45 lakh onaverage p-r enterprise. Sales are made to tannerics directly or 
to middlemen. Crc,dit : ilcs are frequent. A premium on credit is
involved wiLh thi cr-(dit price, higher than the csh Frrice. In sales 
to the sr .l l crc.dit ;les uptoof 100 pcr cent 6rr oftenmId, . -v. ra,, nbo-. 50 pur cent of sales to the spi..ll tanneries 
is on credit with rivert rilratiori of credit ofan 

2 tonths. In
sales to thc l..;rg. t~rnncri;s, 75 to 80 per cent of total sAles areoften on credit bnasis. Th,. duration of credit vatries, and is 20
40 days for 1-3son.:, months for others and even 6 months in some 
cases. The typical duration of credit is 1-2 months. The sales 
prices of hides -'nd -,kins arc shown in Table VI,7.
 

Givc:. a duratiop of crcdlit of from 
 1 to 2 months, the implicit
ri,:ts of intLr.e>st chargcd on credit sales becan calculated. Thcse 
are shown in T,-blc VI.P, In twi case of cowhide purchases, intcrest 
rates range from 65 13to p,:r cent for different borrowers during
the peak period ,,nd from 48 to 96 pcr cent during the non-peak period.
For purchases of buff.lo ,lide, the rnngc is from 66 to 131 per cent
during peak cnd 55 111to per cent during the non-peak period. 
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TArLE VI.5
 

OTHER OPERATING COSTS PER 
ENTERPRISE
 

£Annul basis2 L .. 

Tko 

Walgus L.Salarius 
9060
 

kent 

2000
 

Trrsport 
3950 

Chemic.!: 

1000
 

Othc. r 
700 

Total 

10,310
 

TALE VI.7 

SALES PRICES OF HIDES AND SKINS 

T. qr.pieceL_
 

Cash salus 
 Credit sales 

p unk Non-puak [eak Non-peak 

Cowhid: 325-373, 450-500 350-425 475-550 

%1uffalohide 500-52J 530-570 550-500 50D-620 
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Profitability
 

Sale~of hidcs and skins Imount on avcragL to Tk. 11,45,000 
annually. Civen the cost elcments outlined pieviously, the gross 
profitability per cnterpris .. cn be Ehown. This is depicted in Table 

Working Capital and Financing 

The traders considered that their main nroblcm is shortage of 
working capit':l. *'.vilahin working capital calculated on thu basis 
of average stock of hidL,; ind skins, c-'s in hand, and amount outstan
ding -,nd liti:s crediton -ai 1T on input comes to Tk. 72,800 

p, r oItrpris. If working c-pi.tnI requirements are calculated on 
the basis of I'5 days . tcc! of raw mnt.(ri;Jis, rqtired working capital 
comes to Tk. ] 2U,000 ;-t current opur-7tionnl levels. The: shortfall 
leads tl,. tradeLrs to mnke mure freIuInt purchases with atterding 
jncracr-:, in cost, AvNilr7biiity of cash credit would allow thcm 
to be icss depcndcint o!. crudit purchases (rind the corresponding pay
ment of high iatcr(st rates); moreover, they could increase the 
average si.ze of stocks ind be less affected by price fluctuations. 
As seen alr-ady, credit purchases constitute the principal means 
of workzing capit.;) finncing. Cash credit from institution;-l sources 

is not ".vailnblu, while d pend.:nce on cash credit from informal 

sourc2s is miniml. 
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TADLE VI.8 

IMPLICIT ANNUAL RATES OF INTEREST ON 
CREDIT SALES
 

Non-poak 

Cowlhide
 

ror,.l, (;) 
 1 0.71 7.09 
iat of inturust 07.CO 64.00
 

D]uffilo hidr; 

Promium (,:) 10.7[1 9.09 
;itc of intcr(.st (0)7. T°00O 74.00 

Note: (3) ,umirig in avcr,-gc duratiori oF crudit of /5 days. 

TABLE VI.9 

COSTS AND RETIJRN:S PER ENTERPRISE 

Tk 

VJlu" of a1es& 
11,45,263 

Cos of rni nmrt rin- 9,71,500 

Othur u{rto, !costs n';310 

Total cost 
9,09,010 

Gross profits 
19F59453 

http:intcr(.st
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VII. ME LEA1hE. ANDO LFATIWR GOODS TR,'.DEPS 

Th,-r. .,.,c larg number of traders who deal in loenther and 
lcathcr goods conn- the tanne.ric.s :'nd luathcr wanufacthe goods 

turers or the clyportcrs, -,nd thL 
 leather goods manufacturers and 
the domrcPtic Cr-UUIHLLr. tr (ICrs w..rcf consid,-r,-d in the sample, 

in .,[Ltker2 . :inf, i'oods, 2 in f nish< leather and 2 in wet blue 
leather. 

Of the 2 .itl!ir goods traders cons'tdercd, one is a dealer in 
footwear (with g yn- of expe.riene.) theand other in suitcases 
(with 6 years of xp';riunc 2 ). Thc footwa-,r tr.?der andownr operates 
a plastic I-ctory wl.whiR th- othr trader has no other occupr-.
tion. The- .inishcd U athe.r traderF; hiav 5 and 13 yi.ars of cxperi
,lc.er,sp,.ctiv..],y -'nd on,. of them have -My otler husinc.s:; or occupa
tion . As theto wet blu,. t-r,:ders, both .. Com.nrc. dcgrc; hoders 
and cach I;:; ".out J v .ars o cxp(.ricnce. iverc:p, a1C of 6the trn
dcrs if- about: ,7,nvernge levCl of edt,ca!tion .givan by numb'r of years 
of schooling is 5, .:A :-vrarr iumbec yearsof of experience is 
13.83 years. 

No;:. of rshihc t-rad hivi,, inhcrited ticir firm.3. Tlic enterprises 
were eitii..r purch, ,~, founded or rented as shi,.n in Table VII 1. 

,vcrg. amounln of initi-il capit;-l per trd,r is :bout Tk.
 
97,00O.This, is sl ;n in 711.2
Table 

!1or :,I]. thj tr. di r., savings scrve. -s the source of initial 
c-!pital, iorV,,y obtained flom p.-rLnts and :,ssetssal,- of provides

,vddt:-ional 
 .o,irc.s of ow. ca:pit'-il for some of tlhe enterprisi.s. It 
i:: intercsti' Lo, note that horrowed funds obtaind by thc, wet blue 
t:rdc.r. w,.r,, procur(-.i from nen--insti tution.,l sources. 

'A]. the, tri(].rs surveyed ha d undertaken expnsion (luring tho 
last 3 y&,-rs. 'v.r,age amount of expansion capital (used in cxpansion 
of stock) was TI. 20,000 for the finished leathter traders and Tk. 

http:tri(].rs
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TA!jLE VIi.1 

MODE OF ACQUISITION OF ENTEPRISE 

C. L,i iti cn 
ttLrprisis 

Inh(r7itucj 

Fou7d, c, 

,urchriLcj 
17
 

nc adnt 

65 

100
 

TABLE VII.2 

INITIAL CAPITAL. PfER T1ADER 

Iypo of rador Sourrqcs Total3T ti ol 

inijtial1 
('w 'o: rcJwod capit l1 
Funds funds 

Lcther noods 91500 
9,500 

Fin.ithd J.',th,,r 5,300 1 000 G,300 

,; blU: 
5C,000 2,23,000 2 ;75,000 

All traders 
21,60J 75,333 96,933 
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62,500 for th. Unishc-d goods tr2.drs. Cn, of the wet bluc traders 
hod undcrt2', -,i; - w.ry 1-'rc xp-,nsion Tk.-- 50 lnikh in business fund 
_nd ',:. 32,500 in :toc!'. On. finished goods trader had also under
t-i! n: ;, c:.pn-icsi of pruiscs valued -t T!,. 2,50,000. 

Peak and Non-Pvak Period 

Pc:mL tr:'di:,,, t.u'. coir:i.scs i forabout month the. finished lea
tiicr trndc.1- , :-.,11 2 mony.h,; for tlic fi ni shod goods traders ond 3 
months fm, Lh% wct bin,: traders. Th,. wet bluc trading i.:- mainly 
(loneI ill p,- 1( Llimc. 

Raw Material Purchnscs 

On ,vLur,,, :, finishd l-',ther trader purchases 840 sq. ft. 
of ].p.th crper ",orb duri n(, i.h pe :: p,:rio'i and ',50 sq. ft. ol 
lcthcr ,', r Tnth during th iion--p,_,k pc rjo,.:. lamu of purclhass 
'mouni tc ik. 2.)1 Ikli annu,, ly, .', wet hlur. lrndcr purchases 5,000 
and 1,200 i..c..s of w(t bluc lcatihcr per :i;onth during the peak and 
rion-pn)(-I( pcriods rt.spLctiv.ly, the annuil valu!: of purchases amount
ilI. co TR:. ],I.; *1aid;. Qu antity irni vlue of purchiscs per cntcr
pris,: ar. siowa irn , ,'[1.32'K 

h. fii:-h,_.d goods tradir, bhuy the finished goods directly fromi 
J-1-, ,!nrnufct TI. finih.d li trach.rsv The th, r iru also scen to 
purchnse th:.ir st'oc,, dircctl.y from sole leather , d ]l ither mninufac
tur,.rs. Ti , w.t l)iuC tr:',icrs purch;,se: stocks from the tanneries; 
some buy frol:m mis w' 11. 

Operational Costs 

Annual operating costs i,,curred by the troders amount Tk.to 
24,000, T:-. 17,00f, Tk. i,W ,0C pr Lr-'dcr for finished goods 

http:trach.rs
http:rt.spLctiv.ly
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TIMl rJ- VII.3 

QUrNTITY AND VALUE OF RAW MATER(IAL PURCIIASE PER ENTERPRISE 

Annu,! 

t o U 1 U L Qnty V, lu1 v'lu c 
(Tk.) Tk (TIk) 

Finishcd 

goos(I 
1 Y3 914 50,764 C,67,460 

Finished 
lL'thcr 16UD sft. 60,102 JOG nft. 1700O 2,27,102 
UiLt blur-. E000 P.s. 2025,- 1200 pcs. 6,9U,0o0 140,G5,000 

TABLE VII.4
 

OPERIATING C.TS pri ENIERPRISE 

Finished 
 Finished 
 Wet blue

goods 
 lonthcr trider
 
tr-der trad- r 

U,0s 
 Solciri.2s 1 0 0 6,000 
 73,500
 
ElectriCity 


900 
 - 259000
 
kont 


2,400 
 5,500 
 20,000
 
Transport 


19000 
 1,200 
 4,350
 

U i r s - -
 6,000
Cholf,icals1 

P1 I Oo-5I i0 c0 0 I c _ 5 L0 ,0 000 

r'thurs 
 1,200 
 4,200 
 10,000
 

Total 

24,100 
 16,900 
 1,00,050
 

http:Solciri.2s
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finished leather ond wet blue t.ad'rs respectively. Such costs are 

shown in Tble VII.4. 

Sales 

Th.-- ,inn:1 v.-iluc of ' .;lcs!ount to about Tk. 9.5 lakh for r. 

finished goods uridNder, Tk. 2.9 Likh for i finished lcAthcr trader 

rind Tk. 148. I:k for -!we_:t blue trridcr. The Linish,d goods traders 

sell dircctly to rctiil,.rs. The finishcd lcath-r trndeis sell to 

finishcd g,,oods nnufncrtururs or o trnd,.r;. The wet bluc trndcrs 

s.gJl to th, t.'nrics (crust rr" [in:._d), trankrs involved in wet 

bluL 2xport, or (.port tlhe jether directly. The value of sales 

pur ent rprisc is shown in TO i VII.5. 

Costs and Returns
 

Costs and returns nr. shown in T&blc VIT .6. Gross profit 

amounts to Tc. 58,000 for loather goods traders, Tk. 46,000 for 

iinisl.d iR.ther traders and Tk, 6 Iakh for wet blue tradcrs. 

Working Capital
 

AvvnJ.hb'u, workin, crapitil :t currcnt levels of operation was 

cilculatod ;' '[ck.2.3 ln.khs for . finished poods trader, Tk. 76,000 

Eor - finished icthcr trid :rid Tk. 9.1 lakh for n wet blue trdcr. 

The, durn-tion, of stock i-: 15-30 dys for the finished good -ind fini

shed l-'thvr trothrs whilM it iA 15-90 days for the wet blue traders. 

http:rctiil,.rs


TADLE 1111.5 

VALUE fF SALES PER ENTE[CIISE 

pcsmr ronth in Innunl vr1LIC 
.... of 501,s 

Finishud 7oos 
-/49 5[1 

Finishri !u.thi.r 4i. pUi 21 "Po- 01 772 

t b I uu 3[!, O HGO T, 5c 000 1 1,, s 0 r) to,o 

TAILE VII.6 

CnSTS IND RETURNS PEI ENTERRISE 

L:,'thcr 
(n)ods 

Fin4 shorl 
I th ur 

IJct blur., 
tr, Ccur 

t r.er tr-r.der 

Jnlue of Snlo,; .149, 5 r;Cl 2,099772 14/,,5O Of0 

Costs 

• mnteri-j iLi7 , 271102 14U905,000 

LhoUr cuti t s 24100 1ogu(JC.0 9 50 

Totl. cos. -. !91 sOP 2,44 02 142,73 5 

Grr prrf t 5r;.012 45. 771, 76 150 
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Credit Purchtase
 

TKL ri-a RnfAncc 
 Impg ptirt of thcIr 
working cJapitrj.

mnut~-rmF WS A rougl, cro.ditc Imniu 'sc s ic proportion of twiit
A 1 bouiht: cu cr ichr y thu difff. iv "It ;r is~ bhowi in AMb 
0I1.7
 

A bl1,T 7113 Orm it rr A. IMu 'c'i corlsrim~ :, s i.LicnnL 
ii opoci o of' tI vVIi nI purci mn T'Ix pric(s -,rc -f CQ"'irsc.
nd ju' Id 
t p~n %h,I crcdi '-iirch :>s. pre mmn Tim ",rtioi of 

1,, -jv t i '7. n 3(, dI-ys ihichi i-, -!!out-. th - t.Li:c 

of c .1 AcD)Lf lilt wItork quito MI.C t' -IMOSt Im x.;St.~i, I ' '7 : Inrit'ra.',
undi r L~s Pa mo~ 
tom P'i''rc
shown inl 
 MY I '],Q
 

1iiCimcJ l- of cvrifjc iich.5. 
 m:,r by 'r'cM tr' dci nnd M~~ W0t1 

prmim AaonCOMO 
 CI~rLd ttz ~si so nn& IN 

o~~i of !;th. pr-inm- oi cr -dil -- u:hc dri on of c.Oiti7,~,:T fli in TI.U1.10, Thic 
usunl diur('tinn of credit is 0l)out,:0 d1iys '.. 7K't iinn 1A.Icc inL. r~.st ril :( A'3C U, '5 prr cvr'for fjfl:y.' 1': Ii: urmd .rs"i'd 105 to I M ;k:r centI f or wct Ilur 

Credit Salesr 

W60c ot loc are2 f raqum:r t. TiC fo1tWer t~raders s&lI nb.utl
!jp.~r cri LIso r outplai. mi ci- iit, thi. clur-tion of crcdit being,

1 to > ;' is VWh s.uitwhiS U.mc ud.rs scll s;olely on cash WEisAlibr: L i0 t. , of ',' n' of I f i::u: Icrthi r trr dl.rs -,r( (-DcrAL!,L K, lur i-ir fl, cr-d(it- boin-' 1-:? mfonths. The-- pric,>sof ftj:i at'.y2d wcet biuc:, uh. on crash bn..A.5 aind crodit 
A'sis 
ma shIouin 
in AN-h OWN:
 

http:TI.U1.10
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ClSI/CREDIT 

TAOLE VII.7 

PAYMENTS FOR PJU[CHASES 

L(;<ithcr goods 

Finiched lu-L;icr 

tlut bL;' 

Crmh 

1r 

50 

20 

'uk 

rdit 

9.' 

50 

20 

31' 

5 

75 

40 

N,,on-punk 

Crcdi t 

9g 

25 

G 

PRICES PAID D]Y TRADERS 

TALE VII.8 

FOU FINISHED LEATHER AND WET I]LUE LEATHER 

Cnsh Credit 

Finishfd Lunthrjr 

(Tk./Sft ) 

1:ut ",luu 
(T1,,o/co 

.kP 

23."7 

525.0j 

N -k 

13,; , 

575.00 

25.64 

575.00 

(Jon-peak 

20.33 

625.00 
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TADLE Vll.9
 

AMOUNT OF CREDIT PURCHASES (IF MATERIALSJAW PER TRADER 

A,rmount- of- -credit - purchases- - - - -per month/1 in Premium paid
annually
 

'ek Non-puak
 

Finished qcuds 
 'I 25 ;23 552_ 

Finished ]uiethcr 2CU51 
 4,250 
 59062
 

Wet blue 
 21,00,rj0(j, 
 3,45v,000 
 6,70,O00
 

1/ Thi- eqtjur7ls th.. -ucntity cf credit purchL:se valued at c'shprices n .d thus providers the amiunt of credit extended per
month, 

TAOLE VII.JI
 

IMPLICIT ANNUAL RATES OF INTEREST PAID ON CREDTT PURCHASES
 

,'rumium on 
credit Duration 
 Annual rates of

,('-) 
 of 
credit interest ( )


-days)
ek Non-peak 
 Peak Non-peak
 

Finished
 
I.ca thc r 7.42 7 .G2 15-30 90-100 93-105 
Wet blue G.52 C.70 15-30 116-232 106-212 
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ThQ implicit rates of intcrest on credit sales cnn be computed 
on thL basis of tha premium on crcdit and the duration of credit 

Thcsc arc shown in Table VII.12. 

Cash Credit
 

Cnnh crLdit does riot seem to be very important in financing 

workiirg -,piL;,! requirements. All the traders use own funds genera

ted from the business in defraying cash expenses. In a few cases 

only. 'und' borrowed [rom fr .,,:s ,nd relatives have: been used in 
emergency sJtmutions. Whil& no intcrst has been charged on most 

of thuse lonns, inL.rst rates varying from 20 to 25 per cunt has 

becen obst.rvclA in - fc:.; ciscs. 
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01
 

TADLE VII.11
 

SELLING PRICES OF FINISHED AND WET BLUE LEATHER
 

Cash sales Credit sales
 

'eak Non-paok Peak Non-peak
 

Finished leather 
 20.11 ?4.33 
 30.42 25.56
 
(Tk./5ft.)
 

Wet blue 6(0.0 C 659.00 650.00 700.00
 
(Tk./pc.)
 

TABLE VII.12
 

IrPLICIT ANNUAL RATES nF 
INTEREST RECEIVED DY 
TRADERS ON CREDIT SALES 

:'remium on credit Dur3tion 
 Annuol rates 'of
 
(%) 
 of credit interest (%) 

(days) 
,jak< Non-peak Peak Non-peak
 

Finishud
 

l4ath~r 4.50 
 5.47 30-90 13-55(27) 22-67(33)- /
 

Wet olue lo33 7.69 45-60 51-62 47-62 

Note: 3/ Figures in brackts rufur to the implicit interest rates
 
based on c GOf day duration of credit which is the usual 
case.
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VIII. CONCLUSION
 

The study reva.nls a broad picture, of informal credit transac
tions in ithe hie-s rand skins/Ic.,th(:r/], -thcr goods tr,(ding/producing 
activitics in E:pg1',d.sh. Slortic2 of c-sh for imeeting working capi

t - -'s (parLicula-ly LhR: lItchnse ,-,frnw mat.erials at every stage)
iI-!s )c.n found to be: :,Iicr probhlcm f.aing the various actors 
ifl volved .',i it i.;, wo-ki cnpitAl rCCuirlc-mnts arc mot from own 
fuids (princip .-11-. .v. stment of profits), credit purch,'sus of 
raw '-.tri.1.otlhr ir-put:2, !ri(d cash crudit from2d institutional/ 
inform-il -ourc. s;. Jh princiji :ctod of fin,-incing appears to be 
Xia the, route Cf ered. . purcha,.:t of rm, m-tcrinls. Crish crcdit from 
institutional ,-l'c,: i:.- 'vialalcs only to ti-. lrgu tnnneries vnd 
leth.r ,oods r,nuf;:cturers who ,,xlort the hulk of their product 
!rd Iri. ,11)1,. to ,btain c,.sll credit financing .gainsL export ord .rs. 
fc sma .icr triincnris rnd .:L trad,rs notdo hav. nccss to institu
tional loans. Teir c.wsh cr,.,dit requircments arc met from own 
savings (princ.-i,,]1y r,.invcstd profit), money obtained from parents, 
amid occ;'sionr:lly mor(2y lorroexad from and orfriends relatives money
lenders (who arc r,Al].y busincssm,-n lending out surplus funds for 
short duraLion). :'shi cr-di.t fromi informal sources is, however,
 
not very promirs.,_nt rs ;imcenns of 
 working capital financing. 

"ro,;, thc. r-iw hid,:s and skins lcalers at PostO to the finished 
ouod s :'ar!. t or fili.r!eid 1,,thber -mr!ct, the:r e:xists a chain of
 
credit r,lations raI::t nppcar to 
 bc. quite well established. The
 
taincris purc.:is. ;-.bout 70 1)pr cent of their raw 
 matcrinls requir,.
mnts o:- from
cred-it airatdar., nc Posta or from intermediaries, the 
duration of credit being about I to months3 and the impl.icit inte
rest rate bcing is hi ,i as 155 per c,-nt in viony cases (the modal 
ratr king about 0 per c.nt). They ;-lso purchasc about 60 to 70 
per cent of their rquirc.ments of f,'omchemicals producers/traders 
in !iazaribag p,-ayinp intcrust rates upto 60 cent.of per The finished 
leather goods unterprises purchase about 55 pcr cent of their require
ments of: finished lcther (cowuhide) on credit with implicit innual 

http:E:pg1',d.sh
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rntos of intcrst on credit purchases varying from 60 co 80 per rent. 
They olso buy accessories on credit with implicit intcresr rates 
wrying from 12 to 24 per ccnt. 

From the crrdors' standpoint, the F'osta traders purchase 30 
to 50 per cc,_n of their stocks of hides and skins on credit from 
other trdr- (weho in turn procure thcm from pri;ary sources or from 
district lW.vl rnt:) prlyi n rates of ili,.rest of 100 to 114 pc:r 
cent on thMir purch-L:,s. Mlvy in turn sell from 50 Lo 80 per cent 

thL ..of Lihcir stuck on crdit to nn.ris/.ntrmcdirrs charging 
a ratc: of intericst of -bout 90 per onccnt their credit soLes. 
(These accord roughly Witi, the stateents piovided by the tann:rics). 

TLh Lanr.: ies export t.. bulk theirof product. They do so 
Lithcr directly or tl'rough traders (exporters). Wet blue traders 
purchas, .,,: WU.h leather fromn the tnneries for sale to domestic 
crust and fiish d(larpe) leather Lntiriscs or for export. These 
traders r SLUn t. purchas a-bout 60 to 80 pcr cent of their stocks 
on credit from tnnnrics, p'iying implicit annual interst rptes 
between 105 and 115 per cont. They in turn sull parta of their
 
stocks on crdit obtainir, intorst rates varying from 47 ro 60 per
 
c(:nt. Tlicse sales arc usu;,1)1" made to the domestic crisi. loather 
and finished leather enterprises. Th w,.t blue traders make large
 
profits from 
 their trading operation. Being large and well-Lstablis
shed entcrpriscs, Lhuy are able to financo most of their working 
capital requirment through cr,+dit purchases; they obtnin such cre
dit easily, -,n(l ark .ible to gonernt, larp: proits cvcn after paying 
substantial preMiMs theon credit purchascs. 

The i 1,rge. tVnn,.ri~s producing finished leather .xport most of 
their produce, while thL s, n~l finished leather tanneries produce 
mostly for the domestic market. The supplies of the latter arc pur
chased by trad.rs in fininhed leather who in turn sell to other tra
ders or directly to finished leather goods enterprises in the coun
try. The traders. dealing in finished leather mnke! 25 to 50 per cent 
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of their: purchases on credit pIying implicit annual rates of interest 
be-twcen 90 -lid 95 per cent. They in turn sell about 90 per cent 

of th: finish.-d leather to finished lcather goods producers on credit 
charging nnnu:al rrtcs of interest bctwccn 25 and 35 per cont. 

T''.lly thirc ar.:- largc. number of finished goods tradcrs 
tho i'.;,: lc: ther goods (fuotwcar and oLier leather goods) from 
thc Jtli..:r gonds manufacturers for sale dircctly to retailers. 
Nlot mucli co-uld b :sccrt-inirId r( iarding their activities, but inform
e4 sources rcfi-ort that : lrr-e proportion of credit purchases and 
salc.s is Aso involv:d in this opc.ration. 

Credit pu-rchiscs ,t ev-ry stage sck-n to account for about 65 

to 80 pIr cent c'f financing req,.iremnts. The importance of cash 
credit is low on i ccount of thc. fact hat cash credit from institu
tional sourccs ir, liuritLd only to large manufacturers and is not 

v:v.ilab~k to t:rade2rs or to the large- number of small manufacturers. 
There b no1ingmoneylcdCrs itn the convention, 1 sense of the term 
(th. fe.w i.dentifid moricyl(.endc.rs arc husincssmen who know the con
corned partics well arc willing to lendquit( and surplus funds for 
short durations nagainst stipulated rates of intercst, usually quite 
r.--sonablc), sources of cash credit comprise friends and relatives 
who arc .willing and able to help in times of need by providing intcr
Cst-fre loans, ifowcvur, taking such loans involves a reciprocal 
burd&,- on tlhe borrow.r, he too has to come to the aid of the friend 
or relative latter in need ofhcn the is funds. 

'ith cash crtJ.tr accounting for 5 to 10 per cent of financing 
r.q uiremcnns -t thi !,osc, tth' remaining 10 to 30 per cent of require
mrnnt. ar.- .ncu froiu, owr: funds (principally reinvestment of profit, 
often oneiu.y obta!in.d from parents, and sometimes sale of asscts). 
The small ..ntr.prcneurs fL t very strongly :bout the need to have 
access to working capi.tAl lor,r from institutionril sources. H1owever, 
wiLl, the credit purchss/sales system being well-cstablishud, it 
has often bhen olscrvAd in ether sectors (e.g. handlooms) that provi
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sion of working c-apitsl funds by banks at low rates of intercst leads
often to diversion of funds otherto uscs, leaving the proportion 
of crt_.dIi,: purchases unchangcd. HencC qny mechanism ,imed at provid
ing cash crtlit to the ntrcprencurs of smao.lthe enterprises must 
i.ither cha.f hiI1 rates of inL.r..st (compatible with the ratcs 
obs .rvL.d on crdit purchs s, .:Ihe t So Mcxa Iowcr), or chnnn. 
fun, :; to inter>. diar:is who know the Lusincss wcel nrid can conduct 
credit sa,i,.s of r",: Mnatiri -i.s 't Iowcr impicit rates of interest 
(through A _.ish purchi., lin:nced Win!,.by and credit sale mechinism) 
or crin r,A<e !ir.ct c sh :oan,.t r-tes of intercst higher than tIlL 
bN!: rater to cov r costs !f r.ns.ction and risks. 
 Under the current
 
system, it ppcors t ha-t ,itel:. mirl7t 1-tieng highly segmented and
wMhLb the parties knowing i;ch othr ei.11, dLefault rate is low, 
so that tI. ri ;! ir,miu, ,-eed not be., hinh. Tha the risk premiun
varies inwrsely Wit! th( si;:. of unterprise is clear from the fact 
that the larger nterpriS.s erjoy henefitsth of lmrgi credit 
procureMLWs frm a sinRL source it any time while pfaying the san'e,
(or ].ot'r) pr..min! aid enjoying a lhigher durotion of credit. An
 
outsidc' Irdin ,guncy wouild h. 1iWl.y to fact' higher risks of 

default .:nfd ther fore,would, not bLi MY.to operate without charging 
sil ific nLy high r;.Is o i inLerrst, b)oth to cover higher
trinsactioi.; costs and highr risks. Given the fact that chose 
invold in the LAWItl(;r inesLS (producers and traders) all s,.eni 

ollo hv So: c e-ducltion and ,,re , wMll-experienced in the business 
(Wore thrN IU; y, rs of experienca ii , large number of cases), it 
is conceivhli that groups of tradurs/produceis can formed tobe 
serve Pc Pam .fficicnt 'cnciving mechaism chanrmlizimg funds from 
b-,nks to the husinuss. This would serve to lower risks and

transactions ross for the b nks, so that ,amodified interest rate 
structure with ritcs IetwL.en currcnt credit purchase/sale rates and 
LKC rats ch:zrnud by banks could 
 Cmerge for t.hc borrowrs, 
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ANNEX 
Study on Urban Informal Financial Market 

SiJDICATIVE 'J'ElRMS OF REVERENCE 

LEATI1EIR AND LEA'flWRE PRODUCTS AND THE INFORMAL 
FINANCTAL, MARKET IN BANGLADESH 

About 11 cuntp,.r (T!. 2199 millio, in 1983/84) of total export
earnings of ?aP.nadsli is account-.! for by the exports of hides and
skins, and Vnth(r rnd leather products. Hidcs skinsand curing
and tannin!, , h :aPFacttiring of lcath r and leather products
(both For domnjvstic consumpti-nn and eXport) constituLe an important
subs,_ctor of domcstic industries. The numbcr of regi.strLd entcrpri
scs produci luather. and l.atb r products (excluding footwear)
about 150 i 

were 
1783/;4, iumi thes- r'pr,.scnted about 4Z of th . total

number of rugi.;Lred factories in the country. The enterprises
reali;,ud a gross valuc of production of TI-. 98fl million, contributed 
Tk. 201 millio,, in ttrs of vaiu, added, and gencrated cmploym:nt
for about 2,0)0 persons. Bsides, numbra of larpe enterprises arc

ngagerid in thn prduction of leatnhr .ootwer. In 1931-82, there 
were 15 such cnterprisus providing (:nploymnt for 1121 persons. 

Th," numhCbr cf ;qall-scal. enterprises cnye.,d in the mo,nufacturc
of leather and l ather products w'er, about 105 1982.in These include 
74 tancri.cs, 12 I.atheur footwear manufcturers, 2 enterprises produc
ing suitcas rind I producing belts, 
 and 17 manufacturers of othcr
 
leather products. 
 The small nLerpris(s contributed about taka 9
million n terrms value,of added and penerated employment for 1303
 
persons.
 

BcsidLz thse, a large nuriber of cottage industrial enterprises 
are elga,.,,cd curingin hides and skins and minufacturing of leather
 
)roducts. En 1981, there 
 wcru 483 such enterprises invovled inhides and s!kins curing. In addition there were 137 tanneries, 69

enterprises producing vat ious leather products (excluding footwear) and 

http:tancri.cs


88
 

1423 unt.rprisrs (:ngaged in thL production and repair of leather 
footwerir. Tuhs- cottage industriLS generated employment for 5154 
persons. Prodrction and ofrepair leather footwear alone accounted 
for the employnknt- of 3402 pirsons. 

lUhila noL much is known at the moment of the extent of dependence
of the principa.l ctors in this activity on the. informal. financial 
market, prclimirg'ry qui rits havc revaled that there is a largf
measure of such u pend.nc,, particularly for the. cottaoe and small 
industries which hardly have ,ccos.; to institutional finavcing.
The L;rper rnterprises and th, u'-.portrs, W.il,.i hiiving wider links 
with the orma cr! i [istjtoLioJnS, have also their share of financ
ing pro)l.ms resulting from payment of , xport duties, withdrawal. 
of the XPB system and stoppagc of cash credit to the exporters by
the commercial brinks. The Bangladesh Tanners 'ssociation has recently
demanded a oratorium on bank loans to the exporters, extension of 
working capital to tho c'porters, and extension of loans by the 
commercial banks on liberal terms for importing new iachinery for 
the tanneries.
 

In the light of the above sconario, a study of the leather and 
leather prducts industry is likoly to yield rich dividends in terms 
of understa-ding the working theof informal financial market in
 
the country. Tie study 
 would help providc an assessment of the credit
 
requirements of 
 the sector and the extent to which the informal finan
cial market contributes 
 to thse needs. wouldit help delineate 
inforual credit linkagcs betwe(n rural enterprises engaged hidesin 


and sl'-ri. 
 curing and th. urban tanneries (situated mostly in Dhaka),
between leather producers and the manufacturers of leather products,
and b.tw,'n the latter and thu exporters. The wouldstudy cndeavour 
to assess the ofextent financial dependence and the limitations 
imposed on the growth of the activity because of lack institua of 
tional credit link-ups may prove costly, the importance of developing

informal financial markets would be h ighlighted and the costs of 
informal credit could then be seen in proper perspective. 
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Methodology
 

Th: st.dy mcthodology would involve the researchers obtaining 
information from personal intcrvicws with a large number of agents 
involv.d in tho activity including :.anufacturers of icathcr and 
Icatr products, domnstic trad.rs ai.,! ,xporters. Additional informna
motion will obt aid the WnShc from W adc.h Tanners Association, 
l..7 ,ladsV todta!Ic of I:nathcr lach ,ogy, and from banks involvcd 
.,; export fi,,ncig.i An i/ propriatey designed qucstionnaire will 

also he iic . tK)o ) iain information from various enterpriscs -- tan
n-riUs 1.thLnr f;onawar C,,tcpriSCS, and manufacturers of other 
lcrthir products. Aijont 35 enterpris(s arc expected to be covered 
by thLc., qIuhtinnaircs.
 

Specific TORs of the Study
 

The TORs of tho study inc,.1t inter a]ia 

]. Sj:,( and Lrt.nd of th,- activity in its various stages, viz. 
hides aod skins curing, r.nnin, manufacturing of leather and leather 
products, and marketing of leather and leather products in both 
domestic and inturnat:i onn.l markcts, 

2. Gc o,'raphic distribution/conccuntration of the activity,
 

3, Cur"nt production methods and rat-, of return from the 
activity: the scope for improvement of production muthrs; the various 
constraints an( U.he( xtent to which laciP of crcdit poses as a cons
traint; W incrumnntal rcturn from casing of the supply of credit;
 

4. Cr.dit needs ol the sector, differential needs of large, 
mediun, small :1nd cottage enterprises within, the scctor, the qxtent 
of institutional financial received; the problems of institutional 
credit delivery, particularly with respect to small and cottage 

enterpriss
 



90
 

5. Thc oxtnt of informal finnncing; the sources of credit 
(with a look at possible foiwnal-informal sector linkages in this 
resp.ct): thi- tums of crudlit (4-.xplicit cr iniplicit): the bcneficial 
irp ;,ct of' th, crdit from the borrow..rs point of view; th. opportunity 
cost of funds from th(, lender's point of vicw, thc sources of such 
funds 

C. Tch input-output chain from raw hides hidesto and skins 
curing to taniuing to I eithcr and Ilathr products manufacturing 
to sal. in 1oth domestic and foreign markcts; informal financial 
tie-ups hcUwcn the diffrc:nt links of thu chain (e.g;. deferrd 
payments, Payments i kirid, atc.) ,nd thn implicit prmilulms on credit: 

7. The historical trcnd of informal credit supply in this acti
vity; and tLh scope fo cxpansion of thL activity and the corresponding 
increnntal ijnkd fur credit Author such credit can he supplied
from insti.i~iLiona Isourwc..s (.in that cast , the delivLry mcchanisn 
and l:h cosLs of adAiNii stearing such to e considered) or whether 
the informp,! mark.t Shiou]d Ib, duvLlopcd in an appropriate way, 

8. Tha pLrspoctivos of thre sector in relation to other sectors: 
a consid,-ratin of wquity arid Lfficiency aspects. 

9. Concluding remarks and recommendations. 


