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PREFACE

As in many developing countries, the informal financial markets
in Bangladesh are alleged to provide the hulk of the credit needs
of the economy, particulary to the small gcale sector which has
little access to the formal (institutional) sources of credit.
Despite various attempts to control and regulate informal firancial
transactions, their scale and pervasiveness of operations have
expanded unabated, In the long debate on the usefulness and the
performance of the informal financial market operations, and
associated issues like the determinants of interest rates, inter-
linkages among transactions, etc., some have labelled the markets
as usurions, as 'fetters on growth' while others have considered
them as desirable adjuncts to the process of brisk growth in trade
and commercial operations. Corresponding to these two views, two
diametrically opposite policy frameworks are envisaged; the first
aims at controlling and ultimately eliminating informal financial
transactions while the second aims at expanding the fund flows and
increasing the competetiveness in the informal sector. Both 1lines
of arguments however agrce that there are imperfections in informal
financial 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 markets
in Bangladesh, conducted by the Bangladesh Institute of Development
Studies (BIDS) and Ssponsored by the Asian Development Bank and the
US-Agency for International Development (US-AID), attempts to £illeup
this gap in information and analyse some select issues such as the
growth and the structure of the markets, formation of interest rates,
mobilisation and use-efficiency of Fesources, A seiries of case
studies have becn conducted under the project; all of them are now

being reproduced as working papers, A survey to collect some primary
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level informetion op the markets and the charactcristics of lenders
and to know more abour the organizational] aspects of informal finance
gatherang  and distribution has also been conducted._ The survey
findings along with those of the casg Studics arg being used to
Prepare  an overvicy PaAper on the informal tinancial parkets in
Bangladesh.

This particular study on the role of informal financial markets
in the keather and lcaiher products industry findg 4 chain of credit
relations betyeep raw hide and skip dealers and the finished goods
markets, Institutional sources of fipance 1s not found to play
an important role. More thap two-thrids of the tannerics purchase
their rayw materials op Credit, the duration of Credit in most cases
brang 1-3 menehs with o podal interest rate of about 80 Per cent
PeLoantuam, Credit burchases at cvery productiou/trading Stage seem
Lo account  for about  65-80 Per cent of financing requirements,
Gish credit 5 rather low ip incidence, accounting for about 5-10
pPer ceav of {inancing Yequirement, anpd coming wostly from friends
and relatives, The Study finds the market for credit to be highly
segmented,  and argucs thet ‘“any mechanism aimed o1 providing cash
credet Lo «the “ALIiprcneurs of the small enterpriscs must either
charge high rates of interest Compatible with the ‘ates observed
Cn credit purchasca *~+» Or channel fundg to intermcdisries who know
the business well and cap conduct credit sales of raw materials
et lower implicit tateés of interest sees"s  The Study finds that
the “risk promium® ip iuterest rate is not very high, and suggests
that the tradcrs/produchs can be organised "to serve a8s an efficient

TeCerving mechanisny fop channeling funds from banks to the business',

Atiq Rahman
Project Director



cial market ip Bangladesh with particualr reference to its relevance
in financing the leather/leather goods manufacturing industry anqg
the learher/leather goods trade, The Study is one of eight case
Studies initiateq by the Bangladesh Institute of Development Studies
(BIDS) with the financial assistance of USAID, Dhaka with a viey
to bringing out the principal features of the urban informal finap-

cial market ip Bangladesh, Each case Study as such js expected to

cial market i the particular line of economic activity considered,
market Segmentation, identification of lenders, categories of borrow-
€rs, nature of the relationship betwen borrowers and 1enders, nature
of credit Operation, sourceg of funds, uses of funds, collaterals

and level ang Structure of interest rates,

The broad objectives of the BIDS Study on urban informal finap-

cial markets (IFM) are to examine:

a) the role played by the urban IFM in pProviding financial

Support to urban srall scale enterprises;

b) the desirability of developing urban IFM for promoting the
urban informal sector, particularly the small scale enter-
Prises which have little access to formal Sector instity-

tions; and

c) the modalities for promoting urban IFM, should such premo-

tion he considered desirable,

In the light of these broad objectives, the Specific objectives

of this Particular cage study are to consider:

&) size and trend of the actiity in itg various Stages, viz,
hides and skins Curing, tanning, manufacturing of leather
and leather products, apg marketing of leather and leather

Products;



b)
c)

d)

e)

£)

g)

geographic distribution/concentration of the activity;

current production methods and rates of return from the
activity: the various constraints and the extent to which
lack of credit poses as a constraint:

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;

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;

the input-output chain from raw hides to hides and skins
curing to tanning to leather and leather products manufac-
turing to sale in both domestic and foreign markets:; infor-
mal financial tic-ups between the different 1links of the
chain (e.g. deforred payments, payments in kind, etc.) and

the premiums on credit and the implicit interest rates;

the overall usefulness of the informal financial sector

in premotion of this activity through provision of much

. needed funds not available from institutional sources: the

Prospects 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 scctor,

A study of this sort faccs of course tremendous difficulties

in terms of obtaining correct information since the sectors invovied

are not willing in most cases to reveal much about their financial

dealings, particularly with respect to borrowing, and will not identi-~



fy the lenders or speak much about interest rates for fear of losing
such sources in the future, They are prome to exaggerate their

that bank financing may be forthcoming to ease their working capital
shortage; they are also praone to underestimate the extent of their
income from the activity since they are afraid of facing tax prob-
lems. Nevertheless, in spite of all these problems, it ig hoped
that some light has been shed on the true state of affairs ip view
of the amount of 'inside information' gathered from informal discus-
sions with "'key respondents' with whonm Some rapport was struck in
the course of this investigation.



II. A BACKGROUND OF THE LEATHER/LEATHER PRODUCTS PRODUCTNG/TRADING
ACTIVITIES IN BANGLADESH

Hides and skins curing and tanning and the manufacturing of
leather and 1leather products both for domestic consumption and
export constitute an important sﬁb-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
manufacturesl. The number of registered enterprises producing leather
and leather. products (excluding footwear)“was 148 in 1984-85.
Mozeover there werc 10 registered factories producing leather footwear
in 1984-85. Together, these 158 enterprises represented about.:4%
of‘thc total number of registered factories in the country,:::The
enterpriscs 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
arc engaged in curing hides and skins and manufacturing of lcather
products. 1In 1981, there werc 483 such enterprises involved in hides
and skins curing, 1In addition there were 137 tanneries, 69 enter-
prises producing various leather products (excluding footwear) and
1423 enterpriscs engaged in the production and repair of 1leather
footwear. These cottage industries generated employmenct for 5154
persons. Production and repair of leather footwear alone accounted

fer the employment of 3442 persons,



TABLE IX.1

MANUFACTURERS/TRADERS INVOLVED IN LEATHER/
LEATHER GOODS IN BANGLADESH

No. of

enterprises Employment

Manufacturers

Wet blue ' 140 1000
Crust ieather 20 500
Finished leather 10 300
Finished leather (cottage units) 110 400
Leather footwear (medium and large) 10 754 -
Leather footwear (small and cottage units) 1200 7000
Other leather goods (all size) 50 250
Traders

Wet blue (local market, not export) 5- 8§ 30
Finished leather (wholesale markat) 50-55 80
Leather footwear 35-40 100
Other leather goods (wholessle market ) 15-16 40
Middlemen: Number
Cowhide 500
Sheep and goatskin 300

Buffalo hide 25-30




More recent statistics on the, pumber of enterprises and the
employment generated therein are harder to obtain as there exists
no recent census. -Information obtained from the Bangladesh Collegce
of Leather Tbchnology.reueais the folléwing statistics shown 4n Table
I1.1. Therc are about 330 leather and leather goods (excluding foot-
wear) enterprises géneréting empioymént for 2450 persons and 1200
small and cottage level leather footwear enterprises providing employ-
ment tu 7000 persons. There are also 10 registered leather footwear
enterprises generating cmploymeat for 754 production workers3.
Besides there are more than 100 trading cnterprises dealing in wet
bluc and finished leather and lcather goods., A large number of
middlemen also operate in between the primary (village) sources and

the traders.

The raw matcrial/product flows and the different actors invovled
in lcather/lcather goods producing/trading are shown in Chart I1I.1,
Raw hides and skins are procured at the primary (village 1level)
source by collectors who perform elementary processing operations
(such as salting) in order to preservce the hides and skins prior
to disposal to itincrant fariyas or to large traders or directly
to the large aratdars located at Posta in Dhaka or at Khatungan j
in Chittagong, Fariyas also sell to traders who in turn scll to
aratdars. A large proportion of the sales, from collectors to
fariyas to traders to aratdars, is on credit basis, payments being
made aftcr a stipulated period of time with a premium on price being
cxtracted on account of the deferred payment. Traders perform the
useful function of grading .thc. raw. material into run and rcject
qualitics before sclling them at appropriate prices to the aratdars.
The transmission of lots from collectors to aratdars takes a maxi-
mum 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 tanncries or to large traders who in turn sell the



materials to the tanneries. Much of the salcs are again on credit
basis. Thc cratdars usually disposc of the raw matcrials within

a weck of procurcment.

The tanncries, mostly located in the Hazaribag area, can be
functionally classified as (i) wet bluc producers, (ii) crust leather
producers (producirg both wet bluc and crust) and (iii) finished
leather produccrs, ncre are two large finished leather produccrs
which procese tnc hides and skins into the wet blue stage, the semi-
finished crust lcather stage and the finished stage mainly for export.
There arc alse a larse number of small and cotage level finished
lecather cnterprises which cater mainly to the domestic producers
of leathcr goods, torc than 957 of the hides and skins proccssed
arc cxported - about 607 in the wet blue form and 35%Z in the semi-
finished crust lcather form. Of the 5% of hides and skins processed
into finished form, a part is cxported while the remaining part
services as »n input into thec domestic leather goods producing indus-

tries, a part of whosc output is again cxported.

The wet bluc, crust and finished leather ecnterprises either
erport their product directly or sell to traders or cxporters of
leather. The finished leather prodcers scll mostly to traders who
scll to thc domestic footwear and other leather goods producing
industries. Credit sales are invelved at cach stagc. The centre
of the finished lcathor trade is the Danshal arca, where leather
goods manufacturcrs buy finished leather from the traderz on credit

or cash basis,

The 1leather goods manufacturers scll their output to traders
involved in cxport or to other traders involved in distribution to
thc domestic market. Thesc (wholesalc) traders sell to smaller whole-
salers and scores of retailers who sell the goods all over the coun-

try. Credit salcs arc again dominant at each stage.



It has been observed that the principal actors in the leather/
leather goods producing/trading activitics depcnd to a large extent
on the informol financial markct for short term working capital finan-
cing. This is truc particularly for thce small nnd cottagc industrics
which hardly have access to institutional financing. Thc principal
mode of informai finoncing is via tradc credit in the form of defer-
red paymcnts for raw matcorials or products. Cash credit obtaincd
from moncylenders, fricnds, rclatives or other sources appcars tc
be insignificant. With credit salcs as the dominant mcthod of
informal financing, what we have is = highly scgmented financial
market in which thc actors (borrowers and lenders) know the business
and opcratc within its historicolly determined norms: the implicit
rates of dntcrest, while high, arc not cxcessive, and certainly
reflect implicit costs to lcnders to a grcat extent. The dinformal
credit system as practised, opcratcs to the benefit of both horrowers
and lenders and hclps to kecp the industry operational in a situation

where working capital nceds cannot be met from institutional sources.

The larger entcrprises and the cxporters, while having wider
links with thc formal credit institutions, also have their share
of financing problems resulting from payment of cxport duties, with-
drawal of thc¢ ¥PB system and steppage of cash credit tc the exporters
by thc commcrcial banks, The Bnnglédcsh Tanncrs’ Association has
rccently dcmanded a moratorium on bank loans to thc exportars, coxten-
sion of working capital to thc cxporters, and oxtensicyr of loans
by the commcrcial banks on liberal terms for importing nev machinery

for the tanncrics.

The interests of the tannerics arc lookcd after by the Bangladesh
Tanners’. Association which offers a common forum for the tanneries
and wvoices the legitimate demands of the tanncrs. The Bangladesh
College of Leather Technology imparts technical knowlcdge on various

aspects of the leather business to a large number of students' who


http:lende.rs

bencfit enormously from the theorctical and vocational training that
is offcred.  There is also a Common Finishing Facility Centre attachad
to the Bangladesh College of Leather Technology. The Centre is a
project under IDA creait set up in order to provide leather processing
facilities and tcchnial  scrvices to the smoll and mediumsized
tannerics on a commercial basis. Its cffectiveness has so far been

quitc limited,
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IIT. THE METHODOLOGY OF THE STUDY

The study mzthodoloay invovlsd information gathoring from perso-
nal intervicws with a large number of actors involved in the activi-
ty. In view of the difficultios involved in obtaining information
from the vaious actors, particularly with respect  to  financing
aspects, the study has relied on an anthropological and participatory
rescarch mcthod whercby the confidence of certain actors was gained
through repuated meetings, ~nd various bits of key information wern
obtained that helped to substantinte or modify or ncgate the survey

information that was obtaincd.

i osurvey of 24 ontorprises cngaged in various stages of trading
and manufacturing of lcather and Leather products was conducted.
The sample dincludes 10 trading units involved in trading of hides
and skins and Jeathore and leather products, 14 units cngaged in
curing ond tonning and 10 units cngoged in manufacturing of footwear
ard othur luathor products.  The sample reproesentation is shown in
Table ITI.1. Thc sample is representative of various sizes of “units
- large, medium, small and cottage. /ppropriately designed questionn-

aires were used for the survcy.

fivailable sceondary  sources werc also scanned to obtain data
on the overall position of the leather  industry dn Bangladesh.
Morcover, information wns obtrined, on the basis of intervicws, from
such institutions as thoe Bangladash Tanncrs! Association, the Banglo-
desh Coliegc of Leather Technology, and some banks involved in
financing trade, cxports and manufacture of leather and leather produ-

cts,
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TABLE YIIX.1

THE SAMPLE REPRESENTATION

1/

Enterprise Type~

Semple size

. e o meate

flapufacturers

Leather gocods
Footwear

Other leather goods

Leather
et blue
Crust

Finished

Sub-Total

o

Couwhide

Wet bLLluc
Finished leother
Leather goods

Sub-Total

Total

13

57

10

14

24

10

34

1

1/ The enterprises have all been selected from the Dhaka -area.
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IV. THE TANNERIES OF DHAKA

The Sample

Therc arc quite a large number of tanncries in Dhaka city
(mostly locatcd in the Hazaribag arca) which procure hides and skins
from aratdars (mostly in the Postn arca) and other traders and proc~
cess thesc upto various stages of manufacture, Thesc enterpriscs

cater both to domestic and forcign markets.,

A sampl: of 14 enterpriscs was selected for study from the
Hazaribag arca of the city. The distribution of enterprises in the

samplc is shown in Table IV,1.

TABLE IV.1

DISTRIBUTION OF ERTERPRISES IN THE SAMPLE

Small Tif;ﬁm/ Total 1
Wet blue 6 2 8 57.14
Crust 1 4 5 35.71
Finished 1 - 1 7.14
Total 8 G 14 100.00

% 57.14 42,86 100
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Background of Entreprencurs

The age and cducational background of the entreprencurs in shown
in Tablc IV.2.

TABLE 1IV.,2

AGE NND EDUCATIONAL BACKGROUND OF THE ENTREPRENEURS

o Education Class VI HSC & Total 7
"9 upto class V to 5SC above ' "
20-30 - - 2 2 14.29
31-40 1 4 - 5 35.71
41-50 2 2 1 5 35.71
51 + 1 1 - - 2 14.29
Total 4 ' 7 3 14 106.00

) 28,57 50.00 21.43 100.00

None of thc entreprencurs in the sample was found to be illi-
terate,  About 21 per cent of the entreprencrus have cducation at
tha HSC level and above. Notc that about 71 per cent of the entre-
prenceurs are between the nges of 31 and 50: of thesc cntreprenerus,
60%Z hove cducation levels between classes VI and SSC and 10% have
cducation above the HSC level.  About 14 per cent of the entrepre-
peurs are relatively young, between 20 and 30 years of age; thesc
cntreprencurs arce also rclatively better cducated (cducation at or
above the SC level) nnd comprisc about C7% of thc cntreprencurss
who have received such relatively higher cducation lovels., The entre-

prencurs of the larger cnterprises in the sample are seen to be abovo
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40 years of agc, whilc 75% of thc owners of the smaller cnterpriscs
arc 40 ycars or lesec in age.  Presumably the entorprises have cxpan-

ded as the age and expericnce of the ¢ntreprenceurs have incrcased.

Thc ontreprencurs arc mostly ' wcll coxperienced: about 57 per
cent of the entreprencurs have 10 years or more of cexperience in

the business. This is shown in Tabie IV.3,

Mote: that all the crust leather producers in the samplc have
10 years or morc of expericnce an the lusiness. The wet bluc produ-
cers hsve o lossor oxtont of cxperience.  About 63 per cent of the
wet blue producers have less tlan 10 yearrs of cxperience; it is note-
worthy that ticse producors ¢ 11 operate small enterprises and 40
per cent of thes¢ wntrepronours arc rclatively young (20-30 years
agc group) and rclotively well cducated (ST and above). This would
seem to suggest an influx of younger, relatively woll-cducated entre—

preneurs into the leather tanning business.

The entreprencurs have become owncrs of their present enterpri-
sus through inheritance or purchasc or have dircctly founded their

enterprisces.  The mode: of scquisition is shown in Table IV.4,

Hith obout 79 per cent of the cntreprencurs having purchased,
founded or rent.d their (nterprises, it would scem the: most of the
crtreprencurs ore in the husincss by their own choico, prosumably
because of profits obtaintable in the busincss, not simply because
of a compulsion to carry on thc family busincss. The 21 pur cent
of entrcprencurs who have inherited the business are all wCct hluc
produccrs: the incidonce of inhceritance is not observed among crust
or finishcod loather produccers in the sample or among 63 per cent

of the wet blue producers,

As to involvements of the entreproncurs in other firms/busincs—
S¢s, it has becs obsirved that the producers of wet blue leather
do nct have any other firms/busincsses outside of hides and skins

and leather: most however have invelvements in raw hide marketiug
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TABLE IV.3

EXPERIENCE OF ENTHEPRENEURS

No. of years

R . Wet blue Crust Finished Total %

of experience

Upto 5 1 - - 1 7.2
5 - g8.99 4 - 1 5 35.7
10 - 14.99 2 3 - 5 35.7
15 - 20.00 1 2 - 3 21.4
Tatal 8 5 1 14 100.0

TABLE 1IV.4

MODE OF ACQUISITION OF THE ENTEKPRISES BY
THEIR PRESENT OWNERS

Modc.of . o. of enterprises Total ﬁ
acquisition T et e s
wh C F

Inherited 3 - - K] 21.43
Purchascd 4 4 - o 57.14
Founded 1 1 - 2 14.2%9
ented - - 1 1 7.14
Total 0 5 1 14 100.00

Note: UWB: UWet blue, C: Crust. F: Finished.
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or have aratderi ~t Posta ~nd benefit from the vertical integration.
Two crust loonther produccrs in the semple have indicated outside
involvements: o producer is initiating a textile industry, whilc

the other has a chemical busincss,

Initial Capital

The amount of initis] capital ranges from Tk. 5000 to Tk,10,000
for thc wet blue produccrs; and from Tk, 2 lakhs to Tk. 40 lakhs
for the crust lcather produccrs.  The small finished leather produccr
in the sampl. claims to have had an initinl capital outlay of
Tio 2000 only. 1Ipitial capital outlay per cnterprise is shown in
Talkle Tv,<,

All the entreprencurs (cxeept one larne crust lcather producer)
claimed  thop they scr up their nterprices with their own funds;
they did not have access to borrowcd funds Ffrom any source in sctting
up their ont rprisce.  The crust leather produccr vho had borrowed
moncy in sctiing up his enterprise had berrowed from a bank, thc
amount of borrowing being Tk, 16 lokh (of which Tk. 10 1lakh was for
acquisition of fixcd nasors and Tk. 6 1lakh for working capital
needs), his toral dnitin capital beine Tk, 20 1.kh. His own capital

of Tk. 4 1akh wne obtained frem hig fathoer,

The source of own funds in financing initial capital require-
ments has boen stotod to he personal savings, sale of nsscts, moncy
procurcd from parcnts, cte.  The sources of initial capitnl financing

1

are shown in Toble 1V,A,

It mppears from the ol.ove discussion th-t borrowing h~s not
becen A prominent. factor in the finoncivg of initi 1 stt-up of the
erterprisces. In face, borrowing froum infcrm-1 sources has not fiau-
ured At a1l in the matter of iritinl f(inancing. The cntorpriscs
have mostly hoocn ot up with own funds, the source of funds bhiing

savings, s~lc of assots or parciit 1l moncy,
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TABLE IV.5

INITIAL CAPITAL PER ENTERPRISE

(Tk., G0O)
Small Large All sizes
et blue 43.3 77.5 51.9
Crust 200.0 1587.5 1310.0
Finished 2.0 - 2.0

TNBLE IV.6

SOURCES OF INXTIAL CRPITAL FINANCING

No. of ontrepreneurs % of initial capital

Source of funds financed by
Wh C-F Total % a b c f
a) Savings only G 1 - 7 50 100 - - -
b) Sale of assets only - -1 1 7 - 100 - -
c) Father’s moncy only 1 - - 1 7 - - 100 -
d) as+c - 1 - 1 7 17 - 83 -~
e) a+b+c 1 2 - 3 22 36 31 33 -
f) Bank borrowing +c - 1 - 1 7 - - 20 80

8 9 1 14 100

...............
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Expansion in Fixed Assets

It appears that most of the enterpriscs have recorded some
amount of c¢xpansion during the 1last three years. The expansion
has been mopre prominent in the case of the laree crust leather cnter-
prises.  Yhile about 50 per cent of the wet bluc enterpriscs
rccorded oxpansion, all the crust Ieather cnterprises seem to have
expanded  significantly, A1l the crust leather cnterprises expanded
in vcerms of machinery sno cquipment (abont Tk, 15 lakh per cnter-
prisc) while 50 por cent of these enterprises recorded e¢xpansion
in building os well (Tk. 7.7 1akh per cnterprise rccording cxpansion
in building: Tk, 4,6 1akh being the average for all cnterprises).

Lxpansion in fixcd asscts is shown in Tablc TV,7.

Bothi own funds and borrow:d funds have figured in the financing
of cxpansion capital. 411 the conterpriscs have used some amount
of own funds to finance expansion, the source of own funds being
reinvestment of prefit in all cascs except: for one crust lcather
enterprise which usced its profit from a side chemical business to

finance the cxpansion partially,

Somc of th- snterpriscs have borrowed moncy both from institu-
tional and infurmal sources to finance cxpansion. The average amount
of borrowing pcr onterprisce and the sources of borrowing arc shown
in Table IV, 8,

Borrowing from informal sourccs is again seen to be quite insi-
gnificant in the watter of financing cxpansion. Institutional loans
arc morc¢ pecrvasive, and the extent obt~inable scems to increase with
the size of the cnterprisc. It is notcworthy that the small finished
lcather manufacturers considered in the samplce had no recoursc to

borrowed funds either from institutional or from informal sources.
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TABLE Iv.7

EXPANSION IN FIXED NSSETS FOR ENTERPRISE

% of enter- fimount of cxpansion of capital

prises {Tk. 000)

recording

expansion Quilding/ fMlachincry Business Total
structure and fund

equipnment

Wet blue 53 - - - 1558

Crust 100 460 1516 - 1976

Finished 106G - - 25 25
TABLE Iv.8

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

(Tk. B0O0)
# of enterprises Average amount of borrouing
borrowing from per cnterprise /a
Institutional Informal Institutional Informal
sourcos sources LOUTCES sources
Wet blug 37.5 12.5 775 6
Crust 40,0 - 1100 -
Finished - - - -

Note: a/ Averaged over alil sample enterprises in each cl

0
(4]
()]
®
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Fixed Investment Costs

Fixced dinvestment  costs  include  cost  of land, building,
machincry, tools and cquipment and miscellancous othcr costs, Land
and building arc owncd hy the cntreprencurs in most of the cascs.,
About 12.5 por cont of the wet bluc cnterprises arc housed in rented
buildings. Of the §7.5 por cent of wet bluc enterprises having own
land and building, 57 per cont have stmi-pukka structurcs whilc 43
per cent have kutcha structurc, the average value of scmi-pukka and
kutcha structures being Tk. 6 lakh and Tk, 30,000 respectively,
ALL the crust leather enterprises have Lheir own land and building;
20 per cent have pulka structurcs valucd at k. 10 1arh per nter-
prisc whilc %0 por cont have scmi-pukka structurcs valned at Tk
8.75 lakh per enterprisc.  Details rcgording cost of land and build-

ing arc shown in Table 1V, 9.

Costs of iochinery, tools and cquipment  amount te Tk, 19.83
lakh por entorprisc on average for crust lcather onterpriscs (Tk,
24,09 lakh for the lavge once and Tk, 2.8 lakh for the small ones)
and Tk. 1.67 1lakh per enterprise for wet biuc cnterpriscs.  Other
misccllancous fixed cost elemonts amourit to Tk, 53,000 for crust
leather and Tk, 10,000 for wet blue cnterprises,  Details of all

fixed ceost clomcnts are shown in Tabl-~ IV.10,

Capacity Utilizagjgp

The  industry Ffaces distinct pcak and non-pcak periods. The
pcak period compriscs a span of 3 months after the Qurbani Fid vhen
thc large inflow of hides and skins is broupht in for procacssing.
For crust: lcather cnterprises, the remaining 9 months comprisc the
non-peak pcriod.  For the small wet blue producers, it scems that
on averag: there is no production nltogcthor jor about 2 months of
the year, so that remaining 7 months comprisc the non-pCak period.

For the larger wet bluc cnterprises, there is no idle period so that
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TROLE Iv.9

COSTS OF LAND AND BUILDING PER ENTERPRISE

Per cnterprise

S of .
ETS::pr;iss nrea aof resent % of uhter- iverage value
J;nﬂ ?“dd land market prises in (a) (Tke in lakhs)
5Li£d;n (deci- value having of
E mal) of 1und I 5° K ; 57 I
i;&ﬁ)in structuros structures
ict bluc 7.5 9.06 i2.14 - 57.1 42,9 - G.00 .30
Crust 100.0 106.15 26.20 20 an.0 - 10 8,75 -
Finishod - - - - - - - - -
Note: ©: Dukkn; 6§ Semi-lukka:; ¥ Kutch-.
TABLE IV. 10
FIXED COST DER ENTENPRISE
Jer_Enterprisc(Tk. in lakh)
Wet Blue Crust Loather
Small Large ill Small Large hll
Sizes Sizes
Land 7.80 23.00 12.14 9.0 30.50 26,20
Duilding 1.16 9.50 3.56 5.0 10.0 .00
Machinery, tools
& cquipment 1.04 3.25 1.67 2.0 24,09 19.83
Other Misc, 0.09 0.13 0.10 0.5 D.54 0.53
Total fixed Cost 10.11 35.80 17.47 17.3 65.13 55.56
Total fixed cost
(excluding land .
& building) 1.13 3.308 1.77 3.3 24.63 20.36
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the non-peak period compriscs 9 months. For the small finished
leather producrrs, 2 months prior to Tid compriscs the pesk period.

Pcak and non-pocak periods are depictad in Table IV,11.

Orn ihe basis ot dnformation vigarding the nusber of days per
month workcd by thoe ontorprisce during pcak and non-ponk periods and
the corresponding number of hours workid per day, it was possible
to calculotc che rumber of hours workad per yeor by the cnterpriscs
in cach cat. gory. Thic is shovn din Table TV.12,  If we take 4800
hoirs a yoor (300 days, 15 hours per day) as our notion of full capa-
city utilization, it would scem that the larpe crust loather produ-
cers are utilising copocity quite well, while the smaller wet blue
produccrs arce opirating at o~ low capacity utilization ratc. If we
consider the 3 months peak period only, the number of hours weorked
during this period comes to 1520 for crust leather enterprisc and
only 1001 for -~ wct bluc onterprisc Thoat is, wct bluc produccers
work for only %06 por cent of the time worked by the larger crust
leather prodocors.  This would scem to indicote preater working capi-
tal shortfall for wet bluc produccrs which limits their ability to
cxcrt thomsclves to che full durise the peak months,  The situation
is worsc during thoe non-peok wonths with wet bluc enterprisce working
for only 45 pcr cent of the time workcd by the crust leathor onter-
prises, Informal sources substantiatc the opinion that the shortage
of working capitnl is .o blam Lor thc under-capacity utilizotion
of the wct blue cnterpriscs., 211 the ontroprencurs in the sample

complaincd din fart of severe working capaital prableoms.

Consumption of Raw Materials

The prircipal raw matcrial for the tanncrics is cowhide. Other
rw matcricls arce buffale hide snd goat and sheep skin.,  Peak and
non-pcak consumption levels ana the ~npual valu. of consumption at

curruint levels of capacity utilizotion erc shown in Table IV.13.


http:worki.ng

YABLE IV.11

PEAK IND NON-PEAK PERIODS

No., of pcak Moo of run- Mo. of months
months penk mornths with no
production

Wet blue 3 .75 2.25
Crust 3 9 -
Finiched 2 10 -

TABLE 1IV.12

CAPACITY UTILIZATION

Peak months Mon-peak months
No. of No.of No.of Mo.of No.of Capacity
days hours days hours hours utiliza-
per per per per per tion
maonth  day month day year tote(9)
Wet blue 21.80 15.25 14,44 13.31 2290 40
Crust 28,00 10.10 23.40 13.53 439 92

Finished 26.50 14.00 21.00 11.00 3052 64
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Consuription of Othcr Inputs -

Gther  dnpuis  comprise mainly of chrmicals ncedcd to process
the leathor.  Jheeals are needed  hoth At the wet blue stage and

At th. crues stag .  Usc of chcmicrls per entorprise is shown iy
Table 1V.14.

TANLE IV.13

CONSUMPTION OF RAW AATERIALS PER ENTERPRISE

Consumption pur month in

- arae TS e W . ————— e ot mvewma s - — flnnU(".l
i zok Hon-pink value of
TSI s et e eeem consUMPtion
Cowhida  Goat/ Cowhido Goat/ {Tk. in lakh)
shaowen shoep
slein skin
(ies) (es)
Jot blue
Small 1417 - 1000 - 56.4C
Large 7530 - 5000 - 374.06
nll sizasg L8350 ~ 2000 - 135.08
Crust
Small 500 - 40n "o/ 29.10
Largo 14100 16500 13375 13750~ 950,51
nll sizaos 11353C 5600 10700 5500 766.31
Finished b/
Small 50 &0 35 50- -
Note a/ pplies to 50 per cent of the large crust leather cntor-

priscs.
h/  fiefers to buffalo hide.
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Main Sourcecs of Raw Materials Purchase

Raw hids dis purchascd mainly in Posta and

from "ajshohi, I=agpur and Tinejpur.
from the fazeoabse cren of Pliaka, Parchascs ~re
(somc tarmcri. s have their own arats in Posta),
purchnse row
Purcliascs arc

solors or retnilers).

per month.

TABLE IV.14

USE OF CHEMICALS PER ENTERPRISE

miteriols from dintormedinte row hide

Hfoeted about 3 to 6

sonictimes dircctly
Chemicals are mainly procur.d
made: from oratdars
fow onterpriscs

tradees  (whole-

v .quiney of purchose of chewicals ie ofton higher.

Quantity (kg) nor month

finnual value

in (Tik. in lakhs)
ienk flon-puak
Uzt blue
Small 247 147 1.50
Large 10696 730 9,086
nll sizes 429 293 2.59
Crust
Small 199 157 2.03
Largo GOO7 6260 77.66
ill sizes 5485 5120 62.53
Finished
Small 200 175 2.15

times
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Employment and Wages

On avernge about o persons are employed ,or enterprise in wet
blue cnterpriscs and 23 persons ... ciust lesther enterprises, Employ-

ment aid wages arc shown in Table IV,15.

The proportion of casual workcrs is high, about 70 per cent
of total number of workers in wet bluc enterprises and 62 per
in crust leather enterpriscs. Fer the small finished lcather eon
prisc considircd in the sample, all the 4 workers arc casunl workers.

Horkers ar. usually paid on n picec rate basis,

TADLE IV.15

EMPLOYMENT NAND WAGES PER ENTERPRISE

No. nf workars

e Arnual
wage bill
Permanent Casual Total 1?Tk,)
Vet blue |
Small 02 2.0 o 4.2 33,420
Large 1°.80 6.5 17.5 216,375
fill sizes S04 3.1 1e5 79,163
Crust
Small i.0 10.0 1.0 106,500
Large 0.75 15.5 26,25 453,750
fll sizes 0.8 14.4 23.2 304,300
Finizhed

Small - 4 4 30,000
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Miscellancous Operating Costs

Miscellancous operating costs include payments for clectricity,
sparcs, ront, and costs of transport and repair and maintcnancc.
Such costs amount on avcrage to Tk, 2.5 lakhs annually for wet bluc
enterprises and Tk. 8.2 lakhs for crust leathcr onterpriscs. Dotails

arc shown in Table IV.15.

Output and Output Disposal

Output consists of wet blue and crust leather in the case of
the crust onterprises, wet blue in the cose of wot bluc enterpriscs
and finishcd leather in the case of the fipished leathor cnterpriscs.

finnual valuc of output per enterprise is shown in Table IV.17.

The dindustry is geared mainly to forcvign markets with leather
(both wct bluc .nd crust) bcing exported Lo countrics such os Ttaly,
China and “2lland, Tor the wet hlue and crust cnteyprises, therce
is almost 100 pcr cont cxport of tlic preducc.  The sm:ll f{inished
leather cnterpriscs are geared to the domestic market and sell mostly

to wvholcsal - re,

Cost and Returns

Cost and rcturns are decpicted in Table IV,18. The figures arc
based on Tables IV.13 to 17, The figurcs for cost of raw matcrials
and  chemicals have been adjusted to reflect the higher prices
corresponding to credit purchases. Details of such credit purchascs

will be provided later.

It con be scen that profitability is quitc high for the leather
tanning enterpriscs.  If cash credir werc available to the cntrepre-
neurs to finance purchases of raw materials and chumicnls, profitabi-
lity would have been higher. s it stands, large premiums have to

be paid on credit purchascs of raw materinls and chemicals.
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TABLE 1V. 16

Miscellancous Monthly Operating Costs per Enterprise

(Tk. 000)

et blue Crust

e s e e o o e e smass

ar—— - imre e

A1l a1

Small iedium o Sxal Mediun -
¢ 4 Sizes 1 Sizes

S A 51 e e .t o oo

Electricity 7.09  '5.00 9.32 1.5 22.80 21.24
Sparcs - - - 0.8 2.90 2.43

Repair and
maintenance (3.40 3.50 1.18 1.8 5.23 .94

Transport: 1.22 2.25 1.48 2.2 18,062 15.3¢4
Rent 3.72 9,25 5.10 1.1 10.70 8,70
Others 3.15 G.00 3.67 2.7 24,00 14,74

" ——————ie -  c—— TSI At 20 e e e et o e e, . ot e ERT . - ——

Monrnly 5.5% 37,0 2C,05 10.1 87.25 74,52
Aryoind 187.08 444.0 251.40 12:.2 1047.32 2094 24

e e M —— e e 4 e e ————_ e e

Total

TABLE IV. 17

Annual Value of Output Per Enterprige

ey YCt1vl s vt e tput
(Tk. in lakh)

o smeew - [N

Vet blue

Snall 64,88

Lsree 425.25

A11 Sizes 154.97
Crust

Small, 34.94
Larg 1210.61

111 Cimrs 8975.40

o M A tmatiret g W — % oat o @

- v o
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TABLE 1V, 18

(Tk. in lakh)

(/innual basis)

Vier blue Crust leather

i - A1
Small Larpe Sizes Small  Large Sizes
Value of output . 64,30 425,2% 154,97 34.84 1210.01 975,46

Cost.

Raw materials 59.00 387.84 141.21 30.25 1031.61 831.34
Chemicals 1.53 16G.05 3.606 2.07  79.01 63.62
Labour 0.33 2.10 0.79 1.07 4,54 3.84
Other 1.£7 L4obg 2.51 1.21 10,47 8.94
Total Cost 62.73 404.49 148,17 34.60 1125.63 907.74
Value Added 2.43 22,92 7.59 1.41 89.52 71.58
Gross Profit 2.15  20.76 0.34 84,98 67.74

6.80

TABL* 1v, 19

Worldng Capital Requirements and Availability Per Enterprise

T ot c—r—— 1 %

(Tk. in lakh)

% shortfesll

R ! _'IAI

R R? A T
Wet blue 30 37 13 G5
Crust 348 227 139 39

- o ——
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Working Capital

Workine capitnl requiremonts and current availability were assi-
sscd fren responses obteincd from the entreproncurs ef the survceyed
cnterpriscs.  The reaquiroments were prossly overstated by the respon-
pondents possibly to make on impression about  their dire nced for
wvorking capitnl firancing. Vorking rapital roavirements os consi-
dired by the respondents (R) ~nd rcquircments as calculated on the
basis of throe months running costs (R') bnsed on current capacity
utilizatien rates orc shown in Table V.10 »long with the cstimated

current aviilability (&),

Morking capital caleulated on  the basis of average steck of
inputs output, cash in hand, work in progrecss, cash outstanding
on sales nnd Yi~bilitics on input credit indicave available working
capital of Tk. 13 Iakh for - wet bluc cnteprisce, Tk, 136 1akh for
vocrust lecther  nterprise and Tk, 4.9 lakh for n small finishced
leather entorprisc.  On this basis, the shortfall in working capital
amounts to 455 per cent for wet bluc enterprises and 39 per cent for
crust lcathcr <nterpriscs.  The wet bluc cntorpriscs are smaller

and facc greater working capital pr: slems.

4ll thoe cntreprencurs stated chat shortage of working capital
is the mejor problon facing thicm,  While the cxisting shortfall is
rasponsible for undor copacity utilizoation, the current availability
is dependent to o preat oxtent on the system of credit purchascs
of matcri~ls which involve payments of premiums over the cash price
that  ~meunt implicity to the payment of high intcrest rates on
credit. Th ontreprencurs would thercfore wclcome cash credit on
casy terms from banks or other financial institutions, As it stands,
such working capital financing is not available to most of the entre-

prcncurs,
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Financing Modalitics

A look at Tablc IY,18 rcveals that payments for raw moterials
(i.c. hides ard skins and chemicals) comprisc the major clement of
total costs of production. In hoth the cascs of wet hluc cnterpriscs
and crust lcncher ontorprisce, raw materials ond chemicals account
for about 47 to 98 pcr cent of toral costs with hidcs and skins along
accounting for 92 to ©G per cont of total costs of production &nd
93 to 97 pur cont of total input (raw materiuls plus chemicals) cost.

This is shown in Tablc IV,20.

Tt would sppear tvherefore that the main burden of financing
relates to ithe financing of purchascs of raw matcrials and chemicals.
It hos beer obscrved that ensh credit cither from institutional or
from infiymal sourc: s ploys an dinsignificant rolc in the financing
of such purchasis. Owur funds (primarily rcinvestment of profits)
and crdit purchoses comprice the mnhjor sources of working capital
financing. Hidis and ckins arc purchased mainly from aratdars in
Posta whil: chumicals are purchased from producers and wholcsalers
in thc iazaribapg srca.  Purchascs are also madc from intermcdiate
raw hidcs and skins traders (wholc -lors or retailers) who olso pro-
vide scopc for deferred payments.  Furchases arce madce nbout 3 to
6 times per month, The high frcquency of purchase is duc to the
shertage of cash for buying raw matcrials: for credit purchascs,
sellers prefir to provide small lots at a timc, with frosh supplics
bcing offcred or not depending on the repayment performancc.  The
practice scrves the purposc of reducing risks for the supplicrs and
ensures a better repayuent ratc. It also leads to a situation whoero—
by thc cntroeprencurs transact with ‘morc than onc¢ supplier at a time,
getting smnll lots from cash supplicr; this incrcascs costs of produc-
tion further, The problem is particulariy ncute for the smaller
produccrs who make simultancous purchizses of smnll lots from o number
of sourcc including retrilers and aleo pay higher promiums on the
credit purchoses.  Whilc this may bc  justificd from thc supplicrs'

point of vicw considcring the higher risks involved, it reduces the
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TABLE 1V, 20

Proportion of Total Costs Accounted for by Various Cost Elements

(Percentage)
Vet blue Crust
o LTIy T - A1
Smiall Larae Sizes Small Large Sizes
Raw materials 84,05 05.8% 95.30 87.43 91.85 91.58
Chenicals 2.0¢ 2.40 2.47 5,08 7.02 7.01
Labour 0.53 0.53 0.53 .09 0.40 0.42
Others 2.98 1.10 1.70 3.50 0.93 0.93
Total Costs 100.00 100.00 100.00 100.00 100.00 100.00

T e e e e e o ——t. ~ ———

TABLE 1IV. 21

Price of Raw Material

(Tk. per piece)

PN e it e —

T e W e et v o ne

Peal. Non-Peak
Cowhide {oat and Cowhide Goat and
Sheep Sheep
Cash price 437 S 577 100

Credit price 527 115 , 621 115
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profitability of thc¢ sm»11 tanncrics ond keeps them dependent on
credit purchescs for working capital financini», The need for an
cfficicnt crodit delivery mechmniss whireby smaller produccrs con
obtain acciss to credit finencing 2t the same terms g larger
produccrs without involvine higher risks on the part of the raw

anteriale  supplicrs is obvious,

fvernge prico o of raw marorials (faced by all the cntcrprises)
cre shown on Teble TY,2!,  Prices vary depending on whether the peak
or non-pc:lt poriod prevails and whethor cash or cradit  purchases
arc made. T the cos of cradit purchrses, the scller odds n promium

to the inpnt pric..,

It app-ors that the pricc of cowhide is about 18,5 pur cent
higher in thv. von-p ok period comparcd Lo thc peak period.  The pre-
mium on crodit is $.21 percent over the cash price in the peak
period and 7.52 per ocent in the non-pcal period in the casc of cow-
hide and 21 per cont and 15 per conl for 2ont and shcep skin in the

peok and non-peale poriods “ospoctively,

A disapgrogeted picture of merthly cash and credit purchases
per cnterpric: in peak and  non-penk pcriods is provided in Table
IV.22.  The table also shows G ~nnual vailuc of purchascs and the

total premium peid on nccount of credit purchascs.

The proportior of rav matcrial bought on credit, the promium
on credit, i{he duration of crcdit and the implicit intoerest rates
arc shown in ‘t™nblc IV.22. Noticce that the implicit interest rates,
averaged over 211 enterpriscs, lic between 23 and 102 per  cent,
The variation in rates of intcrest is duc to the variation in the
duration of credit for differcnt borrowers. Considcring modal cascs,
the duration of credit is 1 month for wet blue producers and two
months for crust lcather producers, implying an interest rote of
about 78 por cent, which appcars to bo in lince with the rates on
credit purchascs in other subscetors of the cconomy. It is intercst-
ing to notc, however, that intcrcst rates as low as 23 per cent are

available to somc sroducirs.
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TABLE 1V, 22

Quentity (“cs)

Enterprise

Tk, in lakh)

Monthly Cash tionthly Cre- Annual Total
purchasc dit purchase valucoof prenciun
purchases nidb/
Peal: lon~ Peal Hon- Pl
Peal Peal:
Yet blue
Small 431,05 306.63 35,95 701,37 59.00 2.58
Large 2250.00  1560.00  5250.00 2500.00 367.84 13.78
All Sizes 885.79  604.97 2051.96 1401.03 141.21 2.36
Crust
Small 50.60 40.00  450.00 360.00 30.25 1.15
Larne
Cﬂa/ 4465.47  4235,86  9534.53 9139.14 936.50 -
GSQ/ 2012.78  2177.31  5637.23 4197.6C 95.11 -
Total - - - - 1031.61 81.00
A1l Sizes - - - - 331.34 65.03

T e e e e s daba s mn e - — o —

—

Note: a/ i @ Cowhider CS: Coal and Sheep Skin

b/ Total premium paid is che differercn

Tabl~ TV. 13,

TABLE 1V, 23

Credit. Purchases of Raw Material

between annhual valiue
of purchases and the annual valuc of consumption shown in

and Implicit Interest Rates

Propertion of

rav material Premium on Durati
bOd“h: on : credit (%) Credit
crodit (3} TFerk TWono (onth

Pealk
Het dlue 59,60 5.63  6.42 1 -~
Crust 72,66 12,77 9.73 I -
All enterprises 70.83 G.38  7.69 b -

on of Annual
Implicit rate

5) of interest
(2)

3 23 - 78

4 30 - 155

/ 23 - 102

PRAM e e et G ' e e e mm - ——————— -
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In =addition to hides ond skins, the tanncrics purchase largc
quantitics f chenicels that arce used Lo process the hides »nd skins.
Purchiscs ar: mede usually from the Hazaribng arca. Credit purchasc
of chemicals is the usund practice., vionthly cash and crodit purchasc
per entcrpris: in posk and non-pcak periods is shown in Table [V.24 .
About Tk, 4 Iakh worth of chemicals rre purchascd annually by wet
bluc: enterpriscs whil. the crust leather enterpriscs purchase about
Tk. 64 1okhs worth of chemicals annually.  These values incorporatc
the preciws that are paid on account of eredit purchasc, Tk, 0,07
Lakh an the cnoe of wet blue and Tk. L.09 lakh in the casce of crust

leather wntorprises,

' - . 13
About” 40 to %0 pr cent of roquirements of chemicals arc bought:
on crudit by the different enterpriscs.  The pric. of chemicals is
on avirag. about Tk, 100 per kg. wvhen cash purchascs arc made.  In

the casc of credit purchas:s, premium of The 2 to Tk, 5 per kg.

b

9]

to be pedd. The usual duration of crodit is 2 to 3 months.
The proporiion of chimicnls; bought on crcdit, cthe premium on croedif,
the duration of crdit ~nd the implicit intcrest rates arc shown

in Table 1% 25,

The chomical denlors are clearly very lenient in chargine pre-
mium on thedr crodit scaloo.,  ‘fhnnorics are scen to purchiasc on aver-
age about £0 to 70 per cont of cthedr requirements on credit,  Impli-
cit interost rates arc scen Lo range from ~ nominal & per cont to
about 51 por cont.  In the modal case, a premium of Tk, 2 peor kg,
and 2 duraticn of credit of 1 month is scen te prevail, so that the

implicit Intiri st ratc is about 24 pi.T cont,

Repayment of crodit on credit purchases of raw matcrials and
chemicals is in cash torms in o1l the enses. Clearly the scllers
of raw hides and chemicals src not intorested in sclling the proccs-
sed output. tence the practice of rcpaying in output (at a discoun-

ted price) is absent.
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TABLE 1V, 24

Cash and Credit Purchases of Chemicals Per Enterprise

e e QUi Tuantity (Gp)

(Taka in lakh)

Monthly Cash fionthly Credit Annual Total
.. purchase purchasc valuc of  premium
Peale Mo Doak tion- purchasc  paid
Jeak Pcak
Wet. blue
Small 62.1 44,1 144.9 102.2 1.53 0.03
Larpe 33,6 255.5 712.4 747.5 10.05 0.19
ALl Sizes 142.5 97.0 286.8 195.8 3.66 0.77
Crust
Small 49.2 39.8 14503 119.3 2.07 0.04
Large 2C56.9  2071.2  34AELT 0 3688.8 79.01 1.35
MY Sizes  2297.1 2144.9 3188.3  2974.9 63.62 1.09

TABLY. 1V, 25

e e - i . SeoMA. G 2 ¢ iy s 8 . . . 76 S - 4+

R

Credit Purchases of Chemicals and Implicit Interest Rates

T M mE The T 50 s L Ml n e e wememe e et aee 1y ————

Prenum
on crodit
(T:/Ep)

Fronortion
of chemicals
hought on
crodit (7)

TRAMT e G b L et b e s ————— e on ot

Durat.ion Annual

of crodit implicit

{(montha) ratc of
intorcst(?

et bluc H3.75

2-5

Crust &l.40

All Enterpriscs 65.92

L e s B s Bt sy s g

P - et . B s o it b S+ .+

1 -3 3 - 61

2 -4 6 -~ 12
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Credit. Sales of Output

Many wnt-iprises scll on crodit to cxporters who pay for the
product after realizing their export proc.cds. The practice is
common amonz  the small weot blue produccrs and the small finished
leather preducers,  The emall  wet bluc produccrs scll on credit to
irtermedinrics who in turn cxport tho goods.  About 33 per cont of
the: zwoll woer biue onots rpriscs scll only on cash basis: about 17
per cent scl! partly on cash and partly on credit whil. ahbout 50
per cent st il wholly on crodit basis. 4 8 to 10 pcr cent  premium

-

on pric: Is chiracd whin s.1ling en crediv basis.  The duration of
crodin g« h{&Qrun 1 ond 4 months, . The implicd implicit intcrost
rates ranee from 24 per cont te 122 per cent.  in che 'isual casc,
the durrtion of credit is .hout ? menths which implics n intcrost
rote of 40 povocont,  The intr-ust rate s on credit salis of output
are relatively low: because Uhe spoller rroducers in neod of auick
cash do rot hove uach bargsining power.  The larger wet blue cntor—
priscs and the crust leathor cntarpriscs scem to sell thodir output
dircctly -p:inst cash payments,  the proctice of selling output on
cradit basis is olmost abscnt amorg this group. Part of the rceson
iz their ability to obLain cash credit from banks against cxport

orders, as will be scen in the noxt sub~section.

Cash Credit

Shortapc of cash is stated to be the main rcason for buying
raw matcrinls and other inputs on crodit. Many contreprencurs, parti-
cularly those opirating the small cnterprises. have stoted that per-
sonal loans ore difficult to come by whilc credit purchascs can
cagily be made, Tt is noteworthy that nonc of the small wet Dbluc
cnterprises have had access to institutionnl credit, On the other
hand, the lerge wet Dbluc wolerpriscs oand the crust leather onter-
priscs all rcccive bank financing to fiinnnce working capital ncceds.

The duration of crecdit is usually 2 te 3 months, the credit being
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rccovercd by the ban' when the cxport procceds are rtnlizud. Cradit
is obtainable continuowely with cvery cxport censignment, the averge
size of losn trliin by the large crust leather entopriscs being about
Tk. 40 1#khs,

The 1orge wer blue and crust leather enterprises have recoursc
te bank {7 wcine ant yoportod that thcy do not take rccours: to
loans from inform~l sourcc:. On the other hand, the small wet bluc
and finisi ¢ lesthiv ontirpriscs do borrow from infermal  source s.
Lbout SO pur o cont of  the cnterprises in this siz oroup reported
toking rocourse to the iaformal credit moirket. The letns arc taken

whenever oo dod an

wooused Lo oserviee working copitel necds.  Loans
are  taker from friccds and relotives or  from mori.ylindcrs.  The
Inteer 2y nov monoylendors i the conventionnl sense of the term
but have boor ddontificd s businceemer - ho T surplus Tunds for

short durntions »prinst stipulatad ratces of interest.

The mmount of losns tokoy by the opterpriscs from informal sour-
ces vary from Tho 35,000 to Tk, 70.000, ihe duration of credit vary-
inp from 1 Lo & menthe (2 to 3 months in the case of borrowing from
monnylendors Apprently no interest dis chersed on loans provided
by frivnds and rolatives.  This is of coursc quitc typicals the fav-
eurs eri. asunlly ¢ oturned chrousbh provision ef intorest-frec credit
to the lenders whon they thomsclves are in neod.  (Thus mary of tho
smrl) wet blue produccrs have statod  thet thcy lind occasion: 1ly
to Iricnds ond relotives, the cumber of loans being ahout 3 to 4
times per yeor, Lo averanc amount boding Thk. 54,000 and the duroticn
of credil, 1 te 4 months). The (busincssmen) moncylenders, on the
othcr hand; do charge intoresi, the charpgcs vavying from 64 por cent

to 96 pir cont mnually,

The «wtroprencurs of the smeli cnterprises hayi sinted  that
they arc unable to obiin bank Icnans onm cccount of 1-ck of coll~ter-
Al Collatcrnl is noi requir d in borrowing from fricnds and relo-
tives,  In harrowing from nmoncylinders, some sort of Sceurity is
often needed.  About 33 per cont of the onurcpreneurs heve stated

. . . 2 4. . [ AR 4
that they hnve obtaincd loans from informal sources without offcring

any collatiral on the basis of sccurity provided by influcentinl
pcoplc.
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V. MANUFACTURERS GF FINISHED LEATHER GOOns

The Sample

Finishod leather goods produced in Bangladcsh include a varicty
of dtems such s footwenrr (shozs, boots, sandnls, ctc), suitcascs,
handbrgs, 1adics: bapgs and purscs, wallcts, ond leather jockets and
‘rouscrs (produced moinly for cxport).  There arc about 50 loather
producers din il country employing about 250 persons, while thero
ave 1200 nterprices nroducing footwcar in particular, thesce units

vmploying wbout 7000 persons.

hosample of 10 lcather gouds cnterprises was sclected in the

Dhaks area.  Jhile 4 of these cnterprises ore producers of leather
i

goods in ;onoral, & o producirs of footw nr ealy, Table V 1.

shows the distribution of viterprises in the scloctod sample,

Background of the Entrepreneurs

The ags and cducational background of the cntreprencurs is showi

in Table V.2,

‘one of the ontreprencurs in the somple is illitcrates 40 per
cont have cducation upto the clasg Y level while 70 per cent bave
cducation upro the $8C level. Tt is noteworthy that thc 40 per cent
of coilreprincurs who haye vducation only upto the class V level arc
all owncrs of ih rclatively smaller uoterpriscs and nrc all 40 ycars
or liss in ager the mediunm  and large onterprises arc owncd by
center-prencurs who are #11 above 40 years in aee and have oducation
above the class VI lovel - 3 of these cntreprencurs (i.0. 50 per
cent) have cducrtion above the HSC level and have obtaincd Diploma

in Lcather Technolopy as well.

ALl the entroproe. ors arc well experienced in the busincss:
about 56 per cont of che crtreprencurs have more than 10 yenrs of

experiencre.  This is shown in Table V.3.
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TABLE V. 1

Distributicn of Enterprises in the Selected Samplc

Small Medium Largo Total y4
Footwar 4 - 2 5 60

Other leatlrr noods 1 2 1 4 40

T A A ————— 24 m St | A — .t s d——— > -

Total 5 2 3 10 100

Z

Notc:

50 20 30 100

NS mser s s ————— —— camrna

- . - p— -

The size of coterprises was categorised according to the size
of total f{i-wcd cost (¢xcluding Jand and building) as follows:
small - upto Tk, 1 lakh, m-dium - Tk. 1 to 10 lakn, large -
atov. Tk, 10 iakh.

ABLE V., 2

Age and Educational Background of Entreprencurs

Number of Entreproacurs
Education Upto Clase VI 1H8C and  Total %
Class V to SHC above

5

i~ - o

(]
he)
)

- 1 1

——

4 3 3 10 100
40 - 30 30 100

T T A o e e 8 S @R ¢ imadene M4 dmra b e W e b . A e A SRS & e p WS B s
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TABLE Vv, 3

Expericnce of Entrepreneurs

Mo, of years
of experienc:

0 - 1C
11 - 20
21 - 30

Total

TP A (s s 4 s ot

Tt 4m . 511 i . = 1 @ s

L
it

e . ot it S r ) e

FLwoN

Mo, of intreprencurs

Small Hodium Largc Total %
yl 1 - 4 4[}.5
] 1 - 2 22,2
1 - 2 3 33.3

100.0

O

TABLE V. 4

Fixed Cost Per Enterprise

el e PR,

(Tk. 000)

@ e —

roctucar Sther Lesther Coods M1 Leathr Conds Al
L S b L S i L. Siz.s
3756 - - 00 - - 31567 -

Land -

Tuilding 3

Mchinery 0.5

Tools zindd

2500

1252.5

aquipment 26,25 1005

Dther Hisc,
iisc, 5.25
Total
fixil
cost

Total fixcd
cnst (excluding
land and

building 41

250

44 §777.5 10.6

2527.5 10.5

1200 3

1340 9.7

0.1 4 2250 21.0

4,5 500

W
.
~I

326 6390 37.4

29 2190 34.4

30 1650 -

227.5 X0

4 1067 331

4.5 333 102

326 7765 -

2748




Of the 45 por cent of vitroprencurs who have 10 years of oxpiri-
enee or 1esn. 75 per cint oo owners of smnll (ntorpriseé.“hgﬂin,
of the 33 per cont of etroprencurs who have more thap 20 years of
Cxperienci, 57 per cont i owncis of Trrpe cntorpriscs.  This seems
to indic-nte that Inrger cntorprizsis ar. owned by rolatively more
expericncd (asd, s onoon conlici by rele dvely morc we 11-cducated)

cntreproncurs,

Some  of the catreprenours hove oth. v busincssis ns well, 2
of the respondents cleimed 1o own tanucrics os well whilc 1 oclaimed
to have some othir unspecificd busincss, Tt is notcworthy thot the
2 respondents whe own tonrerics ore hoth larpe leather goods manufa-
cturirs, (heds row motoricls procurument  is made casicr and their
profits nhone d on ~ccount of the verticnl intcyration.  Toth have
30 yeors af cuptricnce in the leather business.  Poth have HSC lcevel
clucation ond haw Mpioms in I ather Tuchrology as well; both arc

#hove 50 yooars of T

anote hoy o cntreprencurs became owsiers of thoir present entor-
pricce, 3 scems Lhat only 10 per cent of the ~RLtreproncars inhorited
t

A enterpriscs. the other 90 per cent cither purchnscd, found:d
Or vintod thedr jresont caterprises, 50 per cont of She cnterprisey
Inthe campl. Dowe Leen reated from oihers by theis present cntro-
preneurs: of thes: 80 por cont o stoll onterprisce,  This could
be indicarive of th face that smal! catirprises are not doinpg Loo
well sad be dindicotive of the fact thot sw11 “rierprises are not
doing Lo woll o thadir ounirs fave found it better to- rent them
out to row v ventnresomc entreprencurs rother  thoan run them

1 . .

themsclves,  Tids ds bornc out by tu fact that 60 per cent of the
COLrepreriurs who hnve ronted  their chterpriscs have less than 10
years of  Lxporionc in the trad: . dNone of the large cntcrpriscs

in the semple have been inherited or ront. (.
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Fixed Investment Costs

The 30 per cent of entcrpriscs in the sample considered as large
cnterpriscs are all using their own land ond building: the rest
operate on rented promiscs. Average area of land uscd by the large
cnterpriscs ds cbout 25 docimals per enterprice with the value of
lond per ontorpriss at current prices being about Tk, 32 lakh.,  Ruild-
ings are dnvaricbly pukka, cost of building for the larpe cntorpriscs
being abour Th. 18,5 Iskh per enterprisc.  vor the medium and small
enterprioee using rointed promiscs, an o dnitiel payment (advance) hos
to be paid for the rontod space ond o wmonthly rent is given.  fverage
amount of advinco that has to b paid comes to about Tk, 30,000 per
cnterprisc (Lo modium) vd Tk 3,000 por cnterprise (for small entor-
prisc), oaital dis cbout Tk, 4,000 pcr entorprisc (medium) and Tk,

640 por onterprisc (smoll).

Machinery, tools ~nd cquipment consist of scwing machines, form
a and smll tools costing about Tk, 24.15 lakh per onterprisc for
large cnverprisce, Th. 2.0 lakh per caterprise for medium sized
cnterpriccs and Tke 31,000 per onterprisce for small ontorpriscs.
The smallor onterpriscs do not operate complex machincry but cmploy
manual proc.sscs using, simple tools oand cauipment.  Table V.4 lists
the various fixed cost . lements for the samplce enterprises.  lHotco
that fixed cost por ocnterprise comes to about Tk 34,000 for small
enterpriscs, Tk. 3 1lakh {or mcdiwn and Tke 28 lakh for large

cnterpriscs producing leathoer poods.

The roopondents wer. asked about the initial ctipitnl they had
put into thcir cntcrprisus.nnd th modc of financing., Thc amount
of initial capital involved scemd to have ranged from Tk. 5,000
to Tk. 15 1akh in the casc of leather eoeds and from Tk, 5,000 to
Tk. 3.25 lokh in ihe casc of footwcar. The average amount of initinl
capital for the sample onterpriscs is shown in Table V.5. It appears

that th. totnal initial copital is about Tk. 10,000 for smnll
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TADLE V.5

INITIAL CRPITAL PER ENTERPRISE

(Tk. 000)
Small lecium Large
0 3 0 B 0 B
Foctuear 10.00 - WA NA 25 200
Cther leather
goods 10.00 - 27.5 - 1500 -

Note: O = Qun funds,

8 = berrouved funds.

TABLE V.5

EXPANSXOt: CAPITAL

Type of
enterprise

Amount fo expansion capital per enterprise

Footwear
Other leather goods

A1l leather goads

ivo. of enterij- Machinery; Business Total

ses that have equipment fund

expanded (Tk. 000)
2 500 15 515
1 - 25 25
3 3323 18 351




materpriscs, Tk, 20,000 for the ncdium-sized cnterprises, -nd Tk.
2,25 1.kh for - l:reoc footwenr enterpriscse and Tk, 1.5 lakh for o
lorge leathor peods citerprise,  Initinl capitol was funded from
own funds or from borrowed funds., /11 the entripencurs stated that
the source of own capital is own savings, Onc respondent had  of
course duh.rit.d his ontorprisc ~nd had put ir Tk, 5,000 of hiaz own

moncy (from savines) into the busincss ns initial capital.

Only ©h: lnrec Frtorprises seem o hove  recourse  to  funds
borrowid lrom institution:l sources in sctrirg up their enterprises,
ibout 57 por cont of the larec enterpriscs (20 poer cent of the tot 1
number  of  ntorprises) have hiad rocourse to herrowed funds, the
averapc sonni of borrowing by the horrowing ¢nLr rpriscs being about
Tho 2 1ekh. lorrowine has ropresented about 86 por cont of the total
initicl ¢ vital Tor vh: Lo wnterprisee (both levee footwenr manufo-
cturcrs) who have had  scerss  to ingtitutionn1ly horrowed funds.
Borrowing from irlormnl sourcis hes not figurcd ot 211 in the mattter

of financing iaitinl capital for sctting up the citerprises,

Only 30 pur cont of the cnterpriscs seem to have rocorded any
cxpansion in fixc.) nsscrs durin: the Iast 3 years. The number of
YNLCTprisis reporting oxponsion ond  the amount of c¢xpansion capitnl

per enterprisc is shown in Tebl. V.€.

For the cnterpriscs who have expanded (30 per cent of all cnicr-
Priscs), the nvorage smount of wxponsion copital is scen to be shout
Thk.3.5 laki, 95 per cent of which represciat an xpansion in machincry

and equipment and 5 per cent an éxpansion in busincss fund,

The source of expansion capital has been stated to be reinve stment
of profit in wmost of ih. crecs,  horrowed funds (TFrom institurional
sources) have bhoon obscrved only fov cascs which had recourse to
institution:l borrowin» in setting up thoir enterpriscs.  Since such
crses mroe infroguent, it foilows that borrowing hns not figured

promip:ontly in th . finnncing of cxprnsion capital. It is intcresting
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to note that on. l-ruc footwecar cntirprise which had borrowed Tk,
3 lakh from » brrk ns initicl capital had rocoursc to another Tk.
5 1akh of cr.dit te finance ~xprasion.  Such cascs nre however quite

infrcquont.

Capacity Utilization

In the case of footwear cnterprises, two monthg prior to cach
Fid nre peraeds of pori sales; the remaining @ months can be consi-
dered as the nos-peok poriod.  In the case of other leather goods,
there ore no dictinct peak and non-penk periods: sales arc roughly
“ven throughout ihe yenr,  The lovel of opcration of the enterpris:s

1y shown 1y Thbl. V.7

wotic:  from Tabl. V.7 that the leather guods enterpriscs arc

A farrly el aeiliscd throughout the yenr,  Tf we take 300 days
~oyear nd LE hours poer doy as our notion of full crpacity, thoen
[ull eoprcivy utiliz.ion smounts to A0 hours of worh pur year,
vor the w1l ontorpriscs wtilizing woinly mrnual precessces, this
cnnobe raducad o 000G Leurs per yoors the table shows the correspond-
ing capecity urilizaticn rates in brackets). The leather ocods enter—
Prises operata an (hat case at 20 ver cent of capacity. In parti-
cular, the 1oetwear cnterprises operate ot cbout 57 per cent of
capacicy with the snciler onag being more effeclively utilized,
The other leatir gocds coterprises are operated more intensively,
at about {2 pir cent, with utilization incressing with the size of
the  rpterpriscs, In particular, t'- Llarge otber  loather poads
Garerpriccs oore seen to operate ot 75 per cent of capucity. These
enterprises are mostly export-c.icnted and face o stcady demand for
their preduct hroupiout the year. Thnoy also have recourzc to workine
capital  financing  from  instituticnal sources, The  smaller
enterpriscs, on Lhe ether hand, are eaved to local markets, fac
nnesrtain and  Dluctu~ting demand for Lheir products and have diffi-
culties in raising working copital requiresents, Consequently, cana-

city utilization is on the lower side.
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TABLE V.7

CAPACITY UTILIZATION

Peak months

Non-pealk months

No.of No.o* Wnoof No.of No.of Capacity
dayc uver lhours days ours hours wtiliza-
morith per day per per day per year tion
month rate (%)
Footuwear
Sinall 23.75 12.00 19,50 11,030 2056 50 (79)
Large 25.00 8.00 25.00 8.00 2400 50
Other Leather goods
Small 25.00 .00 25,00 8.00 2400 50 (G7)
Meclium 21.25 11.75 21.25 11.75 2896 G2
Large 20.00 1C.00 30.00 10.00 3600 75
All leatier goods
Small 24,00 11.20 20,50 10.40 2789 58 (78)
Yedium 21.25 11.75 21,25 11.75 295G 62
Large 26.07 8.67 26,67 6.67 2775 98
N1l sizes 24,25 10.55 22.55 10.15 2854 60

Note: Figures in brackets cnrrespond  to

capacity at 360C hours per year.

*he rates correspending to notional full
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Consumption of Raw Materials and Accessories

The main rav moterial used by the footwear and other leather
goods onternrises is finished leather, while accessories used are
chain, hultons, thrond,‘gum, liring, monogram, zipper, fitting mate-
rials, incolc, rubber, chemicals, solution, ete. Value of rav mate-
rizls (ifinich=d cowhide, buffalo hide, goat and sheep skin) and
accessorics sey wntorprisc per menth on average throughout the year
is shown n ‘iabl. V.o,  About 14,261 saq. ft. of finished cowhide,
5200 sqe fue of hulinlo hide «nd 1000 sq. ft. of goat and sheep ekin
arc used on average per month by cach enterprise., Credit purchases
ofrav neteriols are the usunl practice as will be seen in details

1ater.

Main marlot places for purchas2 of raw materials and accessorics
are Hazaribep, Pangshal and Sadarghat,  lazaribag is the principal
centre for purchascs of finiched leather whilc Bangshal is the main
centre for cccescoiics.  Purchoces arc made from wholesalers in most
cases, with the froquency of purchase beding 7 to § tines per month
for the footwear malers and 5 to 9 times per month for the other

leather goods manufacturcrs.

Employment and Yages

The industry offerg employment to a large number of workers,
about 25 workers per cntcrprise in footwear and 14 workers petv enter-
prise in othor leather goods. Casual workers predominate.  Employment

#id wages are ch.own in Table V.0,

Abaut. 20 per ceat of the workers are casual workers. On ave-
rage, abaquit 21 workere are employed per enterprise with an everage
monthly wagc prr worker of Tk. 2140. Workers are usually paid on

picce rate basis.
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TABLE V.8

AVERNGE MONTHLY CONSUMPTION OF MAIN RAW MATERIALS
AND ACCESSORIES PER ENTERPRISE

(Tk.)

Value of wonthly consumption
per enterprise

Raw materials ficcessories

Footwear

Small 58,576 -

Large 27.,80,000 -
Nther leatner goods

Small 6,750 -

Medium 1,001,500 -

Large 13,60,000 -
N1l leather noods

Small 53,121 17,452

Medium 1.01,50C 25,000

Large 23,06,667 2,11,963

All sizes 7,308,861 77,321




TABLE v.9

EMPLOYMENT AND WAGES PER ENTERPRISE

NOa

workors

______ Monthly
Parmanent Casual Total ?igf)bill

Footurar

Small - 5 5 5,455

Large 15 50 G5 1:.62,154
Other leather yoods

Small - 2 2 2,000

Medium 4 3.5 7.9 74373

Large - 40 40 45,000
i1l leater guods

Small - 4.4 4.4 4,923

fedium 4 3¢5 75 7,273

Large 10 46 .7 5G.7 1.34,508

N1l sizes 3.8 16,9 20.7 44,305




Miscellaiieous Operating Costs

tiscellercous operating costs include payments for clectricity,
spares, tcpairs avd maintenance costs, transport, rent, ectc., Monthly
costs per otorprise for all leather poods come to sbout Ti. 3,490
for =mall ' »lcrpriscs, Th. 7325 for medium coocrprises and Tk, 23,150

for larp.r cniorpriscs. This is shown in Table Y.10

Output

GCutnut consists of hoots, shoes, sandals, rtc. for the footwrar

enterpriscs and beps,

1

belts, suitcascs, herdbros, iackets, trousers,
etc. for thr ouivr leather poods caterprisns,  iconthly value of out-

put per centorprise (s shown in Table V.11,

Some of the lorpce footwear mannfaciurers produce boots for the
Army, DLV Folico and ‘nsars or order basis throucheut. the ycar and
thus have = aurrontead sales outlet.  Gther [ootwear manufacturcrs
produce ghers sand sondala which they sell mostly Lo wholcsalers for
distribution to the demestic market.  Abont 30,000 bhoots ac supplicd
cach ycar by the 2 large footwear meowors in the sample; small foot-
wear makers produce about 185 pairs of shoes and 150 pairs of sandals

per month,

Dutput disposal is to wholisalers in the domestic market and
to army, PDR, Polirc, Ansar cte. in the cose of footwear: and
retailers, wholesalers and foreign importers in the casc of other
leathcr goods. The cxport market sorves as a major outlet ftor tho
products of the larger other leather goods manufacturcrs. For the
small othcr loather goods manufacturcrs all the output is sold to
wholesalers for distribution in thoe domestic market. _dium sized
and larc produccrs sell on average about 20 per cent of their output
in the export market while the remaining £0 rer cent is sold mainly

to wholesalers in the domestic market.
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TABLE V.10

MISCELLANEDUS COSTS OF PRODUCTION PER ENTERPRISE

flonthly costs (Tk.)

Small Medium Large
Electricity - 600 1400
Spares - 500 750
Repairs 750 225 1167
Transport 600 1250 3333
Rent. (including water & gas) 640 2000 1500
Others 1500 2750 15000
Total 3480 7325 23150

TABLE V.11

MONTHLY VALUE OF OUTPUT PER ENTERPRISE

Monthly value of output

(Tk. COO)

N1l leather goods
Smsll 94.00
Medium 237.75
Large 3356,17

ill sizes 1101.40
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Costs and Returns

Costs and rcturns arc shown in Table V.12, Only the aggrepate
picturc for 11 1lcather goods (footwonar oand other leather goods)
is presented, Tt appears that profitability is quitc high for the
leather gooads morufacturers.  Gross profits range from Tk. 1.8 1akh
for small entcrpriscs to Tk, 11.6 lakh fer medium sized cnterpriscs

to Ti. 81.6 1akh for large enterprises.

Working Capital

Shortage of working capital appcarz to be a major problem for
most of the entarpriscs.  The entroprencurs meet their working capi-
tal rcquiroments  from reinvested profit, creodit purchases of raw
material, nnd from short-term credit obtained from institutional
or informal sonrccs. There remains a large shortfall in relation
to reguircments which access to cash credit could resolve. The
entroproncurs foel that provision of crzdit by the banks on casy
terms  would ‘lead to increase in capacity utilization and higher

profitability,

Available woriing capitnl was calcul=ted on the basis of avcrage
stock  of dnputs  ond finished products, c¢rsh 1in hand, amount
outstanding on sales and liabilitics on input credit. Working capital
availability was calculated at about Tk, 43,450 for small enterpriscs,
Tk. 81,000 for medium and Tk. 21 lakh for large enterprises. The
large enterpriscs cater to export markcts supplying such items as
leather  jackets and trouscrs, ladics’ bags, cte. and in the casc
of footwenr enterprises, supply boots in bulk to Army and BDR. Vork-
ing cepital availability (A) and rcquircments (R) calculated on the
basis of costs of raw matcerials and accessories and other operational
costs for ouc month based on curront capacity utilization rates arce

shown in Table V.12,
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TABLE V.12

COSTS AND RETURNS FOR ENTERFIRISE
(ANNUAL BASIS)

(Tk._in lakh)

Smali Medium Large N1l sizes
Value of output caost 11.20 23.53 402.74 132.17
2w materials 6.3C 12.18 276.00 LB8.66
ntcessories 2.09 3.00 25.44 9.28
Labour 0.59 .08 16.15 5.32
Others D0.42 0.88 2.78 1.22
Total cost S.48 15,94 321.17 104.4¢C
Value added 2.29 12.47 16.15 5.32
Cross profit 1.80 11.59 81.57 27.69

TNBLE V.13

WORKING CAPITAL REQUIRERMENTS AND AVAILABILITY PER ENTERPRISE

R

€ shortfall

_R-A

T
Small 79,000 43,450 45
Medium 1,461,167 00,875 43
Large 26,76,417 20,79,000 22
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Wurking Capital Financing

Credit Purchac of Raw Materials and Accessorics

The value of raw materials and accessorics constituted 89 to
94 per cont of tornl cost of production, nnd financing these purcha-
S€5 compriscs the main burden of finoncing for the cnterprisces con-
cerned. It appoors ohat credit purchases of raw matcrials and acces-
SOrics comprisc tl principal mothod of short-term financing, Other
financing instruments are roinvested profits and cash credit obtoin-
e from institutional or informcl sources. The rolc of cash credit
is, howcver, quite limited,  Pow matcrials Are procured on credit
from thc tanncrics in IMznrihug and also from tradcers (wholcsalers

and retailers) dcaling in Jinishcd Tiather,

The proportion of finishcd leather bought on credit is shown
in Table Y.14 for the different types of cnterprisc,  Wote that the
medium and small enterprises depend to o much greater eoxtent on credit
purchascs than do the large cuterpriscs.  This is understandabic
in view of the fact that the large cnterprises  (ospecially  the
Cxport-oricntcd ancs) have facecess o banlk financing in view of thcir

larger contacts ang ability to provide the nceded collateral,

The scllers of Finished leather add o premium to the price when
sclling on crcdit, The value of sales compriscs then the amount
of credit offored while the premium represents the implicit interest
on credit, Priccs of finished lcather when soid on cash basis vary

according to the auality of the lenther and arc shown in Table V,15,

dbout Tk, 2 e added Lo the pricc of finished leather when
sales arc made on deferred payment  basis, The duration of credit
varics from 15 days to 90 doys depending on the particular arrang.-
ments  apreed  upon by the transactors. Implicit annual interest
rates vary from 41 to 243 per cent. However the usual duration of

credit is 45 or 60 days, so that implicit intcrest rates vary from
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TABLYE V.14

CREDIT PURCHASE OF RAW MATERIALS

Proportion of finished leather
bought on credit (%)

Cecukide Buffalo hide

rootuear

Small 68.75 -

Large 37.50 45.00
Other lezather goods

Small 50.00 -

Medium - -

Large - -
All leather noods

Sinall 65.00

Mediuy -

Large 37.50 45,00

All sizes 854,70 45,00

TABLE V.15
PRICES OF FINISHED LE;THER
Price (Tk./Sfrt.)

Cowhide

Low grade 20 30

Medium grade 30 40

High graogo 40 45
Buffalc nide 35 40
Goat anc sheep skin 40 45
Sole leathe: 60 1b.

- o ras -



61 to 81 pur cent for most transcctions.  In gencral, the smaller
cnterprisces face  shorter  durntions  of credit  (and  hence higher
iirnlicit intorost rates)s they are thercfore forced to transact more
frequently compoared to tic large cuterprises in order to meet their

requirements of raw maverials.

In the cose of nceessorics, crcdit purchases arc again common.
The monthly consumption of nccussorics, and the proportions of cash
and credit purchase and the durntion of credit arc shown in Table
V.16,

TABLE V.16

CASH AND CREDIT PUKCHASE OF ACCESSORIES PER ENTERPRISE
(ALL LENTHER GUGDS)

Valuge of Cash ‘urchasce Crodit viurchase Duration
monthly P of Valuc ¥ of Value of credit
consump- total (Tk.) total (Tk.) (months)

tion(Tk.)

Small 17,452 42,5 7,017 N7.5 10,635 1 -2
Mediun 25,000 37.0 9,250 63.0 15,750 1 -2

Large 2,111,943 53.0 1,112,351 47.0 9,632 1 -2

—
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The premium on credit that is usually charged is Tk, 2 on cvery
Tk. 100 worth of purchnses. The implicit ratc of intcrest varics
then from 12 to 24 per cent annually, Since smaller (and hence man-
agcabls) sums are involved in the purchasc of acccssorics, charging
too high n premium would simply lcad to a situation wherce manufac-
turcrs stroin herder to make cash purchases, wonscquently the impli-
cit ratc of interest reflects mostly transaction costs on thc part

of the scllirs.

ifost of the respondents (90 per cent) stated that repayment
of credit is in cash., For 10 per cent of the respondents, repay-
ment is partly in cash aad partly in output. lUpto 50 per cent of
reptyment in output terms has been obscrved.  In such cascs there
is 2 discourt on output pricc amounting to ~bout Tk. 5 per sq. ft.
which implics on implicit dintercest rate of about 68 to 135 per cent

depending on the duration of credit (1 month or 2 months).

Credit Sales of Output

About 50 per cent of the leather goonds producers reported sell-
ing output on credit.  The incidence of credit sales of output is
morce pronounced in the casc of footwear moanufacturers - 67 per ccnt
of the footwcar manufncturcrs rcported sclling to wholesalers on
crodit, whilc only 25 per cent of the other leather gods manufactur-
ers scll on credit.  Ta fact all the small footwenr manufacturers
scll output, wholly or partly, on credit. The duration of credit
varics from 15 days to 2 nonths depending on particular cascs, but
in gencral o 2 wonths duration is common. Whilc information on thc
prcmium on output price resulting from credit sales could not be
ohtaincd from all sourccs, somc sourccs indicated that the premium
is often as much as Tk. 24 per pair of shocs, which given an averagc
pricc of Tk. 175 per pair, indicatcs a mark-up of 13.71 pcur cent

or an implicit ratc of intcrost of 83.4 per cent per ycar.



Cash Credit

About 70 per cent of the centreprencurs surveyed did not have
Access to institutional lowns. 3 of the entreprencurs (2 large and
1 medium) had taken working capital loans from nationalized commer-
cial banks (NCB) but were unwilling to reveal any information about
the loans. Only one cntroprencur providced some information - he
had taken loans twice within the last 3 years from Islami Bank; the
amount: of vach luan beine k. 50,000 (obtained as cash finance against
work order): the duration of lcan was 2 months. The loans havce been
repaid. Tt ds dntercsting to note that 2 of the 3 respondents who
reported receivine lonns from NCBs had carlier received loans from
the same NChs for sctting up their cntirprises; their subscquent
reewipt of workinp capital loans rcflect their relation with the

banks in question,

Most of the respondonts reported that they do not take loans
from informal sourccs: information was possibly being suppressed.
Again, it app.rrs From knowledgeable sources that dircect informal
cash borroving is not very significant in any casc, Trade credit
compriscs the mojor source (for most, the only source) of informal
finance. One  ruspondent rcported  taking loans, whenever needed,
from fricnds and rclotives, the amounts involved being Tk. 30,000
to Tk, 50,000, thc usual duration of crcdit being 3 to S months.,
411 previous loans have becn clcarcd and the current amount duc (Tk,
50,000) rcfers to the 1pst loan taken, The entrebrcnour mentionced
that no ratc of intorcet is charged or these informal loans., Whilc
no intercst is poid, 40 per cent of the respondcents suggestcd that
borroving is ruciprocnl: they, in turn, providc interast-free loans
to fricnds and rclitives whenover they arc in neced of short-term
financing. The loans arc piven out 2 to 3 times pcr year {onc rcspon-
dent claims thot he provides loans to others 8 to 10 times a ycar),
the duraticn of crcdit ranging ffom 2 to 5 months for thc different
cases (onc entreprencur claims that  he provides loans to fricnds

and rolatives and there is no specified repayment datc).  Informal
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crcdit, cithor given or taken, is repaid ir cash. The 4 entrepre-
nceurs who stated that they take recourse to such informal borrowing
and  lending cmphosized on the fact that they would 1like to have
nceess to bunk lenns but that lack of rollateral is the main rooson

for thcir not being able to sccure institutional lonns.

It can be noucd that o of the sbove-mentioned & respondents
(engrging  in borrowine ond londing wmoncy infermally) stated that
they have often reccived loans fyom informnl sources on the basis
ol sccurity provided by influcntiol thirvd parties. Tt would appenr
that theso respondents have toaken loans from parties other than
frionds ond  sclatives, ond that poseihly dintcrest was  involvoed.
It is also «lacy thot thoy do net wish Lo reveal the identity of
the laonders or any detail regarding the transactions.  All  the
catreprencurs clearly ceetod, however, that the loans they have taken
from informal sources have helped them to increase the profitability
of thcir centerprises; clcearly the loans were uscd for f{inancing

working capitnl nceds of thoir cnierpriscs.

The: categorices of informal lenders other than friends and rela-
tives rownds thorefore still quite rapue, although it could bo dis-
cerned that somc moneyloenders arc ot work., Onc such lerder was iden-
tificd ns an importcr of cement: he lends moncy to the respondent
is question on account of nis long-term association with him: presum-
ably he utilizes shorc-term surplus funds for his lending operations,
thereby onening rates of intcrest higher than the rates cifercd by
banks on short-term fixed deposits, 't dis clear, bowever, that such
transnctions arc confined to poartices chat know cach other well, or
are connccted by n influentinl third party who knows cither party

wcll and chw vouch personnlly for th. borrowcer,
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Not much of additional information could be obtaincd regarding
the cxtent and rodalitics of informal cash borrowing and lending.
It remains true, however, that such cash credit is not very important
in thce financing of leather products manufacturing, Credit sales
provide thc most important routc vheroby informal credit is charncled
Lo the cuircprencurs,  The providers of credit being the leather
manufactuvers or leathor tradcrs, it bocomes clear that the informal
credit  moarker, in so for  Aas it relates to the leather goods
lndustry,is o hiphly scpmented  markcet  with  its own norms  and

rationnlity that cppears to function rather well.
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VI. THE RAW HIDES AND SKINS TRADERS

The large tradeis in raw hides and skins oporate arats in the
Posta arca of Dhaka and handle most of the row hides and sking
trading in the counivy. The channcl of distribution of hides and
skins from the primary sources in rural Bangladcesh to the arats at
Postn is as follows. Collcctors buy hides ~nd skins from the primary
snurces and perform clomentary proc.ssing opcrations such ns salting.
Fariyas buy the hides and skins from the collectors (usually on
credit) and scll to the traders,  Traders in turn sell to the arats
in Posts (and, in wnaller measurc, to the Khatungonj arats in Chitta-
pong).  Thuse ~ratdars scll the materials to the tanncreis cither

dircetly or throuvgh other traders.

In this scction, the aratdars nnd traders at Posta and their
activitics with vispoct to precuremert of raw hides and skins, storage
and dispesal will be considerod.,  In the sample, 4 Posta traders
were intcrviewed,  They ore 21l quite experienced in the trade, their
cxpericnce ranging from 5 to 40 yenrs.  Their trading opcration is
their full-time occupation: nonc of the traders have any other
busincss.  About 75 per cent of the businesses were inherited by
their prescnt owners; only in 25 pir cent of the cascs were the

trading cnterpris.s founded by their prcsent owners.

The averape amount of initial capital utilizcd by cach trader
is about Tk. 20,000, Torrowing hoas not figurcd prominently in the
financing of initial copitnl: only 1 trader hud  borrowed meney  to
finance iriticrl cost (Tk. 10,000 or 20 per coent of his total initial
cost); the borrowing was from informal sources (presumably  from
fricnds or rolatives since he elaims not to have paid =ny intcrest).,
The sourcce of wwn dinitisl capital funds has been personal savings
in all the cascs in which inheritance has not rigured: otherwisc,

moncy obtained from prrents has been utilized.


http:khatung.nj
http:nm.:ll.ur

&
e

About 75 por cont of  thoe t¢ntreprencurs had  cxpanded  their
husiness in the last 3 years, the oxpansion being in stocks, the

average amount of cxpansion being abont Tk, 1.33 lakh.

The  business faces distinet peik and  non-peak poriods. The
pank porioc ds botwoen 2 and 3 months; thcse are the months following
the Surbani Uid: tho remaining months of the year comprisc the non-

peak period,

Procurcment of llides and Skins

dides and  sirins  Are purchascd dircctly from primary sources
and n2lso {rom widdlemon,  This is shown in Table YI.1. It HppCnTs
that thi dopendiace on middlemen s roduced  during the non-peak
period whion the aretdars incroas . the cxtent of their direct procurc—

ment from the privary produco s,

The tieaders poy for their purchases in cash or credit. On aver-
age, in poesk perieds, Aabout 52 pcer cent of payments orc on cash basis
and 48 per cont an credit hasis, There arce of course traders who
opcrate purely on cash Lisis cnd others who operte purcly on credit
brsise  Split botween ensh/eredit payments is shown in Table VI.2.

Credic purchascs arc less pronounced during non-peak periods.

TADLE VI.1

PROCUREMENT OF HIDES AND SKINS

e p——

Source Fuak Non-peak

Primary source 33.32 60.00

Middlemen 66.67 40.00
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TAOLE VI.2

CASH/CREDIT PAYMENTS FOR RAW MATERIALS

% of paymonts 9 of payments
in cash in credit
Foak 51.67 45,33
Non-pecak 70.00 30.C0
TRAOLE VI.3

VALUE UF PURCHASES PER ENTERPRISE

Value of purchases

) R Annual value
per monch in

of purchases

Tk
Poak Non-prak ( )
Cash 58,420 50,400 6,27,350
Credit 55,500 21,60u 3,44,150

Total 1,15,000 72,000 9,7,500




On avcrage, purchases of hides and skins amount to about Tk.1.15
Iakh per trader per nonth ir peak periods and Tk, 72,000 per trader
per month in non-pcak periods, or Tk. 9,71,500 per trader per year.,
Credit purchascs erc frequent: aboat 75 per cent of the entreprcneurs
buy ~11 ur part of their procurcment on credit basis. As scen cnrli-
¢r, abeut 48 por cent of payments are on dcfer{pd basis in puak
periods ond 30 por cent in non-pcak periods. On _average,  about
ke 56,000 wvorth of ecredit is taken cach month by each trader in
peak months and about Tk, 22,000 in non-peak months. Cash and cridit

purchnsco are shown in Tahlc YI.3,

Clearly, crodit purchosces form o deminant source of working
capital financing for the triders.  Crodit purchascs nre made both
from primary sources and from middlcemen. Yhenever credit purchascs
nreomade, » premium on price hns to be paid. The usual duration
of credit is 15 to 90 days depending on the relationship between
the transactors involved. Aversge prices of cowhide and buffalo

hide on eash and credit purchases are shown in Table VI.4.

Given the premium on crodit nd the average duration of credit
(60 days), the implicit annunl ratcs of interest can be calculated.

These arce shown in Table VT.5.

For mnlkiny cash payments, the traders assert that they use their
own funds genernted from their busincss. They do not have rccourse
to cash crcdit from institutional sources, and do not normally seck
any inform~l credit. In rare cascs, borrowing from fricnds and
relatives have been made; in thesc cascs, ne intecrest payments are
involved and the duration of credit is upto 6 months. No collateral

is involved.
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TABDLE VI.a

PRICES OF HIDES AND SKINS (PER PIECE)

(Tk.)
SNk Non-poak
Cash Crodit Croemium Crsh Credit vremium
pricc price on crice price on
crorit crudit
Couwhide 300 350 50 400 475 75
Buffalo hide 4560 430-500 30-59 475 500-520 25-45
TABLE VI.S
PREMIUM ON CREDIT AND TMPLICIT ANNUAL INTEREST RATES
(7)
Voak Ncen-peak
fremiumn flate of i‘remium finte of
intcrest interest
Cowhide 16.67 101 10.75 114

Guffalo hide G.67 -11.11 11-806 S5.26- 8.7 32-50
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Other Operating Costs

Procurcment of hides and skins constitutes the main cost element
for thesc trading cnterpriscs,  Other cost clements comprise payment
of wagces ond salarics, rent, transport cost, cost of chemicals, and

risccllancous other costs. Thesc rc shown in Table VI.6

Sales of Mides and Skins

The annual value of salcs amounts to about Tk, 11,45 lakh on
average per onterprisc. Sales are made to tanncrics dircctly or
to middlemen.  Crodit silcs are frequent, A premium on crodit is
involved with the credit price higher than the cnsh rrice., In galcs
to the small tonecrics, crcdit snles of upto 100 per cent are ofton
made o noaverace, abour 50 per cont of sales to the smill tanncrics
is on croedit with an avernpe duration of credit of 2 months, In
sales to the Lirge tenncrice, 75 to 80 pecr cent of total sales are
often on credit basis. Tho duration of credit vatries, and is 20-
40 days for sory, 1-3 months f{or othcrs and cven 6 months in some
cascs.  The typical duration of credit is 1-2 months. The sales

prices of hides :nd skins arc shown in Table VI,7.

Given a duratior of credit of from 1 to 2 months, thc implicit
rat?s of inturost charged on crodit snles can be calculated. These
arc shown in Trllc VI.®, 1In the case of cowhide purchases, intcrest
rates range from 65 te 130 per cent for different borrowers during
the peak period cnd from 48 1o 9C per cent during the non-peak pcriod.
For purchascs of bufflo hide, the rangc is from 66 to 131 pcr cent

during penk and 55 to 111 per cent during the non-peak period,
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TADLE VI.S
OTHER OPERATING COSTS PER ENTERPRISE

(Annual basis)

Tka
Wages & Salarices 9060
Hent 2000
Transport 3950
Chemicaly; 1000
Dther 700
Total 16,310

TADLE VI.7
SALES PRICES OF HIDES AND SKINS

(Tk. per piece)

Cash salus Credit sales
Peak Mon-pcak Fcak Non-peak
Couwhide 325-37% 450-500 350-425 475-550

Buffalo hide 560-520 530-570 550-500 S560-620
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Profitability

Salcs of hides and skins funount on average to Tk. 11,45,000
annunlly, Civen the cost clements outlinced pieviously, the Pross
profitability pcr enterprisc can be chown, This is depicted in Table
Vi.9

Working Capital and Financing

The traders considered that their monin problem is shortage of
working capitnl, Jvnilable working, capital calculated on the basis
of average stock of hidcs ond skins, c~sh in hand, and amount outstan-
ding on =rles nnd linwilitics on input credit comes to Tk. 72,800
pur cnterprisc. 11 working c-pitoal requirements arce calculated on
the basis of 45 days steel of raw matorinls, roquired workinp capital
comes to Tk. 1,720,000 At currcnt oper-tionnl levels., The shortfall
Teads the traders to make more froguent purchases with attending
increasss in cost.  Availability of cash credit would allow them
to be lcss dependent on eredit purchascs (and the corrcsponding pay-
ment of high intcrest rates);  morcover, thny could increasc the
average size of stocks nind be less affected by price fluctuations,
As scen alrendy, credit purchascs constitute the principal means
of working capit.] fincncing. Cash credit from institutionsl sourccs
is not availnble, while dopendince on cash credit from informal

sourccs is minimal.
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TADLE VI.0

IMPLICIT ANNUAL RATES OF INTEREST ON CREDIT SALES

T G ot e 1 Y S om0 N ons - ¢ At s

ek Non-poalk
Couwhide
renivn (9) 107 7.09

iate of interost (i)ﬂ/ 67.c0 64.00
Quffalo hide

Premium (¢) 10.78 9.09

fato of intoreet ()3 37.00 74.00
Note: (n) Assuming an average duration of credit of 45 davs,

COSTS AND RETURNS PER ENTERPRISE

TAOLE VI.9

(Annual basis)

Tl
Valu af sales 11,45,2563
Cosi of raw mat rial 9,71,500
Other spuerational costs 18,310
Totul cost 99099010
Giross profits 1,565,453
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VIY. THE LEATHER AND LEATHER COODS ‘T'R:DFRS

There wvc o+ large number of traders who deal in leather and
leather goods connccting the tnnnerics and the leather goods manufac-
turers or tho cyporters, ond the leather goods manufacturcrs and
the domcstic rorsumers. £ tr dors wore considercd in the sample,
2 dealing in loathor govds, 2 in fipished lenther and 2 in wet blue

leather,

Cf the Z loather goods traders considercd, onc is a dealer in
footwear (with S0 yoars of expericnes) and the other in suitcascs
(with 6 years of ~xpericncs). The footwenr treder owns And operates
o pinstic fmctory as well while che othuer trader hns no other occupa~
tion. The ¥ finishcd Lloather traders nave 5 oand 13 years of cxperi-
“nee raospectively ond none of them have any other business or occupa-
tion. A5 to the wor bl traders, beth are 0. Com, deeree holders
and crch bes sbout 5 ovears or cxpericnce. Averags age of the 6 tra-
ders de ohout 27, averaoe level of cducation given by number of years
of schooling is 2.5, -nd cvirage aumbcr of years of coxperience is

13.83 yenrs. “

Nouw of the trndors have inherited their firms.  The cnterpriscs

were citivy purchosed, founded or rented ns shown in Table VII,1.

average amount of  initial capiti'l por trader is  ~bout  Tk.
57,000.This is shoun in Tablc vI1T.2

For ~11 the trader., savings scrve ns the source of initial

apitol. ooy obtainced  [1om prrents and sale of rssets provides

addivionnl sourcos of own capitnl for somc of tic cnterprises, It

i1z intercstire Lo note thet borrowed funds obtnined by the¢ wet blue
tradoers wore procurc:d from nen-institutionsl sourcns.

Y11 the traders surveyed  had  undertoken  exparsion during theo

last 3 yors, AVeroge amount. of expansion capital (uscd in cxpangion

ol stock) was Tk, 20,000 for the finished leathor traders and Tk,
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TRLLE VIT. 1

MODE OF ACOUISITION OF ENTERDRISE

ey of woof
acyuisition Laterprises
Inkteritod 0
Fourd. o 17
vurchacod 17
hentod 65
100
TAOLE VII.2
INRITIAL CAPITAL PER TRADER
e (Tk.)
Saurecs Total
Yype of trador - initial
Cun ‘orroweod capital
funds funds
Leather eoods 9,500 - 3,500
Finishod Joathor 5,300 1.000 5,300
Lot blue 5C.,00n 2,25,000 2,775,000

fll traders 21,600 75,333 96,933




62,5CC for th- finishcd goods tradirs. Cno of the wet bluc traders
hod undert-kor 0 very Inrge cxponsion - Tk S0 1akh din busincss fund
~nd Th. 3E,500 in stoch.  One finished 2o00ds trader had also under-

talen on cxponsicr of premiscs valucd ot Tl 2,50,000.

Peak and Non-Peak Periad

Pcal treding time conpriscs abont 1 month for the finished lea-
ther tradare, ond 2 monvhs for the finished goods traders and 3
months foi the wet blue traders,  The wet bluc trading is mainly

done in po ok time,

Raw Material Purchascs

On overage, o finished leother trader purchases 840 sq. ft.
of le~ther per wmorth durine ih peak period oand 50 sa. ft. of
e ther wor menth during th non-punk period.  Yaluc ol purchascs
waount te dke 2,4 1akh apnuclly, L owet blue fvader purchascs 5,000
and 1,200 piocos of wet blue losther per month during the pcoak and
non-peak periods respectively, the annual value of purchases amount-
ing o Thke 140009 1ok, fuantity apd value of purchoscs per cntor-

prisc nr. shown in inble 17,3

vhe finished goods traders buy the finished goods dircctly from
e wanuizcturor s, The finished loother tradirs re also sech to
purchasc their stecks dircetly from sole leathier and 1oither manufac—
turcrs. Tin wet bluc troders purchose stocks from the tonnoerics;

some buy from middlencn as well.,

Operational Costs

finnunl operating costs incurred bv the tradcrs amount to Tk,
24,000, Ti.o 17,007, Tk, 1,689,000 per  ir~der for finished grods
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TADLE

¢

VII.3

QUIANTITY AND VALUE oF RAW MATERTAL DURCHASE PER ENTERPRISE

e e et et i rses meme o,

c 20k Hnm-penk fnnual
Onty, Value Inty, Valuc ?;tug
(Tk.) (Tk.) N
Finishad
goods - 1.35,914 - 50,764 N,67,460
Finished
lenther 1660 sft, 40,102 400 =ft, 17,000 2:27,102
et bluc 000 pes. 6.25,000 12a0 pcs. 6,390,000 140,865,000

- nm .

TADLE VIT.4

OPERATING €DSTS prp ENTERPRISE

{(Tk.)

Finished Finished Wet hlue

goods ieatror trader

trader trader
Yzges ¢ Salarios 15,000 6,000 73,500
Electricity g0 - 25,000
hent 2,400 5,500 20,000
Transport 1,000 1,200 4,350
Kepnirs - - 6,000
Ehomicals 1,300 - 50,000
Tfthors 1,200 4,200 10,000
Toatal 24,100 16,900 1,008,050
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finished lenther and wet blue tyaders respectively.  Such costs are

shown in Table VII.4.

Sales

Thz nmisl value ef sales -mount to about Tk, 9.5 lakh for «
finishcd goods vrader, Tk. 2.9 lokh for a finishced leother trader
and Tk. 1486.5 1oki for o wet blue trader. The iinished poods traders
scll dircetly to retnilirs.  The finished leather traders scll to
finishcd goods manufacturcers or to traders,  The wet bluc traders
scll to the tonnerics (crust ~nd (inisiod), traders involved in wet
bluc <xport; or cxport the Jeother dircctly. The value of sales

per entorprisc is shown in T Ll VIT,5.

Costs and Retucns

Costs and returns arc shown in Table VIIL6. Gross profit
amounts to Thk. 58,000 for leather gpoods traders, Tk, 46,000 for

finisled lerther traders and Tk, 6 lakh for wet blue traders.

Working Capital

fvailabic workinpg copital ~t current levels of operation was
cileulated 5 Tk, 2.2 lakhs for 2 finishcd poods trader, Tk. 76,000
Lor » [inished icather trador and Tk, 6,1 lakh for » wect bluc trnader.
The durcrtion of stock i< 15-30 diys for the finished good ~nd fini-

shed lenthor traders while it is 15-90 days for the wet bluc traders.


http:rctiil,.rs

R T 08 st s By aae ..

S b s 48 MY wv et M 28 AR ot Svmwermener s -

Finishud goas

Finishod lonthor

Yot bluw

T Bttt m e N g - - et e

e

TADLE VIT.5

VALUE 0OF SALES DER ENTERDPRISE

P vmseemem e o

TS et o seser anmmes oo sras sme.

Cemma e

Soles por

{Tk.)

nonth in

Cenk

Annual value

A, 000

30,006,060

- .- of salce
Hloo-pni

- G,49,500

21,597 o, 00,772

145,580,000

TAILE VII.6

CNSTS AND RETURNS DPER ENTERDPRISE

e womor o

(innual brsis)

-— e

{(Tk,)

Laothor
noods
trader

Finished
lenthoer
trrder

Yolue of aaloes
Costs

douw materinl
other couts
Total

costc

Gross profii

Ry

0.49,550

Q367,455
24,108
591,550

5,012

ot blun
trader

2,048,772

",27,102
16,900
2,464,007

45.77)

145,50,000

140,085,000
1,346,050
142,73,0650

5,760,150
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Credit Purchase

Tho tr-dors  Finaner - lerge part of  their working  copital
feaw ram aus crroupl, erodit puichnscs,  The proportion of row mepo-
101 bousht on crotir by the diff voes tradive o shown ip Tabl
VIT.7

Tebls YIT.7 shrus thar cr dit purch ace comprisc o cipnificant
PTOPOCtion of totol voline  af purch s, T priccs are of coursc
rdjusted  upiord whee credil nirch i e mads The durction of
LU 3nomon o b aleni 15 Lo 3C drys vhich i sLout the tim

deodad for ovoll-ov o of crechs The ayst 0 soose o work quitce woli,

Defrule e vy “lmost ner—cxistone. Tl e e ol ey omat piod
under ¢oshoond erodie Lorms ore oshown in Tabl. VT, 2,

U et of crodic putchosos made by crch trodes and the tegal

Premiuni “1d on  commt of cradit purch + s is chown in Thible VII.2,

The wotos af ineipese prid on credit purch s ¢ can be cnlceulnted
O the brgas of el promius on crodit ey Lhe durotion of credit.,
Thic @5 shown dn Tabi VIT.10. The usu-l duretion of crudit is about
S0 days o shey feplicic int o rost ravons are S0 ko U5 oper oot
for finicled Joahor trad rs nd 105 re 115 perocent for wot Dblue

traders,

Credit Salces

Credit onles ore frequent, The  fontwear traders scll nbout
oper coiy of ihedr outpnt on cecdit, the duration of credit beina
boto 5w vhg i Pheosuiteose tiodors scll solely on cnsh bosis,
Aot SO p oy L o froosrles of Tindched leather tredors arc on
Crodit belal ol dur e of oyedis hoing 1= months., The pricos
of Finishid Toator and wot blue lonther on cngl basis and credic

DASLS ro shouwn in Teblo VIT. 11,
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TABLE VII.7

CASH/CREDIT DAYMENTS FOR PURCHNASES

e e e ) -

S e & o e b 44 408 e RS maar e oo

Lesther goods
Finiched lonther

Yot blue

et nar btmn e mrvie e e ey

Ceak Hon-peak
Cash Credit Cash Credit
" 90 ) 93
50 50 75 25
20 on 40 ol

PRICES PAID 13Y TRADERS

TADLE VITI.o

FOR FINISHED LEATHER AND WET BLUE LEATHER

e e e TR

Finished leather
(qu/Sftn)

el “lue
(Tka/rcu)

Cash Credit
Jonk Non-ponk Vink flon-peak
23.07 15.:0 25.64 20,33

525,04 575.00N 575.00 625.00
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TADLE VII.9

AMOUNT 0OF CREDIT PURCHASES OF RAW MATERIALS hEﬂ TRADER

nmount of credit purchascs

Premi aid
per month/1 in remium pal

annually
ceak Non-pLak
Finished qouds 1,258,523 55,026 -
Finished lecather 20,051 4,250 5,062
Wet blue 21,00,0630 3,45,000 G,70,000
1/ This equnls the nuantity ef credit purchose valued at cash
prices and thus provides the amaunt of credit oxtended per

month,

TACLE VII.10

IMPLICIT ANNUAL RATES OF INTEREST PAID ON CREDPTT PURCHASES

Jremium on credit Puration fnnual rates of
(7) of credit interest ()
- fdays)
i‘eak Non-peak Peak Non-peak
Finished
leather 1a42 7.62 15-30 30-100 893-165
Vet bhlue 5.52 C.70 15-3C 116-232 106-212
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The implicit rates of intcrest on credit sales can be computcd
on thc basis of thy premium on credit and the duration of crodit

These are shown in Table YIT.12.

Cash Credit

Caosh crudit docs not scem to be very important in financing
workiry Iapitel requirements. ALl the traders use own funds gencra-
ted from thc business in defraying cash cexpenses, In a few cascs
only, funds borrowcd from fr». -s and relatives have been used in
emergency  situntions.  While no dintcrst has been charged on most
of these lonns, inturest rates varying from 20 to 25 per cent has

hcen obscrved in o fow cnscs.,
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TADLE VII.11

SELLING PRICES NF FINISHED AND WET OLUE LEATHER

Cash sanles Credit sales
Feak don-paak Peak Non-peak
Finished leather 29,11 24,33 30,42 25,56
(Tko/sft,)
Wet blue 60000 653,00 650.00 700.00
(Tko/pc.)
TADLE VII.12
IMPLICIT ANNUAL RATES NF INTEREST RECEIVED DY
TRADERS ON CREDIT SALES
Jremium on credit Duration finnuel rates of
(%) of credit interest (%)
(days)
eak Non-peak Peak Non-peak
Finishod o/
leather 4 .30 5.47 30-90 13-55(27) 22-87(33)~
Wet olue £1.33 7.69 45-860 51-60 47-62

Note: a/ Figures inm brackots refer
bascd on & 6C day duration

to the implicit intcrest rates
of credit which is the usual case.
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VIII. CONCLUSION

The study revenls 2 broad picturc of informal credit transac-
tions in the hides and skins/lcother/l. ~ther goods tr.oding/producing
activitics in Doingledosh, Shortape of crsh for meeting working copi-
] necds {particularly the puichase of raw materiels at cvery stogo)
iins heen found to be o wajer problesm freing the various nctors
ipvolved, 45 it 1s, working capital requirements are met from own
furds (princip~lly roiav. stment of profits), cradit purchnscs of
raw materic] ond other drputs, and cash credit from institutional/
informal sources,  The principel method of financing appenrs to be
via the route of crodit purchasc of raw mterinls, Cosh credit from
institutional souwcces ie avedilable only to the larpe tonnerics ond
leather poods nonuficturcrs who cxport the hulk of thoir product
nd are able to chtain cosh credit finoncing cgainsy oxport ordera.
'be smadler tennerics end *he tradurs do not have nccoss to institu—

(a3} .
'
l‘

tional lonns. thear  cosh crodit requirements are met  from  own
savings (principolly roinvested rrofit), moncy obtaincd from parents,
and occrsionn1ly morcy borroved from {riends and rclatives or moncy-
lenders (who arc roally businessmen lending out surplus funds for
cshort duraiion), Cnsh credit frem informal sourccs 1is, howcver,

not very promincnt s o means of working capital financing.

iros the raw hides and skins Jenlors at Posta to thc finished
guods rorker or finishoed loather market, there cxists a chain of
credit volations rint appeer to be quite well established.  The
tonnerics purchase sbout 70 per cent of thedr rav matcrials requiro-
ments or credit from aratders nc Posta or [rom intermediarics, the
duration of crodit bcing about 1 to 3 months and the implicit inte-
rest ratce being s hiph as 155 per cent in mony cases (the modal
rate being ebout S0 por cent). They ~lso purchasc about 60 to 70
per cent of thoir requivements of chemicals fyom producers/traders
ir Hazaribag peying interost rates of upto 60 per cent. The fipished
lenther goods onterpriscs purchasc about S5 per cent of their require-

ments of  finished lceather (covhide) on credit with implicit »nnual
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rates of interust on cradit purchascs varying from 60 co 80 por rent,
They olso buy ncccssories on ercdit with implicit intcrest rates

varying from 12 to 24 per cont.

From the erodors! standpoint, the FPosta traders purchase 30
to 50 per cuni of thair stocks of hides and skins on credit from
other tradcrs ‘whe in turn procurc thom from primary sources or from
district lovel roty) prying rates of interest of 100 to 114 per
cent on thair purchoses.  They in turn scll from 50 to 80 per cont
of cheir steck on croedit to the tanncrics/intermediarios charging
A rate of intcerost of about 90 per cent on their credit sales.

(These accord roughly witn the steterients provided by the tanncrics).

The tenriries oxport th: bulk of their product. They do so
cithcr dircetly or through traders (exportors).  Wet blue traders
purchase wir bluc leather from the tannerios for salc to domestic
crust and (large) finished leother cnterprisces or for cxport. Thesc
tradcrs arce swen ty purchoss chout 60 to 20 pcr cont of their stocks
on  credit  from tanncrics, paying  dimplicit annual intcrst retes
between 105 and 115 per cent, They in turn scll A part of their
stocks on credit obtaining intcrest rates varying from 47 to 60 per
cente These sales are usurllv made to the domestic crusi leathor
and finished lcather cnterpriscs, The wet blue teaders make large
profits from thcir treding operation. Being large and well-cstablis-
shed enterpriscs, they arce able to finance most of their working
capitnl requircments throuph credit purchases; they obtain such cre-
dit casily, »nd arc able to generate larpe proits cven after paying

substantial premiums on the credit purchascs.

The 1-rpe t-nnirics producing finished leather .xport most of
their produce, while the smnll [inished leather tanncrics produce
mostly for the domestic market. The supplics of the latter are pur-
chascd by traders in finished leather who in turn sell to other tra-
dcrs or dircetlv to finished leather goods cnterprises in thc¢ coun-

try. The traders dealing in finished lcathor make 25 to 50 pcr cent
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of their purchnscs on crcdit prying implicit annual rates of intcrest
between S0 nd 95 per cent.  They in turn scll about 90 pcr cent
of th~ finishod leather to finished leather goods produccrs on credit

charging annunl rotes of interest between 25 and 35 per cont,

“innily, chere are o large number of finished goods traders
vho purchoeoe lecther goods (fuotwear and otiher leather goods) from
the  Joather  goonds menufacturcrs for salc dircctly to retailcrs.,
Hot much could bu sscertained roparding their activitics, but inform-
ol sourccs roport that o larac proportion of crodit purchascs and

gales is also involved in this opcration,

Credit puirchiscs ot cvery stase scoem to account for about 65
to 80 per cent of financing requirements.  Tho importance of cash
credit is low on account of the fact that cash credit from institu—
tional sources in limitcd only to large mwanufacturcers and is not
aveilable to troders or to the large number of small monufacturers,
There beding no moncylcuders in the conventionl sensc of the tecm
(the fov identificd moncylerdirs arc businessmen who know the con-
cerned partics quitce well and are wvilling to lend surplus funds for
short durations ngninst stipulated rates of intcrest, usually quite
reasonabli), sources of cash ercdit comprise friends and rclatives
who ave willing and ablc to help in times of nced by providing intcr-
cst~-froe loans.  However, taking such loans involves a reciprocnl
burdi» on the borrowir, he too has te come to the aid of the fricend

or rclative when the 1natter is in need of funds,

“ith cash cridit accounting for 5 to 10 pcr cent of financing
requircinenis ot the wost, the remaining 10 to 30 pcr cent of require-
meats are mer fron owr funds (principally rcinvestment of profit,
often moncy obteined from parents, and somctimes sale of nsscts).
The small cntreproncurs fo L very strongly nbout the nced to have
aceess to working enpitel lorns {rom institutionnl sources. However,
viith the credit purchas:s/sales system bcing well-cstablished, it

has oftcn been obscrved in ather scctors (c.g. handlooms) that provi-
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sion of working capital funds by banks at low rates of interest leads
oftcn o diversion of funds to other uscs, leoving the proportion
of crudit purchascs unchangcd.  llence any mechanism aimed at provid-
ing c¢nsh crudit to the wntreprencurs of the small vnterprises must
cither chnrge high rotes of interest  (compatible with the rates
obsirved on  crodit purchescs,  Slboit  somcwiint Jowcr), or channcl
funis to interecdinrics who know the bLusincss well nnd can conduct
credit soles of rw matoeriais op lower dmplicit rates of interest
(through o cash purcha:e. [insnccd by bank and crodit salc mechanism)
or cnnonake dircet ¢ sholoans At rates of intcrest higher than the
bonk rates to cowir costs of transtction and risks. Under the current
system, it nppeors that wit's b, marlot teing highly scgmented ~nd
with the partics knowing «-ch othcer woll, che dcfault rate is Jlow,
50 that the risk oromium need not be highe  Thoe the visk premiun
varics inverscly with the sirz. of vaterprise is clear from the fact
that  the larper ‘nterpriscs  cnjoy  the bencfits  of Iarger  credit
procurcnents frow n single sourc: ot any fime while paying the samc
(or lower) promiue qad “njoying n higher duration of crodit.  An
‘outside’  londing ssency would be Tikely to face higher risks of
default snd would, thercfore, not be able to operintc without charging
sitnificwntly  hioh rites  of interest,  both to cover higher
transactions costs and hipher risks.  Given the fact that thosc:
involved in the Toathor busincss (producers ~nd traders) all s.om
Lo have some cduention and are o1l wi I1-cxpericnced in the husincss
(rorc then |G yoore of exporicnee in s lInarge number of cases), it
is conccivehic that proups of traders/produccrs can be formed  to
serve ~ooon fficient receiving mechanism channelizing funds from
braks to  the business. This would scrve to lower risks and
transactions costs for the I nks, so that o modificd intercst rate
Structurc with ratcs between enrront credit purchasc/salc rates and

Lthe rates chrroed by banks could cmerge for the borrowers,
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of Statisuics, 'c. 1906, Ppe 445, 460,

1986 Stavisticnl Yoor Book, op. cit. p. 460.



ANMEX

Study on Urban Informal Financial Market

1HDTCATIVE TERMS OF RFEFERENCE

LEATHER AND LEATHER PRODUCTS AND THE INFORMAL
FINANCIAL MARRET IN BANGLADESH

about 11 por cont (T%. 2199 million in 1983/84) of total export
carnings of Dapuladcsh is accounted for by the exports of hides and
skins, and liather and leather products, Hides and skins curing
and tannino and  the wartfacturing of leather and leathcor products
(both for domestic consumption and cxport) conmstitutc an important
subscetor of domcstic industrics., The number of registercd enterpri-
ses producine leather snd loather products (cxcluding footwcar) were
about 150 in 1283/84, und these: represented about 4% of the totnl
number  of  ropicrored factorivs in  the couatry, The cntcrprises
realized a aross valuc of production of 7T}. 935 million, contributad
Tke 201 million in terms of valuc addcd, ond gencrated  cmployment
for about 2:,00 persons.  Besides, a number of largce enterprises arc
cneaged in o thc protuction of lcather footwear., 1n 1931-82, there

were 15 such enterpriscs providing caployment for 1121 pirsons,

The numher of small-scale enterprises eneaged in the monufacture
of leather and 1iather products were ahout 105 in 1982. These include
74 tanpcrics, 12 leather footwear manufacturcrs, 2 cnterprises produc-
ing suitcasc and | producing belts, and 17 manufacturcrs of other
leather products:.  The small cnterpriscs contributed about taka 9
million in tcrms of valuc added and oencrated cmployment for 1303

pLrsons,

Besides thuse, a large number of cottage industrial entcerpriscs
arc cugaged in curing hides and skins and minufacturing of leathor
products. In 1981, there were 483 such enterpriscs dinvovlied in
hides and skins curing. In addition therc vere 137 tanneries, 69

enterpriscs producing vavious leather products (excluding footwear) und
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1423 cneorprises cngaged  in the production and repair of lcather
footwear,  Tchse cottage industrics wencrated cmployment for 5154
persons.  Production and repair of lcather footwear alonc accounted

for the caployment of 34472 pe rsons,

Yhile not much is known at the moment of the extent of dependence
of the principal ctors in this activity on the informal financial
markct, prolimivery gucrics  have revealed  that there is a large
measure of  such ¢ pendone., particularly for the cottapge and small
industrics which hardly have wcciss to  institutional financing.
The larger interpriscs and the crporters, while having wider links
with the lormal erodit institutions, have also their share of financ-
ing problceme resulting from  payment  of cxport dutics, withdrawal
of the 4PB systom ond stoppage of cash credit to the exporters by
the commercial banks. The Bangladesh Tanncrs /ssociation has recently
demandcd o moratorium on bank loans to the cxporters, extension of
working capital to the cyporters, and cxtension of loans by the
commercial banks on liberal torms for importing new machinery for

the tanncrics,

In the light of the above sccnario, a study of the leather and
leather preducts industry is likcly to yield rich dividends in terms
of understanding the working of thc informal financial market in
the country., The study would hclp provide an asscssment of the credit
requirements of the scetor and the extent to which the informal finan-
cial markct contributes to thsc necds. Tt would help dalineate

informal credit linkages betweon rural cnterpriscs cngaged in hides
and slins curing and the urban tannerics (situated mostly in Dhaka),
between leather producers and the manufacturcrs of leathor products,
and bctwaen the latter and the cxporierse The study would cndeavour
to asscss the coxtent of financial dependence and  the liwitations
imposcd on the growth of the activity because of a lack of institu-
tional cruodit link-nps may prove costly, the importance of developing
informal financial markets would be h ighlighted and the costs of

informal crcdit could then be scen in proper perspective,
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Methodology

The study mothodology would involve the rcscarchers obtaining
information f{rom pcrsonal intervicws with a largc number of agents
involved in the activity includine ranufacturers of Icather and
Icather products, domcstic traders and crporters,  Additional informa-
mation will hi obtained from the PBangladesh Tanners Aissociation,
the Tangladesh Coitape of Toather Technolepy, and from banks involved
in cxport fiuamncing.  An wppropriatcly designed questionnaire will
also be usod to ortain information from various cnterpriscs -- tan-
nerics Iouthor foorwear enterprises,  and manufacturers of other
lesther products,  Sbout 35 cnterpriscs arce cxpected to be covered

by these qustionnairves.,

Specific TORs of the Study
The TORs of the study inclidv inter alia-

I. Siz¢ and trend of the activity in its various stages, viz.

hides aid sking curing, tennine manufacturing of Icather and leather
3 b >

products, and marketing of lecather and leather products in both

domestic ~nd int.rnational markcts:
2. Geographic distribution/concentration of the activity:

3. Current production mcthods and rates of rcturn from the
~ctivity: the scope for improvement of production mctherdss the various
constraints and the exteat to which lack of crcdit poses as a cons-

traint; the dincromental roturn from casing of the supply of crcdit:

4. Crodit needs of  the scctor ;. differential nceds of large,
medivu, small snd cottage enterprises within the scctor; the oxtent
of institutional financial rececived: the problems of institutional
credit  delivery, particularly with respect  to small and cottage

enterpriscs;
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5. The oxtent of informal finarcing; the sources of credit
(with o look at possible formal~informal scctor linkages in this
respect): the tems of credit (cxplicit cr dmplicit): the beneficial
Impact of the crodit from the borrow.rs point of vicw: the opportunity
cost of funds from the lender's point of vicw, the sourccs of such

funds:

G. Teh input-output choin from raw hides to hides and skins
curirg  to tanping to lcather  and lcather  products manufacturing
to sal: din both domestic and forcign markcts: informal financial
tic-ups berween the differont links of tbe chain (c.ye deferred

payments, payments din Kind, ote.) and the implicit premiums on credit:

7. The historical trend of informal credit supply in this acti-
vity; and the scope fo cxpansion of the activity and the corrcsponding
incremental niood  for credit  whether such crcedit can be supplicd
from institutional sources (in that casc, the delivery mechanism
and  the costs of administering such to be considcred) or whether

the informol market should b devileped in an appropriate wity

8. The perspectives of the sector in rclation to other scctors:

a considiration of cquity and cfficicncy aspects.,

9. Concluding remarks and recommendations,



