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FO R EW O R D

The in s t i tu te  of D e v e lo p m e n t  M a n a g e m e n t  has u n de rtaken  a 
se r ie s  of S tu d ie s  in D e v e lo p m e n t  M a n a g e m e n t .  These have a tw o ­
fo ld  pu rpose ; f i r s t  to p ro v ide  m uch  needed a d d i t io n a l  m a te r ia ls  
based  on loca l e xp e r ie n ce  for use in I D M  t ra in in g  c o u rse s  and 
s e m in a rs ;  and second , to  a s s is t  m e m b e rs  of the  ID M  and o the rs  
concerned  in a n a ly s in g  d e v e lo p m e n t  p o l ic ie s  and p ro g ram s  and 
the ir  im p le m e n ta t io n .

T h is  s tud y  is  the  second  in the  s e r ie s  to be p u b l is h e d .  It 
w as unde rtaken  fo r the  ID M  by D r .  R obert C u rry  o f the C a l i f o r n ia  
S ta te  U n iv e r s i t y , S a c ra m e n to ,  d u r ing  the  m o n th s  o f June and J u ly ,  
1976 .

The author a s s u m e s  fu l l  r e s p o n s ib i l i t y  fo r the  c o n te n ts  o f 
the s tu d y .  P ro v id ed  a c k n o w le d g e m e n t  is m ade  part or a l l  o f the  
s tud y  m a y  be rep roduced .

George V .  H ay tho rne , 
D i re c to r .
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I . In t ro d u c t io n :  The D e v e lo p m e n t  C o rp o ra t io n  P ro pose s  a Tannery

One of the f i r s t  in d u s t r ia l  p ro je c ts  p roposed by the B o ts w a n a  D e v e lo p ­
m e n t  C o rp o ra t io n  w as a tanne ry  p ro c e s s in g  upw ards  o f 1 5 0 ,00 0  h id e s  a nn u ­
a l l y .  The C o rp o ra t io n  e va lu a te d  the e c o n o m ic  and c o m m e r c ia l  f e a s ib i l i t y  
o f such  a p ro je c t  where  the p ro c e s s in g  w o u ld  take  p la ce  near the B o tsw a n a  
M e a t  C o m m is s io n 's  Loba tse  a b a t to i r .  In a 1970 s tu d y ,  the D e v e lo p m e n t  
C o rp o ra t io n  co nc lud e d  tha t the  p ro je c t  w o u ld  be e c o n o m ic a l ly  d e s i ra b le  
and c o m m e r c ia l l y  p ro f i ta b le .  The C o rp o ra t io n ’ s B oard  fe l t  tha t im p le ­
m e n t in g  i ts  tannery idea was s im p ly  a m a t te r  o f n e g o t ia t in g  w i th  a fo re ig n  
f i r m  of repute  in the in d u s try  to u nde rtake  the p ro je c t .  B u t  s ix  yea rs  la te r ,  
B o ts w a n a  re m a in s  w i th o u t  a ta n n e ry .

The D e v e lo p m e n t  C o rp o ra t io n  is  c o n t in u in g  i ts  e f fo r ts  to  im p le m e n t  
the idea  of a ta n n e ry .  The C o rp o ra t io n  e n v is io n s  tha t  a tannery  c o u ld  ac t 
as a spur to the d e v e lo p m e n t  of m o re  m a n u fa c tu r in g  a c t i v i t y  in B o ts w a n a .  
The b as ic  lo g ic  u n d e r ly in g  the C o rp o r a t io n 's  e f fo r ts  is  tha t  the tannery  
co u ld  enab le  the co un try  to d e v e lo p  a lea the r c ra f ts  in d u s t ry  on a leve l 
g rea te r  than the cu rren t  one . Footwear p ro d u c t io n  and s a le s  th roughou t the 
c o u n try  co u ld  be one a spe c t of the  type  o f expanded  m a n u fa c tu r in g , bo th  for 
loca l c o n s u m p t io n  and expo r t  s a le ,  s o m e th in g  tha t  the  C o rp o ra t io n  deem s 
d e s i ra b le .  It no tes  the fa c t  tha t  the  c o u n t r y 's  m a n u fa c tu r in g  se c to r  is 
s m a l l  in te rm s  of va lu e  added in p ro d u c t io n ,  e m p lo y m e n t  o p p o r tu n i t ie s  
c re a te d ,  and loca l in c o m e  g e n e ra te d .  Let us the re fo re  u nde rtake  a b r ie f  
re v ie w  of the c o u n t r y 's  m a n u fa c tu r in g  s e c to r .

I I . B o ts w a n a 's  Lagg ing  M a n u fa c tu r in g  S e c to r

M a n u fa c tu r in g  lags beh ind  o ther se c to rs  in g e n e ra t in g  e m p lo y m e n t  and 
in c o m e -e a rn in g  o p p o r tu n i t ie s .  B o ts w a n a 's  m a n u fa c tu r in g  se c to r  is  d o m ­
ina ted  by the B o tsw a n a  M e a t  C o m m is s io n .  The C o m m is s io n  a ccou n ts  for 
about 90 per cen t of the c o u n t r y 's  to ta l  m e a t  s a le s .  The C o m m is s io n 's  
a c t i v i t i e s  a f fe c t  the m a te r ia l  in te re s ts  of a g rea t m a n y  B a ts w a n a .  The 
C o m m is s io n  buys d i r e c t ly  f ro m  fre e h o ld  fa rm e rs ,  t r ib a l  fa rm e rs ,  c o o p e ra ­
t iv e s  and m id d le - m e n  who in turn  buy f ro m  s m a l l  p ro d u c e rs .  In a d d i t io n  
to  the p r ic e s  pa id  to s u p p l ie rs ,  the C o m m is s io n  r e m i t s  to  th e m  a l l  r e v ­
enue in e x c e s s  of i ts  o pe ra t ing  c o s ts ,  taxes  and re s e rv e s .  The sch em e

The m a te r ia ls  for th is  case  are drawn f ro m  fa c t  and are p ro v ide d  for c la s s ­
room  u se .  No e f fo r t  has been m ade to  e v a lu a te  the p o l ic ie s  d is c u s s e d  
h e re in .  The case  was prepared w i th  the generous c o -o p e ra t io n  o f o f f i c i a l s  
for the B o tsw a n a  D e v e lo p m e n t  C o rp o ra t io n  and the B o ts w a n a  M e a t  C o m m -  
is io n .
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genera tes  e xcess  p ro f i ts  to  the m id d le m e n  who are not c u r re n t ly  re q u ired  to 
pass on to the s m a l l  fa rm e rs  any p o r t ion  o f the s u p p le m e n ta ry  re m i t ta n c e s  
tha t  they re ce ive  f ro m  the C o m m is s io n .

T h is  s i tu a t io n  co u ld  be re m e d ie d  by the G ove rn m e n t i f  seve ra l a c t io n s  
were  take n .  F i r s t ,  i f  the S ta b i l i z a t io n  Fund o f the  B o ts w a n a  M e a t  C o m m ­
is s io n  co u ld  be inc reased  and changed to p e rm i t  h ig he r  p r ic e s  to  be pa id  to 
fa rm e rs ,  s u p p le m e n ta ry  p a y m e n ts  w i l l  be reduced and those  a c tu a l ly  r a i s ­
ing the c a t t le  w i l l  be d i r e c t l y  re n u m e ra te d .  S e co n d ,  the  c o o p e ra t iv e s  co u ld  
be s treng thened  so tha t they can m a ke  adva nces  to  p roduce rs  on te rm s  
s im i l a r  to  the m id d le m e n .  C o o p e ra t iv e s  co u ld  be g iv e n  p r io r i t y  in the a l l ­
o c a t io n  of C o m m is s io n  p u rcha s in g  q u o ta s .  Th is  la t te r  s te p  appears  to be 
w o rk in g  as the ir  s a le s  to the  M e a t  C o m m is s io n  have  taken  a s u b s ta n t ia l  
upw ard  s h i f t .

In the even t tha t the above  m e a su res  w o u ld  fa i l  the  s m a l le r  fa rm e rs ,  
o ther in i t ia t i v e s  have been p roposed in c lu d in g  m a k in g  c re d i t  a v a i la b le  to 
s m a l l  p roducers  for c a t t le - f a t t e n in g ,  and im p ro v in g  th e ir  kn o w le d g e  o f th e ir  
a l te rn a t iv e s  in the m a rk e t in g  s y s te m .  Th is  w o u ld  tend to  enhance  the ir  
a b i l i t i e s  to s e l l  the ir  p roduc ts  w i th o u t  hav ing  to go th rough the  m id d le m e n  
in the m a rk e t in g  c h a in .

The e c o n o m ic  w e lfa re  of m any  B a tsw a n a  f a m i l i e s  is  t ie d  to m e a t  p ro ­
c e s s in g  p r o f i t a b i l i t y .  Other B a tsw a n a  have an in te re s t  in m a n u fa c tu r in g 's  
o ther s u b -s e c to rs  c u r re n t ly  in c lu d in g  prepared g ra in s  and fe e d s ,  m e ta l  p ro ­
duc ts  and m a c h in e ry ,  beverages  ( the  s a le s  o f w h ic h  w i l l  in c re a se  as P r in z  
B rew ery  beg ins  o p e ra t io n s ) ,  gam e s  and t ro p h ie s ,  g a rm e n ts ,  fo o tw e a r ,  f u r ­
n i tu re  and c h e m ic a ls ,  and rubber and p la s t i c  p ro d u c ts .  H o w e ve r ,  for the 
per iod  1971 to 1973, the m a n u fa c tu r in g  se c to r  as a w h o le  accou n te d  for no 
m ore  than f iv e  per cen t of the e s t im a te d  to ta l  cash  e m p lo y m e n t  and o n ly  
n ine  or so per cen t of e s t im a te d  G ross D o m e s t ic  P ro d u c t .  The above e s ­
t im a te s  do not accou n t for the a c t i v i t i e s  of ve ry  s m a l l - s c a le  m a n u fa c tu r in g  
e n te rp r is e s  because  no da ta  e x is ts  about th e ir  o p e ra t io n s .  F i rm s  e m p lo y in g  
ten or m ore  w o rke rs  m u s t  be l ic e n s e d  and they are re q u ired  to p ro v ide  data  
about the ir  e m p lo y e e s  on an annual b a s is .  The re tu rns  o f 55 f i r m s  for 1973 
show ed  c o l le c t i v e l y  tha t 37 (or 67 per c e n t )  were  w h o l ly  fo r e ig n - o w n e d , 
14 (or 25 per c e n t )  were  p a r t ly  fo re ig n -o w n e d  jo in t  v e n tu re s ,  and the r e m ­
a in in g  four f i rm s  (or seven  per cen t of th e m )  were  w h o l ly  owned by B a t s ­
wana e n tre p re ne u rs .  T h is  su gg e s ts  a m in im a l  in v o lv e m e n t  of B a ts w a n a  in 
these  m a n u fa c tu r in g  s u b - s e c to r s .

The m a n u fa c tu r in g  s u b -s e c to rs  have d eve lo p ed  an e xpo r t  o r ie n ta t io n .  
In 1973, 52 per ce n t of s a le s  w ere  e x p o r ts .  The se c to r  show s  a heavy  d e p ­
endence on im p o rte d  m a te r ia ls  and s e m i-m a n u fa c tu re d  in p u ts ,  and im p o r t  
c o s ts  are 33 per cen t of to ta l  s a le s .  In p a r t ic u la r ,  im p o r t  c o s ts  as p ro p o r­
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t io n s  of to ta l  s a le s  for the m a in  su b s e c to rs  were  70 per ce n t  for g a rm e n ts ,  56 
per cen t for m e ta l p roduc ts  and m a c h in e ry ,  and 53 per ce n t  for fu rn i- tu re . For 
the m a in  s u b s e c to rs ,  the degree of e xpo r t  o r ie n ta t io n  e xp re s s e d  as a p e rc e n ­
tage of e xpo rts  to to ta l  s a le s  for g a m e s  and t ro p h ie s ,  i t  w as 95 per c e n t ;  for 
t e x t i l e s  96 per c e n t ;  for g a rm e n ts  85 per c e n t ,  and for rubber and p la s t i c  p ro ­
d u c ts  it  was 41 per c e n t .  F u rn itu re ,  beverages  and c h e m ic a ls  s e l l  o n ly  in the 
d o m e s t ic  m a rk e t .

In these  s u b - s e c to rs ,  the B a ts w a n a  w o rke rs  a cco u n t  for 94 per ce n t  of 
to ta l  e m p lo y m e n t .  The average  wage for a fo re ig n  e m p lo y e e  is ten  t im e s  
tha t of a M o ts w a n a .  The la t te r  are c o n c e n tra te d  in  u n s k i l le d  jo b s  w i th  o n ly  
two per cen t in m a n a g e r ia l  and 17 per ce n t in s k i l l e d  p o s i t i o n s .  The g ro w th  
of m a n u fa c tu r in g  e xpo rts  has been d o m in a te d  by fo re ig n  c a p i ta l  and e x p e r t is e  
and has not s ig n i f i c a n t ly  aug m e n te d  B a tsw a n a  in c o m e .

A tannery  m ig h t  be ab le  to change the  above  s i t u a t io n  s o m e w h a t .  By 
add ing  va lu e  to the c o u n t r y 's  m a n u fa c tu r in g  s e c to r ,  the  idea  o f a tannery  is 
a p p e a l in g .  F ir s t ,  i t  is a t t r a c t iv e  f ro m  the s ta n d p o in t  o f g e n e ra t in g  lo ca l in ­
c o m e -e a rn in g  o p p o r tu n i t ie s  on the part o f the f a m i l i e s  s e l l in g  c a t t l e .  Inco m e  
fro m  tann ing  h id e s ,  over the  c o s t  of do ing  so ,  co u ld  in part be d is t r ib u te d  to  
the f a m i l i e s  whose in c o m e s  are la rg e ly  based on a g r ic u l tu ra l  a c t i v i t i e s ,  p r i ­
m a r i l y  c a t t le  r a is in g .  An in c re ase  in loca l p ro c e s s in g  tha t  in c re a s e s  the 
v a lu e s  of h ides  expo rted  co u ld  p a r t ly  be shared w i th  supp l ie r - f a m i  I ie s .  S e c ­
o n d ly ,  the conce p t is  a p p e a l in g  because  it  c o u ld  gen e ra te  s o m e  lo ca l e m p lo y ­
m e n t  o p p o r tu n i t ie s  for B o ts w a n a .  M a n u fa c tu r in g  e m p lo y m e n t  in the  co u n try  
lags s ig n i f i c a n t ly  beh ind  o ther s e c to rs .  T h i rd ly ,  the a d d i t io n a l  v a lu e  added 
in B o tsw a n a  co u ld  b r ing  in m ore  revenue when p ro cesse d  h id e s  are s o ld  in 
expo rt  m a rk e ts .  C u rre n t ly  a l l  h id es  are s o ld  in the " w e t - s a l t e d "  s ta te  to 
b rokers  and tanners in S ou th  A f r ic a  and to buyers  in E uropean  c o u n t r ie s .  The 
buye rs  of B o ts w a n a 's  h id es  then p rocess  th e m  in v a r io u s  w a ys  lea d ing  to  the 
p ro du c t io n  of f in is h e d  lea the r g oo d s .  Tab le  I is  a f lo w  ch a r t  sh o w in g  the v a r ­
ious s tages  in lea the r p ro d u c t io n .

I I I .  E a r ly  P ro po sa ls  for a Tanne ry : 1970-1972

It was a g a in s t  th is  genera l e c o n o m ic  backg round  tha t  the  B o ts w a n a  D e v ­
e lo p m e n t  C o rpo ra t io n  f i r s t  in tro du ce d  the idea  o f a ta n n e ry .  V ig o ro u s  a t te m p ts  
to loca te  a tann ing  partner fa i le d  m a in ly  because  too  l i t t l e  w as  know n about 
the  te c h n ic a l  and f in a n c ia l  a spe c ts  o f the in d u s t ry .  The C o rp o ra t io n  then 
d ec ide d  tha t the p ro je c t  w a rran ted  fu r the r c o n s id e ra t io n  so i t  a rranged a fu l l  
f e a s ib i l i t y  s tu d y .  The s tud y  w as c o m p le te d  by M r .  Bo L u n d e n , a lea the r c o n ­
s u l ta n t  whose s e rv ic e s  were  m ade  a v a i la b le  by the S w e d is h  In te rn a t io n a l  D e v ­
e lo p m e n t  A u th o r i t y .  M r .  Lunden m ade the fo l lo w in g  o b s e rv a t io n s  and r e c o m ­
m e n d a t io n s :
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'A B LE FLOW C H A R T : LE A TH E R  AND FUR P R O D U C T IO N

N ot  ? :

'O IR

Show n are c o m m o n ly  p ra c t ic e d  p ro cesse s  and m e c h a n ic a l  o p e ra t io n s  
( in  b ra c k e ts ) .  There are of course  n um erous  v a r ia t io n s  and m o d i f i ­
c a t io n s  in use .

Green (F resh )  H id es  and S k in s P e l ts

S a l te d  
P i led

Sal ted 
A ir  d r ie d

A ir  d r ie d  
on ground 
in sun

"W E T  SALTED

A ir  d r ied  
on f ra m e s  
in the shade

| "D R  Y S A LT E D  "j * "G R O U N D  DR I ED"j  f " S H A D E  D R IE D " :
"S U N  D RI ED "i | "F R A M E  D R IE D " ----------------------‘ ___________________ i

'A N N E R Y

L im e  Vara S oa k in g  
( F le s h in g )

Li m in g  
D e h a ir in g  
(S c u a d in c  )

Tan Yard

F in is h ­
ing
D e p a r t ­
m en t

b S £ l i t t i ng

D e l i m i ng
Bati H9

»
P ic k l  ing
C hr o m e -p re ta n n i  ng

:J

(W r in g in g )

'W ET B LU E S"!_

(S p l i t t in g )  
(S h a v in g )

P ic k l  ing 
C h ro m e -  
tanq ing

V eg e tab le
P re ta n n ing

( Wr ing ing

D ry ing

N eu tra l iz in g  
C h rom e  &
S y n th e t ic  
re tann ing  
D ye in g
F a t-  I iquor ing

!• r D ry in g
T------------ ------------------------
( "C R U ST L E A T H E R S "  

F in is h in g  o pe ra t io ns

| "F IN IS H E D  L E A T H E R S "
; SH O E U P P E R  L E A T H E R  ,

V eg e ta b le
tann ing

i
F a t-
I iquor ing 

e tc .  D ry in g
{

 t____

V e g e ta b le  or
S y n th e t ic
tann ing

LSFRiNGE_T A N N E D "! j SO LE  L E A T H E R
| & L IGHT 
|V E G E T A B L E  
I L E A T H E R S

I
D ry in g  
Oi I ing 

( S ta k in g )  
(D r u m m in g )

■ i—~ ,
; ! FUR

H A IR S K IN S
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1. A w e t-b lu e  tannery w i l l  have a good im p a c t  on the d e v e lo p m e n t  o f the 
e con o m y  of B o tsw ana  and w i l l  be p ro f i ta b le  in i t s e l f .

2 .  An im p le m e n ta t io n  s t ra te g y  sh o u ld  be fo rm u la te d .  A p ro m p t d e c is io n  
co u ld  be taken on i ts  im m e d ia te  s ta r t .

3 . The m o s t  s u i ta b le  p la ce  for a tannery  is c o n s id e re d  to be Loba tse  in 
the v i c in i t y  of the B o tsw a n a  M e a t  C o rp o ra t io n  ( B M C ) .

4 . Lobatse  is a lso  a s u i ta b le  p lace  for a fu tu re  lea the r in d u s t ry .

5. The tannery s i te  and p la n t  sh ou ld  be d es igned  for a p ro d u c t io n  o f 200 , 
000 h id es  a year and the m a c h in e ry  and e q u ip m e n t  d im e n s io n e d  for
1 25 ,000  h ides  i n i t i a l l y .

6 . A tannery e i th e r  in teg ra ted  in to  or independent f ro m  B M C  is  r e c o m ­
m e n de d . The tannery  s h o u ld ,  how eve r,  in the la t te r  a l te rn a t iv e  be 
re la te d  to B M C  through

- pa r tn e rsh ip

- a co n tra c t  co nce rn in g  d e l iv e r ie s  of raw  h id es  and s k in s  at d e f in e d  
p r ic e s ,  q u a n t i t ie s  and q u a l i t ie s

-  a c o n t ra c t  conce rn ing  te c h n ic a l  s e rv ic e s .

7 . A m a n ag e m e n t c o n t ra c t  w i th  an ove rseas  tannery  for at le a s t  the c o n ­
s t ru c t io n  and ru n n in g - in  pe r iod s  o f the  p la n t  is  re c o m m e n d e d .

8 . A d e v e lo p m e n t p ro je c t  for rura l tann ing  and le a th e rw o rk  a c t i v i t i e s  
s h ou ld  be fo rm u la te d .  S uch  a s ch e m e  w i l l  a ls o  p repare  the  d o m e s t ic  
m a rk e t  for a fu tu re  lea the r in d u s t ry .

The D e v e lo p m e n t  C o rp o ra t io n  sen t the Lunden s tu d y ,  m a i le d  w i th  a 
c o v e r in g  le t te r ,  to m ore  than 100 tann ing  f i r m s  in A f r i c a ,  Europe and 
North  A m e r ic a .  The C o rp o ra t io n  re c e iv e d  responses  f ro m  a num be r of 
f i r m s  and se le c te d  e ig h t  of th e m  for in i t i a l  c o n ta c t .  One w as S c o t t  and 
S o n s .  The D e v e lo p m e n t C o rp o ra t io n  d ec ided  to  n e g o t ia te  w i th  S c o t t  and 
the f i r m  was i n i t i a l l y  in te re s te d  in the  p ro je c t .

The p ro je c t  d id  not get underw ay as S c o t t  and S ons  dropped out o f the 
p ic tu re  d e c la r in g  tha t the p ro je c t  w o u ld  not be s u f f i c i e n t l y  p r o f i ta b le .  The 
D e v e lo p m e n t  C o rp o ra t ion  c o n ta c te d  aga in  the seven  f i r m s  passed  over 
when S c o t t  was s e le c te d .  In fo rm a t io n  was sen t out to about 50 o the r f i r m s  
of repute  in the in d u s t ry .  O n ly  th ree  o ther tanners  e xp re sse d  an in te re s t  
and one o f th e m , S i lv e r to n  Tannery o f P re to r ia ,  d e c id e d  a g a in s t  in v e s t in g  
in a tannery  p r io r  to  fo rm a l n e g o t ia t io n s .  Two o the r f i r m s  c o n t in u e d  to
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d is c u s s  the m a t te r  w i th  the C o rp o ra t io n :  M o s s o p  and Son o f Cape Town,
and Leonard Jow e tt  o f the U n ite d  K in g d o m .

It w as c le a r  to the D e v e lo p m e n t  C o rp o ra t io n ' s m a n a g e m e n t tha t f i n d ­
ing a tannery  partner was no easy m a t te r .  In p o l ic y  te r m s ,  a tannery  for 
B o tsw a n a  was an a p p e a l ing  p ro s p e c t ;  one tha t w as fe a s ib le  a c c o rd in g  to 
the C o rp o ra t io n ,  the Lunden re p o r t ,  and so m e  ta n n e rs '  e s t im a te s .  U n t i l  
r e c e n t ly ,  the re la t iv e ly  m o d e s t  e xpec ted  re tu rn s ,  co u p le d  w i th  the  a s s o c ­
ia ted  r is k s ,  kep t e s ta b l is h e d  fo re ig n  f i r m s  f ro m  p a r t ic ip a t in g  in a tannery  
in B o ts w a n a .  H ow ever , the D e v e lo p m e n t  C o rp o ra t io n  s ig n ed  an a g re e ­
m e n t w i th  M o s s o p .  It w ou ld  be a jo in t  ven tu re  w i th  a p a y m e n ts  gua ran tee  
to the C o rp o ra t io n . There w o u ld  be a p ro v is io n  for d e v e lo p in g  d o w n -s t re a m  
in v e s tm e n t  in the c ru s t in g  and p roduc in g  s tages  sh ou ld  th is  b e co m e  e c o n ­
o m ic a l  Iy v ia b le .

The p o te n t ia l  p r o f i t a b i l i t y  of a " w e t - b lu e "  tannery  has been e s t im a te d  
by the D e v e lo p m e n t  C o rp o ra t io n  based on " b a s e - l i n e "  da ta  a s s u m p t io n s  
and va r io us  types  of p o s s ib le  tannery  a r ra n g e m e n ts .

Based  on Lunden 1 s re p o r t ,  the D e v e lo p m e n t  C o rp o ra t io n  in c o n ju n c ­
t io n  w i th  S c o t t  and S o n s ,  had e n v is io n e d  a th ree  or four s tep  p ro je c t .  In 
the f i r s t ,  the tannery pu rchases  h id es  and tans th e m  to the  " w e t - b lu e "  
s ta g e .  An in i t ia l  s tage  of co o p e ra t io n  be tw een  the p roposed tannery  and 
the M e a t  C o m m is s io n  w as  to w o rk  out any te c h n ic a l  p ro b le m s  a r is in g  
betw een the tannery  and the a b a t to i r .  It was proposed tha t  the in i t ia l  s tage  
w ou ld  las t for a year but no longe r.  The second  s tage  was to  p roduce  up 
to  2 0 0 ,0 0 0  h id es  per year to  " w e t - b lu e " .  The th i rd  and fou r th  s tag e s  were  
to f o l lo w  and e v e n tu a l ly  add even m ore  va lu e  to  h id e  p ro c e s s in g .  In i ts  
1973 p ro po sa l,  the D e v e lo p m e n t  C o rp o ra t io n  gave  no d e ta i ls  about the  
th ird  and fou rth  s tages  e xce p t  to  say tha t e v e n tu a l ly  the tan n in g  p rocess  
w o u ld  in c lu d e  the " c r u s t "  and then " f in is h e d "  s tag e s  in lea the r goods 
p ro d u c t io n .

In the in i t ia l  p ro p o sa l,  the B o tsw a n a  D e v e lo p m e n t  C o rp o ra t io n  was 
to  buy land, e rec t  b u i ld in g s ,  in s ta l l  w a te r p ip in g  and o ther req u ired  f a c ­
i l i t i e s  and then lease the p la n t  to  an independen t c o m p a n y  to be c a l le d  
"K g o m o  L ea the rs "  at a c o m m e rc ia l  ra te .  In 1973, "T a n la n d " ,  a co m p a n y  
owned by John T. S c o t t  and S o n s ,  had purchased  a 44 acre  idea l s i te  
w h ic h  co u ld  have been leased u n t i l  o w n e rsh ip  was t ra n s fe rre d  to  the  D e v ­
e lo p m e n t  C o rpo ra t ion  when c o n s t ru c t io n  o f the tannery  was to b e g in .  The 
p roposa l w ent as f o l lo w s :  (a )  K go m o  Lea thers  w as  to  in s ta l l  m a c h in e ry
and m ake  a v a i la b le  share  c a p i ta l  f ro m  th e ir  own s o u rc e s ,  and o b ta in  a 
loan f a c i l i t i e s  guaran teed  by S c o t t  and S o n s '  B r i t i s h  B a n k ;  (b )  K g o m o  
was to d es ign  and c o n s t ru c t  an e f f lu e n t  t re a tm e n t  p la n t  m e e t in g  B r i t i s h  
R oya l C o m m is s io n  , s ta n d a rd s ; ( c )  the D e v e lo p m e n t  C o rp o ra t io n  w o u ld



ho ld  a n o ta r ia l  bond over the m a c h in e ry  and a l l  o ther goods on the s i te ,  and 
s h o u ld  the tannery f a i l ,  o w n e rs h ip  of a l l  a s s e ts  w ou ld  acc rue  to the C o rp o r ­
a t io n  .

V .  B a s e -L in e  D a ta  for F in a n c ia l  F e a s ib i l i t y  C a lc u la t io n s

From  c o m b in e d  e s t im a te s  m ade  by c o n s u l ta n ts  to the D e v e lo p m e n t  C o r ­
p o ra t io n  and those  o f fe red  by S c o t t ,  S i lv e r  ton ,  N ossop  and J o w e tt ,  the C o r ­
p o ra t io n  has m ade b a s e - l in e  e s t im a te s  of the real c o s ts  and re tu rns  a s s o c ­
ia ted  w i th  o pe ra t ing  a " w e t - b lu e "  tannery  a t Lob a tse .  They are based on the 
a s s u m p t io n  tha t a tannery  w o u ld  be ab le  to buy 1 50 ,000  c a t t le  h id es  y e a r ly  
f ro m  the B o tsw a n a  M e a t  C o m m is s io n  at m a rk e t  p r ic e s .  The e s t im a te s  
a s s u m e  no s p e c ia l  p r iv i le g e  and a ssu m e  an average  m ix  o f h id es  in te rm s  
of s iz e ,  w e ig h t  and q u a l i t y .  The f in a n c ia l  p ro je c t io n s  of the C o rpo ra t ion  
m a ke  another a s s u m p t io n :  tha t  the re  is  a d e b t -e q u i ty  ra t io  of a p p ro x im a te ly  
1 : 1 or (R 4 0 0 ,0 0 0  debt and R391 ,000  equi t y ) . T a b les  II and III show  the 
c a p i t a 1 re q u ire m e n ts  and p ro je c te d  p ro f i t  and loss  d e r ive d  f ro m  the b a s e ­
l in e  da ta  e s t im a te s .

There are som e  p ra c t ic a l  d i f f i c u l t i e s  tha t the D e v e lo p m e n t  C o rp o ra t io n  
re a l is e s  w o u ld  have an im p a c t  on i ts  January 1976 b a s e - i in e  e s t im a te s .  
In the p ro je c te d  r e la t iv e ly  low  ra te  of p r o f i t a b i l i t y  and a s s o c ia te d  h igh  rate 
o f r is k ,  i t  is q u e s t io n a b le  tha t c o m m e rc ia l  lenders  w o u ld  be w i l l i n g  to m ake  
a v a i la b le  the a ssu m e d  lo n g - te rm  f in a n c e  to an independent c o m p a n y .

S in c e  the ta n n e r y 's  re q u ire m e n ts  for w o rk in g  c a p i ta l  to f in a n c e  both 
h id es  in w ork  and p rocess  c h e m ic a ls  is a p e rm anen t re q u ire m e n t ,  i t  is 
d ou b tfu l  tha t banks w o u ld  be w i l l i n g  to a l lo w  o v e rd ra f t  fa c i  I i t ie s  to cover 
these  needs . To seek to in c re ase  the debt c o m p o n e n t  o f the  ta n n e r y 's  f i n ­
a n c ia l  s t ru c tu re  w o u ld  o n ly  in c re ase  the debt s e rv ic e  burden to the C o m ­
p a n y 's  ope ra t ing  a c c o u n t .  Th is  w o u ld ,  in tu rn ,  in c rease  the r is k  of the 
c o m p a n y 's  ooe ra t io ns  fa i I in g , and thus decrease  s t i l l  fu r the r  the e n th u s ia s m  
of c o m m e rc ia l  banks for lend ing  to the p ro je c t .  To in c re ase  the e q u ity  
c o m p o n e n t  w ou ld  cause  a re d u c t io n  in the ra te  of re turn  to  c a p i ta l  for the 
c o m p a n y 's  share h o lde rs  in c e r ta in  c i r c u m s ta n c e s .

The C o rp o r a t io n 's  research  and n e g o t ia t io n s  d e te rm in e d  tha t  the re  are 
three p o s s ib le  f in a n c ia l  and o w n e rsh ip  a r ra n g e m e n ts .  One is  an independent 
w e t - b lu e  tannery  tha t h ire s  m a n a g e m e n t on c o n t ra c t  and s e l ls  on the open 
m a rk e t  th rough an a ge n t.  A no ther a l te rn a t iv e  is  a s e m i- in te g r a te d  tannery  
a s s o c ia te d  w ith  a f in is h e d  lea the r p roduc t p u rcha s in g  a m a jo r  p o r t ion  of the 
w e t - b lu e  ta n n e r y 's  ou tpu t  at fa vo u ra b le  or at leas t  open m a rk e t  p r ic e s .  Th is  
w o u ld  save  on m a rk e t in g  and s a le s  c o m m is s io n s  a ltho u gh  p ro d u c t io n  c o s ts  
w o u ld  be s im i la r  to  the p r io r  fo rm a t  c o m p a n y .  A no ther is a f u l ly - in te g r a te d  
tannery  a s s o c ia te d  w i th  an e x is t in g  f i r m  of repu te  in the in d u s t ry .  The Lob-
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T A B L E  II 

C a p i ta l  R e q u ire m e n ts

S i te  and P la n t  
Land
B u i ld in g s  ( i n c l .  fe n c e ,  s e rv ic e  ro a ds , e t c , )
E f f lu e n t  p la n t  
E le c t r ic a l  p la n t
W a te r ,  s te a m  and c o m p re s s e d  a ir  
F i t t in g s ,  lo c k e rs ,  e tc .
S ta f f  hous ing

TOTAL
P ro d u c t io n  M a c h in e ry  and E q u ip m e n t  

L im in g  d rum  
Tann ing  d rum  
F le s h in g  m a c h in e  
W ater heater 
Fork l i f t  t ru ck
V a r io u s  p a l le ts ,  t r u c k s ,  boxes
S qu e ez ing  m a c h in e
P h o to - e le c t r i c  s iz e r / s c a n n e r
T rac to r
2 t ra i le rs
Car for m anager
Labora to ry  e q u ip m e n t
O f f ic e  e q u ip m e n t
M a in te n a n c e  e q u ip m e n t
P ro cu re m e n t  c o s t s , f re ig h t ,  e tc .

TOTAL
D e s ig n ,  In s ta l la t io n  and S u p e rv is io n  

S u rv e y in g  and d es ign  
Ins ta l  la t io n  
S u p e rv is io n

TOTAL
W o rk in g  C a p ita l

H id e s  in w o rk  ( le s s  c re d i t  on raw  h ide
p u rch a se s )

C h e m ic a ls ,  c o n s u m a b le  s to res  
W a te r ,  pow er, fue l 
S a la r ie s  and w ages 
D eb to rs

TOTAL
S ta r t - u p  c o s ts

Those in c lu d e  m a rk e t  d e v e lo p m e n ts ,
a d v e r t is in g ,  r e c ru i tm e n t ,  t r a in in g ,  e tc .  TOTAL

TO TAL C A P IT A L  R E Q U IR E M E N T S
1. S i te  and p la n t
2 .  P ro d u c t io n  m a c h in e ry  and e q u ip m e n t
3 .  D e s ig n ,  in s ta l  la t io n  and s u p e rv is io n
4 .  W ork ing  c a p i ta l
5 . S ta r t - u p  c o s ts

RAND
15 000 
80 000 

100 000 
10 000 
11 000 

2 000 
55 000 

273 000

13 000 
21 000 
40 000 
10 000 
12 000 

5 000 
25 000 
12 000 

5 000
1 500
4 500
2 000 
2 000 
2 000

15 000 
170 000

25 000
5 000
6 000 

36 000

115 000 
22 000 

2 000 
10 000 

138 000 
287 000

25 000

273 000 
170 000 

36 000 
287 000 

25 000
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TA B LE  III 

P R O JE C T E D  PROFIT AND LOSS (a )

S a le s

The h ide  m a rk e t  is  e x t re m e ly  v o la t i l e .  P ro c e s s o rs  at a l l  s tag e s  a t te m p t  
to  opera te  on a m a rg in ,  s e l l in g  th e ir  p rodu c ts  at a se t f ig u re  above  the 
f lu c tu a t in g  co s t  of th e ir  raw m a te r ia l  p u rch a se s .  An e s t im a te  m ade  by 
the tanners c o n ta c te d  by BDC is that the d i f fe re n c e  be tw een  the c o s t  of 
a raw h ide  and the s e l l in g  p r ice  of a w e t -b lu e  is about R 4 .3 0 .

150 ,000  h ides  at R 4 .3 0

150 ,000  h id es  

R 6 4 5 ,0 0 0

180 ,00 0  h id es

R 7 7 4 ,0 0 0
------ 3 -  -  -  -

C os ts  o ther than raw  h id es RAND RAN D

C h e m ic a ls 2 3 9 ,0 0 0 2 8 6 ,0 0 0
W ater 2 2 ,0 0 0 2 6 ,4 0 0
E le c t r i c i t y 3 1 ,0 0 0 3 7 ,2 0 0
Fuel 2 ,0 0 0 2 ,4 0 0
S a la r ie s 4 8 ,0 0 0 4 8 ,0 0 0
W ages 6 0 ,0 0 0 7 2 ,0 0 0
T e le x  and post 3 ,0 0 0 3 ,6 0 0
Insurance 3 ,0 0 0 3 ,6 0 0
A u d i to rs ,  banke rs ,  e tc . 3 ,0 0 0 3 ,0 0 0
T rave l 2 ,0 0 0 2 ,0 0 0
S un d r ie s 2 0 ,0 0 0 2 4 ,0 0 0
S a le s  and other c o m m is s io n s 4 0 ,0 0 0 4 8 ,0 0 0
D e p re c ia t io n 4 0 ,0 0 0 4 0 ,0 0 0
In te re s t 4 8 ,0 0 0 4 8 ,0 0 0
C o n t in g e n c ie s  (5%) 2 8 ,0 0 0 3 2 ,0 0 0

TOTAL 589 ,00 0 6 7 7 ,0 0 0

P ro f i t  and Loss

P ro f i t  before  tax R 5 6 ,0 0 0 R 9 7 ,0 0 0

(a ) N o tes  o u t l in in g  the a s s u m p t io n s  w h ic h  p roduce  f ig u re s  are c o n ta in e d  in 
the BDC Board papers of Janua ry , 1976, and are appended to  the end of 
th is  paper.
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In te rna l R a te  o f R e tu rn  to  " In d e p e n d e n t"  Tannery

T A B LE  IV

In te re s t I n co m e  
be fo re  tax  
c red i ts

Tax
c re d i ts

P r e - ta x
in c o m e

Tax N e t in c o m e  
a f te r  ta x

P r in c ip a l
re p aym en t

48 96 96 96 - 96 40

4 3 ,2 1 0 0 ,2 1 0 0 ,8 1 0 0 ,8 - 1 00 ,80 40

3 8 ,4 105 ,6 8 5 ,7 1 9 ,8 5 ,9 7 9 9 ,6 3 40

3 3 ,6 1 1 0 ,4 1 7 ,5 9 2 ,9 2 7 ,8 7 8 2 ,5 3 40

2 3 ,8 1 56 ,2 1 7 ,5 1 3 8 ,7 4 1 ,6 1 1 1 4 ,5 9 40

2 4 ,0 161 1 7 ,5 143, 5 43 , 5 1 17 ,95 40

1 9 ,2 165 ,8 1 7 ,5 1 4 8 ,3 4 4 ,4 9 121 ,31 40

1 4 ,4 170 ,6 1 7 ,5 153, 1 4 5 ,9 3 1 24 ,67 40

9 ,6 7 1 5 ,4 1 7 ,5 1 5 7 ,9 4 7 ,3 7 128 ,0 3 40

4 ,8 1 80 ,2 1 7 ,5 1 6 2 ,7 4 8 ,8 1 1 3 1 ,3 9 40
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a tse  w e t -b lu e  tannery w ou ld  share  m a n ag e m e n t and p ro d u c t io n  c o s ts  and 
the e n t ire  output of the w e t -b lu e  co m p an y  w ou ld  be s o ld  by the p a r t i c i ­
pa t ing  fo re ign  com pany  through i ts  e x is t in g  m a rk e t  c h a n n e ls .

The C orpora t ion  has m ade f in a n c ia l  a n a ly s e s  o f each  of th ree  a l t e r ­
n a t iv e  s t ru c tu re s  and the fo l lo w in g  s e c t io n s  p resen t the p ro je c t io n s  in 
each c a s e .

V I .  F in anc ing  A l te rn a t iv e  Tannery S tru c tu re s - In d e p e n d e n t  T a n n e ry . An 
independent tannery a s s u m e s  p a r t ic ip a t io n  by no e x is t in g  tannery  or 
lea the r b u s in e s s .  The share  h o lde rs  w o u ld  be e ith e r  n o n - ta n n e r  p r iv a te  
en trep reneurs  or the B o tsw a n a  G o ve rn m e n t,  rep resen ted  by a s p e c ia l  
S ta te  C o m m is s io n  or C o rp o ra t io n .

The tannery owners w o u ld  be ab le  to  c o m m is s io n  tan ne ry  bui Id ing  
d es ign e rs  and p ro du c t io n  eng ine e rs  to p lan  the  tann ing  p rocess  and p u r ­
chase  m a c h in e ry .  They w o u ld  re c ru i t  and h ire  b u s in e s s  m anage rs  and 
p ro d u c t io n  s ta f f ,  and c o m m is s io n  fo rw a rd in g ,  s h ip p in g  and s a le s  a g e n ts .  
There w o u ld  be s u b s ta n t ia l  personne l c o s ts ,  e s p e c ia l ly  when c o n s id e r in g  
hou s ing  and a i r - f a r e s .  M o s t  l i k e ly  the  s ta f f  a s s e m b le d  w o u ld  have no 
e xp e r ie n ce  in tann ing  and s e l l in g  B o tsw a n a  h id e s .  The independent ta n ­
n e ry ,  hav ing  no s p e c ia l  m a rk e t in g  a r ra n ge m e n t,  w o u ld  be dependent upon 
the e f f ic ie n c y  of a sa le s  age n t.

A s s u m in g  tha t the independent tannery  m e e ts  the c a p i ta l  c o s t  and 
budget p ro je c t io n s  of the nb a s e - l in e "  e s t im a te s ,  and fu r the r tha t  the 
co m p an y  is  f in an ce d  R 3 9 1 ,0 0 0  e q u ity  and deb t f in a n ce  R 4 0 0 ,0 0 0 ,  at an 
in te re s t  of 12% per annum  for ten ye a rs ,  and tha t the h id es  are inc reased  
to 180 ,000  a n n u a l ly  in the f i f t h  y e a r 's  o p e ra t io n ,  the  re turn  on in v e s t ­
m e n t  to the co m p an y  is  11 per ce n t per a n n u m .

The p ro b a b i l i t y  of a c h ie v in g  an 11 per cen t ra te  of re tu rn  is  re m o te  
because  o f c o s t  ove rru ns ,  re d u c t io n s  in h ide  c o s t / s e l l i n g  p r ic e  m a rg in s ,  
and o ther u n favou ra b le  a d ju s tm e n ts  to  b a s e - l in e  d a ta .  A less  a t t r a c t iv e  
ra te  of re turn  is  ve ry  l i k e l y .  G iven  th is  h igh  r is k  fa c to r ,  c o m m e rc ia l  
banks w o u ld  l ik e ly  not m a ke  loan f in a n c e s  at the b a s e - l in e  leve l and 
ra te  w i th o u t  ve ry  s trong  gua ran tees  by the share h o ld e rs .  The p ro b a b i l i t y  
o f the independent tannery  re a l iz in g  the p ro je c te d  ra te  of re tu rn  is e s t i ­
m a te d  at ten per ce n t by the D e v e lo p m e n t  C o rp o ra t io n .  See Tab le  IV  
for the data  i l l u s t r a t in g  the independent tannery  s i tu a t io n .

S e m i- In te g ra te d  T a n n e ry . The s e m i- in te g r a te d  o p t io n  o f fe rs  the 
p ro je c t  a m ore  re l ia b le  and p o te n t ia l l y  less  c o s t ly  m a rk e t in g  o p e ra t io n .  
If  the owner or m a jo r  partner of a Loba tse  tannery  pu rchased  a l l  the  L o b -  
a tse  w e t -b lu e s  w i th  no m a rk e t in g  c o s t  to the  Loba tse  ta n n e ry ,  then  an
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In te rna l R a te  of R e tu rn  to  11 S e m i - I n te g r a te d 11 T anne ry

(a l l  f ig u re s  in 0 0 0 ' s R a n ds )

Y ear
In co m e  be fo re  
D eb t S e rv ic in g  
Tax , e tc

In te re s t
In co m e  

be fo re  tax  
c re d i ts

Tax
c re d i ts

Pre  - ta x  
in c o m e

Tax
N e t in co m e  
a fte r  tax

P r in c ip a l
re p a y m e n t

Net 
ca sh  f lo w

DCF
11%

1 180 48 132 132. 132 - 132 40 92 7 6 ,6 7

2 180 4 3 ,2 0 1 32 ,80 133 3 ,8 0 1 ,1 4 1 35 ,66 40 9 5 ,6 6 6 6 ,4 3

3 180 3 8 ,4 0 1 41 ,60 1 7 ,5 1 2 3 ,1 0 3 7 ,2 3 1 0 4 ,3 7 40 6 4 ,3 7 3 7 ,2 5

4 180 3 3 ,6 0 146 ,40 1 7 ,5 1 2 8 ,9 0 3 8 ,6 7 1 07 ,73 40 6 7 ,7 3 3 2 ,6 6

5 2 2 8 ,2 2 8 ,8 0 1 99 ,40 1 7 ,5 1 81 ,90 5 4 ,5 7 1 44 ,83 40 1 04 ,83 42, 13

6 2 2 8 ,2 2 4 ,0 0 2 0 4 ,2 0 1 7 ,5 186 ,70 5 6 ,0 1 1 4 8 ,1 9 40 1 0 8 ,1 9 3 6 ,2 3

7 2 2 8 ,2 1 9 ,2 0 109 ,0 0 1 7 ,5 1 9 1 ,5 0 5 7 ,4 5 1 5 1 ,5 5 40 111 ,55 31, 13

8 2 2 8 ,2 1 4 ,4 0 2 1 3 ,8 0 1 7 ,5 1 96 ,30 5 8 ,8 9 154 ,91 40 114,91 2 6 ,7 2

9 2 2 8 ,2 9 ,6 0 2 1 8 ,6 0 17, 5 2 0 1 ,1 0 6 0 ,3 3 158 ,27 40 1 18 ,27 2 2 ,9 2

10 2 2 8 ,2 4 ,8 0 2 2 3 ,4 0 1 7 ,5 2 0 5 ,9 0 6 1 ,7 7 1 61 ,63 40 121 ,63 1 9 ,6 4
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ou tpu t of 1 50 ,000  h id e s  per a n n u m , about R 3 6 ,0 0 0  co u ld  be saved  in sa le s  
c o s t .  The s e m i- in te g r a te d  w e t -b lu e  user s ch e m e  w o u ld  not save  on o v e r ­
s a le s  and p ro du c t io n  c o s ts ,  and the a s s u m p t io n s  used in the case  o f the 
independent com pany  re m a in  unchanged . A ra te  o f re turn  of about 20 per 
cen t per annum  is  p ro je c te d  because  of the p ro je c te d  s a v in g s .

The D e v e lo p m e n t  C o rp o ra t io n 1 s a n a ly s is  e s t im a te s  tha t the p ro b a b i l i t y  
o f a s e m i- in te g r a te d  sch e m e  a c h ie v in g  the p ro je c te d  ra te  o f re tu rn  is  h ighe r 
than for an independent ta n n e ry .  The r is k  o f overruns  on c a p i ta l  and p ro ­
d u c t io n  c o s ts  are s im i la r  but m a rk e t in g  is  l i k e ly  to  m e e t less  d i f f i c u l t i e s .  
I f  a s e m i- in te g r a te d  tannery  co u ld  be c o n s t ru c te d ,  i ts  chances  o f a c h ie v in g  
the p ro je c te d  ra te  o f re tu rn  is  about 30 per c e n t .  See Tab le  V for the d a ta .

F u l ly  In teg ra ted  T anne ry . I n te g ra t in g  p ro du c t io n  and m a rk e t in g  w o u ld  requ ire  
the p a r t ic ip a t io n  of a fo re ign  f i r m  w h ic h  a lready  p rocesse s  and m a rk e ts  a 
la rge v o lu m e  o f c ru s t  o f f in is h e d  lea the rs  c lo s e  to  Loba tse . An idea l 
co m p a n y  for B o tsw a n a  w o u ld  be the  B a ta  tannery in K a fu e ,  Z a m b ia ,  but 
u n fo r tu n a te ly  i t  is  unab le  to  o ffe r  a Lobatse  w e t -b lu e  tannery  the  necessa ry  
te c h n ic a l ,  m a n ag e r ia l  or m a rk e t in g  a s s is ta n c e .  Such  a s s is ta n c e  w ou ld  
have to  c o m e  f ro m  a European or S ou th  A f r ic a n  f i r m  such  as M o s s o p .  It 
is  an e s ta b l is h e d  buyer and p rocesso r and i t  has in d ic a te d  tha t  m a n ag e m e n t 
fu n c t io n s  co u ld  be absorbed in to  i ts  e x is t in g  o p e ra t io n s .

A s s u m in g  c a p i ta l  c o s ts  and a c a p i ta l  s t ru c tu re  s im i l a r  to  the  o ther 
s c h e m e s ,  but e l im in a t in g  so m e  s a le s  c o s ts ,  a m ore  favo u ra b le  p ro je c t io n  
e m e rg e s .  The p ro je c te d  ra te  of re tu rn  inc reases  to  27 per cen t due to  the 
c o s t  s a v in g s .  Bu t the  p ro b a b i l i t y  o f the tannery a c h ie v in g  the p ro je c te d  27 
per ce n t ra te  o f re turn  is g rea te r than in the cases  p re v io u s ly  a n a ly s e d .  
The tanner co u ld  beg in  o p e ra t io ns  w i th  unde rs tand ing  of the s p e c ia l  c h a ra c ­
te r is t i c s  o f B o tsw a n a  h id es  and w o u ld  be less  l i k e ly  to  encounte r m a jo r  
unexpec ted  te c h n ic a l  and m a n a g e r ia l  p ro b le m s .  M a rk e t  ch an n e ls  for w e t -  
b lu e  are a lre ad y  e s ta b l is h e d ;  thus  the p roposa l a vo id s  the  d i f f i c u l t i e s  in 
in t ro d u c in g  a new p ro d u c t .  D i f f i c u l t i e s  o u ts id e  the co n tro l  o f the owners 
o f a f u l ly - in te g r a te d  tannery  re m a in  but the chances  o f re a ch in g  the p ro ­
je c te d  ra te  o f re turn  goal are e s t im a te d  about 50 per ce n t by the D e v e lo p ­
m e n t  C o rp o ra t io n .  The d a ta  are show n in Tab le  V I .

V I . S e le c t in g  the M o re -P re fe r re d  A l te rn a t iv e

The a l te rn a t iv e  tannery  sc h e m e s  are each p la u s ib le  in a te c h n ic a l  
se n se .  A f u l ly - in te g r a te d  tannery  co u ld  a ch ie v e  c a p i ta l  and o pe ra t ing  
s a v in g s  by sha r ing  c e r ta in  f a c i l i t i e s  w i th  the a b a t to i r ,  im p ro v in g  upon the
11 per cen t ra te  of re tu rn  p ro je c te d  for an independent c o m p a n y .  It w o u ld  
co n t in u e  to  face  the h igh  r is k s  but p ro v ide d  tha t adequate  gua ra n te es  were
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T A B LE  VI

In te rna l R a te  of R e tu rn  to  " F u l l y - I n te g r a te d 11 Tannery

n te re s t
.......................

Incom e  
befo re  tax  
c re d i ts

..... .. ......
Tax
c re d i ts

P re - ta x
in co m e

Tax N et in c o m e  
a fte r  ta x

P r in c ip a l
re p aym en t

Net
cash  f lo w

DCF
11%

48 165 165 165 _ 165 40 125 9 8 ,3 8

4 3 ,2 0 109 ,80 100 6 9 ,8 0 2 0 ,9 4 1 48 ,86 40 108 ,86 6 7 ,4 9

3 8 ,4 0 7 4 ,6 0 1 7 ,5 157 ,10 4 7 ,1 3 127 ,47 40 8 7 ,4 7 4 2 ,6 9

3 3 ,6 0 179 ,40 1 7 ,5 1 61 ,90 48, 57 1 30 ,83 40 9 0 ,8 3 3 4 ,8 8

2 8 ,8 0 2 3 2 ,2 0 1 7 ,5 2 1 4 ,7 0 6 4 ,4 1 1 6 7 ,7 9 40 1 2 7 ,7 9 3 8 ,5 7

2 4 ,0 0 2 3 7 ,0 0 17 5 2 1 9 ,5 0 6 5 ,8 5 1 71 ,15 40 1 31 ,1 5 3 1 ,2 1

1 9 ,2 0 2 4 1 ,8 0 1 7 ,5 2 2 4 ,3 0 6 7 ,2 9 174,51 40 134,51 25 , 15

1 4 ,4 0 2 4 6 ,6 0 1 7 ,5 2 2 9 ,1 0 6 8 ,7 3 1 77 ,87 40 1 37 ,87 2 0 ,2 7

9 ,6 0 2 5 1 ,4 0 1 7 ,5 2 3 3 ,9 0 70, 17 1 81 ,23 40 141 ,2 3 16 ,3 8

4 .8 0 2 5 6 ,2 0 1 7 ,5 2 3 8 ,7 0 71 ,61 1 8 4 ,5 9 40 1 4 4 ,5 9 13, 16

3 8 8 ,2 0

i - -

1 I
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m a d e ,  a tannery  ope ra t ing  under th is  a l te rn a t iv e  m ig h t  n e g o t ia te  a lease  
for land and b u i ld in g s  w i th  B o tsw a n a  D e v e lo p m e n t  C o rp o ra t io n .  Th is  
w o u ld  reduce the  c a p i ta l  re q u ire m e n t for the  p ro je c t  and in c rease  the 
p ro jec te d  ra te  of re turn  to  in v e s tm e n t .

The C orpo ra t ion  co n c lu d e s  th a t ,  when c o ns ide re d  on c o m m e rc ia l  
g rounds a lo n e ,  a Lobatse  tannery  h ig h ly  in teg ra ted  in p ro c e s s in g  and 
m a rk e t in g  w i th  a nearby tann ing  b u s in e ss  is  the m o s t  a t t r a c t iv e  a l t e r ­
n a t iv e .  It w ou ld  m ore  l i k e ly  succeed  in p ro v id in g  a p e rm anen t b a s is  
fo r d e ve lo p in g  an in teg ra ted  B o tsw a n a  lea ther in d u s t ry .

V I I .  S ta te  o f the P roposed P ro je c t

The B o tsw a na  D e v e lo p m e n t C o rpo ra t ion  b e l ie v e s  tha t a tannery  w o u ld  
be a spur to m a n u fa c tu r in g  lea ther p roduc ts  in B o ts w a n a .  The C o rp o r ­
a t io n  fe e ls  tha t wh i le the p ro je c t  is l i k e ly  not to be im m e n s e ly  p ro f i ta b le ,  
i t  w o u ld  o ffe r  a reasonab le  p ro f i t  leve l to  an ove rseas  in v e s to r .  O n ly  one 
p o te n t ia l  in ve s to r  appears to re m a in  in te res te d  in the  C o rp o r a t io n 's  p ro ­
posa l and tha t is  the M o s s o p  f i r m  f ro m  South  A f r i c a .  T h is  co u ld  be of 
s o m e  concern  f ro m  the s ta n d p o in t  of trade and in v e s tm e n t  d i v e r s i f i ­
c a t io n .

In a d d i t io n  to re q u ir in g  an o u ts id e  co m p an y  under e i th e r  the  s e m i ­
in teg ra ted  or f u l ly - in te g ra te d  s c h e m e s ,  the B o tsw a n a  M e a t  C o m m is s io n  
w o u ld  have to  p lay  a key ro le .  The C o m m is s io n  w o u ld  have  to  m a ke  
a v a i la b le  the requ ired  h id e s .  W h i le  the C o m m is s io n  w o u ld  re c e iv e  fa ir  
m a rk e t  p r ic e s ,  the ch an n e ls  th rough w h ic h  h id es  are now s o ld  w o u ld  
have to be m o d i f ie d .  As i t  now s ta n d s ,  the h id es  are s t r ip p e d  f ro m  
n e w ly  s la u gh te red  c a t t le  and are d r y - s a l te d  for 30 d a y s .  A f te r  s to ra g e ,  
they are so ld  e v e n tu a l ly  to  I ta l ia n  and S pa n ish  buye rs  who use th e m  in 
the foo tw ear in d u s try ,  and to Sou th  A f r ic a n  buyers  who use th e m  in p ro ­
d uc ing  a v a r ie ty  of lea ther g oods .

The B o tsw a n a  M e a t C o m m is s io n  suppo rts  the  c o nce p t o f a tannery  
in  p r in c ip le .  I ts  m a n ag e m e n t in d ic a te s  tha t i t  looks  fo rw a rd  to  the  day 
when ra ther than sh ip p in g  a l l  o f the c o m p a n y 's  h id es  out of the  c o u n t ry ,  
s o m e  o f them  can be used to  suppo rt  a loca l lea ther m a n u fa c tu r in g  in ­
d u s t ry .  In fa c t ,  the M e a t  C o m m is s io n 's  M a n a g e m e n t in d ic a te d  tha t i t  
w o u ld  w e lc o m e  a share  h o ld in g  p a r t ic ip a t io n  in a tannery  for the  c o u n t ry .  
The M e a t  C o m m is s io n  Board  passed , in fa c t ,  the fo l lo w in g  re s o lu t io n
at i ts  10th A p r i l ,  1973, m e e t in g :  "  i t  w o u ld  be in  order for the
M e a t  C o m m is s io n  to s u p p ly  a p p ro x im a te ly  5 0 ,0 0 0  h id es  per year to  the 
proposed ta n n e r y . "
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The M e a t  C o m m is s io n  does not agree w i th  the  p ro je c t  as o u t l in e d  
by the  B o tsw a n a  D e v e lo p m e n t  C o rp o ra t io n .  F i r s t ,  the  M e a t  C o m m is s io n  s 
m a n a g e m e n t is  ca re fu l to  p o in t  out tha t i ts  e x p e r t is e  is  in p u rc h a s in g ,  
p ro c e s s in g  and s e l l in g  m e a t p ro d u c ts .  It  has no e x p e r ie n c e  in the  ta n ­
nery b u s in e s s  and the p ro fe s s io n a l  s ta f f  and m a n a g e m e n t do not fee l 
c o m p e te n t  to m anage another type  o f e n te rp r is e .  S e co n d ,  the  C o m m ­
is s io n  p o in ts  out tha t i t  is  a n a t io n a l p a ra -s ta ta l  C o m p a n y  tha t  too k  over 
p r iv a te  c o m p a n ie s  in order to  ensure  loca l co n tro l  o f in d u s t r y .  The B o t s ­
w ana M e a t  C o m m is s io n  fe e ls  tha t  i t  w o u ld  be s e t t in g  b ack  the  c lo c k  to  
tu rn  over the  h ides  to  an o u ts id e  e n te rp r is e .  The C o m m is s io n ' s m a n a g e ­
m e n t w a n ts  to  m a in ta in  d is c re t io n  and c o n tro l  over the  te rm s  on w h ic h  
B o ts w a n a 's  h ides  are s o ld  ab road . It fe e ls  tha t  an o u ts id e  c o m p a n y  
m ig h t  purchase  h ides  in e x c e s s  o f lo ca l use and s e l l  the s u rp lu s  in te r ­
n a t io n a l ly  on te rm s  tha t  m ig h t  be less  p re fe re n t ia l  to  B o ts w a n a  than the  
C o m m is s io n  co u ld  o b ta in .  The c o u n t r y 's  h id es  are c u r re n t ly  s o ld  to  
buye rs  in Sou th  A f r ic a ,  who then  s h ip  B o ts w a n a 's  h id es  to  S p a n is h  and 
I ta l ia n  buyers  as w e l l  as pu rchase rs  in the  U n ite d  K in g d o m  and e ls e ­
w h e re .

The C o m m is s io n  is  aware o f the  v a r io u s  b u y e rs '  n ee ds , th a t  is ,  
they  know  the type  of h id es  tha t  va r io u s  k in d s  o f p roduce rs  re q u ire .  
S om e  need a h ea v ie r  h ide  f ro m ,  s a y ,  A u s t ra l ia ,  wh i le o th e rs  can  use 
the  type  expo rted  f ro m  B o ts w a n a .  The C o m m is s io n  fe e ls  th a t  i t  sh o u ld  
not g iv e  up d is c re t io n  over m a k in g  m a rk e t in g  d e c is io n s  based  on the 
years  of e xpe r ie n ce  ga ined  by the  n a t io n a l p a ra -s ta ta l  c o m p a n y .

M a n a g e m e n t p o in ts  out tha t i t  w o u ld  be in the  M e a t  C o m m is s io n ' s 
in te re s t  to  have a ta n n e ry .  It w o u ld  e l im in a te  the  p ro b le m  o f h a v in g  to  
s to re  the  h ides  at the  a b a t to ir  for t h i r t y  d a y s .  T h is  no t o n ly  u ses  space  
but i t  a ls o  adds to the p o l lu t io n  p ro b le m .  The C o m m is s io n  u ses  3 0 ,0 0 0  
tons  o f s a l t  in the p la n t  each year and th is  g iv e s  a b r in e  r u n - o f f  c a u s in g  
a p o l lu t io n  d i f f i c u l t y  in the  p la n t .  If the h id es  w ere  not s to re d  bu t f u r ­
ther p ro cesse d , i t  w o u ld  re l ie v e  the  M e a t  C o m m is s io n  o f tw o  p ro b le m s  -  
s to rage  and p o l lu t io n .  In a d d i t io n ,  i f  the  C o m m is s io n  d id  no t have  to  
expo r t  h igh  w e ig h t  h id e s ,  but ra the r low er w e ig h t  le a th e r ,  i t  c o u ld  save  
on t ra n s p o r ta t io n  c o s ts .

V I I I .  S u m m a ry  and C o n c lu s io n s

The co ncep t of a tannery  re m a in s  an a t t r a c t iv e  idea , one p ro m is in g  
to  be c o m m e r c ia l l y  fe a s ib le  even though i t  m ig h t  not be an im m e n s e ly  
p ro f i ta b le  one. The b a s ic  d e s ira b ility  of a tannery  is  b ecause  i t  c o u ld  
o ffe r  an o p p o r tu n ity  fo r a broader leather goods in d u s t ry  to  c o m e  about 
in  B o ts w a n a .  On th is  score, the M ea t C o m m is s io n  q u e s t io n s  s o m e w h a t  
w he the r B o tsw a n a  produces the type of hides u sa b le  in  a lea the r shoe
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in d u s t ry .  B u t even i f  th e ir  idea is  g e n e ra l ly  a c c e p ta b le ,  tw o  p ro b le m s  r e m ­
a in .  The f i r s t  is  to o b ta in  an "o u ts id e "  pa r tn e r ,  and the second  is  to  re c e iv e  
a ssu ran ce s  f ro m  the B o tsw a n a  M e a t  C o m m is s io n  tha t i t  w i l l  s e l l  1 5 0 ,00 0  or 
m o re  h id e s  to the tannery  per yea r .  The B o tsw a n a  D e v e lo p m e n t  C o rp o ra t io n  
has thus far been unab le  to  s o lv e  these  tw o  key p ro b le m s  a ltho u gh  i t  is  c o n ­
t in u in g  i ts  e f fo r t s .  The M e a t  C o m m is s io n  suppo rts  the  co n ce p t  in p r in c ip le  
and the M o s s o p  f i r m  of S ou th  A f r ic a  is  c o n t in u in g  i ts  n e g o t ia t io n s  w i th  the 
D e v e lo p m e n t  C o rp o ra t io n .  The m a t te r  is not c lo s e d  and indeed a tannery  
m ay  ye t co m e  about for B o ts w a n a .  In fa c t ,  the o f f i c i a l s  o f the  M e a t  C o m ­
m is s io n  are a c t i v e ly  in v e s t ig a t in g  a tannery  and they hope to  have s o m e ­
th ing  to  ta b le  for c o n s id e ra t io n .

I X . Q u e s t io n s  for D is c u s s io n

1. W hat is the m e a n in g  of a d is c o u n te d  cash  f lo w  and how 
is  i t  re la ted  to the f in a n c ia l  c o n s id e ra t io n s  in th is  case?

2 . D is c u s s  the b a s ic  d i f fe re n c e s  be tw een  w ha t m ig h t  be in 
the  na t io n a l in te re s t  and w hat m ig h t  not be in the in te r ­
e s ts  o f p r iv a te  or even p a ra -s ta ta l  c o m p a n ie s .

3 . Is there  any o ther a l te rn a t iv e  tha t the B o tsw a n a  D e v e lo p ­
m e n t  C o rpo ra t ion  m ig h t  pursue  in b r in g in g  about the  ta n ­
nery?
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