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Aust anners (Vic) Pty Ltd (referred to in this subm ssion as

Aust anners) wel cones this opportunity to present its views

and experiences to the Productivity Commi ssions inquiry on

the textile, clothing, footwear and | eather industries.

Thi s

subm ssi on provi des an overvi ew of:
the industry

t he conpany

recent international devel opnents
the Strategic I nvestnment Program
future strategies

concl usi ons

Overal |, Austanners suggests:

SIP should be retained beyond 2005. However, sone
nodi fications need to be made to strengthen the future

ef fecti veness of the schene.

An industry targeted trade strategy including the
selective negotiation of free trade agreenents and
I nstrunments shoul d be adopted

The post 2005 environnment should |look to encourage a
viable 1ocal f oot wear i ndustry in sone form
Provi ding an overseas assenbly provision for footwear
assenbled from Australian sourced and cut |[eather
could do this. This would encourage the |oca
devel opment of a technical capability and provide this
technical capability with access to |low cost offshore
assenbly |labour wth which to manufacture footwear
that would be nore conpetitive with fully-nmade up
I mports.
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THE | NDUSTRY

The Australian |eather industry produces over $730 mllion
of leather per year and generates nearly $190 nmillion of
val ue added, which is about the manufacturing average.
This activity is wundertaken in sonme 180 establishnments
| ocated throughout Australia, frequently in regional or
renote | ocations and enpl oys over 3000 people.

The industry is highly focussed on exports, with nearly 78%
of sales being exported in 2000-01. This export
orientation conpares to the manufacturing average of about
30% in that year

Aust anners currently accounts for sonme 5% of total industry
sales and about 60% of finished consumer apparel | eather

exports. The conpany currently enpl oys about 80 peopl e.

The industry 1is part of a global supply chain that
stretches from Australian cattle farns to the sale of
premum quality footwear and furniture in the salons of
Europe and Anerica. The industry predom nantly processes
bovine hides and sheepskins (in wool-on and wool-off
states) through various stages into finished |eathers and
ski ns. Speci alist |eathers, derived from kangaroo skins,
goat, pig, calf, emu, crocodile, snake, and fish skins are
al so produced in small quantities. Major end users include
the footwear, apparel , uphol stery and |eather goods

i ndustri es.
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The industry is donminated by a few nmjor conpanies which
undert ake f I eshi ng, de- hai ri ng, fel | nongeri ng, skin
pi ckling, wet blueing, sammying, splitting and shaving
hi des and skins in order to produce wet blue hides. Two
firms, including Austanners, perform these wet bl ueing
activities prior to wundertaking re-tanning, dyeing and
enbossing to produce premum quality finished |eather. Two
other conpanies purchase wet-blue hides in order to
finished | eather.

The tanning process involves two main stages of processing,
wet and dry.

In the wet process, large volunmes of raw materials are
batch processed enploying considerable quantities of
chem cals and dyes in liquor solutions. Tanning in druns
usually takes around 48-60 hours to achieve the desired
penetration of hides/skins wth tanning agents. In dry
processing, materials continue through various sequences of
bat ch processing in order to inpart the required attributes
of the particular leather for its intended end use. Thi s
may involve drying, printing, buffing and finishing.
Typically these processes are |abour intensive and highly

dependent upon the individual skills and craft of the

t anner.

Significant capital inprovenents incorporating advanced
technologies to inprove the control and speed of
processi ng, including the operating speed of some
processi ng machi nery, better functi onal control of

equi pnent and operating variables and the devel opnent and

application of sensor technol ogy have and are bei ng nmade.
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Wil st |eather production involves a capital intensive
production nethod, mastery of this is not sufficient to
produce a high quality product. Whi | st technol ogi cal and
capital factors influence the degree of conpetitiveness
they are wunable to replace the skill, judgenent and

I nnovati ve probl em solving skills of the tanner.

Wr | d mar ket capacity, prices and tradi ng rul es,
I ncreasingly stringent envi ronnment al st andar ds and
regul ations (particularly in the European countries to
which Australia exports) and the exchange rate also have
I mpacts on this comodity based supply chain.
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THE COVPANY

Austanners is the only vertically integrated manufacturer
of finished apparel and furniture |eather in Australi a.

The conpany is the result of a significant restructuring of
the Australian leather industry in 1998 that consoli dated
the skills, expertise and craft of D xon/Spectrum Leat her
Courtnay Leather, Austanners Wt Blue and Austanners Pty
Ltd.

This rationalization included the establishment of a new
wor | d- cl ass greenfiel ds site in Lara Victoria,
i ncorporating the nost up to date equi prent available. Due
to a change from what we had been led to expect as to the
interpretation of the SIP arrangenments this world scale
i nvestment was not treated as eligible for assistance under
the regional conponents of the schene. As such the
conplicated nature of the SIP schenme has resulted in the
facility operating with a larger financing cost than

originally envisaged.

In total over $12 mllion has now been spent on the
devel opment of this new greenfield plant and its associ ated
equi pnment and processing techniques to ensure that it is at
t he | eadi ng edge  of t he I ndustry’s t echnol ogi cal
devel opnent .

It is also developing and applying world-class effluent
treatment systenms to ensure that the nost efficient
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utilisation of avai l abl e wat er i's made in an
environnmental ly synpathetic nmanner, including recycling

wher e possi bl e.

The conpany is commtted to enhancing the conpetitiveness
of the entire |eather supply chain through the devel opnent
and application of innovative nanagenent systens. For
exanpl e, Austanners was a prinme participant in the Hide
| mpr ovenent Pr ogram whi ch devel oped conputeri zed
information and nmanagenent systens to inprove the
information flowing to all stages in the supply chain. By
encouragi ng the developnment of a system that recognizes
variable hide quality and value, growers, processors and
consuners were encouraged to take nore infornmed decisions.

The pressure to increase the degree of I nnovati ve
capabilities and products is particularly strong for a
relatively small-scale producer of |eather. To succeed
W thout the benefits of l|arge scale production econom es
requires the developnent of other areas of conpetitive
advantage - i.e. high level production conpetence and
flexibility (al l owi ng rapid responsi veness to
opportunities) and product innovation (leading to world

class products tailored to specific nmarket requirenents)

The conpany has therefore concentrated on devel oping new
products and production processes, utilising its skills and
t he advantages of having one of the worlds npbst advanced

facilities of its size.
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| NTERNATI ONAL DEVELOPMENTS

Leather is not generally subject to substantial tariffs in
Its own right. Instead intermttent export restrictions on
raw material hides and skins are nore comonplace as
countries look to ensure the survival of their processing
i ndustries in periods of shortage. In addition support is
often provided by Ilocal governnment instrunentalities to
I ndi vi dual firms. | denti fying and quanti fying such
arrangenents is difficult as they are often subject to

commer ci al confidences.

QO her leather producing nations in Asia, India and South
Arerica inmpose significantly | ower requi renents for
treating and disposing of waste than is required in
Australia. This results in a substantial indirect financial

subsi dy to Austanners overseas conpetitors.

Looking forward, it is possible that there wll Dbe
reductions in tariffs as a result of the Doha Round.
However the policy of the worlds |eading players such as
the United States of Anerica to nmke any reductions
conditional on being linked and reciprocated neans that
uni |l ateral unconditional reductions of benefit to the
| eat her industry are unlikely to occur.

In addition any reductions are likely to be phased in. As

such significant progress in lowering tariff barriers in
unlikely to eventuate until 2010-2015.
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There is therefore Ilittle to suggest the Australian
i ndustry will receive significant benefit in the next five
to ten years from reductions in General System of
Preferences (GSP) tariffs.

In addition it should be noted that Australia s past policy
of unilateral and unconditional reductions is at odds wth
I nt er nati onal practice and stated policy for t hese
negoti ations. This could result in any reductions made by
Australia prior to the negotiations not being reciprocated.

Regi onal trade blocs such as NAFTA, the EU and, in tine,
AFTA have and will open up increased trade opportunities
for their nenbers. (APEC may also offer sone trade
advantages in the future but these are speculative at the
nonent.) At the nonent at |east, Australia is not a nenber
of any of these regional agreenents, and it runs the real
risk of being effectively |ocked out of any of the ngjor
trading blocs. If Australia wunilaterally reduces its
tariffs further it will have given away any capacity it my

have had to negoti ate reasonabl e access to these bl ocs.
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STRATEG C | NVESTMENT PROGRAM

The conpany has received support under the Comonwealth
Governnents Strategic Investnent Program Details are
avai l abl e on a confidential basis if required.

The SIP Schene evolved from the strategy adopted by
governnment over the 1990's, firstly to encourage export
growm h through the 1991-2000 Inport Credit Schene, and
i mproving TCF&L business practices through the 1996-2000

Future Strategies program An Overseas Assenbly Provision

encour aged i ncreased i nternationalization of | ocal |y
controlled supply chains. The conpany, and its
predecessors, was an active parti ci pant in t hese

arrangenents.

The Strategic Investnent Program was to encourage those
activities determned as drivers of inproving business

capabilities - investnent and innovation.

Overall the SIP should be retained beyond 2005. However
sonme nodifications need to be nade to strengthen the future
effectiveness of the schene. In particular, consideration
shoul d be given to ways of inproving the level of certainty
partici pants have about the value of projects undertaken
under the auspices of the program

In particular, the schene:
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e has not provided the predictability and certainty of
outcones that would enable the conpany to inplenent a
nore strategic approach to product and market
devel opnent

* has involved distinguishing innovations that occur as
a result of normal business practice from those that
result from sone other source. This is a source of

consi derabl e uncertainty.

* has involved distinguishing normal product devel opnent
from innovative product devel opnent. In a working

tannery such distinctions are subjective.

* treats plant and equipnent differently dependi ng upon
whether it is new or used rather than whether it is

state of the art or not.

 inposes significant adm nistrative costs

Future Strategies

Australia s hide and skin resources are not an advantage in
them unless the leather industry is able to apply the
mar keting, technical and financial expertise needed to
produce efficiently for the global narket. It is also
necessary to be able to obtain in those markets a

reasonabl e price that reflects those costs.
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The international |eather narket is adversely affected by
the practices of Asian and Indian producers to obtain raw
materials at less than the international price (which is
the price that Australian tanneries have to pay to |oca

suppliers) and then process that material into finished
| eat her which can be sold at a significant discount to the
wor |l ds  best practice, conpetitive cost achieved by

producers such as Austanners.

Proximty to suppliers can in sone instances result in cost
savings by reducing the need to salt the hides and skins.
However since Australia’s herd is so disparate these
savings are in reality only realisable by small-scale
speci al i st tanners.

As noted above the leather industry is part of a large
I nternational supply chain. Simlar |inkages also occur in
Australia where the industry is a mjor custoner for the
livestock and chemical industries as well as providers of
transport, information technology, conputers and technica

research services.

The inportance of these |inkages has been highlighted in
recent years with significant work and expenditure going
into branding, yarding, and slaughtering practices, as well
as nmethods for controlling and mnimsing tick damage.
| mprovenents in these areas have involved the active co-
operation of farmers/feedlots, saleyards, abattoirs, state

and federal governnments and the CSI RO

Li nkages forward from the tanning sector extend nost

i mportantly into the footwear and furniture industries.
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These |inkages have led to the devel opnent, anongst others,
of technologies and systens to digitise and automate the
assessnent of leathers in order to maximse cutting yields.
This is an area of research that is at the forefront of

gl obal industry practice.

Wrk such as this is an exanple of the advanced technical
scientific and manufacturing skills associated with the
operations of the I|eather industry. These capabilities
then of course extend out into the broader econony as well.

However the concentration of the Australian footwear
i ndustry has led to a significant decline in the |ocal
market for finished leather. As well as the imediate |oss
of scale economes, this developnent resulted in the
technology not being fully conmmrercialised, developed and
extended due to the smaller |eather cutting requirenents of

t he manuf acturers.

Generally the reduction in the nunber and scale of
Australian | eading edge custoners has increased the cost of
i nvestigating and developing new nethods and products.
Whil e such prograns can be undertaken in the context of
strategic partnerships and facilitated by proximty and
personal contact such investigations are imreasurably nore
difficult when trying to deal with distance and tine zone

di f f er ences.
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CONCLUSION

The industries are an integral conponent of the Australian
I ndustrial, econom c and social structure. They:

e add value to and thereby generate greater econonc

benefit from Australia’ s abundant supplies of hides

e build on IT and e-commerce applications such as bar-
coding and scanning technologies in facilitating the
I ntroduction, extension and nmastery of information and

comuni cati on technol ogi es

 develop, design, create and adapt new products for

consuners, industries and technol ogi es

e identify, analyse and develop new and different
manuf acturing processes to adapt new and existing
technologies to the demands of a lean flexible
manuf acturing environnment that operates wthout the
benefits of scal e production

While the Australian |eather industries are snall by gl obal
standards they make a significant contribution to the
Austral ian econony and are well placed to continue playing
a leading role in driving evolution in the know edge and
service econony. This arises fromtheir being a high val ue
producer, driven by innovation and the ability to identify,
supply and capitalize on ongoing global |eading edge

denmands.
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These gains will and are being realized through the direct

and indirect efforts of the industries as engines of

change, devel opnent and grow h. These benefits are
realized in t he tangi bl e val ue of val ue- addi ng
intellectual, creative, and physical activities, their

associ ated enploynment and incone and the inplicit costs
associated wth the absence of these activities.

To succeed without the benefits of |arge scale production
economes requires the developnent of other areas of
conpetitive advantage - I.e. high |evel producti on
conmpetence and flexibility (allowing rapid responsive to
opportunities) and product innovation (leading to world
class products tailored to specific market requirenents).

The absence of fair conpetition in export markets and
anongst global exporters conbined wth the deleterious
effects of the dimnishing |ocal custonmer base neans that
it is very difficult to forecast devel opnents beyond 2005.
It is therefore essential that any changes considered for
2005 and beyond should be ainmed at facilitating adjustnent
to donmestic and international pressures rather than causing

addi ti onal pressure to be applied.

In recognition of this Austanners suggests:

e SIP should be retained beyond 2005. However, sone
nodi fications need to be made to strengthen the future
effectiveness of the schene.
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An industry targeted trade strategy including the
selective negotiation of free trade agreenents and
I nstrunments shoul d be adopted

The post 2005 environnment should |look to encourage a
viable 1ocal f oot wear i ndustry in sone form
Provi ding an overseas assenbly provision for footwear
assenbled from Australian sourced and cut |[eather
could do this. This would encourage the |oca
devel opnment of a technical capability and provide this
technical capability with access to |low cost offshore
assenbly labour with which to mnmanufacture footwear
that would be nore conpetitive with fully-nmade up
I mports.
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ATTACHVENT 1

PRODUCTI VI TY COWMM SSI ON | SSUES & QUESTI ONS

How have the TCF industries and individual firns been
performng in terns, for exanple, of profitability, return
on investnment, market share, exports, inprovenents in
productivity and product quality?

Confidential data on these indicators are available if
request ed

What has been the contribution to performance outcones of
i ndustry restructuring, investnment in plant and equi pnent
and R&D, enphasis on skilling, training and managenent
performance and supply chai n managenent ?

Austanners is a direct result of industry restructuring to
I nvest in a new technol ogi cally advanced worl d-cl ass
facility.

I nvest ment, product devel opnent and process inprovenent are
critical to the successful operation of the plant. Skil

Is the key pre-requisite for a quality tanning operation.
There is at the nonment no alternative to on the job
trai ni ng and experience conpl enented by purchased expertise

What adj ustnment pressures are acting on the TCF sector (eg.
t echnol ogi cal change, increased conpetition froml ow wage
or nore efficient production centres overseas, changing
patterns of consunmer demand)?

Leather is subject to the energence of | ow cost producers
in Asia, the use of materials supplies as a | ocal
producti on subsidy by other global exporters and the
concentration of the | ocal footwear industry

VWhat difficulties have occurred in adjustnent to changes in
the sector’s operating environnent in recent years? \What
factors have facilitated or inpeded adjustnment to increased
I nternational market conpetition? What are the
characteristics of those firnms that have either succeeded
or failed (eg. are brand recognition, marketing, design
and/ or product differentiation or sone mninum scal e

i mportant)?
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Internationally, the nost successful |eather firns are
those with a strategic | ocal custoner base involved in the
devel opnment of | eadi ng edge products and processes (i.e.
Italy). The concentration in the Australian footwear

i ndustry has therefore been a maj or problemduring a period
of re-investnent and revitalisation by the |eather

i ndustry.

VWi ch industries in the TCF sector in Australia are nost
conpetitive (eg. in which specific products or production
processes) and why? How m ght this change in the future?
What capacity do TCF firnms have to inprove their
productivity/cost base towards international best practice?

Leather is potentially conpetitive in the long term
dependi ng upon its access to uncorrupted markets. To
succeed wi thout the benefits of |[arge scal e production
econoni es requires the devel opnent of other areas of
conpetitive advantage - i.e. high | evel production
conpetence and flexibility (allow ng rapid responsive to
opportunities) and product innovation (leading to world
class products tailored to specific market requirenents)

What external forces will influence future performance and
prospects (eg. exchange rates, mcroeconomc reform trade
barriers and overseas assi stance neasures)?

Wul d changes in donestic policy settings (eg. to taxation,
wor kers’ conpensation arrangenents, etc) help the TCF
sector to increase its conpetitiveness?

Al'l external forces inpact the international |eather market
— the ability to accommpdate the shifts is a characteristic
of a successful industry. However for this to occur the
overal | context and environnent nust be conducive to ensure
ongoi ng confidence during periods of change.

Labour rel ated taxation neasures are inequitable and a
maj or di sincentive to |ocal operations. Wilst the
responsibility of State governnents, the Federal Governnent
should work with the States to abolish payroll tax,
excessi ve workers conpensati on paynents etc.

In the inmediate future to directly and significantly
enhance the conpetitiveness of the industry, these

expendi tures shoul d be recogni sed as eligible expenditures
under the type 2 elenent of SIP
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Is TCF activity in regional areas particularly vul nerable
to changes in the sector’s operating environnment?

The | eather industry is predom nantly | ocated in regional
areas.

| npact of current assistance arrangenents

The TCF sector receives governnment assistance through a
range of neasures including tariffs on conpeting inports,
grants delivered through the Strategic |Investnent Program
(SIP), the Expanded Overseas Assenbly Program ( ECAP),
policy by-laws and access to generally avail abl e gover nnent
prograns. Analysis of the inpacts of the current assistance
regine will provide an inportant guide to the | evel and
form of assistance that should apply to the sector after
2005.

How ef fective and efficient are current assistance neasures
i n pronoting desirable structural change and establishing
an internationally conpetitive TCF sector? Wich neasures
are the nost effective?

SIP is the nost inportant instrument. EOAP should be of
rel evance to the | eather industry should be but isn’t
because of inadequacies for the direct users.

General ly avail able prograns are of little rel evance -
conpany expenditures eligible under EMDG are rel atively | ow
whil e the tax concession schenmes do not recogni se the
appl i ed nature of Austanners devel opnent prograns.

Have the inpacts of assistance neasures varied
significantly across different industries in the TCF
sector? Wat aspects of the current package have nost

hel ped desirabl e change? Have there been any uni ntended or
undesi rabl e side effects?

How effective has the SIP been in encouraging additional or
earlier investnent in process or product devel opnent and
new capital equipnment? Are there any deficiencies in the
SIP criteria or their application?

SIP was directly responsible for the restructuring of the

i ndustry in 1997/ 98 and Austanners rel ocation program was
accelerated as a result. It was therefore a nmjor concern
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to learn that the inplenentation of the schene was
different to our expectations.

SIP could be inproved by delivering greater certainty as to
eligibility of different sorts of expenditures and reducing
the tinmelines.

Are there any particular problens or anomalies in other
assi stance arrangenents (eg. the EOAP and policy by-Ilaws)?
How m ght they be avoi ded/all evi at ed?

EQAP coul d provide for the full rem ssion of duty when
Australian | eather is used as the upper in finished
f oot wear

To what extent are TCF firns taking advantage of the
current tariff pause to prepare for the legislated tariff
reductions in 2005?

Not relevant as |leather receives mninmal tariff support.

How significant are the costs inposed on consuners,

t axpayers and ot her industries by the assistance package
for the TCF sector? To what extent have these inposts

hi ndered t he performance of | ocal downstream industries
such as furniture manufacturing?

In our experience, SIP has acted to reduce | ocal costs by
I mproving availability of product and skills. Qher costs
faced by the industry are determned in the international
mar ket pl ace or by local institutions (water, rates, taxes,
wage rates etc)

Wor kpl ace i ssues

Is workplace inflexibility and/or industrial disputation a
significant problemfor the TCF sector? Wat are the key
concerns in these areas (eg. shift restrictions,
demarcati on, disputes associated with the protection of
enpl oyee entitlenents)?

Refornms to the industrial relations systemin recent years
have strengthened the ability to inplenment workplace
arrangenents better suited to the needs and circunstances
of the individual workplace.
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What gai ns have been achi eved in | abour productivity and
val ue added per enployee over the past few years? Wat has
happened to rates of pay in the sector over the sane

peri od?

Confidential conpany data is available if required

What are the main inpedinents to better workpl ace out cones
(eg. deficiencies in managenent or workforce skills,

wor kpl ace culture, an inappropriate industrial relations
framewor k, inadequate training infrastructure)?

Lack of scale results in constant changes which are
difficult for workforce to adapt to.

No significant training infrastructure for operators due to
the experiential nature of the production process or

recogni tion of on-the-job training.

Do the characteristics of the TCF workforce (eg. skil

| evel s, age profile, ethnicity, gender) hinder |abour
mobility within the sector and between it and ot her
sectors? What consequences night this have for the |ong
termviability of the sector and to its ability to adjust?

Educati onal levels are generally |ow — cost constraints and
world prices put Iimts on the ability to raise the pay
profile to attract nore flexible workers.

Mobility is itself not an issue as the workforce is largely
itinerant.

What issues and concerns are rai sed by the use of
outworkers (eg. an inadequate information base,
expl oi tation, working conditions)?

What i npact have | egislative (eg. the Ethical C othing
Trades Act in NSW and voluntary (eg. the Homeworkers Code
of Practice) initiatives had on outworkers and TCF firns?
Are ot her approaches required?

Not relevant to the |eather industry.
Mar ket access issues

In what ways, and to what extent, do overseas tariffs and
non-tariff barriers restrict access to narkets? Are there
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exanpl es of current barriers creating, rather than
hi nderi ng, opportunities for Australian firnms?

I ndi a and Asian producers can gain access to locally
supplied hides at | ess than world prices during tinmes of
short age.

Have local TCF firnms been able to circunvent the trade
barriers of other countries (eg. by establishing production
facilities in other countries/regions, through brand
recogni tion, concentrating on high val ue niche products
etc)?

No

What new opportunities or threats are likely to arise from
current efforts to liberalise TCF trade through the Doha
round of WO negotiations and the APEC commtnent to free
and open trade in the region by 2010 for devel oped
countries and 2020 for devel opi ng countries? What will be
t he i npact of devel oped countries renoving their quotas on
i mports from devel opi ng countries under the WO Agr eenent
on Textiles and C ot hi ng?

M ni nal

Are inmports from | east devel oped countries (eg. Bangl adesh)
likely to increase significantly as a result of the
recently announced renoval of Australian tariffs on
products fromthese countries?

Little denmand for finished |leather in Australia therefore
unlikely to have nmuch direct effect

How hel pful has export assistance provided through Austrade
(eg. export market devel opnment grants), EFIC (eg. export
finance guarantees) and the DFAT market access initiative
been in assisting TCF exporters?

M ni el

I's dunping in the Australian market a significant problenf
Are current anti-dunping neasures effective?

Not rel evant

Post 2005 assi stance arrangenents
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What rationale, if any, is there for maintaining tariff
assistance to the TCF sector indefinitely? 1If not, over
what tinme frame would it be reasonable to renove the
sector’s preferential tariff treatnent? What are the key
considerations in determining that tinme path?

See coments above

What, if any, of the other conponents of the sector’s
current assistance package shoul d be retai ned? Wat

nodi fications to prograns such as SIP and the EOAP shoul d
be made if they were extended? What role would they play in
facilitating structural change in the TCF sector?

See comments above

Wul d further reductions in assistance post 2005 be |ikely
to cause significant econom c or social disruption? If so,
how coul d the sector be best hel ped (eg. special adjustnent
or regional assistance)? Are there any case studi es of
previ ous adj ustnment experience (both positive and negative)
whi ch the Conm ssion should consider?

See coments above
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