Review of Export Policies and Programs
Submission paper 
prepared by AI Topper & Co Pty Ltd

2nd May 2008

[image: image1.jpg]EST@SM

Al TOPPER & CO.




Overview

Hides are the second most valuable beef co-product accounting for 20% of an animal’s value. The hide processing industry accounts for approx USD500 million in Australian exports each year.
Australia is in a unique position to be able to service the significant demand for raw materials that has resulted from the manufacturing boom in Asian markets and especially, China.
Australia possesses a number of natural competitive advantages in the hide processing industry – 
· Rich and varied topography, providing an ideal hide sourcing environment

· Economic and political stability

· Skilled labour force

· Solid infrastructure base

· Potential to fill the gap in global supply of good quality hides and skins from industrialised countries – as health concerns grip the global cattle industry and meat consumption declines, hide shortages are becoming an increasingly serious concern
These natural competitive advantages together with our proximity to Asia and the associated freight advantages, make Australia is an ideal manufacturing base. 

However, there still remain significant inefficiencies which provide an opportunity for Government to improve the way in which the industry operates thereby improving international competitiveness and Australia’s export performance. 

Company Background – AI Topper & Co Pty Ltd
AIT was established in 1954 as a trader of hides and skins. It has grown today into a leader in the production, processing and exporting of raw, semi-processed and finished stocks.

A.I. Topper & Co has established facilities across Australia specialising in each of the following –

- Brinecured Hides

- Wetblue Hides

- Wetblue Drop Splits

- Crust and Finished Leathers

- Sheepskins

- Lambskins

- Pickled Pelts

- Kangaroo Skins and Finished Leathers

- Goatskins

- Horse Hides

The Group currently employees approximately 225 people Australia wide at the following factory/store/office locations – 

· Head office – Sydney NSW

· Tannery – Walfertan, NSW (plus administration office on-site)

· Processing plant – Hemmant, QLD (plus Queensland office on-site)

· Processing plant – Beaudesert, QLD (plus administration office on-site)

· Storage facility – Eagle Farm, QLD

· Toll Processing plant  – Laverton North, VIC (plus administration office on-site)

· Storage facility –  Laverton North, VIC

· Kangaroo processing plant – Adelaide, SA (plus administration office on-site)
· Processing plant – Wagga Wagga
The Group turns over approximately A$200 million per annum and accounts for approximately A$160 million in exports each year. 
The majority of production is focused on Brinecured Hides (Hemmant and Beaudesert), Wetblue Hides (Walfertan Processors) and Pickled Kangaroo Skins (Adelaide Processors).

Fur further information on company history and current operations; please refer to our website at www.aitopper.com.au.
Service definition

Please find below a flowchart detailing the stages involved in the processing of cattle hides.























Green hides leave the meatworks to be processed at various locations. All green hides must be preserved in order to give them a shelf life and left unprocessed, hides can deteriorate rapidly. The perishibility of the product creates certain constraints that can lead to significant double handling of hides.
By concentrating efforts to reduce this double handling, Australia could significantly improve its international competitiveness in hide exports together with flow-on benefits to the meat and textile, clothing and footwear industries.
Industry History

The current industry has been shaped by a number of events that can be divided into four time frames – 
· Prior to 1985

· 1985-1991

· 1991-1995

· 1995-present day

Prior to 1985
The majority of Australian hides were processed in the salted state and exported in this condition. Most of these hides were salted by the meatworks themselves at their plants with the balance handled by “boutique” processor/operators. Only minor percentages were value added and exported as wetblue. 

A general poor quality product resulted from meatworks curing/processing.  As environmental conditions and health regulations became more stringent it became almost impossible for many meatworks to continue to process their hides “on site” leading to the emergence of larger more efficient salting/brinecuring plants servicing the meatworks.  This was particularly so in Queensland where up to 45% of Australia’s beef is produced.

Australian hides did not enjoy a good reputation in the international market place during this era due to poor quality control and inferior marketing.

Australian hide market prices were “manipulated” by large international trading concerns that were in a position to finance this business and due to the general inability at the origin to source volume end users, which could confidently take in and pay for the quantities being produced. Hides were treated and traded simply as a commodity.

It was difficult for the Australian domestic tanning industry and finished leather producers to source raw material.  The main reason for these difficulties was that, when purchasing cattle hides from meatworks, they had to take the whole gamut of product rather than the actual weight specification they required for their finished leather business.  This meant they lost money on the “outsorts” which rendered their business unsustainable.  Consequently they had to import “foreign” wetblue hides and crust leather in the specifications they required.

1985 – 1991

A minor rationalisation of the industry occurred where some of the smaller salted hide processors and wetblue/finished leather tanners merged or closed their businesses. More hides were being processed into wetblue due mainly to the demand from Europe, where an increasingly difficult environmental climate for tanneries was developing.

This period also saw the emergence of the Import Credit Scheme (I.C.S.) and the resulting investment by many tanners into wetblue production operations.

1991 – 1995

By virtue of the I.C.S. there was significant investment by wetblue tanners in order to increase their capacities and develop improved material handling systems.  Wetblue tanning capacity increased by almost 100% and wetblue hide exports gained momentum as a direct result of the scheme.

Finished leather tanners continued to struggle to compete for domestic raw material, citing one of the reasons as being the import credit component applying to wetblue exports, which they were being asked to pay when purchasing local wetblue supply.

Salted hide-processing volumes were generally maintained in Queensland and New South Wales with only Victoria showing a significant decrease in salted exports.  Whilst there was an increase in wetblue hide exports from New South Wales and Queensland due to the rebates offered under the I.C.S., an underlying requirement for salted material by markets outside of Europe remained. These latter processors purchase brinecured hides and further process them according their own formulae. 

In any consideration of developing a long-term sustainable advantage, Australian processors must remain flexible with an ability to be responsive to both brinecured and wetblue material markets. 

In July 1995 the I.C.S. was withdrawn from wetblue hides.

1995 – CURRENT
Today there remain only three major players in the Australian Hide processing industry.

The withdrawal of the I.C.S. from wetblue hide production caused extreme hardship for virtually all tanneries committed exclusively to wetblue production.  Having invested the proceeds from the I.C.S. into plant expansion it became commercially impossible for them to readily source raw material to fill their increased tanning capacities. 

Only processors retaining the flexibility to both brinecure and wetblue can now maintain a viable business, being able to retain their ability to react to market changes. Because of increased demand for salted product from the international market, particularly China and the Far East, tanners’ problems have been further compounded. Moreover, prices obtained for Australian salted hides are more profitable than those available for wetblue, rendering wetblue exports at times unattractive from a commercial viewpoint.

The major meat operators slaughtering large volumes of cattle currently prefer to cure the bulk of their hides by brinecuring because:

a. The process ensures an immediate shelf life

b. This enables owners the flexibility to then further process into wetblue should they have demand 

c. It is currently impossible to green flesh all the productions from these major meatworks

d. The location of some of these meat-processing plants currently precludes those hides from being processed in any other form

Certainly the days of the small ‘backyard processors’ are over, which can only enhance Australia’s worldwide reputation as a reliable supplier of raw material.

Many small to medium size abattoirs, as well as the larger pastoral companies are moving towards the formation of long term transparent alliances with established hide processors and exporters, in order to avoid the domestic ‘auction’ system and make virtual direct access to the end user of their product. These alliances rely heavily on the development of strong co-operative relationships along the supply chain.

This competitive environment with a large degree of communication and cooperation between producers and processors is conducive to Government initiatives designed to maximise the efficiencies along the entire value chain.
International Competitiveness

The key to optimising Australia’s natural resource export potential is to maximise efficiencies as close to the raw material source as possible in order to improve competitiveness along the full length of the value chain.
Policies in recent years have focused too closely on downstream manufacturing activities and largely ignored upstream activities that occur at the meatworks door.

At the source, meatworks have traditionally been reluctant to invest in a weight-ranging or grading system as at this stage of the value chain, hides are seen as a co-product and not necessarily a core part of the meatworks’ business.
By encouraging the development of more efficient hide handling systems and concentrating on removing on-costs at the beginning of the production process, Australian exporters would derive real benefit in terms of improved global competitiveness enabling them to generate returns that would flow back to raw stocks producers.

Suggestions as to how this can be achieved are detailed overpage.
Hide handling at origin
Government assistance should focus on investment in hide handling systems located on site at the meatworks origin which avoid double handling and duplication. By locating processes such as fleshing and short-terming at meatworks, this can result in significant savings and reduced costs at later production stages.

There are also associated benefits directly derived from further processing hides at the source – 

· Environmental benefits such as reduction of salt consumption and effluent reduction
· Lower volume of hides to be transported if hides fleshed at meatworks (fleshed hides weigh approx 20% less than a conventional hide)
· Quicker and more efficient chilling and handling of the hides will improve the quality and consistency of Australian hides, enhancing our international reputation as a desirable source of supply

· Fleshings from green fleshed hides can be cooked to produce tallow and thereby increase returns to meatworks and add value
Local Transport
As hides are a perishable product, it is imperative that they are processed as soon as possible after slaughter to preserve the product’s quality. Due to the rationalisation of the industry that has occurred in recent years, hides are often carried over vast distances from meatworks to processing facilities and local transport costs are a significant cost input into production.

By providing assistance in reducing local transport costs, this would create a significant competitive edge in the export of the hides to overseas markets.

Value adding and FDI
By reducing costs at the front end of the productions process, Government would encourage Australian processors to export a greater percentage of their product in wetblue, crust and finished leather (rather than have these processes occur offshore) as these forms of leather would be more competitive in the international marketplace
Following on from this, and using the same rationale for moving production closer to the source to avoid oncosts, there is the potential for large overseas tanners to invest into manufacturing in Australia eg... automotive and upholstery tanners in China, South Africa.

Labour

With the explosion in recent years of manufacturing in China and their associated labour pool, manufacturing in Australia is constrained by labour costs.

Therefore, any policies focused on making Australia more competitive in this respect would naturally enable exports to be more internationally competitive eg... payroll tax concessions.

Conclusion
In summary, the way in which raw materials are handled from the very beginning of the production process, affects the cost structure along the entire value chain. With specific reference to the Australian Hide, Skins and Leather industry, by minimising double handling and reducing on-costs, not only can Australian competitiveness in international markets be optimised, but associated benefits such as environmental impacts, value added and foreign direct investment will flow-on directly from any such strategic initiatives.
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