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TEXTILE INDUSTRY: 

Emerging challenges demand greater competitiveness

Better quality, greater value addition indicated
A closer look at the past and the new challenges facing the textile industry, establishes only one point: the country was not able to take proper advantage of the abundance of raw cotton. As cotton is no longer available at subsidised prices and the bulk of Pakistan's textile exports would remain under quota restrictions till the end of 2004, the country faces a threat from India, whose spinning sector is expanding rapidly. 

In addition, the opening up of textile imports under the WTO arrangement demands revamping of the textile industry to face the new challenges. Incentive packages alone cannot help the industry to compete in the international markets. The manufacturers have to broaden their vision and try to remove the label 'Pakistan is a source of low-quality, low-priced products'.

At the time of independence, Pakistan comprised two provinces. The erstwhile East Pakistan was blessed with the golden fibre jute, and West Pakistan with the silver fibre cotton. However, when East Pakistan became Bangladesh, Pakistan was left with cotton only. The country is among the top five cotton-producing countries in the world, but its share in world exports of textiles and clothing is less than three per cent. The textile industry not only occupies a significant position in the economy of the country, but it is also the main foreign exchange earner.

Realising the strategic importance of the textile industry, the government has been providing it the maximum protection, ensuring availability of cotton at subsidised prices — 30 per cent below international prices. But the unbalanced expansion has created a glut of cotton yarn in the country. The country, in the absence of modern weaving and processing facilities, is forced to export 50 per cent of the yarn produced and the bulk of grey (unbleached) fabrics. It was only during the last 10 years that the export of made-ups picked up.

Pakistan still has the lowest per-acre yield of cotton in the region, but was forced to export raw cotton, because the spinning sector could not convert all of it into yarn. Although the spinners have been complaining about the shortfall of cotton, even last year hectic efforts were made at the eleventh hour to export the surplus quantity. The spinners have not been able to take advantage of the government's policy of free trade in cotton. It may be true that the local cotton is not suitable 

to produce fine and super-fine counts of yarn, but, except for a few mills, most of the textile units failed to take advantage of this policy to produce higher-count yarn for production of good-quality fabrics.

Export of yarn and grey fabrics has, in a way, supported Pakistan's competitors. Not only were they using Pakistani yarn and grey fabrics to produce superior quality dyed and printed fabrics, but also better quality made-ups, due to which Pakistan has often been accused of dumping. It is said that Pakistani manufacturers export these products at prices lower than those charged in the domestic market.

At the time of independence, there were six textile units with less than 100,000 spindles and slightly more than 2,000 rotors. The number of textile mills has exceeded 500 during the past 50 years with more than 8.8 million spindles and about 140,000 rotors installed. However, the average capacity utilisation has remained around 75 per cent. While many units have closed down due to technical obsolescence — no BMR — less than five per cent of the total installed capacity has remained closed due to non-availability of raw cotton. The fact that mills use less than three per cent of the total yarn produced in the country is sufficient to prove that the expansion of the spinning sector has been unbalanced. Weaving has gradually shifted to power-looms, because even the composite mills prefer, at times, to remain confined to spinning only.

While the spinning industry has expanded manifold, it is still totally dependent on imported machinery: new units as well as spare parts. With the continuous devaluation of the Pak rupee, the project cost of new spinning units has been increasing, resulting in higher financial and depreciation expenses, and eroding the profit margins of the manufacturers. In spite of the fact that textile machinery is not produced in Pakistan, successive governments have not been able to reduce tariffs on imports, but allowed duty free import for units enjoying area-specific incentives. It was assumed that if cotton was made available at discounted prices the industry would be able to sustain the high tariffs.

Although about a quarter of the total listed companies at Karachi Stock Exchange belong to this sector, their performance has remained dismal. Most of the companies have been either incurring losses or retaining the profits for expansion/BMR or diversifying into other sectors rather than making downward integration. This was the reason that when the capital markets in Pakistan were bullish and attracting foreign investment, the foreign fund managers abstained from buying shares of companies belonging to the textile sector. At present, over 250 textile companies are listed with the KSE with total paid-up capital of over Rs13 billion. However, about two dozen companies have been performing well and paying good dividends to their stockholders. The reasons for their better performance are: efficient use of available resources like raw material, finance and human resources; superior quality of products; and effective marketing. They have also effected downward integration — spinning, weaving, processing and finished products. This way they have been able to ensure higher quality standards, from procurement of raw cotton to final product.

Although there was unbalanced growth — mainly due to government's policy and extra favours to spinners — the largest percentage of credit for textile industry has gone to the spinning sector. In the days to come, the industry faces two main threats: Opening up of textile import under WTO agreements; and, quota phase-out in the year 2005. The key to success is increase in productivity and improvement in quality standards.

As regards improvement in productivity, the country has the advantage of abundance of cotton and a large base for the manufacturing of textiles and clothing. The country also has the largest ceilings in various categories up to the year 2004 and the competitive advantage — through this advantage has eroded to a large extent, it could be regained.

The first and the most necessary step is to increase production of raw cotton in the country — Pakistan is capable of producing 20 million bales of raw cotton — and double the output from the area presently under cotton cultivation. This could be achieved through use of better quality seed offering higher yield and also resistant to CLV, balanced used of fertilizer, timely spray of pesticides, ensuring larger availability of irrigation water, and better crop management. Efforts should also be 

made to produce medium and long-staple fibre varieties of cotton.

Efforts should also be made to establish modern ginning factories in the country. Cotton experts say that, since ages old ginning technology is used in the country, cotton fibre is damaged during the ginning process — an 'A' quality produced at the farms become 'B' when it comes out of ginneries. Not only does it contain foreign materials, it has higher than normal percentage of moisture and often lower grades of cotton are mixed with higher grades. Unless very strict quality standards are maintained at the ginning stage, the country cannot produce superior quality of fabrics.

The financial institutions must ensure liquidation of closed spinning units. Since most of them have become technologically obsolete and are beyond redemption. At least 20 per cent of the spinning units should be scrapped to allow continuation of only efficient and technologically modern units. The units producing coarse counts are not making any positive value-addition. On the one hand, due to poor value-addition, they are not able to earn profits equal to the opportunity cost, and on the other hand if the quantity of cotton used by these mills is made available to the units producing higher counts and dyed cones, it would not only improve the profit margins, but also result in exportable surpluses fetching higher prices.

The objective of higher value-addition in textile industry just cannot be achieved without creating a very strong weaving and processing base. It may be true that the power-looms sector can meet the indigenous requirement of fabrics but for overseas buyers the country needs to install at least 20,000 additional modern shuttleless/airjet looms. It is also necessary to produce better quality fabrics to produce made-ups of international standard. There are two major complaints about Pakistani fabrics: there is no consistency in colours/shades; and the dye bleeds out 

in the first washing. While poor selection of cotton is responsible for inconsistency in dyeing, the bleeding is due to use of substandard dyes. The poor finishing may also be attributed to the facts that the textile processing units are operating mostly in the unorganised sector, at small scale, without modern processing facilities, and there is inconsistency in the hardness of water used in the processing process. Thus, the overseas buyers prefer to buy yarn or grey fabrics from Pakistan. 

Modernisation of processing is the key to higher value-addition.The made-ups manufacturing is still done at small scale for want of credit facilities. The disadvantage of smaller units is that they are not able to produce quality made-ups. Due to stringent customs procedure (for bonded warehousing facility) these units are not able to import superior quality fabrics and have to remain contented with whatever they can get locally.

Another factor which has been discouraging production and export of quality products is the quota allocation policy of the government. The present policy still encourages volume export over quality and higher unit price realisation. The bad implementation has also made quota a tradable commodity — as the premium on quota is more than the cost of the product itself. Pakistan has to redefine it quota allocation policy to encourage production and export of quality products. As the bulk of Pakistan's textiles falls under quota restrictions, one of the ways to earn more is to improve unit price realisation. The exporters have failed to reap the profits that could have been derived from the devaluation of currency. As they were able to get more in rupee terms, they should have concentrated on improving quality standards, but they lowered the FOB prices (in dollars) to attract more buyers. In turn, the unit price realisation has gone down further.

As there is a need to remove the tag that Pakistan is a source of low-quality, low-price products, the Export Promotion Bureau (EPB) has to play the key role. It should encourage local manufactures to exhibit only high-quality products. Lately, the EPB has allowed 'Spot Sales' during fairs which attracted more 'seasonal exporters' rather than manufacturers of quality products. The EPB must arrange participation of Pakistani exporters in more and more fairs and international exhibitions. However, selection of an exhibitor should be only on merit.

The government has been trying to provide various incentives through textile packages, economic and tariff reforms, export refinance facility and lowering of interest rate. There is an obligation on industry in general and textile sector in particular to reciprocate through improved productivity and quality standards. The effort should not only be to increase volume, but, more importantly, to improve the image of the country. In line with the Quaid-e-Azam's express desire, the 'Made in 

Pakistan' label should be a sign of quality.

It is also imperative that the government should remove all the small irritants. The government often announces very good policies, but poor implementation, delay in issue of amended SROs and subsequent changes distort these. The country must try to achieve a competitive advantage in textile sector which has been the largest foreign exchange earner, and its growth on solid grounds can help Pakistan double its exports in less than five years. Since Asia (excluding Japan) is emerging as the new textile-manufacturing base, Pakistan could become to largest source of supply. However, offering low prices alone cannot help in exporting more. Pakistan mainly supplies textiles and clothing to developed countries. Efforts should be made to sell only high quality products in the years to come, as these countries have the highest purchasing power and the buyers are also willing to pay good premium.

