$eeizcommunimy

SA apparel industry needs to work with govt

After much stalling the South African government has published and intends to implement through the Department of Trade
and Industry a rescue package for the clothing and textile sector that incorporates skills development, capital investment
and the controversial proposal of increasing tariffs on apparel imports.

Maybe at last we are seeing some concrete forward movement in dealing with this troubled sector and
we have to collectively put aside personal issues from all quarters of the industry and work in
cohesion with the government in making the most of these policy decisions. The rescue package may
not be the saviour of the industry but it is the first comprehensive plan of action we have seen from
government. As for the implementation of tariffs there will always be debates from different political
and social economic spectrums about their worth.

What the industry as a collective needs to do is work with government in focusing on illegal imports. Companies and
individuals conducting such business must be brought to book and exposed.

The industry must upgrade every level of its operations to become viable and build stronger relationships with the powerful
retail sector in the area of service delivery and costing. Pressure must be placed on retailers not to support unregistered
apparel suppliers and in turn, retailers need to educate their buyers on the complexities of the industry.

The announcement that certain textiles will be exempt of tariffs duties is a pleasing outcome for the fashion sector as
access to textiles and the cost incurred to designers has been a contentious issue. Our fashion sector needs to now exploit
this opportunity by creating closer workable links down the value-chain between designers, manufacturers and retail.

The one concern is the direction of possible union activity within the apparel sector. Jobs will continue to be lost and |
expect there is immense pressure being placed by the Southern African Union of Textile and Clothing Workers Union
(Sactwu) on its former boss, Embrahim Patel, who is now a minister of economic development in Zuma's new cabinet to
deal with the loss of jobs and factory closures.

Background

Globally textile and clothing trade grew by 10.6% to US$583bn in 2007, while textile exports from Asia to Africa increased
by 18% and from Asia to Europe rose by 16%. The world's biggest textile exporter in 2007 was the EU27, followed by
China, Hong Kong, the USA, South Korea, Taiwan, India, Turkey, Pakistan and Japan. The EU27 was also the biggest
textile importer, followed by the USA — although China ranked as high as third, followed by Hong Kong, Japan, Turkey,
Mexico, Vietnam, Canada and Russia.

In clothing, China was the world's leading exporter for the second year running, followed by the EU27, Hong Kong, Turkey,
Bangladesh, India, Vietnam, Indonesia, Mexico and the USA. As for clothing imports, 46% of the world total went to EU
countries in 2007, while the USA took 24% and Japan took 7%. The countries which followed in importance had only small
shares and included Hong Kong, Russia, Canada, Switzerland, the United Arab Emirates, South Korea and Australia.

Itis estimated that the South African apparel and textile sector is the sixth largest manufacturing sector employer and 11th
largest exporter of manufactured goods. A total of 230,000 people are estimated to directly be employed in the industry with

a further 200,000 employed in dependent industries.

In 1939 the clothing industry consisted of 268 factories employing about 19,000 workers and by 1959 there were 560


https://www.bizcommunity.com/
https://www.bizcommunity.com/Search/196/399/s-Renato+Palmi.html

factories employing 49,000 workers with 844 firms registered in 1960. This equates to roughly 3770 jobs per year since
1960.

Much of the debate relating to formulating a policy future and past to "rescue" the South African apparel sector has been
thwarted with political motivation and interest groups pushing their own agenda and a lack of trust between various sub-
sectors within the apparel sector. For an industry sector that contributes an estimated 11% of all manufacturing
employment and as part of the manufacturing sector which contributed 16.2% of annual GDP , the delay in finding a
cohesive policy and the in-fighting is inexcusable.

The recent Draft Rescue Package for the Clothing and Textile Sector covers the
following:

¢ A production incentive which allows companies to receive a subsidy based on their production.

¢ More flexible working capital loans to be made available by the Industrial Development Corporation (IDC).

e The IDC to increase its equity exposure in the industry.

¢ Amending the Manufacturing Investment Programme to ensure greater uptake.

e Structuring of the guidelines for the Clothing and Textile Competitiveness Improvement Programme (CTCIP) to ensure
maximum benefit for the industry.

¢ A coordinated and well-resourced skills development programme.

o All three tiers of government to procure their clothing and textiles locally.

¢ All government assistance to be conditional on tax and labour law compliance.

¢ A dedicated clothing unit to be set up to combat customs fraud.

e Anincrease in clothing tariffs to their bound rate of 45%.

¢ The initiation of a safeguard investigation by the International Trade Administration Commission (ITAC), with a view to
implementing provisional duties in the short term, followed by final duties.

¢ The closing of loopholes which allow other Southern African Development Community (SADC) and Southern African
Customs Union countries to be used as conduits for imports into South Africa, thereby bypassing trade regulations.
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Clothing lines targeted for an increase in import duties

HS Code Description Current MFN Bound Tariff
Applied Tariff

61034 Man's knitted trousers ETiE 45%,
BI043 Wemen's knitted jackets 40% 45%
1045 Women's Knitted skirts 405 45%
E104.5 Wemen's knited Feusers (e 457
6105 Men's knitted shirts 0% 45%
0 Women's knittied blousas A% 45%
6107 Man's knitted underpants and brisds 0y 45%
G082 Women's knited pantias A, 453
&10% T-shirts A0 457
110 JOTSaYE S0 45%
G111 Babies’ knitted gamants Aty 45%
6112 Knitted tracksuits, axcluding ski-suils 400, 45%
61159 Socks e A5%,
6201.9 Man's woven winchaakess [ 453
6202 1 Women's woven overcoats EriE 45%
62025 Women's woven wincbieakers a0 455,
E203.1 Man's woven suits 40y 45
B203.3 Man's woven [ackets 40 45%
[FIEE) Man's woven ¥ousers 0% 457
E204 3 Women's woven jackals 404, 455,
B204.4 Women's woven orassas a0y 45%,
B204.5 Women's woven shirts 40 45%
B204 5 WWemed's wovan Tousens [iE 45%
E205 Men's woven shins 0% 45%
E206 Women's woven blouses 0¥, 45%
B207 .1 Mean’s woven undarpants and briefs A0, 45%,
G209 Babiws wovan garmanls A0, 457,
211 3150} Men's woven Facksuits 0% 45%
E211 4150} Women's woven tracksuits 40, 4559,
B212.1 Bras 40 45%

Source: Department of Trade and Industry, Draft Rescue Package: Clothing and Textiles
(Applied duties from SARS, bound rates from South Africa’s Schedule of Commitments to

the WTO)




The quotas failed

The implementation of the controversial quotas on Chinese apparel, which was implemented in 2007, came about due to the
surge of imports in both clothing and textiles after South Africa went down the road of trade liberalization in the 1990s.
China has and continues to be a needle in the discourse of South Africa's clothing and textile industry, however new
arrivals have dispersed the total negative influence of China for these sectors. In 1996, imports for China accounted for just
over 16% of the total clothing imports, growing to an alarming 75% in 2006, which then dropped as would be expected

during the quota period.

New import players such as Vietnam, Bangladesh and Malaysia actually saw an increase by 33% in imports from the "HS

lines which the quotas targeted" during the quota period.

Imports of HS 61 and HS 62 from China as a share of total South African

imports in these lines
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Major South African market players in HS lines targeted by Chinese import
quotas in nominal rand millions, January 2004 to December 2005 compared to January
2007 to December 2008.

Rank Country January 2004 | January 2007 Value %

to December | to December Change Change
2005 2008 (R millions)
(R millions) (R milliens)

The World 7333 g728 2396 3
1 China 4963 4682 -281 -5
2 EU 27 339 637 298 88
3 India 420 585 165 39
4 Pakistan 212 432 220 104
5 Mauritius 48 394 346 716
6 Hong Kong 275 354 79 29
T Bangladesh 23 350 aze 1438
8 Indonesia 70 294 224 e
9 Malaysia 9 251 242 2635
10 Malawi 213 234 20 []
1 Thailand 94 223 129 137
12 Vietnam 9 204 195 2098
13 Zimbabwe 78 182 104 133
14 Taiwan 187 153 -34 -18
15 Turkey 102 147 45 44
16 Myanmar 3 128 125 4279
17 United States 65 80 16 24
18 Sri Lanka 7 45 ES) 543
19 Cambodia 2 39 ) 1524
20 Madagascar 3 38 35 1036

Source: World Trade Atlas, South African (SARS) data.

Data reflects that during the quota period domestic output of clothing and textiles increased by 2.68% in 2007 but

decreased by 1.46% in 2008.

When the quotas were implemented Ebrahim Patel, then general secretary of the Southern African Clothing and Textile




Workers' Union (Sactwu), said that 55,000 jobs would be created the very opposite happened. A researcher from Sactwu
said that jobs losses were "substantially less" than before the quotas - an admission that employment did not grow as was
expected, which was one of the fundamental selling points directed to the industry and government by the union as a
reason why the quotas needed to be implemented. It is interesting to note that Sactwu is unable to provide evidence of the
number of job increases that occurred during the quota period. However, there is evidence of job losses during this period.
The December 2008 Quarterly Employment Statistics show a decrease of 35,000 jobs in the manufacturing sector and
22,000 lost jobs in the same sector for 2007 with the apparel manufacturing sector "listed as contributing to the overall
decrease in manufacturing employment.”

The future

With clothing companies continuing to close over nine companies and 5000 people losing their jobs within the first three

months of 2009 (with the expectation of more job losses in the months to come), the DTl's prediction that the industry will
shed a total of 20,000 jobs a year over the next two to three years makes a mockery of Zuma's promise to increase jobs.
Apparel imports have grown by 64% in value and 12% by volume in January 2009 in comparison with the same period in
2008, while exports of textiles and clothing are down 9% for the same period.

The dispute about the amount of people who have lost their jobs is immaterial. The DTI says that over the past six years,
employment in this sector has decreased by 39%, equating to a loss of 69,000 jobs. The fact is jobs have been lost and
there is very little scope of large re-employment in this sector unless the tariff implementation and rescue plan work, but this
will be contingent on the industry taking advantage of any opportunities these economic policies present.

The cost of labour is an issue that also needs to be addressed and as | have eluded to, the relationship between retailers
and suppliers to the demand for shorter delivery times and flexibility of manufacturers still hampers the relationship and
support of local manufacturers by South African retailers (which is backed up by a report).

With tariff implementation planned it is pleasing note that an increase in protectionist tariff for textiles is excluded from the
targeted lines that mostly consist of clothing imports that could be produced in South Africa. The notice on 13 June that
import "duties will be cut on a range of fabrics not made in commercial quantities in South Africa " is a welcome note for
the industry and for fashion designers. This could result in a manufacturing reduction of at least 10% in locally made
apparel. Not everybody is happy with this. The Textile Federation (Texfed) said the body was concerned with some of the
provisions on the fabrics and has registered its concern with the International Trade Administrative Commission (Itac).

However, the difference between bound and applied tariffs lines is so minimal in the South African context that will the
implementation of tariffs actually do the job of both protecting and increasing employment in this sector and provide
incentives for the industry to restructure?

The debate of tariff implementation within the South African clothing and textile sector is not new. The 1925 New Customs
Tariff Act was the first truly protectionist policy to provide "space for growth in the industry,” and by the 1960s a total of 400
items fell under tariff protection for the clothing and textile sector.

Past evidence shows that the South African textile sector in the 1950s was in a similar position as it is now with the industry
complaining that it could not compete on an "equal footing as per competitor countries." One wonders what development
has occurred in the last fifty years. Between 1958 and 59 the local apparel sector used up to 36% of locally produced
textiles however the apparel sector reported that "quantity, qualities, types, finishing and delivery" was a problem when
supporting local textile suppliers.

Conclusion

It is noted that the government has listened in some aspects to the industry. The removal of tariffs on certain textile lines, the
implementation of the rescue plan and the focus on illegal imports are examples. Government and the industry must now put
aside past differences, move forward and work together to make the best of these economic instruments. If there is going



to be union action from Sactwu it is best if they change their tactics. They should not target the industry as a collective.
They should target retailers supporting unregistered apparel manufacturers, work closer with apparel employers in finding
mechanisms to save jobs within individual companies, and develop a strategy to target individuals within government. | firmly
believe our leadership should be demonstrating and walking the fashion by wearing locally designed and made clothing.
Admittedly the South African government has made blunders and created a difficult environment for this sector. The
industry now needs foster stronger ties with government and within to build a unified industry that has one vision-growth.
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