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The Cotton Connection

By Ray Butler,
Managing Director, Cotton Outlook

This Cotlook Special Feature is published to coincide with
two very special events — the first occasion the Annual Dinner
of the International Cotton Association will have been held
outside of Liverpool and the first occasion the International
Textile Manufacturers Federation will hold its annual
gathering in Vietnam.

Hong Kong — with some long cotton traditions — is a most
suitable place for the ICA event. Not only does it share a link —
through its British connection — with Liverpool, it has also
enjoyed for many years the role of being the gateway to China,
with the textile industry at the forefront of that connection.

Pat-Nie Woo, Chairman of the Hong Kong Spinners
Association has kindly agreed to give an overview of Hong
Kong'’s ‘cotton connection’, to set the scene as it were, for the
ICA’s event.

Our editorial comment ‘China’s Dominant Market
Influence’ seeks to consider the major policy influences on
the world cotton market, and give some scenarios that
might now unfold.

Gao Fang, Executive Vice-President of the China Cotton
Association, reviews developments in China’s cotton
and textile sectors in detail, and concludes that China’s
government and industry must continue to work together
to establish ‘a better policy system’.

John Cheh, Vice-Chairman and Chief Operating Officer
of Esquel Limited, argues passionately that China’s textile
sector can and will adapt to the changes it now faces, through
better management of empowered workers. Unlike some
commentators, he questions the premise that a shift of the
industry from China is the inevitable way forward.

Clyde Davidon, Allenberg’s long-time Head of Research,
has added a merchant’s view of the world cotton market,
focused on demand issues. Moderating unit-value price
increases for textile products, he suggests, could augur a
return to higher volume sales.

Much of the publication is of course devoted to matters that
go to the heart of the International Cotton Association (ICA).

Antonio Esteve, the ICA’s outgoing President, exclaims
‘what a year’ in describing his twelve-month term of office.
ICA presidents have one short year to guide the Association
from the top (though two years of mentoring by their
immediate predecessors should give them a flying start!), so
the challenge is tough even in ‘normal’ times. Neither of the
past two years has been ‘normal’ for the Association, with
arbitrations continuing to run at record-high levels.

During his period in office, Antonio has revealed his deep
thinking about cotton trading issues by launching a number of
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new initiatives, aimed at combatting the
current malaise surrounding sanctity of
contract, and unethical practices, with
the aim of restoring the confidence in
cotton trade that has been so severely
dented by extreme price volatility and
the aftermath of widespread, contractual
nonfulfillment.

Dictum Meum Pactum is, sadly,
a rarity in today’s cotton business.
Raghu Anantharum, Product Risk
Controller, Natural Fibres Division, Olam
International Limited describes the
manner in which risk has multiplied, and
makes the case for a return of reliability
and trust, and for the default list to be
properly regarded.

A similar conclusion, though from a
different perspective, is drawn by Manu
Taevernier, Chairman of the Committee
for International Cooperation between
Cotton Associations, who argues that the
cotton value chain is put at risk if any one
party fails to meet their commitment,
and notes the financial consequences of
a breakdown in the forward trading
system.

Robert Jiang, the [ICA’s China
Business Development Officer writes
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uninitiated that the Rules are a living
entity — which, one might argue, gives
the ICA its pre-eminence in international
cotton arbitration affairs - since they
are constantly under revision, with
a broad based (both geographically
and structurally) input into their
development.

Little of this is of relevance, however, without understanding
the changes and pressures taking place in the textiles sector.
Christian Schindler, ITMF’s Executive Director, uses the occasion
of the organisation’s Vietnam meeting to highlight the rapid
growth of that country’s textiles and garment sectors, and
to emphasise the role of the ITMF - a private sector
institution - as a platform for exchanging views on the global
industry’s direction.

Pham Minh Huong, Director of Business Development,
Vinatex, looks at the remarkable rise of Vietnam’s textiles
sector, and considers some possibilities for the future.

The ICA’s meeting is expected to attract upwards of 1,000
delegates, all of whom will have a strong cotton connection.
ITMF’s meeting will be smaller in numbers, but broader in scope,
embracing all fibres and many different facets of the textiles
industry, whilst retaining also a focus on cotton.

The strength of the worldwide cotton and textile sector is
the cohesion between the participants in the industry, both in
the sense of contractual performance and in regard to a shared
understanding of the difficulties and challenges that are faced
today. The meetings in Hong Kong and Hanoi will give excellent
opportunities for that understanding to be broadened, and
for the issues around contracting to be discussed, as well
as facilitating business discussions between old and new
trading partners.
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The Hong Kong Connection to the

Cotton Trade

By Mr Pat-Nie Woo,
Chairman, Hong Kong Cotton Spinners Association

There is an old Chinese saying: “the right time, the right
place, and the right people”. This was the exact position Hong
Kong was in at the start of her connection with the cotton trade.
The time was 1948, when in the midst of the political transition
in China, a number of Shanghainese industrialists came to Hong
Kong and set up cotton spinning factories.

The initial thrust

From a quiet fishing village, the British colony that was Hong
Kong went into industrial overdrive in the late 1940s and early
1950s as these Shanghainese gentlemen built up the spinning
industry in Hong Kong.

The first spinning factory established in Hong Kong was
South China Textiles Co. Ltd., with 5,000 spindles. The following
year, five other spinning factories began their operations: Hong
Kong Spinners Ltd, Wyler Textiles Ltd., Nanyang Cotton Mills Ltd,
Kowloon Textiles Industries and South Seas Textiles
Manufacturing Co. Ltd.

One of the reasons that the factories were able to begin
operations so quickly was these companies had their previously
ordered machines, from overseas spinning machinery makers,
shipped to Hong Kong instead of to Shanghai. However, since
there was no domestic market to sell their yarn, Indonesia being
the only market, the spinners were struggling after they started
their mills.

Then in 1950, the Korean War broke out, and with China
supporting the North Koreans, their goods were sanctioned in
trade with the west, which created a great demand for goods
made in Hong Kong. The spinners were able to enjoy
extraordinary profits and had their feet firmly planted as the
dominant industry in Hong Kong. In the 1950s seven more
spinning factories came into operations, among them, Central
Textiles (HK) Ltd, and Tai Hing Cotton Mill Ltd.

The spinning industry started the industrialization of Hong
Kong and helped propel Hong Kong to become the global city
that it is today.

Headwinds and new developments

The spinning industry continued to prosper in Hong Kong
from the 1950s to 1970s and spindles had increased to almost
1 million, in more than 30 factories, by the early 1970s. At its
peak the spinning industry consumed 1.1 million bales of cotton.

By this point, many of the global cotton merchants such as
Allenberg, Hohenberg and Ralli Brothers had set up offices in
Hong Kong as the global cotton trade continued to build close
relationships with Hong Kong spinners. However, the spinning
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industry was beginning to face stiff competition from other Asian countries, such
as Pakistan, South Korea, and Taiwan amongst others. This caused a number of
spinners to dismantle their machines in Hong Kong to be installed overseas, in
places such as Malaysia, Indonesia and African states.

In the early 1970s, the global denim boom helped Hong Kong spinners to
develop a new market. Previously only worn by cowboys, workmen and teenagers,
jeans became a global phenomenon and remain popular today. Hong Kong
became a centre of denim fabric production, and the Hong Kong spinners were
quick to adapt to this market with the use of Open End spinning, which had just
been introduced into the market. With Open End spinning’s increased capacity
and lower labour requirements, the Hong Kong spinners were able to weather
the economic storms in the 70s and 80s and absorb the rapid rise in wage costs
in Hong Kong.

The developed economy

By the late 80s and early 90s, Hong Kong gradually became a developed
economy, and the focus of the city began to shift from industry to finance
and property development. By now, many of the spinners had left the industry in
Hong Kong, and developed their facilities elsewhere or in many cases, left the
industry entirely.

However, Hong Kong continued to play a major role in the textile supply chain
as the Multi Fibre Agreement continued to control the textile trade through textile
and garment quotas. With Hong Kong continuing to hold significant quotas, many
garment companies maintained their operations in Hong Kong.

In addition, Hong Kong was developing into a sourcing hub. With the industrial
development in China, in particular in the Pearl River Delta, many western buyers
continued to come through Hong Kong for their sourcing needs, and hence began
the boom in buying offices and trading houses, such as Li and Fung, as Hong Kong
moved from manufacturing focus to the service industry.

The rise of China

Deng Xiao-ping’s Open Door Policy was the commencement of China
becoming an industrial powerhouse. Hong Kong companies played a large role in
this development with its relocation of manufacturing base into the Pearl River
Delta, and the textile and apparel trade is no different. Hong Kong based spinners,
weavers, knitters and garment manufacturers were major investors in the
economic boom of China in the 1990s and into the 21st century.

However, it was the development of a number of local businesses that
changed the landscape of the textile and apparel industry to what it is today. As
companies geared towards the expiration in 2005 of the Multi Fibre Agreement,
hence the elimination of the quota system in the textile and apparel trade, there
were massive fixed asset investments in the 2000s. The development of mega
spinning corporations such as Weigiao and Texhong amongst others propelled
China into by far the largest consumer of cotton globally.

Hong Kong’s role today

Hong Kong has consistently been named as the freest economy by the
Hertiage Foundation since the Index’s inception. With its unique mix of Chinese
culture with western characteristics, Hong Kong continues to play a critical role
in the development of China.

As a Special Administrative Region (SAR) of China, Hong Kong has a strong
rule of law developed from its British colonial days, and an independent
government that will rule Hong Kong until 2047, 50 years after its handover
to China in 1997. Together with the fact that Hong Kong’s stock market is the
fourth largest in the world, Hong Kong will be the key for fund raising needs
for many Chinese companies, including those in the textile and apparel trade.
Hong Kong also continues to be a key sourcing hub for global brands, as well as a
major port for shipment of cotton, cotton yarn and textile goods between China
and the world.

Today, although not many of the descendants of those initial Shanghainese
gentlemen are still in the trade, those that are remain committed to the industry
and continue to play key roles for industry in Hong Kong and China. To this day,
no Hong Kong spinner has ever defaulted on its purchasing commitments under
International Cotton Association (ICA) rules. In 2012, Hong Kong will be the first
city other than Liverpool to host the ICA annual dinner. This is a great honour to
Hong Kong, to the pioneering Shanghainese gentlemen who started the Hong
Kong cotton spinning industry and to their successors.
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China’s Dominant MarRet Influence

By Cotlook’s Editorial Staff

A year ago in Liverpool, much of the talk was about cotton
becoming a premium fibre. That was an argument put forth on
grounds that cotton would have difficulty competing for land
against agricultural food crops. Although cotton prices have
retreated further since October last year, that argument, in my
view, remains tenable. The pressure from growing populations
and rising incomes on demand for food is hardly likely to abate.
In 2012/13, cotton will lose area in some countries where
farmers see a bigger potential return from other crops. In Brazil,
for instance, a decline in plantings in the centre-west of the
country is foreseen of close to 30 percent, based purely on
relative crop prices.

However, cotton has lost market share against the man-
made fibres, owing principally to the volatility in cotton prices;
combined with the general economic slowdown, the result has
been oversupply. The loss of market share is particularly evident
in China, where yarn output, official data say, has continued to
grow, though at a much reduced pace, but cotton consumption
has contracted steeply. The polyester to cotton price ratio in that
country is currently at around 59 percent.

The 2011/12 season began with cotton prices still at
historically high levels, notwithstanding the prediction of a huge
surplus of production over consumption. Prices fell sharply as
the weight of the 2011/12 crop supply came to market but they
did tend to recover, and hold steady, over a prolonged period
from January through to May. Two principal factors can be cited
in explanation of this price movement, both of which resulted
from government actions, rather than from purely commercial
developments.

Firstly, of course, was the extent of purchasing by the
Chinese government, which absorbed more than three million
tonnes of its own crop and took into storage up to one million
tonnes from the international supply.

The latest estimate from my colleagues in Beijing Cotton
Outlook, our joint venture company with the China Cotton
Association and the China National Cotton Exchange, is that
carryover stocks at the end of the Chinese cotton season on
August 31, 2012 were 6,580,000 tonnes, of which no less
than 4,650,000 were in the hands of the government. In
May this year, in Chengdu, a speaker from China’s National
Development and Reform Commission stated that, in his
own personal view, an opportunity might arise to sell some
of the state reserves back to the market before the start of
the 2012/13 season but in any circumstances the government
would buy cotton in 2012/13 without limit between
September and March next year, so as to support the price
paid to farmers. As we now know, the government has indeed
sold some reserves by auction and mills have bought even
though prices have been well above world parities, while at the
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same time the 2012/13 crop state reserves procurement plan
has been triggered.

One cannot help but observe that the Chinese government
has presented itself with a dilemma: on the one hand it must
continue to buy from the farmer, so as to fulfil its pledge,
particularly of relevance in the context of Xinjiang, of
maintaining price stability; on the other hand, by so doing it has
discomforted the domestic spinning sector, which has become
less competitive and less profitable. Weigiao, the world’s biggest
cotton yarn spinner, saw cotton yarn output dip by almost 38
percent in the first half of this year, while profits from the group’s
operations as a whole fell by almost 59 percent. China’s cotton
yarn imports meanwhile seem on course to breach the one
million tonnes mark by the end of the calendar year.

Unless government policy is radically altered, the increased
attraction will persist for some investors, on cost grounds, to
look to move their primary textile production facilities outside
of China, an opportunity, | am sure, that many countries
elsewhere in Asia, looking to expand their textile industries, will
be ready to capitalise upon.

The second set of government actions supportive of
international prices concerned India, and the unpredictable
swings in export policy that characterised the early months of
this year. The details will not be reviewed here, but merely the
comment made that the frailty of statistical reporting, together
with political bias, seem to have been at the heart of the
government’s indecisiveness. Like all governments, New Delhi
must take decisions in light of the supply and demand estimates
made available to it, and if those are inaccurate for want of a
robust reporting system, or as a result of bias from different
vested interests, the decisions themselves will inevitably be
prone to error. For the future, it is reassuring to note that a more
robust gathering system for statistical data is planned through
legislative action (though some strong objections have yet to be
overcome). This season, with a late-planted crop, no decision
had been taken at the time of writing as regards the 2012/13
season’s export policy but growing confidence was evident in
trading circles that exports would soon be permitted.

A quite separate policy change that may be of importance
next season (it may yet be delayed for a year) concerns the
United States farm legislation, which is still before Congress.
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It is intended to promote insurance-based cover of farmers’
risks, rather than a government programme safety belt.

So what does 2012/13 look like in terms of supply and
demand? Cotlook’s world forecasts indicate there will be a
surplus of production over consumption for a third consecutive
year. However, unlike in 2011/12, more of the increased stock
burden seems likely to be held outside China, which will import
considerably less.

China's Cotton Imports
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Our forecast for the 2012/13 season presumes China will
continue to fulfil its WTO commitment and allocate 894,000
tonnes of import quota at a tariff rate of one percent, and in
addition provide up to 1,500,000 tonnes of voluntary quota.
The latter is by no means certain, however.

In the first seven months of 2012, meanwhile, China’s
imports of cotton yarn virtually doubled, to around 665,000
tonnes. India doubled its volume during the period, and both
Pakistan and Vietnam saw growth approaching 50 percent.

China’s policies will remain key influences on the cotton
market. | would mention three possible scenarios:

China’s government sticks to its present course, buys
domestic cotton for the state reserves to maintain stable prices
for the farmer, and sells back to the market as necessary and
when it can recoup costs as much as possible. This scenario
suggests China’s raw cotton imports in 2012/13 will be much
lower than in the 2011/12 season, and is the one, therefore, that
demands particular attention from the prospective overseas
cotton supplier’s point of view, since the windows of opportunity
for concluding business might be fewer than in 2011/12. It is the
scenario currently reflected by Cotton Outlook’s world forecasts,
and presages continued growth in China’s cotton yarn imports,
which are unrestricted.

The second scenario is the same as the first, except that the
Chinese government proves willing to take a much bigger loss
by subsidising even more the price at which cotton is auctioned
from state reserves to mills, so as to restore their
competitiveness in the world market. Cotton yarn imports,
even if still unrestricted, would presumably decline.

In the longer term, another possibility is that the Chinese
government takes a fresh look at policy towards farmers and
mills — an option favoured by at least some Chinese textile
industrialists - and develops a new system of support. Some
observers consider this eventually to be an inevitable course.
It would stand potentially to change the dynamics of both
China’s domestic market and the international market in a
significant, though as yet unpredictable, way.

On our present assumption, with ample supply outside
(as well as inside) China, a return to firmer cotton prices is
difficult to envisage in the current season, in the absence of
stronger global economic signals, which, for the moment,
remain disappointingly elusive.
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China Cotton Market in 2012

By Gao Fang,
China Cotton Association

In the 2011/12 season, China’s cotton market became the
focus of the world. Two figures hit a historical high: the cotton
reserve purchased by the government reached 3.13 million
tonnes, and total textile and garment exports were worth 246.8
billion USD, with a year-on-year growth of 2.9% (a 22% drop in
the scale of growth compared with a year earlier).

There is a slowdown in the growth of demand for domestic
textile products. In the first 7 months of 2012, China’s domestic
sales of textile and apparel products were valued at 518.1 billion
yuan, with a year-on-year growth of 17%, 7% lower than
the growth rate in the previous year. The profitability of textile
enterprises is weakening and the industry’s total profit is
decreasing. More enterprises are losing money, limiting their
production rates or have completely stopped production. In
particular, almost all cotton spinning enterprises are losing
money. China’s demand for cotton has decreased by over 10%.
Cotton, which was supposed to be stored by textile enterprises,
has entered the reserve warehouses of the government.

Textile and Garment Exports
2101 GimARELND
W20104EF w2011

100 miln USD,/ 1175 it
ww B R g
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Although some people complain that the government’s
stockpiling policy has expanded the price gap between domestic
and global cotton prices, most people recognize that such a
policy has played a positive role in stabilizing the domestic
market and cotton production. Cotton farmers, cotton traders
and textile enterprises welcome a relatively stable price so as to
ensure predictable and sustainable operations. In the 2011/12
season, the China Cotton Index (Type 328) reached 19,115 yuan
per tonne, with a year-on-year decrease of 25.2%. Meanwhile,
the Cotlook A Index was 97.38 US cents per Ib, with a year-on-
year decrease of 41.4%.

How is the situation in the 2012/13 season? When we look
at production, farmers nationwide have not been enthusiastic
to grow cotton, owing to the decreasing purchasing price of seed
cotton, rising cotton-growing and labour costs, and poor
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comparative effectiveness. Apart from Xinjiang province, in most
cotton planting regions nationwide, farmers are less willing to
grow cotton. According to a survey by the China Cotton
Association, the overall cotton planting area nationwide in 2012
reached 73.15 million-mu, a decrease of 8.8% compared with
last year. Since the cotton growing season began, however, the
climate in most areas has been favourable. Few pests incidences
have occurred. Although in some areas the climate has been
rainy, it has had little impact on the overall situation. If serious
natural disasters are avoided through the harvest period,
2012/13 will see a good harvest. According to the China Cotton
Association’s August forecast, domestic output of cotton will
amount to 6.97 million tonnes, representing a year-on-year
decrease of merely 4.2%. Output in the Yellow River Valley will
decrease by 19.4%, owing to the rainy climate, the Yangtze River
Valley will witness a decline of 6.2 percent but Xinjiang’s output
will be good, with a year-on-year growth of 6.3%.

Little change is apparent in demand for textile products.
Apart from a decreased flow of orders, the textile industry is
faced with several disadvantages, such as increasing labour
costs, fiercer international competition and a big gap between
domestic and global cotton prices. In addition, the import of
cotton spun yarn and pure-cotton fabric is increasing greatly in
volume. Many domestic enterprises have turned to using
polyester instead of raw cotton, further suppressing domestic
cotton consumption. Therefore, China’s cotton consumption in
the new season will not be higher than in the past year.

The Chinese government has continued its cotton stockpile
policy, though at an increased price, compared with last season,
of 20,400 yuan per tonne [Editor’s note: equivalent to around
145.00/146.00 US cents per Ib]. The price is 600 yuan per tonne
more than last year. It is predicted, in consequence, that the
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temporary stockpiling policy of the government will remain the
dominant influence on China’s cotton market.

Currently, the major concerns for many stakeholders,
particularly for international cotton traders, include “whether
the Chinese government has great stockpiling capacity” and
“whether the underselling of cotton will result in a decrease in
imports and a suppression of market prices”.

In our opinion, firstly, the government is capable of
performing its commitment of stockpiling. So far, the capacity
accumulated is adequate to satisfy the need for storing the
new crop. Secondly, the premise for underselling cotton reserves
is not for suppressing the market. A few weeks ago, the
government began to sell a part of its cotton reserves (cotton
temporarily stored in 2011), so as to satisfy the textile
enterprises’ growing demands for high quality cotton. A base
sales price was set of 18,500 yuan per tonne (for the base quality
of Type 328). The average transaction price proved to be
higher than the then ruling market price.

Cents/Ib

Temporary stockpiling - designed to stabilise the market
- is a policy that the government has had to adopt during
the period of economic downturn. It aims to protect
farmers’ interests. It is indeed difficult to seek a balance
between the interests of cotton farmers and the textile
industry. In China, there is a saying that goes, “of two evils
choose the lesser while of two benefits choose the
weightier”. China is a large country of textiles and cotton
consumption. It is extremely important to ensure
sustainable cotton production and satisfy the domestic
demands of cotton.

China’s share of the volume of fibre processed in the
world increased from 25% in 2000 to 51% in 2010, and its
share of world textile and apparel exports rose from 15% to
35%. During the same timeframe the share of domestic
sales output in the total sales output of textile enterprises
increased from 67% to 82%.

The overall policy orientation will not change. In the
“12th Five Year Plan”, the government has adjusted the GDP
growth rate target to 7%. The actual growth rate in 2011 was
9.2%. The growth rate objective in 2012 was determined as
7.5%. Although the GDP growth is foreseen as lower than in the
past ten years, China still adheres to its strategy of expanding
consumption, decreasing the rural-urban income gap and
regional differences, and diminishing the difference in individual
incomes. The apparel consumption of urban and rural residents
will still be rapidly increasing. Therefore, the government and
the textile industry will reach a consensus to ensure the stable
development of the cotton industry.

Of course, it is impossible for the government to maintain a
stable, sustainable development of the cotton industrial chain
by merely adopting a temporary stockpiling policy. It is necessary
to make planning under a broader vision and explore and
establish a better policy framework. The government, the textile
industry and the enterprises should cooperate with each other
to achieve this goal.

I NTE

R NATI

O N A

MALLORY
ALEXANDER

L LG TSTTCHS

Intermational Air & Ocean Freight Forwarding

Gilobal Warchousing Specialist

www,malloryvgroup.com

Dallas, Texas 972-522-4740

Laredo, Texas 956-717-0674

Los Angeles, California 310-680-9115
Memphis, Tennessee 901-367-9400

Corgﬁ'dence worldwide

Import, Expont, Domestic Traffic Management

Samples = Comainers — Charters

LEADER IN COTTON LOGISTICS

FOR 81 YEARS

themallorveroupia mallorygroup.com
Savannah, Georgia 912-330-9997
Hong Kong §52-2321-3200

Shanghai, China 86-21-3214-0732
Monterrey, Mexico 52-81-8478-7643

Page 18



Spmning The Success Story
Since 1870

THE GROUP

Khimji Visram & Sons

Khimji Visram & Sons (Commission Dept) India Gelatine & Chemicals Ltd.
K.V. Cotton Ginning & Pressing Co. Pvt. Ltd.  SCIL Capital India Ltd.

In pursuit of excellence

Khimji Visram & Sons

21, Mittal Chambers, 228, Nariman Point, Mumbai - 400 021 Tel.: +91-22- 22021874
Fax : +91-22-22041586/22822753 + E-mail : kvsd@vsnl.com




China’s Competitiveness in the Textile

and Apparel Trade

By John Cheh,
Vice-Chairman and CEO, Esquel Group

Will Textile and Apparel Sourcing Shift
from China?

Following the abolishment of global quota restrictions at the
beginning of 2005, China’s textile and apparel exports grew
rapidly from 2004 to 2011, China’s share of the U.S. import
market increased from 14% to 38%, while its share of the E.U.
import market increased from 21% to 39%. However, the growth
in China’s market share seemed to have levelled since 2010, and
witnessed a slight decrease in 2011. Rising labour costs and a
significant appreciation in China’s currency since 2005 have led
many analysts to argue that China’s textile and apparel exports
have peaked, and sourcing will shift increasingly to “low-labour-
cost” countries such as Vietnam, Indonesia, Bangladesh or even
Myanmar. Indeed, it has become fashionable to argue that China
is facing a “labour shortage” which will adversely affect China’s
competitiveness and supply in this sector.

Esquel is a vertical supplier from cotton farming to spinning,
weaving, knitting, garment and accessories manufacturing. We
have been investing and operating in China for over thirty years
and the country represents over three-quarters of our global
production. While China has its fair share of challenges, we
believe much of the negative sentiment on China is exaggerated.
China has a major presence across the entire textile and apparel
supply chain and we are confident that China will remain the
dominant supplier for many years to come.

First, China is a populous
country with 1.3 billion
people and a working
population (aged 20-64) of
900 million. Although the
working population growth
is reaching a plateau and L20%
projected to peak in 2019,
the decline is expected to be
mild. Also, there is no direct
correlation between working
population size and the scale
of textile and apparel
exports: e.g., India has a
much  smaller  apparel
industry despite having a
similar population to China.

The analytically-sound
statement to describe China’s
labour situation would be:
“China does not have a
labour shortage but a
shortage of cheap labour”.
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EF' @i& I:] *I%% ﬂ'ﬂﬁﬁﬁ Theintegrated services provider of imported cotton in China
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=bit= JIANGSU COTTON BONDED LOGISTICS TRADING CENTRE
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Jiangsu Cotton Bonded Logistics Trading Center is approved by the government of

JiangSu Province, and invested by ZhangliaGang Free Trade Zone Administrative

Committee, Insisting the principle of fair, we create a platform of market information,
lagistics, financial services and commaodities inspection services in the whole process
of cotton trading.

TAHIHRRH

Professional fourth party logistics services provider of textile material.

With the advantages of bonded logistics park, liangsu Cotton Bonded Logistics
Trading Center pravides a comprehensive solution of supply chain in cotton trading
by integrating various resources, which can help the trader reduce the cost of trading.
As a professional fourth party logistics services pravider of textile material, we can
provide best services to the traders, which is efficient and low cost,

tRiEE X EIEES | Platform of Efficient Customs Clearance
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With great support of the customs and CI10), Jiangsu Cotton Bonded Logistics Trading Center can
prowvide convenient services of customs clearance.

ElfFERHEFS | Platform of Foreign Seller
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Jiangsu Cotton Bonded Logistics Trading Center located in Zhangjiagang, a port city with the most
developed textile indwstry in China, The producing capacity of cotton yarm in this area is about 30 million
ingots. Theannual consumption of cotton is about Amillion tons, of which 1. 5million tons is imported.

BMERWPIRSFESR Financial Support Platform
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Cooperating with commercial banks, liangsu Cotton Bonded Logistics Trading Center can supply
financial support to the suppliers, The suppliers can get the money as soon as they send the goods 1o
the warehouses of liangsu Cotton Bonded Logistics Trading Center.
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Zhangjiagang Fraa Trade Lone Textlla Resourcas Markat

Moih: IHEFRERBEEHORETH
Add: Zhangjiagang Free Trade Zone Textile Resources Market,Jiangsu

Bi&(Tel ): 00BE-512-583278B8 58323000 {&¥(Fax): 0086-512-58323700 Hitp://www.texchina.info




However, the premise that the

textile and apparel industry must ~ 120% -
derive its competitiveness from

_cheap labour is u.nSOl:lnd. Wage 100% -
increases are inevitable as
economies grow, and manufacturers

cannot maintain competitiveness 80% -
simply by keeping their workers
poor. Higher wages reflect rising
productivity, while also driving
manufacturers to innovate and to ;
increase efficiency to offset the 40% -
higher wages. Bangladesh offers an
interesting example where labour
cost is low but the country suffers
from high worker turnover and
frequent industrial disputes. Even 0%
H&M'’s CEO, Karl-Johan Persson,
recently called for higher wages in
Bangladesh to help suppliers focus
on productivity, improve labour
relations and bring stability to the
industry.

China’s labour-cost increases are frequently cited but other
major apparel producing countries are not immune to labour
cost inflation pressures. In its 12th Five-Year Plan, the Chinese
Government spelled out the doubling of wages in 5 years. Other
developing countries are also driven by macro forces to boost
labour wages; inflation, especially food prices, is running high
and workers from different countries are demanding higher
wages to maintain their living standards. For example, Malaysia
is introducing minimum wage for the first time and countries like
Thailand, Vietnam, Sri Lanka and Bangladesh are also pressured
to increase their minimum wages at double-digit rates to avoid
social unrest.

Compete on Labour Productivity instead
of Labour Cost

As rising labour and production cost is a trend affecting all
countries, the key to competitiveness is not about which country
can do a better job keeping labour costs low; rather, it is about
which country can effectively raise labour productivity to absorb
and justify higher worker pay. Traditionally, the textile and
apparel industry competes on low labour costs and companies
focus their energy searching and migrating to the next low-cost
country. Inadequate efforts have gone into raising worker
productivity.

To begin, we should look into raising the productivity of
manufacturing through adopting better management, industrial
engineering and information systems. With a diligent and
disciplined workforce, China has some of the most efficient
factories in the world. Having good workers makes
management’s job easy. However, much of China’s success in
manufacturing was achieved without the help of modern
management science and tools. Modern management
approaches such as lean manufacturing have only just begun to
make their way onto the production floor. The optimization of
production processes is still largely based on experience or trial-
and-error rather than a systematic application of industrial
engineering methods. The use of advanced machineries and
tools are sporadic. The massive amount of data generated at the
production floor each day is often anarchic and not utilized to
drive continuous improvement. In short, modern management
tools have large untapped potential to raise labour productivity
and output on the shop floor.

There are also ample opportunities to raise productivity
through better worker engagement, development and retention.
In China, many of the factories are located in coastal provinces
and employ large numbers of migrant workers who come from
interior provinces looking for better-paid jobs. Turnover of those
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Worldwide good-quality cotton resources

| e E A K EPFR AT IR RS

Professional market information of china and world

| F7r=ite i O R ER AR 55

Agency service for international cotton exporters
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migrant workers tends to be quite high and
many will return to their hometowns after
working in the coastal provinces for a few
years. High turnover is costly as the migrant
workers depart with their skills and
experiences that they accumulated on-the-job.
Factories that put a strong emphasis on worker
caring and engagement could better retain
their workers, thereby maintaining a more-
skilled and efficient workforce. Unlike the
earlier generation of workers, migrant workers
today are no longer solely focused on earning
money. Work-life balance is important to the
new generation of workers and they also seek
meaning and self-realization at their work.
These concepts are foreign to many managers
and supervisors. Factories which adapt to this
new generation of workers can build and retain
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a more skilful workforce, leading to higher
productivity.

Another way for textile and apparel players in China to
enhance competitiveness is through upgrading and offering
more value to their customers. Chinese manufacturers have in
the past relied on producing for the mass market efficiently.
For those who can move up the value chain and offer higher
quality as well as more value-added products and services to
their customers, they can earn a higher return on their people
and assets. As the industry continues to develop, and
competition from other countries intensifies, the result is
“product segmentation”, whereby Chinese manufacturers focus
on higher-end, more innovative products, leaving the more basic
“commodity” products to other countries. To achieve this,
raising R&D spending, building product development
capabilities, improving quality control and engineering processes
are needed. Physical investment as well as intellectual capital
will complement the workers, bringing higher productivity and
competitiveness.

Continuous Productivity Drive Key to
Long-Term Competitiveness

The focus on raising worker productivity in China can be
illustrated by the following data. Between 2007 and 2010, total
revenue for China’s textile and apparel industry grew by 57%
while the number of people employed increased by only 5%.
Such productivity gains have allowed China to absorb the annual
double-digit increase in labour cost, while increasing market
share and maintaining profitability. Productivity improvement
is a continuous journey. As long as the textile and apparel
industry continues to invest to raise productivity and move up
the value-added chain, China will retain and even enhance
its competitiveness.
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VIJAY COTTON & FIBRE CO.
(A Government of India Recognised Star Export House)
COTTON MERCHANTS / EXPORTERS / IMPORTERS.
“Aditya”, First Floor, 209, Saket Main Road, INDORE
Phone @ (+91-731) 2565511 / 2565522 / 2565544 # Fax : +91-T31-2566655 # E-mail : tradef@vijaycotton.com
Website : www.vijaycotton.com

Branches : Mumbai, Ahmedabad, Rajkot, Mundra, Aurangabad, Akola, Guntur and Coimbatore,

ASSOCIATE : VIJAY PRATISTHAN,

452 018, INDIA.,
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