THE textile goods export has gone up by more than 20 per cent, depicting a boom in value terms but not in quantity. Neither the export volumes are rising, nor the quality of our products is being upgraded. Exports are up because the basic price of cotton has tripled over the last one year.

Last year at the start of cotton picking season, (September- October 2009), the price of lint in Pakistan was below Rs4000 per maund (82 lbs). New York cotton futures, which set the pace of world cotton prices, were in the 50 cents per pound range.

This crop year, the price in Pakistan has ranged from Rs8500 to Rs12,000 per maund. The New York March index is fluctuating between $1.55 to $1.75 in early February at the time this article is being written. This huge jump has been caused by a world wide gap between the supply and demand for cotton, further exacerbated by the floods in Pakistan and China which damaged standing crop in both countries.

Cotton prices began rising worldwide since January last year and went on rising till September. They went down a bit at the start of the picking season of the Northern Hemisphere in September – October 2010 and then shot through the roof as speculators drove up the New York cotton futures. By end December, world cotton prices were higher than ever in history.

This huge rise in cotton prices impacted on all cotton products. Unfortunately, the industry has failed to pass on the full impact of higher prices to foreign customers. A comparison of July to November figures as released by the February Bureau of Statistics shows that whereas the base commodity items have probably passed on the increase, value added sector has failed to do so. The consequences of this will be grave for the industry as well as on the long-term export effort.

Here is a table that compares exports for July-November 2010 with the same period in 2009, as per Federal Statistical Bureau’s figures. (Table)

These figures demonstrate that whereas prices of raw materials or basic manufactures, which are close to raw materials like cotton yarn and greige fabric, have directly responded to increase in cotton prices but the prices of value added products have not moved as much.

The price of cotton worldwide went up by about $70 cents per pound, or roughly $1.50 per kg. Cotton yarn price is up by $1.20 per kg – so bulk of the increase in cotton prices has been passed on. However, the quantity exported fell by 25 per cent. Had the industry passed on the full increase of 70 cents per lb and kept its quantity the same as in 2009, the yarn exports would have increased by $400 million and not just $110 million. If the quantity, not exported, was passed on to the value added sector and their exports were booming, then all the better. Unfortunately, there the picture is even more dismal.

The export of the next step in the value added chain is fabric, predominantly greige, which has surged in value by 20 cents per square meter. Considering the average fabric being exported at about 160/170 grams per square meter, the increase in yarn price of $1.20 per kg has been successfully passed on. The quantity has also improved by seven per cent. This would roughly correspond to 7000 tons of yarn consumed, whereas the fall in yarn exports is about 79,000 tons.

As we get to the other value added items, the picture is even more interesting. Knitwear shows an increase in quantity by 20 per cent but no increase at all in the value per unit exported. If we assume an average weight of two kgs per dozen of knits exported, then the industry has been able to pass on only seven cents per kilo of the $1.20 yarn price increase.

If you account for the fact that in producing the finished garment about 20 per cent of the weight of greige yarn purchased by the knit industry is lost, the pass on effect is down to five cents per kg. Had the cost increase been passed on in full, the increase in exports would have been an extra $283 million to what was actually achieved.

For bed linen, one sees a price increase per kg of 64 cents – which when discounted for the wastage factor of 12 per cent— will be reduced to 57 cents per kg. So less than half the increase in costs has been passed on, causing a huge squeeze on the margins—-by more than 10 per cent—- which is far more than the profit margin on turnover being experienced by the industry. The quantity exported has remained the same. Had the industry been able to pass on the full cost increase, the extra exports would have been $200 million, not just $100 million.

However, garments have kept up its brisk pace of expansion. The quantity expanded by 19 per cent and value per unit improved by 11 per cent. Whether this sub-sector has passed on the yarn cost increase in higher prices in exports, is not known,as there is no ready yard stick to convert the ‘dozens’ into kilograms.

In my own field, towels and made-ups, the figures are even more confusing. Whereas the quantity has gone up by about 10 per cent, the value per unit has actually gone down by five per cent. One is at a loss to explain this phenomenon. Unfortunately there is no concerted research or analysis by all the departments, ministries, think tanks, commissions and the institutes set up for this purpose. I am not even sure of the accuracy of the figures being presented by the Federal Statistics Bureau.

Those in the trade know that despite the huge increase in cotton and yarn prices last year, we as a country, were still globally price competitive. The price of cotton in Pakistan was at par with the world prices, perhaps even lower. This crop year i.e. September 2010 to August 2011, we are not at all price competitive. The price of Pakistani cotton is far higher than that in other major cotton growing areas. Most important, we are totally at a disadvantage with India—our chief competitor. India has had a bumper crop and has put quotas on export of cotton and yarn, leading to lower domestic prices. This is also coupled with a far better country image.

To top it all, there are massive gas and power cuts in Punjab. As the volume of goods produced contracts and factories go for partial shutdowns, there are huge layoffs of workers.

Most manufacturers and spinners have to buy cotton from the international market. They had bargained for roughly two million bales, which Indians have refused to ship, citing he government quotas. In the meanwhile, world markets have been cornered by enormous buying from China. It is feared that cotton may vanish from the market in May/June 2011.

This has added another uncertainty for the value added sector. The export volumes are shrinking rapidly since November as the last year’s contracts run out and buyers are reluctant to make fresh contracts at the enhanced prices. Many of our buyers are shifting to India.

Once lost, the market share is very difficult to regain, especially for value added sectors. As the cotton prices go down, so will the value of our exports. The boom will be over.

The writer is the chairman of the Towel Manufacturers Association of Pakistan.

