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INTRODUCTION

There is no doubt that one of the major characteristics,
dominating our century is the constant state of change. As the
consumers head towards new products, product variety,
diversification in design and quality, the producers find themselves
in a compulsion to renovate their organisations from the level of
their production technologies, employer-employee relationships to
the level of management, sales, and services. In the meantime, the
cost (price) factor remains as one of the major factors that have to
be approached with ultimate care no matter how rapidly the
priorities change in the markets. Taking into account, the scarce
resources and the comparative advantages of certain countries in
different factors of production, globalisation becomes a must in
our times. '

Facilitated by the most recent communication and information
technologies, globalisation, among all the other sectors of the
industries, lays a big challenge for the textile and clothing
manufacturers who serve to supply for one of the most basic
human needs. The textile and clothing industries have had to face
the burden, caused by globalisation since the world economic
crisis of 1929 which was followed by a downturn in consumer
demand and excess supply(Strolz,1993a). The emerging of the Far
East countries in the "traditional European export markets" and
the Japanese textile industry's reaching its peak point were other
factors that had to be confronted by the European and American
trading counterparts. At the end of the 1980s and the beginning of
the 1990s, some signs of danger came into appearance. One of
them was the rapid increase in new machinery investments. At the
end of 1980, the machine stock in the whole world (except Eastern
Europe, the Soviet Union and China) was almost 112 million



spindle equivalents. From 1981 to 1991, this figure increased by 42
million new spindle equivalents, i.e. 3.9 million per year(Strolz,
1993a). The machine productivity during this period of 11 years
has increased by about 30% in real terms which means 12 million
new spindle equivalents too many were brought into production.
However a new machinery investment of 30 million spindle
equivalents would have been more than enough to satisfy the 3.3%
per annum of textile consumption growth within that period of 11
years. However the shipments of new spindle equivalents to market
economies have fallen by -34% in 1991 and 1992(Strolz, 1993b)
(Figure 1).
Figure 1
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In weaving, the picture is similar to spinning. During the 11 years
between 1981 and1991, an excess capacity of 100,000 shuttle-less
loom equivalents was created (Taking into consideration, only the
cotton system). As for 1991 and 1992, almost all the countries
witnessed a slight decrease in new machinery investments in
weaving(Figures 2 and 3).
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Another danger sign for the textile industry was the inescapable
yarn and fabric stocks. World yarn stocks are still about 100%
above their average level of 1987, although they have fallen slightly
for two consecutive quarters (Figure 4). In weaving, the situation is
a little bit less dramatic, but still the world fabric stocks have been
rising again since the middle o f 1992 (See Figure 5).
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Another threat to the textile industry is the falling growth rate of
textile consumption(Strolz, 1993b). The sluggish growth of the
world economy which has kept being revised downward for the last
12 months by the World Bank and the OECD, is the major factor,
causing the fall in textile consumption. (Figure 6). Although the
world fibre consumption in the period from 1980 to 1989 grew by
2.9% per annum (according to latest International Cotton Advisory
Committee figures), there is still doubt about whether the FAO's
projections on the global fibre use's growing from 38 million tons
in 1989 to 49 million in the year 2000 will be realised.

Figure 6
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All these factors lead to an imbalance between supply and demand,
thus creating a world-wide challenge for the textile manufacturers
in getting a share from the market and making it more and more
difficult to become the "preferred one". It is all these difficulties
and challenges that force individuals, firms, countries, and regions
to produce better goods in the right amount, at the right time, for
a lower price, with higher quality and with better service, which all
come together to be referred to in a single word: Competition.

The textiles and clothing industry has been one of the sectors
where competition has always been the most fierce. In this field of
production, different factors of competition have become dominant
in line with the constant state of change, experienced in the sector
during the last 30 years.

Until 1960s, it was believed that the developing countries had no
chance of competing in this sector because of high production
costs(Berksoy, 1991), However starting with the second half of the
1960s, the developing countries started producing and exporting
"labour intensive, standard technology" goods in increasing
amounts. By and by, the developing countries, especially South
Korea and Taiwan became the biggest exporters in the textiles and
clothing sector.

As a result, urged by the fact that they would not be able to
compete with the newly developed industries in the low-wage
countries, the industrialised countries used their advantage of
having developed technology in textiles and they managed to
render the textile sector the fourth capital-intensive sector under
state protection.

The 1990s have witnessed a fierce competition between the
industrialised countries which have regained their competitive
power, the developing countries, and some underdeveloped
countries which kept investing in textiles regardless of the rising
stocks, the falling consumption, or the recent developments in the
economy.



Since the clothing sector has not yet lost its labour-intensive
character completely, the low-wage countries still keep their
advantage in this fleld. Outward processing is a practice that the
developed countries apply in order to compensate for their
disadvantage in labour cost.

Today, the textile manufacturers that adapt to the rapidly
changing consumer needs and desires in the best and fastest way,
gain superiority over the others. However every country has its own
characteristics, resources, and its own dimensions of making use
of global possibilities. Like in all the other sectors of the industry,
in textiles too, there are certain factors that determine the
competitiveness of a country in the world markets.

In our Century, each firm and each country which aims at
competing in the market, has to establish its priorities. According
to the degree of affectiveness of the existing factors of competition,
each country has to concentrate its resources on the priorities in
which it has superiority and to determine its competition strategy
accordingly. These priorities can be grouped as follows:

price ; and therefore cost,

quality ; achieved either by providing higher product reliability or
performance in a standard product or by manufacturing a product
with features or capabilities that are unavailable in competing
products,

dependability ; which means working as specified, with deliveries
on time and being ready to mobilise its resources instantly to
ensure that any fallures are corrected immediately,and

flexibility ; ability to handle difficult, nonstandard orders and to
take the lead in new product introduction (Hayes, 1984).



After the priorities are set, which factor of competition to exhaust
would become clear, thus enabling the country to determine an
appropriate competition strategy.

Both for Turkey and for the EC, textiles is an important sector.
According to Blum, 3 million people were employed in the sector in
the EC and its annual turnover was 140 billion Ecu with an added
value of 60 billion Ecu in 1990 (Blum, 1990). Blum states that the
EC is the largest exporter of textile and clothing products, but it is
also the largest importer in the world. It is a net exporter of textile
products (a positive balance of 1.8 billion Ecu in 1989) and a net
importer of garments (a deficit of 7.7 billion Ecu). As the world's
largest market for textiles and clothing, the EC imported 5.8
million tons of textiles and clothing valued at 39.4 billion Ecu in
1992(Khanna, 1993). As for Turkey, textiles and clothing setor
constitutes 14% of the GDP, around 20% of the total number of
employees work in this sector, 37% of Turkey's exports income
comes from textiles and 72% of these exports is directed to the EC
(Dikbasg, 1993).

The value of clothing imports from Turkey to the EC grew almost
16-fold and Turkey "achieved the most spectacular growth"
(together with China) in clothing between 1982 and 1992 (Figure 7
and Table 1). However Turkey has lost the 4th place to India
among the top textile suppliers to the EC and its percentage share
within the top ten suppliers of MFA textiles to the EC fell to the
5th place in 1992 (Table 2).

Figure 7
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Table 1: Tap ten suppliers of MFA clothing to the EC, 1982-92

Rank Rank % share
1988 1992 1982 1988 1991 1992 1992
Turkey
Value (Ecu mn) 2 1 158 1173 2,183 2,52z 13.9
Velume (°000 tons) 3 2 13 78 124 140 104
Price 1246 15.01 17.32 17.98
Hong Kong
Value (Ecu mn) 1 2 1,549 2,200 2477 2,309 10.0
Volume ("000 tons) 3 91 . 122 124 114 85
Price 1697 18.09 20.00 20.20
China
Value (Ecu mn) 5 3 188 928 2,266 2,243 9.8
Volume ("000 tons) 2 1 18 89 180 178 13.2
Price 10.53 10.37 12.58 12.58
Morocco
Value (Ecu mn) 6 4 150" 581 1,123 1,235 53
Volume (*(x)) tons) 7 4 11 36 68 72 53
Price 13.24 16.18 16.39 17.13
Tunisia
Value (Ecu mn) 7 5 341 562 1,045 1,218 53
Volume (*000 tous) 9 5 23 33 59 69 5.1
Price 14.832 17.26 17.63 17.55
Poland
Value (Ecu mn) 15 6 121 281 716 943 4.1
Volume ("00Q tons) 18 11 7 14 33 39 30
Price 17.13 19.96 2199 23.72
India
Value (Ecu mn) 8 7 337 547 857 940 4.1
Volume (*000 tons) 8 6 16 34 54 66 48
Price 2123 16.26 1592 1437
Indonesia
Value (Ecu mn) 19 8 30 202 732 891 39
Volume (°000 tons) 16 7 2 17 51 63 47
Price 13.75 11.76 14.45 14.19
South Korea
Value (Ecu mn) 4 9 756 1,063 934 711 3.1
Volume ("000 tons) 4 12 47 61 47 37 2.7
Price 16.20 17.52 19.74 19.52
Austria
Value (Ecu mn) 9 10 332 509 638 677 30
Volume (000 tons) 19 24 10 12 14 14 1.0
Price 3345 43.17 4543 4789
All extra-EC
Value (Ecu mn) 7,785 13,768 22,127 23,105 100.0
Volume (000 tons) 466 833 1,287 1,352 100.0
Price . 16.72 16.53 17.19 17.09
NB: price and share calculations based on unrounded data.

* Ranked according to value of imports in 1992.

Source: Computed from European Commission data.



Table 2: Top ten suppliers of MFA textiles to the EC, 1982-92

Switzerland

Value (Ecu mn)
Volume ("000 tons)
Price (Ecu/kg)
Austria

Value (Ecu ma)
Volume (*000 tons)
Price (Ecw/kg)
USA

Value (Ecu mn)
Volume (*000 tons)
Price (Ecwkg)
India

Value (Ecu mn)
Volume ("000 tons)
Price (Ecu/kg)
Turkey

Value (Ecu mn)
Volume (000 tons)
Price (Ecu/kg)
China

Value (Ect mn)
Volume ("000 tons)
Price (Ecu/kg)
Japan

Value (Ecu mn)
Volume (000 tons)
Price (Ecwkg)
Pakistan ’
Value (Ecu mn)
Volume (000 tons)
Price (Ecwkg)
Indonesiz

Value (Ecu mn)
Volume (*000 tons)
Price (Ecu/kg)
Iran

Value (Ecu mn)
Volume ("000 tons)
Price (Ecu/kg)

All extra-EC imports

Valve (Ecu mn)
Volume (000 tons)
Price (Ecu/kg)

Rank Rank
1988 1992
1 1
3 7
2 2
b 34
3 3
2 2
6 4
4 1
4 5
1 5
7 6
6 6
5 7
12 15
8 8
7 3
15 9
15 . 8
10

24

1982

475
7.15
535
97
5.51
244
8.58
349
97
3.60
285
4.73
370
31
11.83
212
36
5.84
14

532

6,079
1,064
5.71

1988

1,077
114
9.48

838
105
8.00

687
119
5.76

516
106
485

644
158
4.07

457
97

469

609
42
14.43

378
81
464

143
33
435

8,648
1,517
5.70

1991

1,133
114
9.96

1,024
122
839

932
161
5.78

727
162
445

713
154
461

623
125
499

624
45
13.96

550
131
421

392
81
4.86

359
13
2795

10,725
1,868
5.74

1992

1,077
115
9.36

1,012
131
1.76

878
149
590

768
181
424

671
128
5.25

634
126
5.0t

596
14.75

537
142
3.79

473
112
424

345
14
2390

10,482
1,887
5.55

% share
1992

10.3
6.1

84
79

73
9.5

6.4
6.8

6.0
6.7

100.0
100.0

NB: price and share calculations based on unrounded data.
* Ranked according to value of imports in 1992.

Source: Computed from European Commission data.



The emergence of the "Far East Tigers", especially the increasing
competitive power of China, have rendered the conditions in the
world market even more difficult. For Turkey which is getting
prepared to go into a customs union with the EC, textiles - an
indispensable, unsacrificable sector - will be one of the areas
where conditions of competition will have to be handled with
utmost care and attention.

In addition to the abolition of all trade barriers between Turkey
and the EC, Turkey will also have to adopt common external
tariffs, applied to the third countries by the EC. All these factors
will come together to make competition even tougher in the
coming years. Therefore it is a must for Turkey to determine its
competitive position in textiles and clothing, as opposed to the
textile and cldthing sector in the EC, in order to develop the most
efficient competition strategy which is vitally important especially
in the eve of getting into a customs union with the Community.

Going back to the priorities that have to be considered while
determining the competition strategy, it is a fact that quality,
dependability, and flexibility are criteria that are getting
increasingly important in determining competitiveness in our day.
It is crystal clear that price will gradually be losing its superiority
to the other factors as consumers demand product variety, quality,
after-sales services, etc. It will get almost impossible for the
countries to remain competitive by producing standard, low-cost
products. For instance although concepts and processes like CAD,
CAM, CIM, Quick Response, JIT have been on the EC firms'
agenda for a long time now. since they require long-term, high-cost
investments, most Turkish manufacturers still use the traditional
management techniques and produce first and start marketing
afterwards, rather than using an information network to determine
demand and consumer preferences and producing accordingly.
Although some large-scale firms in Turkey efforts of
restructuralisation to move onto post-Fordist method of
production, it seems like it is going to take some time before the
Turkish textile firms gain experience and be able to compete with



the EC firms in this aspect. For the moment, however, price
remains as one of the most basic factors that determine the
difference between competitive positions of Turkey and the EC.
Although it should not and could not be the only determinant on
which to base the competitive power in our century, it will be
treated as the major factor for the sake of limiting the scope of
this study to the planned dimensions.

There are various factors which determine the competitiveness of a
country that adopts the the price-based competition strategy in
the textiles and clothing sectors which can be grouped as
follows(Porter, 1993):

1-Some argue that a nation's competitiveness is a "macroeconomic
phenomenon that is activated by exchange rates, interest rates
and budget deficits".

2-Others suggest that competitiveness is a "function of the cheap
and abundant labour force".

3-Yet another group supports the view that competitiveness
depends on the availability of natural resources, i.e. of raw
materials.

4-It is also argued by some, that competitiveness is closely affected
by governmental policies which include determining key sectors
among the industry, protecting them, giving export incentives and
subvensions.

5-Another argument suggests that competitiveness can be
explained by different management practices that are applied in
various countries, including the employer - employee relationships.

Although there are various arguments for and against these price-
based factors, they all contribute to the competitiveness of a
country in textiles trade.

This study aims at determining the competitiveness of the textile
and clothing industry in Turkey in comparison to the
competitiveness of the textileand clothing industry in the EC,
assuming the adoption of a cost-based competition strategy.
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THE TEXTILES AND CLOTHING SECTORS IN TURKEY

The modern history of the Turkish textile and clothing industry
begins in the early 1970s when the sector started to play an
increasingly important role in the country's economy(Pincheson,
1993). The success of the textile industry in international markets
was mainly due to the low labour costs and cheap raw materials.
Within the period between the late 1960s and early 1970s, yarn
production capacity started to increase rapidly, most of which was
geared to the EC. From 1972 till 1977, cotton yarn capacity rose by
126% to 3 million spindles.

1980 was a turning point from which on, Turkey's trade policy,
based on import substitution gave way to export-lead growth and
textile and clothing became the major beneficiaries of this
policy(Giidiikkurt, 1993). Capacity utilisation reached 90% in the
mid 1930s. The yarn exports in the short staple sector rose from 90
thousand tons to 140 thousand tons with an increase of 55%. And
the clothing exports rose by 900% from 7 thousand tons to 70
thousand tons. However during the second half of the 1980s,
cotton prices went up to a level higher than the world prices, the
export incentives were gradually abolished, and the labour costs
rose. All these factors, in addition to the cheaper production
coming from the Far East, the developed machinery technology,
the increase in productivity, the rising stocks in the world, and the
recession in Europe have caused the Turkish textile and clothing
sector to lose from its competitive power. As a result, during the
second half of the 1980s, yarn exports in the short staple sector
remained at a level of around 150 thousand tons whereas the
clothing exports increased rapidly to 177 thousand tons in 1989.
During that year, 62% of the yarn production, 42% of the weaving
production, and 88% of the knitting production went to exports
(TTSIS, 1992).
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Wool textile industry in Turkey, including the long staple
synthetics is relatively small, compared to the cotton subsector.
Around 40 thousand workers are estimated to be employed in the
wool sector(Giidiikkurt, 1993). The amount of total (worsted and
woollen) yarn production was 99,000 tons in 1991 and 107,000
tons in 1992; and the amount of total fabric production (worsted
and woollen) was 62,500 tons in 1991 and 65,000 tons in 1992.
Whereas the amount of yarn production in the short staple sector
was 520,000 tons in 1991 and 550,000 tons in 1992 and fabric
production was 1,097,000 tons in 1991 and 1,30,000 tons in 1992
The exports in the wool spinning sector was around 30,000 tons in
1991 and 36,000 tons in 1992. In the wool weaving sector, the
same figures were 949 tons and 901 tons respectively. However the
imports of wool fabrics have jumped from 649 tons to 1,063 tons
within the same period. On the other hand, short staple spinning
sector realised 137,880 tons of exports in 1991 and 119,460 tons
in 1992. The exports in cotton textiles amounted to around 30,000
tons in 1991 and 34,000 tons in 1992.

Such a comparison of the production and foreign trade figures in
the short staple and long staple subsectors in Turkey reveal the
relative smallness of the wool sector. Because of this reason and
because of the availability of reliable statistical data only on the
short staple sector, and also due to the fact that the cotton-
system industry is the major subsector in which Turkey has
important competitive power at the world markets, this study will
be limited to the short staple textiles.

All the adverse effects on the competitive power of Turkey in the
textile industry worsened with the Turkish Lira's gainingvalue in
real terms in comparison to the currencies of its export-
destination countries and the significant rise in labour costs. The
increase in real wages reached 68% and the increase in real labour
cost reached 132% during the period between 1985 and 1992
(Glidiikkurt, 1993). This in turn caused the old machinery (which
required high human labour) to be left out of production and the
imports to climb whereas exports to decline. Turkey's exports in

12



yarns fell by 25% and its yarn imports jumped up by 744% in 1990,
the country becoming a net importer in yarns by the end of 1992.
During the same period. capacity utilisation fell down to 60% and
net production decreased. In 1990s, domestic consumption started
constituting an important part of the rise in textile demand. Knit-
wear continued to increase its share in exports (Ozer, 1993).

Today, there are many difficulties which the textile and clothing
manufacturers must overcome in order to prevent their competitive
power from eroding in the international markets. Such difficulties
include the high rate of inflation (running above 70%), high costs
of production, the need to replace most of the processing
machinery to update the technology in spite of the high interest
rates (for regular short-term credits alone 90%). On the other
hand, Turkish exports (which have risen by 20.77% from 1991 to
1992 in comparison to imports which have increased by 26.17%
within the same period) of cotton yarn and fabric are expected to
"level off” or even decrease during the 1990s (Pincheson, 1993).

As a result of the replacement of the old machinery, employment
within the sector is also expected to fall, which is deliberate in the
fact that the share of the sector in the whole of employment in
Turkey has fallen from 28% at the beginning of the 1990s to
around 20% in 1993.

In spite of all these negative factors, textile and clothing is still
the most important industrial sector in Turkey which brings the
highest amount of foreign currency to the country. In 1993, textile
and clothing, accounting for 14% of GDP, 20% of the total
employment, 36% of the total exports and 7% of GNP, played a
very important role in the Turkish economy.

In order not to lose its competitive power in such an advantageous
sector at the world markets, Turkey has to take the necessary
measures to adapt to the rapid changes taking place in the ever
globalising trade and to adopt a policy that will help such a sector
in which Turkey has potential, to proliferate. The initial step that

13



will lead to the success of any policy developed, is to first
determine Turkey's textile and clothing sector's competitive
position in comparison to its major rivals. That is why this study
aims at determining Turkey's competitive power in textiles and
clothing industries in comparison to the EC textile and clothing
industries.

In the textiles and clothing industry, two major elements give the
most striking clues to the relative competitive position of a
country: the production and the foreign trade trends. These two
indicators and the factors that add up to the realisation of these
trends, namely labour, raw material, energy and financing costs
are the major elements that have to be considered in determining
the cost-based competitiveness of a country in textiles and
clothing. Therefore, it is deemed necessary to scrutinise the textile
and clothing industries of the EC and Turkey from the point of
view of these three major elements in order to figure out their
comparative competitive powers in the sector.
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CHAPTER 1- PRODUCTION AND CAPACITY IN TEXTILE
AND CLOTHING INDUSTRY

Overall, the world is face to face with the problem of excessive
output in the spinnig sector with yam stocks 100% above their
level in 1987. The inventories in weaving where the situation is
less dramatic, have been on the rise again in 1993, after having
normalised for two consecutive years and after having recorded
the fall of 10% from 1987 production level (Strolz, 1993b).

According to Strolz, the four factors that could improve a country’s
situation in the textile (and thus in clothing) industry are the
increase in the rate at which old equipment is sent to scrap-heap,
decreasing the investments in new machinery (especially the ones
aiming at rising quantity rather than quality), and finally the
increase in consumption, the former two of which are factors that
are in our hands (Strolz, 1992). In this vein, let us consider
Turkey’s and the EC’s production and capacity situation in the
textile and clothing industry.

1.1. TEXTILE AND CLOTHING PRODUCTION IN EC

A continuous fall in the EC's textile and clothing production has
been observed since the end of 1980s which was a reflection of the
weakening demand across the Community (Figure 8).

Figure 8
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The unbroken decrease in the EC’s textile industry production
began with  1989. After a decrease of 1.4% in 1990, textile
production in the EC fell below its 1985 level for the first time in
1992. The textile output decreased by 3.4% to ECU 93.9bn with a
loss of Ecu 3bn. during that year. The Community member
countries contributed to the overall fall in different proportions.
Only three countries withnessed increases, namely France (+2%),
Belgium (+2.5%), and Ireland (+5.5%) (Anson and Simpson, 1993).

During 1992, the EC clothing output declined again in line with
the “unbroken” trend since 1985. Production was down by an
estimated rate of 3.1%. A preceding step of the continuous fall was
taken in 1991 with a reduction in clothing output by 3%.

Looking at the situation in the EC member countries indivedually,
we see that most of them share the same trend of textile and
clothing production fall.

In Germany where incoming orders decreased by 8% on 1991 and
employment decreased by 7%, the fall in textile production reached
7% in 1992.In France, the textile production fell for the third
successive year in 1993 as a result of the weakening demand.
Spending on textiles and clothing fell by 2% in real terms. Italy
witnessed a 2% drop in textile and clothing output during 1992.
The UK where the increasing imports did not hinder the output
which stabilised in 1992 after a sharp fall during 1988-1991,
output dropped by 7.6% in 1991. The most adversely affected sector
was the cotton system (short staple) sector where output fell by
almost 10% in 1992.

By mid 1993 EC output was lower in textiles than it had been in
1985. In textiles, production fell faster than in the whole
manufacturing industry and was down by 8% compared with the
same period in 1992. In some countries textile production fell
appreciably, namely in Denmark (down 16%), Portugal (down 14%),
and Germany (down 13%). Only in the UK and Ireland, has there

16



been a rise in textile production over the previous year (Anson and
Simpson, 1993).

The EC’'s clothing production followed a parallel pattern of
reduction to the one, seen in the textile sector during 1993.
During the first half of the year, output was 8% down on the same
period of 1992. Only Belgium, the Netherlands, and the UK could
increase their clothing production in the first half of 1993, over a
year preceding. Some of the EC member countries witnessed
significant falls in clothing output: For instance Denmark -16%,
Italy -14%, Ireland -14%, Spain -11+% and Germany -10%.

On the other hand, after a rise in capacity utilisation from 1990 to
1991, a slight fall or rather a stabilisation in the hours worked per
active mechine in the EC countries was observed. (Tables 3ABC
and 4ABC). This is mainly due to the fact that the EC is the
leading “moderniser” in the world, but that it has reduced new
investments lately because of the depressed demand and market
situation.

Spinning Machinery

Table 3A :
Ring Spindles O-E Rotors Shipments 1990
Country Number instaied Average Number | Hours Worked Number instailed [Average Number | Hours Worked Short (o2 3
at End of Year Active Dunng Yead per Active Machine] at End of Year Active dunng Year per Active Maching Stapie Rotss

Beigum 132.000 113.000 5.500 29.900 29.700 7.600 2.000 1.512
Denmark 20.000 600 5.664 600
Eire 60.000 8.500 1.400
France 712.000 595.000 5.500 97.800 87.000 7.200 6.808 4.352
Germany F.R. 1.374.000 1.374.000 5.300 100.600 100.600 6.200 140.372 11.256
Greece 1.175.000 1.060.000 35.000 30.500 5.032 1.448
hay 1.980.000 1.850.000 7.100 84.500 82.300 7.600 208.704 11.684
Nethertands 30.000 6.000 1.248

Portugal 1.839.000 1.716.000 34.700 34.700 47.552 4.456
Span 1.655.000 1.543.000 500 69.000 64.000 6.000 45.240 4.960
UxX $03.000 503.000 4.900 22.000 22.000 4.900 800

EC TOTAL 9.480.000 488.600 463.220 41.668
TURKEY 3.774.000 3.600.000 6.400 125.100 125.100 6,400 130.184 20.152

Source : [TMF
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Spinning Machinery
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Table 3B
Ring Spindles O-E Rotors Shipments 1991
Country Number instsied | Average Number | Hours Worked  INumber instafied |Average Number | Hours Worked Short o€
at End of Year Active Dunng Year{per Active Machine]| at End of Yesr Active dimng Year| per Active Maching Staple Rotors
Beigum 117.000 89.000 5.600 30.000 26.500 7.700 1.048 400
Denmask 20.000 1.200 600
Eire 60.000 8.500
France 582.000 433.000 6.300 93.100 82.100 7.000 3.104
Germany FR. 1.206.000 1.206.000 5.100 97.300 97.300 6.200 55.524 10.568
Greece 1.175.000 32.000 28.704 400
italy 2.029.000 1.905.000 6.700 92.700 82,000 7.300 148.472 8120
Nethertands 4.000 6.500
Portugat 1.528.000 1.346.000 36.200 36.200 15.328 3.146
Spen 1.375.000 1.293.000 5.100 73.500 72.000 4.800 16.600 2.266
UK 400.000 360.000 5.000 22.000 20.000 $.000 416
EC TOTAL 8.506.000 493.800 265.676 29.020
TURKEY 4.023.000 3.500.000 5.900 134.400 120.000 $.500 185.308 12.876
Source : [TMF
Spinning Machinery
Table 3C
Ring Spindles O-E Rotors Shipments 1992
Country Number instalied Average Number | Hours Worked  jNumber installed |Average Number | Hours Worked Short [«F3
at End of Year Active During Yeariper Active Machine] at End of Year Ictrve dunng Year] per Actve Machine Stapie Rotors
Beigurn 109.000 90.000 4.900 34.000 26.300 8.100 1.435
Denmark 20.000 1.200
Ewre 60.000 8.500
France 479.000 406.000 5.700 92.500 34.000 6.900 17.280 7.872
Germany F.R. 942.000 942.000 5.200 89.100 89.100 5.900 15.384 8.685
Greece 780.000 760.000 25.600 25.600 15.168 1.708
taly 1.859.000 1.685.000 7.100 88.200 75.800 7.600 113,184 6.231
Nethertands 27.000 27.000 7.700 7.700 48
Portugsi 1.200.000 1.100.000 4.600 38.400 38.400 4.600 10.976 1.685
Spen 1.270.000 1.200.000 4.300 75.500 72.000 4.800 7.248 4.702
UK 315.000 275.000 4.500 22.000 20.000 4.500
EC TOTAL 7.061.000 482.700 179.240 32.366
TURKEY 4.070.000 3.450.000 5.800 154.800 145.000 5.000 114.280 31.451
Source : [TMF




Weaving Machinery

Table 4A
Shuttle - Less Looms Shuttle - Looms CumulativeShipments  1981-1990
Country Number instalied Average Number Mours Worked Numder instaied Average Number Hours Worked Shuttie - Less Shuttie
= End of Year Active g Yesr | per Active Mectwne #t End of Yesr Active dury Yeer per Active Mactene Looms Looms.

Betgum 5.550 5.160 5.400 3.500 3.260 5.400 7.014 12
Denmark 600 23

Eire 900 350 194

France 9.720 8.850 5.500 1.960 1,780 5.500 14.877 59
Germany F.R. 12.900 12.900 2.000 2.000 18.240 119
Greece 4.000 6.000 1.272 13
ftaly 16.950 14.920 5.900 3.250 2.860 5.900 39.000 69
Netheriands 1.500 440 7
Portugai 8.000 7.500 19.500 18.000 4.932 134
Spam 8.170 8.090 4.400 4.570 4.520 4.400 12.172 29
uxK 5.000 4,500 4.900 4.800 4.320 4.900 4.107 192
EC TOTAL 73.290 45.930 102.278 634
TURKEY 8.450 8.200 6.800 53.000 48.000 4.100 8.495 1.422

Source : ITMF
Weaving Machinery -
Table 4B
Shuttle - Less Looms Shuttle - Looms CumuiativeShipments  1982-1991
Country Number nstated Average Number Hours Worted Number instatea | Average Number Hours Workea Shuttie - Less Shuttie
ot End of Yeur Actrve Survy Year | per Active Wactwne ot End of Year Actve vy Yesr par Active Machere Looms. Looms
Besgrum 5.600 5.040 5.200 3.350 3.020 5.200 6.834 9
Denmark 600 19
Exe 900 350 186
Francz 9.440 8.300 5.200 1.240 1.100 5.200 14.692 59
Germany F.R. 11.790 11.790 6.000 1.660 1.660 6.000 18.022 108
Greece 4.000 6.000 1.061 3
ftay 15.430 13.730 5.500 2.980 2.650 5.500 37.327 44
Netheriands 1.240 2.800 380 2.800 447 7
Portugal 8.500 19.000 4.396 20
Spain 7.890 7.340 4.300 4.290 3.990 4.300 11.729 9
ux. 4.350 3.960 5.000 3.900 3.550 5.000 4.257 67
EC TOTAL 69.740 43.130 98.977 326
TURKEY 9.000 8.500 5.8600 53.000 48.000 4.000 8,456 1.259
Source : ITMF

19



Weaving Machinery

Table 4C
Shuttle - Less Looms Shuttle - Looms Cumulativeshipments  1983-1992

Country Number tnstaimg Aversge Number Hours Worked Number instaied | aversge Number ~ours worked Shuttie - Less Shuttte

ot Enc of Your Active dunng Year | per Active Macrene ot End of Year Active g Yomr Pon Actrve Mecrwne Loorms Looms
Beigum 5.600 4.700 5.200 3.120 2.620 5.200 6.498 7
Denmark 600 20
Eire 900 350 172
France 8.660 7.360 3.300 1.120 950 5.300 14.250 57
Germany F.R. 9.950 9.950 5.100 1.100 1.100 5.100 17.314 97
Greece 4.000 6.000 826 3
taly 13.880 12.350 5.500 2.480 2.210 5.500 36.417 28
Netheriands 1.190 1.190 2.800 320 320 2.800 439
Portugal 8.500 8.500 4.300 15.000 13.000 4.300 3.940 9
Soan 7.840 7.210 3.800 3.580 3.290 3,800 10.897
UK 4.290 3.990 5.000 3.650 3.390 5.000 4.360 45
EC TOTAL 83.410 36.720 93.142 249
TURKEY 10.000 10.000 6.300 40.000 40,000 6.300 8.586 943

Source : ITMF

1.2. TEXTILE AND CLOTHING PRODUCTION IN TUREKEY

In the Turkish cotton spinning sector, yarn production has been
expanding since the 1970s partly as a result of the incentives
granted at that period. During the 1980s, production benefited
from the fact that Turkish raw cotton prices were below world
levels. However the decreasing of the profit margins as a result of
Turkish Lira’s gaining velue in real terms in comparison to other
currencies and the spoiling of the supply-demand balance as a
result of the rapidly rising capacity in the world during the 1990s,
the rise in wages and in the cotton prices, the old machinery’s
losing competitiveness as a result of the development in
technology have all increased imports and decreased exports, thus
hindering production in the sector at certain periods. Production
fell for two consecutive years after 1989 and finally showed an
increase of 9.1% in 1992 to be realised at 528,000 tons. The old
equipments’ not being able to compete with the hi-tech machinery
caused a rapid fall in capacity utilisation which fell to 67.1% in
1992 (Table 5).
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Table 5 : Yarn Production and Capacity Utilisation Rates in the Cotton Sector in Turkey

Production Capacity Util. Rate

(Tons) (%)
1985 408,000 90.7
1986 434,000 86.3
1987 500,000 91.4
1988 515,000 90.8
1989 535,000 86.7
1990 530,000 79.7
1991 484,000 66.6
1992 528,000 67.1

Source : TSKB

The Turkish cotton weaving sector, inspite of getting mordenised
after the second half of 1980s, witnessed a decrease in capacity
utilisation as a result of the drastic rise in imports and the fall in
exports and thus a drop in cotton weaving production was
experienced in 1991. However the following year the sector took on
its usual course and the rise in domestic final consumption,
together with the increase in fabric export, took production up by
9.6% to 331,000 tons. During 1992, when capacity utilisation was
realised at 86,7%, the integrated mills continued modernising their
machinery, but avoided capacity increases (Tables 6,7, and Figure
9).
Table 6 : Weaving Production and Capacity Utilisation Rates in the Cotton Sector in Turkey

Production Capacity Util. Rate
(Tons) (%)
1985 254,000 93.4
1986 259,000 89.6
1987 282,000 94.3
1988 290,000 93.2
1989 " 307,000 93.6
1990 314,000 89
1991 302,000 83.2
1992 331,000 88.7

Source :TSKB
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Table 7:Spinning and weaving utilisation, 1991

(000 hours/year)

Spinning Weaving
Taiwan 82 Malaysia 8.1
Malaysia 8.1 South Korea 8.1
South Korea 8.0 Taiwan 7.8
India 7.3 India 7.2
Pakistan 7.3 Philippines 72
Philippines 72 USA 7.2
Italy 6.7 Pakistan 6.7
France 6.6 Germany 6.0
USA : 6.2 Japan 57
Switzerland 59 laly 5.5
Germany 52  Turkey 55
Turkey 52 France 52
Japan 50 WK 5.0
UK 5.0 Switzerland 4.7
Spain 4.5 Romania 44
Yugoslavia 3.5 &pain 42
Romania 3.4 . Poland 34
Poland 3.3 Yugoslavia 30
Czechoslovakia 2.8 Czechoslovakia 3.0

Sources: ITMF; Boston Consulting Group.

Figure 9
Spinning capacity utilisation, developed
countries and Eastern Europe, 1991

(hours/year)
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It can be said that while the EC has been reducing its textile and
clothing production constantly since 1989 , Turkey has the
intention of increasing its textile production, especially in weaving
although a drop of nearly 1% was seen in spinning in 1990 and
another one of 8.8% in 1991 due to market conditions (Table 8).

Table 8: Textile industry production indices_for Turkey and the EC
Sor 1985-1992 (1985=100)

TURKEY EC
Cotton Spinning Cotton Weaving Spinning and Weaving
1985 100.0 100.0 100.0
1986 106.4 101.0 102.4
1987 122.5 111.0 103.3
1988 126.2 114.2 102.6
1989 131.1 120.1 105.4
1990 130.0 123.6 103.6
1991 118.6 118.9 100.3
1992 129.4 130.3 96.9

* Based on the data by EIU and TSKB

Turkey's capacity utilisation in textiles has been dropping, as can
be recognized when the number of hours worked per machine is
scrutinized in Tables 3ABC and 4ABC. Although cotton yarn
output has been increasing since 1988 in Turkey, it has not kept
pace with the increase in capacity. It is estimated that only 70% of
the capacity is utilised today. In spinning the downward curve has
been dominant since 1990 in capacity utilisation and in weaving,
only 1992 witnessed a slight increase in capacity utilisation. This
is mostly due to the old machinery’'s losing compettive power in
comparison to the hi-tech equipment and thus being sent to the
scrap-heap.
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1.3. TEXTILE AND CLOTHING PRODUCTION CAPACITY IN EC

Generally speaking, capacity in the EC textile sector is not
“excessive” because most of the investments in recent years have
been made for the sake of modemisation rather than expansion.
The proportion of the turnover reinvested jumped from 3% to 8%
in the 1980s and the EC textile sector modernised faster than that
of most countries. During this period, the annual investments
dedicated to the development new processes and products and to
modernisation, more than doubled in 1980s. The European
Community is reported to be the region that holds the world’'s
most modern machinery in spinning (Strolz, 1991).

An analysis of yarn production, capacity movements and
investments in new spinning machinery reveals that productivity
of the installed machinery corresponding to the number of spindle
equivalents taken out of production has increased by a factor of
0.8 in 1990. In weaving, the productivity increase was 66%. With
the modern machinery, the weavers concentrate on product
differentiation and higher value added, thus reducing the effects of
the requirements Imposed by price based competition which can
not be stretched beyond certain limits. But than the problem
comes to the agenda as to the necessity of running the mills
coutinuously, in order to fully utilise the potential and to “write
off” the extremely expensive machinery, as a consequence of which
the cumulative effects of long working hours and rising machine
productivity, together with the shrinking demand, lay a total
pressure on the market and the prices. The strategy that EC adops
is based on giving priority to capacity utilisation rather than stock
reduction and the EC is commented to become “an ever smaller
player in the global textile manufacturing field” although being the
leading “modernizer” (Strolz, 1991),

Coming to the investment situation, annual investment in the EC

textile industry more than doubled in the 1980s. Most of this
investment was in modernization and development of new
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processes and products. Germany and Italy together accounted for
more than half of the total new investments during the period in
the EC. Benelux has the highest investment per worker followed by
Germany and Italy(Panaroma of EC Industry, 1993). Investment
per worker is lowest in Portugal and Greece. Between the years
1990 and 1992, a consistent reduction was observed both in short
staple and in open end rotors. In spinning, the shipments of new
spindle aquivalents went through a steep fall in 1991 and 1992 by
33% in the EC, following the trend seen in all market economies.
But in 1992, the rotor shipments to the EC recovered for the first
time after their steep fall in 1989 and 1991 (Figure 10).

Figure 10

Spinning Machinery Shipments
Market Economies

b} W 59
e
‘awsu\d- -Bdlsn) E
L] X ~T T T T 1 T
0 81 2 & M 183 M4 F 4 & W 9 x

In weaving, like in all the “market economies” , the shipments of
shuttle-less looms decrecased (by 32%) during the two years after
1990. This represented a percentage fall which was similar to the
one in spinning. On the other hand, the shuttle loom shipments
came down to such a low level that the quantity can be ignored as
a whole (Tables 3ABC and 4ABC). As a result of the recession and
the depressed prices, most firms started to prefer “maintenance”
rather than “scrapping”. It is estimated that during the second half
of 1992 and in 1993, around 400,000 ring spindles were taken out
of production in West Eoruope (except Turkey) and half of this
scrapping was done in Germany. Strolz (Director of Internatiinal
Textile Manufacturers’ Fedaration) suggested in 1991 that roughly
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30% of all ring spindles intalled in the world outside of East
Europe, the former USSR, and China at the and of 1989 were
younger than ten years; shuttle-less looms younger than ten years
on the other hand, accounted for only 15% of all loom
installations. As seen in Figure 11, this also reflects the picture in
most EC member countries.

Figure 11

Age Profile 1989
- Weaving shuttie-iess looms not older than 10 years

75 . percent of total loom installations

60 |

1.4. TEXTILE AND CLOTHING PRODUCTION CAPACITY
IN TURKEY

In Turkey, within the cotton spinning sector, the cotton yarn
output has been rising since 1988, but the output has not kept
pace with the increase in capacity. Only 70% of the capacity is
estimated to be utilised currently. On the other hand, domestic
demand for cotton yarn increased since 1988 (Table 9).

Table 9: Capacity, output, and domestic consumption of cotton yarn in
Turkey, 1988-1992 (‘000 tons)

1988 1989 1990 1991 1992

Capacity 569 592 630 691

Output 515 535 530 491 562
Consumption 409 446 461 494 519
Change (%) 9.2 3.3 7.1 5.1

Sources: TIB; ITKIB
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The main reason, giving rise to this trend of dropping capacity
utilisation is the increasing investment on high-tech machinery
especially after 1990 and the working strategies adopted by Turkish
firms. According to ITMF figures, Turkey is the only country which
received more spindle equivalents in both 1991 and 1992,
compared to 1990 (+8% and +17% respectively).

Shipments of open end rotors to Turkey more than doubled in
1992 from 13,000 units to 31,000 units. This is a trend which is
contrary to the one that the EC adopts by reducing investments on
new machinery. As can be seen in Figures 12 AB and C Turkey,
inspite of its increasing the hours worked per active machine since
1990, whereas the EC decreased the hours worked per machine
only in 1992, which is probably due to the depressed demand in
the markets and the reduced machinery shipments to the EC.

Of the ring spindles, 11.4% are 1990-92 made, 20.1% are 1980-89
made, and ring spindle capacity which is younger than 13 years is
1,276,963 spindles, i.e. 31.%. The existing open and rotors are
much moderner than the ring spindles. 37.4% of the rotors are
1990-92 made, 35.4% are 1985-89 made and 112,796 rotors
(72.9%) of the total number of rotors are younger than eight years.
The fact that the rotors are much moderner than the ring spindles
becomes a worrying point when it is considered that out of the
528,000 tons of yarn produced in 1992, 70% was ring spindles, and
only 30% was o-e rotors.

Since the productivity of new machinery is much higher and since
it requires less man-power the cost of labour has been increasing
sharply since and of 1990s in the sector. Therefore, intense
investment is made on cotton yarn which is a sector that has cost
advantage. In 1993, and investment of 340,822 spindles with
53,066 tons/year capacity and 27,360 rotors with 26,635 tons/year
capacity is estimated to have been made. Thus Turkey's cotton
yarn capacity will reach 4,410,767 spindles and 182,164 rotors
(866,905 tons/year) and 47.8% of all machinery will be consisting
of machines not older than 1985 made.



In the cotton weaving sector, the total capacity rose continually.
though not evenly from 272,000 tons in 1985 to 373,000 tons in
1992 with an increase of 37% (Table 10). Turkey’'s shuttle-less
loom investments during the period between 1983 and 1992 took
about 2% of the world investments in shuttle-less looms. In
Turkey, the cotton weaving sector has a dual character, consisting
of an organized sector of large, integrated, privately owned mills
and a group of small unregistered, mostly family owned workshops
(not mentioning the state owned mills).

Table 10: Cotton weaving capacity in Turkey, 1985-1991

‘000 tons mn metres mn m2 % change

1985 272 1.133 1.360

1986 289 1.204 1,445 6.3
1987 299 1.246 1.495 3.5
1988 311 1.296 1.555 4.0
1989 328 1.336 1.640 5.5
1990 353 1.471 1.765 7.6
1991 363 1.512 1.815 2.8

Source: TIB

The organized sector holds 57% of Turkish cotton weaving
capacity. After 1986, the organized sector has put 3,585 looms out
of a total of 8,001 looms out of production, the most of which
have been sold to the unorganized sector. The shuttle-less looms
contitute 82.3% and the shuttle looms constitute 17.7% of the
cotton weaving capacity in Turkey. In the organized sector, 3,335
looms with 364.3 mn meters capacity were added to the machinery
and thus an increase of 88% in capacity (in terms of meters} was
achieved and the equipment was modernized. Among the weaving
machinery, 15.1% of the looms are 1990-92 made, 26.6% are 1985-
89 made, and 17.2% are 1980-84 made. In the organized sector,
56.8% of the weaving capacity is younger than eight years.
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In the cotton weaving sector, the investments by integrated firms
seem to have slowed down, compared to the previous years.
However the small and medium scale firms stil continue investing
and the rise in export in 1993 has hampered investment intentions
of the integrated mills.

Although Turkey’s imports of looms expanded in the mid 1980s
and early 1990, most of these looms were second hand. No age
limit is imposed on these purchases and the increasing imports
cause a slow-down in the productivity growth of local production.
The old machinery is also said to cause high energy consumption
which affects costs of Turkish cotton weaving sector.

1.5. A COMPARISON BETWEEN TEXTILE-CLOTHING
PRODUCTION AND CAPACITY IN TURKEY AND IN EC

So far, the production and capacity in the textile sector in Turkey
and in the EC has been scrutinized. From figures and trends, it is
seen that both of them have been affected by the recession and the
depressed demand. The most striking characteristics are that the
EC holds moderner machinery with higher productivity whereas
Turkish machinery (especially in weaving) is relatively low in
productivity. The output of the EC textile industry has been
constantly diminishing since 1989; on the other hand Turkey has
the intention of increasing its production only with exception of
spinning in 1990 and 1991.

During 1992, in the Turkish short staple spinning sector, there
were 4 mn spindles and nearly 155,000 o-e rotors which
corresponded to more than 50% of EC production capacity. During
the same year, the number of shuttle-less looms installed in the
EC was 65,000whereas in Turkey the same number was 10,000.
However the shuttle looms in Turkey amounted to 40,000 (with
943 shipments) whereas in the whole EC, the number of shuttle
looms was 36,720 with only 249 shipments (Tables 3C and 4C).
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In parallel to the production trend, machinery shipments to Turkey
have increased on the contrary to the fall in the shipments to the
EC. In the light of these trends, the conclusion can be drawn that
Turkey which keeps rising its capacity without much concern on
productivity increase faces a greater danger in terms of future
competitivenes than the leading modernizer EC which reduces its
production and shipments, keeping alert on the recession, the low
demand and the depressed market situation overall.
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CHAPTER 2 - TEXTILE - CLOTHING TRADE IN EC AND
IN TURKEY

At such a century as ours which is described best with words like
globalization, innovation and communication, international
relations become inevitable, especially in terms of trade. A
country’s success in foreign trade is in line with its competetive
power from the point of view that both indicate the country's
competence in exhausting its capacity and resources, its ability in
turning those resources into manufactured goods (or services or
raw material for other countries’ production) which satisfy the
needs and the desires of other countries better than, or at least as
efficiently as the rest of the world suppliers. Therefore, a
comparison between the textile foreign trade of Turkey and of the
EC would be most indicative of their competitive power in the
sector.

2.1. TEXTILE AND CLOTHING TRADE IN EC

From 1988 to 1989, the EC's textile and clothing trade deficit rose
from $6.7 bn to $7 bn. In 1990, the deficit jumped up by two
thirds to $11.6 bn(Anson and Simpson, 1993) (Figure 12). The EC’s
trade in textile and clothing suffered a further sharp deterioration
when its deficit grew by more than 50% to $17.9 bn in 1991
(Tablel1). However 1992 turned out to be an “undramatic” year for
the Community (Anson and Simpson, 1994). In value terms, textile
and clothing export grew by 3.1% and reached Ecu 24.4 bn while
imports increased only by 1.8% which is a percentage well below
the 17% surge in imports that was witnessed in 1991, partly due to
the German unification. EC’s textile and clothing exports which
improved also in volume terms after a disappointing performance
in 1991, showed a rise of 4% in 1992, reflecting the slight
relaxation in the international prices pressure compared to the
previous year. However the fact that the value rise in exports



(3.1%) lagged behind the volume rise (4%) implied that the EC
textile and clothing industry was “losing” value rather than
“adding” value.

Figure 12: Clothing Exports of Turkey
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Table 11: Textiles and clothing trade balances, selected countries,
1990-1991 (S bn )

1990 1991

Trade surpluses

China 11.4 13.8
South Korea 12.0 12.1
Italy 12.6 12.0
Taiwan 9.2 8.8
Hong Kong 6.5 7.1
Turkey 4.2 5.2
Portugal 2.7 2.6
Trade deficits

Singapore -0.2 -0.1
Switzerland -2.0 -2.3
Sweden -2.8 -2.7
Canada -3.7 -3.5
France -5.3 -5.3
UK -8.6 -6.4
Japan -6.4 -6.6
West Germany -11.2 -156.5
EC12 -11.6 -17.9
USA -26.1 -26.1

Source: Derived from International Trade 1991-1992, Gatt, July 1993.
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In the EC, textiles fared better than the clothing trade in net
terms (See Fig. 25). The textile trade surplus increased by 54% in
value terms during 1992 as exports grew by 3% while imports fell
by 2%. Although the volume of imports increased (by 2%), the
export volume grew faster (by 3.5%) and the volume deficit fell
marginally. This is an indication that as the world's leading
“modernizer”, the EC is producing ever higher value added goods in
textiles.

The EC clothing exports showed some increase, too (Table 12).
Volume rose 5% and value rose almost 4%. However, imports grew
faster; by 6% in volume and 4% in value during 1992. This, inspite
of the fact that most of the EC member states were in or close to
recession. As a consequence, the clothing trade deficit worsened by
6% in volume terms and 3% in value.

Although the deficit in clothing industry increased in 1992, it was
much better than tha situation in 1990 and 1991 when import in
volume terms grew by 19% and 24% consecutively. In 1990 the
clothing imports increased by 15% and in 1991 by 26% in value.
The former East Germany was included in the satatistical data for
the EC for the first time in 1991. Since Germany accounts for 40%
of EC clothing imports now, it has an important influence on the
global picture. The fact that the German clothing imports dropped
by 4% in 1992 arised hopes that a more normal trading pattern
was being restored, although recession remains a major
influence{Anson and Simpson, 1994). Although clothing imports
increased by 3% in value, 1992 became the first year since Spain
and Portugal joined the EC, during which textile imports fell,
namely by 2.3% and the EC’s trade defficit in textiles and clothing
improved to around $17.79 bn in 1992 (Figure 13).

However when the EC trade in textile and clothing is scrutinized
in volume terms, it is seen that the import growth is actually
underestimated in value terms. In 1992 the EC’s clothing imports
grew 6% in volume terms which implies lower unit values and price
pressure on domestic producers. The increase was wholly due to
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the higher imports of knitwear, especially sweaters (up 8%) and T-
shirts (up 14%) whereas the imports of woven garments remained
static.

2.1.1. THE UK

When we look at EC member countries individually we see that the
UK deficit has stabilized since 1988 when it jumped to $6 bn from
$4.9 bn a year earlier. The UK improved its position in the textile
and clothing trade in 1991 with its deficit falling from $6.6 bn in
1990 to $6.4 bn in 1991. However in textiles, although the EC cut
back imports by 6% in 1991, the UK is among a miority of EC
countries which showed a trade deficit during 1992 when the UK's
textile imports rose. In 1992 the UK's textile trade deficit is
reported to be the highest in the Community which is to a great
extent due to the UK's not pursuing outward processing trade as a
market for its yarns and fabrics.

The UK is stronger in clothing than in textiles and it has
“weathered” the worst times of domestic recession by increasing
exports. However in 1990, despite some very good performance by
the UK clothing industry in several EC markets, the UK dropped
out of the ten leading clothing exporters of the world. In 1989 the
UK had “lost ground” because of concentrating on its buoyant
domestic market and it became the only country which showed an
export fall (of 6.3%) among the top ten clothing exporter countries
in 1991 (Table 13). In 1992 the UK's clothing trade deficit
continued to rise.

2.1.2. ITALY

Italy has held the world’s biggest textile and cloting trade surplus
for several years. Italy had a surplus of $10.23 bn in 1987, but it
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Table 13: The ten leading clothing exporting and importing countries, 1980 and 1991

1980 1991

Share of Share of Average
world world annual change
VYalue trade Value  trade 1980-91 1991/90
(S bn) (%) ($ bm) (%) (%) (%)

Exports
Hong Kong 50 12.2 18.0 4.7 12 17
China® 1.6 4.0 128 10.5 21 32
ltaly 4.6 11.2 11.8 9.6 9 -1
West Germany 29 7.0 7.5 6.1 9 6
South Korea 29 7.2 74 6.1 9 -6
France 23 5.6 4.8 39 7 2
Taiwan 24 59 4.5 3.7 6 12
Turkey 0.1 03 37 3.0 35 11
Thailand 0.3 0.7 37 3.0 27 30
Portugal 0.6 1.5 36 29 17 3
Total of above . 228 558 778 63.8 12 2

Imports
USA 6.9 16.2 27.7 216 13 3
West Germany 8.3 194 24.1 18.7 10 20
Japan 1.5 3.6 94 73 18 8
France 26 6.1 8.8 6.9 12 5
Hong Kong® 0.7 1.6 8.6 6.7 26 24
UK 29 6.7 73 57 9 5
Netherlands 29 6.7 52 4.1 5 10
Belgium-Luxembourg 18 42 38 3.0 7 7
Switzerland 15 34 35 28 8 3
Ialy 08 1.9 34 2.7 14 32
Total of above 31.7 69.8 101.8 79.6 12 8
World 409 100.0 1220 1000 1 9

* Includes $8.2 bn worth of re-exports. ® Includes exports from processing zones. © Includes imports for re-export.
Source: International Trade 91-92, Gatt, July 1993.

lost the lead to South Korea in 1988 when its surplus fell to $9.8
bn. In 1989 Italy rose to $10.1 bn surplus but could not avoid
being pushed into third place by China. 1990 gave back Italy its
crown (although marginally ) when its surplus came up to $12.6
bn. Italy reduced its imports of textiles by 6% in 1991 and by 5%
in 1992 (Table 14). In clothing Italy was the third biggest exporter
in the world, holding 9.6% of the world trade in 1991. In 1992
Italy’s textile trade surplus rose buy $338 mn (Table 13). However
clothing imports to Italy (which was among the countries that
were least penetrated by imports) rose by 26% in 1992.



Table 14: The ten leading textile exporting and importing countries, 1980 and 1991

1980 1991
Share of Share of Average
world world annual change
Value trade Value trade 1980-91 1991/90
(S bn) (%) (8 bn) (%) (%) (%)
Exports

West Germany 6.3 11.3 132 11.3 7 -1
Hong Kong 18 32 9.8 84 17 19
[taly 42 74 94 8.0 8 -1
China 26 46 8.0 6.9 11 11
Taiwan 1.8 32 74 6.3 14 20
South Korea 22 40 73 6.2 11 20
Japan 52 93 6.5 5.6 2 11
Belgium-Luxembourg 36 6.4 6.3 54 5 -1
France 34 6.1 58 5.0 5 -4
USA 3.8 6.7 5.6 48 4 11
Total of above 347 62.1 793 67.8 8 7

Imports g
West Germany 6.9 11.7 12.1 99 5 5
Hong Kong 3.0 5.1 12.1 9.8 14 19
USA 25 43 7.3 6.0 10 9
France 4.1 7.0 7.1 58 s -7
China 1.0 1.9 70 57 18 29
UK 36 6.1 6.6 54 6 -6
[taly 26 45 5.7 47 7 -6
Japan 1.7 28 4.3 35 9 5
Belgium-Luxembourg 23 40 3.6 29 4 -1
Netherlands 23 39 35 29 4 -2
Total of above 299 513 69.3 592 8 5
World 559 100.0 117.0 100.0 7 6

Source: International Trade 91-92, Gatt, July 1993,

2.1.3. GERMANY

Germany seems to be the main source of deterioration in the EC
trade position since 1990 when low cost imports were “sucked in”
rapidly to replace “unwanted, poor quality and poorly designed
East European manufactured clothing in East German retail
stores” .
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Following a drop from $7.2 bn in 1988 to $7 bn in 1989, West
Germany's deficit jumped up to $11.2 bn in 1990 and to $15.5 bn
in 1991. The rise in 1991 was the result of higher volume, not
saturated by currency effects like it was the case in 1990.

Germany was still the biggest textile exporter in the world in 1991
during which year it held 11% of the world trade. Although this
was 1% lower than in 1990, Germany is still well above its nearest
rival Hong Kong. Germany is at the same time the world’s biggest
textile importer. Although German textile exports are still higher
than imports, which fell 4% in 1992, the surplus is getting
narrower and it increased by $390 mn in 1992.

Germany was among the biggest ten clothing exporters in 1990
and it stepped up its clothing exports by 6% in 1991 due to weak
domestic demand, thus rising from fifth to fourth place. Germany
was one of the countries of which clothing trade deficit showed a
drop in 1992. During that year Germany’s clothing imports fell in
value terms by -3.2%.

2.1.4. FRANCE

France's textile imports fell by 7% in value terms during 1991 and
it maintained its position as the fourth biggest textile importer of
the world. In 1992 textile imports continued their drop with a
modest rate of 2%. During the same year France's textile trade
surplus increased by $130 mn.

France held the sixth position after South Korea among the ten
leading clothing exporters of the world in 1991. In 1992 France’s
clothing imports increased by 4% and its clothing trade deflcit
showed a rise.



2.1.5. SPAIN AND PORTUGAL

Textile imports in to Spain and Portugal increased in 1992. During
the same year Portugal’s textile trade surplus declined. In clothing
Spain's imports “shot up” by 38% as exporters in and outside the
EC realized the potential of Spain which was highly protected and
underdeveloped until then. As a result Spain’s clothing trade
deficit doubled in 1992 to $649 mn. Whereas Portugal was among
the three EC countries which retained a surplus in clothing trade,
together with Italy and Greece although its surplus declined in
1992.

2.1.6. THE NETHERLANDS, DENMARK AND IRELAND

Two countries, the Netherlands and Denmark saw a move from
deficit to surplus in their textile trade during 1992. Textile imports
into Belgium (whose surplus declined by $78 mn) and the
Netherlands increased whereas textile imports into Denmark
decreased by 6%, and into Ireland by 21%.

Clothing trade deficit increases were recorded in the Netherlands
and Belgium whereas clothing imports into Ireland and Denmark
decreased, anabling a fall in clothing trade deficit in 1992.

2.2 TEXTILE AND CLOTHING TRADE IN TURKEY

Turkey's textile and clothing trade surplus has been showing an
upward trend since the 1980s (Table 11). Although Turkey's
imports of certain textile and clothing products (like the cotton
yarn, knit fabrics) have gone through significant increases during
certain periods (Table 15), Turkey has always maintained its
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surplus in textiles and clothing trade during the 1980s and the
1990s.

2.2.1. TURKEY'S TEXTILE AND CLOTHING IMPORTS

Turkey's imports in the cotton sector remained at an ignorable
level in the 1980s and was around 6-8 thousand tons per year
during the period between 1985 and 1988. However as Turkish Lira
gained value in real terms and as the protectionist policies eroded,
imports took on a rapidly increasing course starting with the end
of 1989. in the short staple sector, imports on yarn basis rose from
16,000 tons in 1989 to 62,000 tons in 1990.

Nevertheless as protectionist import policies started to get affective
the imports of cotton yarn shrank to 55,000 tons ($85.7 mn) in
1991. Although during the first eight months of 1992 imports
remained at a lower level than in 1991, they increased rapidly
during the last months of the year. As a consequence Turkey's
total imports on yarn basis reached 71,000 tons (8296.1 mn) with
an increase of 29% during 1992. During the same year, textile
imports constituted 4% of the whole Turkish imports in terms of
value (Ozer, 1993).

The main countries from which the imports originate are Pakistan
(33.2%), India (19.3%) and Russian Federation (10.3%). Turkey's
imports of cotton yarn which was 33,400 tons ($94.2 mn) in 1990
backed up to 27,800 tons ($85.700mn) in 1991. Although during
the first eight months of 1992 Turkish yarn exports were at
115,000 tons, they reached 26,943 tons ($80.4 mn) by the end of
the year and remained in line with the continuous downward
trend in cotton yarn imports since 1990 (Table 16).

The imports in the cotton weaving sector which jumped by 152% to
16,600 tons ($71.9 mn) in 1990, diminished by 21.7% to 12,968
tons ($57.6 mn) in 1991. In 1992, the imports of wovens rose
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insignificantly to 13,810 tons ($65.5 mn) by increasing 6.5%.
During the same year 24.1% of the imports came from Pakistan,
18.4% from the Russian Federation, 14% from the P. R. of China
and 8.4% from the EC (mostly through Germany with 4.2%). In
the meantime clothing imports increased by 36.3% to 1,521 tons.

The volume of the imported cotton wovens remains very low
compared to production in Turkey. The imports in 1992 were at a
level which compared to around a third of exports, realised during
the same year. Still, the rising imports have eroded the competitive
power of Turkish yarn, grey fabric, and finished fabric producers
who have started having difficulty in achieving desired levels of
sales to the clothing manufacturers within Turkey.

The imports of knitted fabric imports have risen by 200.4% to
2,553 tons ($19.7 mn) in 1992 . And the clothing imports have
reached 1,521 tons with an increase of 36,3% which is $32,7 mn in
value.

The average unit price of imports has fallen by 3.1% in spinning
and has increased by 6.7% in weaving. The average unit imports
price has come close to the unit price in cotton spinning and
weaving. However in clothing, the average imports unit price is
higher than the average unit exports price.

2.2.2. TURKEY'S TEXTILE AND CLOTHING EXPORTS

Turkey's cotton textile exports have reached their peak in 1988
with 160,000 tons on yarn basis. After that year a downward trend
has started and cotton textile exports have come down to 106,000
tons on yarn basis in 1992 (Figure 14).

Although having increased sharply and having reached 82,800 tons
($217.9 mn) in 1979 as a result of intense investments on cotton



FIGURE 1+4: TEXTILE EXPORTS OF TURKEY (Cotton Sector)
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spinning directed at the EC markets, the cotton yarn exports have
started to fall rapidly starting from 1989 (Tables 17 and 18).

Turkey which had been using the EC cotton yarn quotas fully until
the end of 1988, could fill 61.5% in 1990, 52.3% in 1991 and
25.8% in 1992 of the EC quotas for cotton yarn. Although during
the first nine months of 1991 cotton yarn exports were at a level
which was almost the same with the one in 1990, the EC's
application of anti-dumping duties has caused a sudden fall in
exports during the last three months of the year. In total, cotton
exports fell by 16.3% to 56,984 tons ($186.8 mn) in 1991. In 1992
the cotton yarn exports continued their downward trend with
42.6% decrease to 32,731 tons ($102 mn).

The exports of wovens in Turkey have gone through a stable period
between 1985 and 1991 after a constant rise in the first half of
1980s (Tables 17 and 18). At the beginning of this period
significant amounts of exports were destined to Iran, Iraque and to
the USA and after the leveling off of exports to these markets, the
EC became the compensatory market. In 1992 the exports of
cotton wovens were increased by concentrating on the USA and
Iran markets again.

Cotton woven exports have been on an upward trend since 1990
when exports was 28,500 tons ($163 mn) after which they rose to
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29,700 tons in 1991 and to 34,200 tons in 1992. However it is
interesting to see that although in quantity exports of wovens rose
from 1990 to 1991 in value terms, there has been a fall of exports
from $163 mn in 1990 to $157.3 mn in 1991 which shows that
probably the wovens exported had lower unit prices, thus lower
value added in 1991.

Exports of knit fabrics have come up to a significant level in 1987
for the first time after which they have been on an upward trend.

Turkey’s clothing exports which were ignorably low in 1970s (§74.3
mn, 7,100 tons in 1979) have witnessed a boost in 1980s. In 1989
clothing exports of Turkey resumed their strong growth pattern
with a rise of 18%. This was followed by a growth of 22% in 1990
in value terms. However the growth slowed down to 11% in 1991.
These increases may not have been as striking as the 77.5% rise
recorded in 1987, but were surely much more satisfactory than the
8% growth seen in 1988 and 1991 rise was enough to put Turkey in
eighth place on the largest clothing exporter countries’ ranking.
Furthermore the $3,948 mn worth, 209,000 tons of clothing
exports achieved in 1992 brought Turkey back in line with the
continuous upward trend of recent years (Figure 15).

FIGURE 15: CLOTHING EXPORTS OF TURKEY
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Knitwear exports were on a high rise of 25.3% In 1992, following
the trend since 1990. 73.9% of the 117,833 tons of knitwear
exports went to the EC.

Although Turkey has been having an increasing surplus in textile
trade, there is no doubt as to whether it is using its export
potential fully. In addition to the defects which are encountered
quite often in Turkish made fabrics, there is another factor which
harms the competitiveness of Turkish fabrics and that is the width
of the fabrics that are produced. There has been a growing demand
for wider fabrics over the world with the purpose of minimising
wastage while cutting for apparel production.

Today in general the international market demands fabrics of at
least 160 cm in width. This also enables economising on
production costs since the production of fabric on wider looms is
usually cheaper. This factor has taken away from Turkey's export
potential and thus from its competitiveness. Because nearly 75%
of the present looms in Turkey today are of 140 cm or less in
width. In the organized private sector, 1/5 of all looms produce
cloth narrower than 160 cm which is of no exports value and 2/3
of the looms in the unorganized sector produce cloth which is 90
cm wide.

In 1992, the average unit prices have generally risen in exports (in
terms of $/kg). The average unit price has shown a decrease in
cotton yarn in parallel with the fall in cotton prices throughout
the world. The unit price remained at the same level for cotton
wovens and increased slightly for clothing (Table 19).
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2.3. A COMPARISON BETWEEN TEXTILE - CLOTHING TRADE
IN TURKEY AND IN EC

When we look at the textile and clothing trade in the EC and in
Turkey from a comparative point of view, we see that although
Turkey has had its ups and downs during certain periods, it has
maintained its surplus and has increased it during the 1980s and
1990s. Looking at the textile trade in Turkey at the end of the
1980s and the beginning of 1990s, we see that textile exports have
been falling in volume and that they have been falling even more
rapidly in value terms (especially since 1989) which shows that the
goods produced in the sector are not improving in terms of value
added.

On the other hand, the textile trade surplus enjoyed by the EC
increased by 54% in value terms in 1992 as exports grew by 3%
while imports fell by 2%. Furthermore, during the first quarter of
1993, the EC's cotton textile sector fared quite well with exports
up by 6% and imports down by 3%. What is more, the value of
exports have risen parallel to the volume of exports.

On the other hand the EC's imports of textiles have been on a
continuous rise whereas Turkey's textile imports have been
diminishing very slowly in value terms although they seem to
remain more or less static in volume (See Figure 16A and B).

In clothing exports Turkey has been on an upward trend since the
1980s with value added increasing even faster than volume during
the recent years. In the EC clothing trade volume rose 5% and
value rose by almost 4%. Turkey’s imports of clothing remained at
an ignorable level compared to its exports. However in the EC,
clothing imports grew faster than exports, namely, by 6% in
volume and 4% in value (which implies lower unit values), thus
causing the EC’s clothing trade deficit to worsen 6% in volume
and 3% in value during 1992. In the first quarter of 1993, the EC's
clothing imports were down by 3% compared to the same period in
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FIGURE 16 A: TURKEY’s IMPORTS (Cotton Sector)
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FIGURE 16 B: TURKEY’s IMPORTS (Cotton Sector)
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1992 and the clothing exports were 5% lower, reflecting the
weakness of many EC markets.

Taking the EC in general, the textiles and clothing trade balance
has been showing a deficit for the last three years although there
are individual EC member countries which show an overall surplus
like Italy, Portugal, the Netherlands, and Denmark which shifted
from a deficit to a surplus in 1992 (Figure 17 and Table 11),
Whereas Turkey’s textile and clothing surplus has been on an
upward trend during the same period.

Figure 17

EC Trade Balance: Textiles & Apparel
1985 - 1991

bitlion EQU
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Source: OETH
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As a result, it can be said that Turkey, in comparison to the EC in
general, has higher competitive power in clothing than in textiles
which is a capital intensive sector. It is natural that the EC which
is referred to as the “world’s modernizer” has higher competitive
power in textiles (Table 20). If Turkey does not want to lose its
competitive advantage completely, it has to concentrate on
increasing the value added on its products, must try to improve
the productivity and the modernity of its machinery rather than
increasing the capacity in volume and quantity. And finally it has
to maintain and develop its comparative advantages in terms of
labour intensive production and exhaust its potentials in that vein
as a country, having more competitive power in that sector. In the
meantime of course, Turkey should not fail to make the
investments (to the maximum extent that the macroeconomic
factors allow) in modernizing its textile industry in parallel with
the most recent developments in technology.
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CHAPTER 3 - THE FACTORS THAT AFFECT
COMPETITIVENESS IN TEXTILE AND
CLOTHING INDUSTRY

When the developing countries started exporting labour-intensive,
standard technology goods in increasing amounts after the second
half of 1960s, the idea prevailed that the industrialized countries
would not be able to compete in these sectors and would have to
shift their production to other areas. However it did not work out
that way. The developed countries searched ways to reorganize and
improve these areas of production instead of letting them collapse.
One of the most important among such sectors which falsified the
immature assumption that the labour-intensive production would
shift to the developing countries was textiles and clothing.

The rapid increase in textiles and especially clothing exports from
Turkey that started after the 1970s was a reflection of the
emergence of developing countries as strong exporters in labour-
intensive areas of production. During the same period, strong price
competition from extra-EC textlies (including Turkey) was causing
many EC firms to move into high quality and less price sensitive
goods and to “reduce labour intensity” through substantial capital
investment. The main innovations were based on varying the
proportion of natural and synthetic fibres to provide a greater
variety of fabrics with different features and the development of
new technical textile, used in industrial and environmental
applications. In Turkey too, after all the subvensions granted to
the textile exports were abolished and as the devaluation started
to fluctuate at a level below inflation, the Turkish textile and
clothing exporters started focusing on high quality goods rather
than cheaper products. And Turkey, like the EC (which is now
reluctant in investing) started to increase its investments, but
without too deep consideration of productivity.

In the meantime the EC started changing its course especially in
clothing by concentrating on time-based competition and back-up
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services which include JIT methods, quick response and new
management and marketing strategies in line with the time-based
reorganization of production. The EC is also aware of and works
on the fact that the future success of the EC clothing industry
depends on the extent to which technology can be applied to the
labour-intensive operations.

As a result of all these developments, the remedies seeked and
applied by the developed countries (i.e. by the EC) to maintain
their competitive power in the textile and clothig sector have
caused some factors to arise (like the technological developments,
the time-based principles of production, the increase in
productivity, etc.) that have reduced the margin of price-based
advantages in competition. However no matter how affective these
new factors get, they cannot fully eliminate the developing
countries’ cost advantage and the cost element remains as one of
the most dominant constituents that determine a country’s
competitive power in comparison to the other countries in the
world in a certain sector (ITMF, 1993) (Tables 21 and 22).

Many elements add up to determine the cost-based competitive
advantages or disadvantages of a country in a certain sector.
Among them are the cost of raw material, labour, energy and
financing which each country has to live with. All these different
elements affect Turkey and the EC in different ways, upto different
extents, and thus determine their price-based competitive power in
the textile and clothing sector in comparison to each other.

3.1. LABOUR COST

The labour costs have always constituted one of the major factors
affecting the competitive power of a country in the textile and
clothing industry. As seen in Table 23, labour costs hold a
substantial share in textile production. On the other hand, it is
not only the wage levels that determine labour costs. The degree to
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which the labour costs affect competitive power is dependent also
on the “efficiency” i.e. the productivity of the labour force.

Table 23: Labour cost in textile production (%)

Labour* Labour **
Cotton yarn 26.9 17
Cotton/polyesther yarn 36.0 S
Woven Cloth 40.8 20
Knit Cloth 41.9 3-13

* The share of labour in the production costs except raw material
* The share of labour in the production costs including raw material

Source: Berksoy, 1991

3.1.1. LABOUR COST IN EC

According to the most recent data, derived from Werner
International on textile industry labour costs regarding summer
1993, Belgium, Denmark, the Netherlands and West Germany had
the highest labour costs after Japan and Switzerland (Table 25).
East Germany where wage costs rose by more than 56% between
1991 and 1993, was in a suprisingly high position, ranking 12th
on the list (Anson and Simpson, 1994). As it is seen in Table 24,
Italy fell from 6th position in 1991 to 11th in 1993. In 1991, Italy’s
costs were 68% higher than those of the USA, but by 1993 they
were only 40% higher. The UK dropped one place to number 17 in
1993. Although its wage costs were 98% of those in the USA, they
were down to 88% in 1993. Spain, whose wages dropped from 75%
to 68% of USA levels has also increased its competitiveness. On
the other hand France has witnessed a sharp labour cost rise in
terms of USS from $12.63 in 1991 to $16.49 in 1993, which implies
a jump of almost 31%. In 1991 French wage costs were already
22% higher than those of the USA whereas in 1993 they were 42%
higher. And Portugal remains the EC’s lowest cost producer with
wages only 32% of those in the USA (compared to 38% of Turkey).
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Figure 18: Labour Productivity in Turkey and in EC During 1990-1991 -
1992  (Manufacturing Industry, g#*Worker)
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The overall productivity in EC manufacturing industry is quite
high in most of the EC countries. Figure 18 shows that
productivity in most EC member countries is higher than that in
Turkey. In the textiles sector the high level of productivity is a
compensatory factor for competitiveness that makes up for the
disadvantage caused by high wage levels (Newbery and Davies,
1993) (Table 25).

Table 25: Labour cost in the textile sector (dollars / hour)
Value Added Per Worker* Unit Labour Cost*

USA 100.0 100.0
W. GERMANY 72.3 194.2
ITALY ’ 81.4 168.4
JAPAN 834 1565.6
FRANCE 67.2 160.9
U.K 59.3 129.4
PORTUGAL 21.7 91.1
SPAIN 57.7 89.6
TURKEY 30.8 44.9
HONG KONG 28.4 73.4
INDIA 5.9 118.6
PAKISTAN 10.6 37.5

* Value added per worker 1981-1987, labour cost per unit belongs to 1987.
Source: Berksoy, 1991



3.1.2. LABOUR COST IN TURKEY

On the other hand the labour cost advantage of the Turkish textile
industry has been lost to a great extent through rapidly rising
wages at the end of 1980s and the beginning of 1990s, during
which period the EC member countries invested in highly capital
intensive machinery. Figure 423 shows that Turkey has displayed
one of the biggest increases in 1990 with 35% a year and it has
recorded the highest wage increase between 1990 and 1993 with a
rise of 34.6%. As a result the Turkish textile labour costs have
come up to a level higher than an EC member country for the first
time. In 1993 Turkey overtook Portugal in the league table (Anson
and Simpson, 1994). Portugal remained the EC's lowest cost
producer with wages only 32% of those in the USA whereas
Turkey’s became 38%. However the Turkish Lira has depreciated
faster than the USS$ which helped to offset the effects of high
domestic wage inflation on its cost competitiveness compared to
the EC member countries (Table 26). Nevertheless the Turkish
textile labour cost of $4.44/hour is still much lower than the
wages in most EC countries like Belgium and Denmark with
$21.32/hour, France with $16.49/hour, Italy $16.20/hour, West
Germany with $20.50/hour, East Germany with $14.17/hour, UK
with $10.27/hour, Spain with $7.91/hour and Greece with
$7.13/hour.

Productivity has not kept pace with the rise in wages in the
Turkish textile industry and this has eroded the competitive power
of the Turkish textiles to a great extent. Figure 19 shows the
general trends of productivity and wages in the overall Turkish
manfacturing industry. There are various reasons that cause the
lowness of productivity level such as the insufficiency of capital
intensiveness, the old and labour-intensive character of the
technology in use, the low capacity utilization, the lack of
qualified workers, etc. This implies that the capital and the
technology play as big a role as labour in the difference between
the levels of the EC and Turkish productivity. Table 27 shows the



Table 26: Labour cost inflation in spinning and weaving, 1990-93
(annual average % change based on US$ values)

Turkey 34.6 China 09
Argentina 20.3 Sweden -2.7
Indonesia 19.8 Finland 6.4
Germany (east) 196 India -8.0
Japan 19.2 Brazil 9.5
Uruguay 184 Tanzania -11.7
Sdi Lanka 17.6 Zimbabwe -16.9
Hungary 13.2 Kenva 221.1
Malaysia 11.1
Venezuela 11.0
Nigeria 11.0
Portugal 104
Mexico 99
France 90
Egypt 82
Taiwan 8.1
Hong Kong 3.1
Singapore 7.9
Germany (west) 7.6
Greece 6.8
Austria 6.2
Belgium 6.1
Syria 6.0
Netherlands 53
Philippines 52
Peru 52
Denmark 5.1
Switzerland 5.1
USA 50
Morocco 47
South Korea 44
Thailand 42
Pakistan 4.1
Norway 4.1
Israel 30
Colombia 27
Tunisia 1.7
Australia 16
Canada 1.6
South Africa 1.5
Spain 09
UK 02
Taly 0.1
Ireland 0.1

Source: derived from Wemer International data.



Figure 19: Real increases in wage, production
and productivity per worker
in Turkish manufacturing industry
1986-1991 (Annual increase, %)
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Table 27: Clothing manufacturing costs and productivity in selected countries, 1992

Wages Social costs Overheads Total cost Productivity*

(DM/SM) (DM/SM) (DM/SM) (DM/SM) (%)

Western Germany 0.260 0.195 0.190 0.645 100
UK 0.165 0.075 0.170 0.410 100
Turkey 0.055 0.065 0.170 0.290 80
Morocco 0.035 0.010 0.175 0.220 70
Hong Kong 0.090 0.020 0.145 0.255 920
Hungary 0.030 0.025 0.155 0.210 80
Estonia 0.020 0.010 0.155 0.185 80
Czectoslovakia 0.020 0.015 0.135 0.170 80
Indonesia 0.019 0.006 0.179 0.204 40
Viemam 0.014 0.003 0.164 0.181 50
China 0.008 0.002 0.125 0.135 50

NB: DM/SM = Deutschmarks per standard minute (standard minutes are a measure of work content). * As a
percentage of productivity in western Germany. .
Source: Kurt Salmon Associates.



clothing sector productivity levels in some of Turkey's rival
countries, including some EC members.

Another point that attracts attention on the same table is the
notably high social costs of manufacturing in Turkey. In Turkish
manufacturing sector during 1991 the share of the net wages in
the labour cost was 45% whereas in the UK it was 78%, in Spain
70%, in Italy and Germany 62%, in France 54% and in the
Netherlands 51%.

The reason for the lack of balace in Turkey between the labour cost
and the wages in real terms is the increasing share of the taxes,
insurance and fund costs that are imposed on the employer which
cause labour costs to rise faster than the wages (Figure 20).

Figure 20: Real increases in labour costs and
real wages per worker in Turkish
manufacturing industry
1985-1991 (1985=100)
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Table 28 shows that in Turkey the share paid by the employer of
the social security system is much bigger than en the EC member
countries. In these countries the productivity-wage-labour cost
balances are kept in parallel with the target of their economies and
development.
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All these factors contribute to the fact that labour costs rise
rapidly in Turkey, laying a large part of the load on the
manufacturers’ shoulders who are deemed to be the ones to invest
and to reinforce the competitiveness in the textile and clothing
sectors.

3.2. ENERGY COST

Energy costs constitute an important factor that affects the
production costs, thus price competitiveness of the textile and
clothing industries. The average energy energy cost is 11 cents/kwh
in Turkey whereas they are 7 - 9 cents/kwh in the EC. Table 29
shows the cost of electric energy in various countries including
Turkey an EC member country, Italy.

Table 29: Comparison of Electric Energy Cost in Spinning and Weaving

Index
US cents/kg Turkey=100

Brazil 3.7 44
India 7.0 83
Italy (*) 7.1 (10.0) 85(119)
Japan 13.0 155
S. Korea 5.1 61
Thailand 6.4 76
U.S.A 4.5 54
Turkey 8.4 100

(*) The figures for spinning and weaving are different in [taly
The figure in the parantheses is the price valid for weaving.

Source: DPT 7th Development Plan

3.3. RAW MATERIAL COST

Table 30 shows the comparison of the Turkish unions’ support
prices for cotton and the Liverpool A and B indexes. However it
should be kept in mind that the information on the table has to be
taken cautiously because the type of cotton involved is not
uniform and also because the exchange rate fluctuations are
ignored.
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Nevertheless, from the table some conclusions can be drawn about
the level of cotton prices in Turkey, compared to the EC. In 1988
and 1989 the cotton prices in Turkey and in the EC were close.
During 1989-1990 the world prices, and thus the prices in EC were
higher than in Turkey. The following year witnessed the world and
Turkish cotton prices’ coming more or less to the same level.
However it was during 1991-1992 and 1992-1993 that the cotton
prices in Turkey jumped to a level 30% higher than the
international cotton prices (Figure 21).

According to the State Planning Organisation Seventh
Development Plan, Cotton Textile Industry Commission Report, it
is observed that as a result of the new cotton price policy which
was adopted by Turkey in 1993-1994, the domestic cotton prices
remained at a level lower than the international prices at the of
the season. In 1993, cotton costs in Turkey were lower than those
in the EC mostly as a result of the support price system adopted
by Turkey (Table 31).

In Turkey, until 1988, the state adopted a policy which intended
to limit cotton exports and to present the increase in cotton prices
through premium cuts in cotton exports and customs duties in
cotton imports. In 1988, the cotton trade was liberalised when
these measures were abolished. Thus, it was thought that the
Turkish cotton prices would come to more or less the same level as
the international prices. However the liberalisation policy did not
work as it was planned to and large fluctuations in cotton prices
were experienced which affected the textile clothing producers
adversely in terms of competitiveness.

In 1993, a new policy was adopted with a view to satisfying both
the cotton producers and the textile manufacturers, i.e. the
support price system. In this system, two prices would be
determined: The price that the cotton producer receives is called
the target price and the price that is determined according to the
world cotton prices is called the intervention price. For 1993, the
difference between these prices was foreseen to be 3,000 TL/kg.
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U.S.A. 1991/92 1992/93 Auqgust '93

Target Price 160 160 160
Net Price 100 90 90
Subvension 60 70 70
EC (1993/94) Greece Spain

Indicator Price 383 385

Market Price 143 143

Subvension 240 242

TURKEY (Nov. '93) Ege Cukurova

Intervention Price 107 100

Target Price 163 156

Subvension 56 56

PAKISTAN Aug. '91 Sept. '92 Sept. '93
Threshold Price - 99 99
Subvension 66 0 11
Export tax 99 110
Subvension _ -

Note : Prices for Turkey are based on the November Target and Intervention Prices
with the exchange rates of 11 Nov. 1993.
Other figures are based on ICAC Cotton Review of the World Situation Sept.-Oct. 1993.

Source: DPT 7th Development Plan

According to the system, the producer sells his cotton to the
ginner or to the trader with the market price and receives the
difference between the market and the intervention prices from
T.C. Ziraat Bankas.

At the beginning the support price system provided the long desired
cotton prices at the world levels which enabled the Turkish textile
manufacturers to produce at competitive costs. However the low
prices encouraged cotton exports. When it is considered that
Turkish cotton praduction has been falling short of the domestic
cotton demand in Turkey during the recend years, and that Turkey
has become a net cotton importer, it would not be a mistake to
expect the high quality cotton prices (of the Aegean Region) to rise.
As a result it might become necessary to reimport cotton and the
market could start getting influenced by speculators (DPT, 1993).
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Payment of the same amount of support pemium to all the
different cotton types constitutes another disadvantage of the
system because it means supporting the low quality cotton more
than the high quality one.

3.4. COST OF FINANCING

Financing the investments and and also the production in the
textile and clothing industry is one of the major factors that affect
production cost and thus competitiveness.

3.4.1. COST OF FINANCING IN EC

In general, the EC members enjoy the state of economy that
prevails in the developed countries. Only the less developed
southern members have relatively high inflation rates which affect
the financing of manufacturing industries. In Spain and Portugal
(where interest rates are extremely high) for intance, with rates of
5.9 and 8.9, the inflation is higher than most other EC member
countries.

Table 32: Annual Inflation Rates (%)

Countries 1992
Belgium 2.4
Denmark 2.1
France 2.4
Germany 4.0
Greece 15.9
Ireland 3.1
Italy 5.2
Luxembourg 3.2
Netherlands 3.7
Portugal 89
Spain 5.9
U.K. 3.7
Total 60.5
Turkey 70.1

Source: HDTM Data

74



As Table 32 shows, Greece had the highest rate of inflation among
the EC members in 1992. During 1992 the inflationary pressure
eased in Greece as a result of the launching of a three year
stabilisation programme for the economy. The inflation rate
reached around 15% in 1992 compared to 18% in 1991 which is
three times higher than the average inflation rate of the EC
member countries. Combatting inflation, improving labour
productivity, reducing the high deficits of the public sector and
thus privatization are among the priorities of the Greece
government.

3.4.2. COST OF FINANCING IN TURKEY

The financing situation in Turkey seems to be incomparably
negative when the EC countries are contsidered. The annual
inflation rate which has stabilised at around 70%, has been
keeping the cost of financing very high in comparison to all the EC
member states (See Table 32). The high rates of interest and the
inconsistencies regarding the future of the economy cause the
manufacturers to use one year or shorter term credits rather than
middle or long term credits. The latter ones are adopted only when
they are state-supsidised or when they incur low interest rates.

The commercial banks charge interests in 3-month terms on the
short term credits. What is more, the state receives 5% tax from
the interest and the bank commission and 6% fund from the
interest paid for these credits. Consequently the total annual gross
interest load reaches to around 120%.

In the Eximbank credits, it is allowed to use credits, equaling to
maximum 70% of the total export price. In practice the most
common Eximbank credit is the pre-shipment export credit and it
is available for 50% of the value of the goods. The due term of this
credit is 120 days and its interest is rate 46%. Since the interests



are paid once every four months, the annual cost of the credit
reaches 53.4%.

In case the manufacturers prefer foreign currency based and middle
term credits, with the assumption of 60% annual exchange rate
difference, the annual cost reaches 90%s.

As a result it can be said that the firms’ costs of capital financing
depend on the share of exports in their total sales and on the
extent to which they make use of Eximbank sources. It is
estimated that the annual gross interest rates are around 90-100%
in Turkey which implies the payment of annual real interest rate of
20-30%. The State Planning Organization, Seventh Development
Plan Cotton Textile Industry Commission Report states that these
real interest rates are far higher than the ones in the developed
rival countries and thus in the EC, which means a big
disadvantage for Turkey in terms of competitiveness.

According to the present investment subsidy system, the
investments in modernization or enlargement in the textile sector,
are considered to be especially important sector investments and
thus can benefit from the fund-sourced credit with a 30% interest
rate. However it is not posible to make all the investments within
the scope of the subsidy. Besides, there are hindrences in the
allocation of the fund-sourced credit in practice. Therefore it is
compulsory to finance more than half of the sources allocated to
investment through market interest and the average cost is
estimated to be 60-70% per annum.

On the other side, measures like the state investment reduction,

export exemption, etc. , aiming at reducing the firms’ tax loads are
affective, only to the extent that the firms profit.
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CONCLUSION

There has been a rising amount of investments in the Turkish
spinning sector which has been increasing its production
continuously only with the exception of 1990. The main reason for
this has been the intention of the manufacturers to by-pass the
rapidly rising labour costs by investing in cotton spinning which
requires a less amount of labour force and thus provides cost
advantage. In the cotton weaving sector, the rise in investments
has slowed down, but has not vanished. On the other hand, the
EC has been diminishing its investments in new machinery in
both the textiles and in the clothing sectors, mainly as a result of
the recession and the depressed demand that prevails the markets.

Parallelly, the textile and clothing industry output has been
following an upward trend in Turkey, on the contrary to the
constantly diminishing textile and clothing production by the EC
since 1989.

It might be suggested that Turkey could take advantage of the
situation in the EC where the investments are falling and the
output is diminishing. However the Turkish textile and clothing
industry suffers such adverse economic conditions that its area of
maneauver narrows down, hindering the chance of chatching up
with the EC through rapidly increasing investments in modern,
hi-tech machinery with higher productivity. What is more, no
matter how intense Turkey's investments get, it would be difficult
to catch up with the EC which is referred to as the “world’s leading
modernizer” in terms technology.

Although Turkey has maintained and improved its surplus in the
textile and clothing trade, the EC in general has been showing an
increasing deficit since the mid 1980s.

Turkey’s trade surplus in the textile sector has been diminishing.
Whereas the EC's deficit in the textile sector has been recording
an improvement in volume terms and its surplus in value terms



has been increasing during the recent years, which implies higher
value added, higher unit-priced goods. In clothing however, just
the opposite situation has been witnessed with Turkey improving
its trade surplus and the EC diminishing it.

In textiles, the EC has been making use of its developed
technology and has concenterated on product innovations, greater
product variety, manufacturing technical textiles which are mainly
used in industrial and environmental applications. Similarly in
clothing, the EC has been specializing on high quality garments,
increasing emphasis on time-based competition and back-up
services for the consumers.

On the other hand Turkey, although having increased the value
added on its products especially in the clothing sector, must invest
more and must concentrate more on research and development in
order to be able to compete with the EC in terms of high quality,
and therefore high-price producs comprising more value added.

As to the availability in the EC and in Turkey, of the major factors
that determine the textile and clothing industry’s competitive
position, both have their advantages and disadvantages.

Regarding the raw material (i.e. cotton), although the Turkish
textile and clothing industry has had to suffer higher costs,
compared to the EC during the previous yeas, after the adoption of
the cotton support system in 1993, the Turkish manufacturers
have started to enjoy cotton prices which are more or less at the
same level with the ones faced by the EC manufacturers.

Even though the productivity in the EC textile and clothing
industry is much higher than in Turkey and even though
productivity has not kept pace with the drastic rise in wages
during the recent years in the Turkish textile and clothing
industry, Turkey stll keeps its cost advantage over the EC in terms
of labour.
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However the problems in Turkey's economy impose disadvantages
like the high rate of inflation, the high interest rates and the
inefficient state subsidy system on the Turkishtextile and clothing
manufacturers. Whereas the EC member countries enjoy more or
less the economic situation that prevails the developed countries.

And finally in terms of energy, Turkey has a comparative
disadvantage in relakion to the EC with higher electricity costs.

In general, Turkey and the EC have their advantages and
disadvantages regarding competition in the textile and clothing
industry. However looking from a very broad point of view, Turkey
seems to possess higher competitive power in the clothing sector
whereas the EC is more competitive in the textile sector.
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