Apparel for PSD – Checklist of Possible Economic, Policy, Institutional, and Reform Process Issues:

The purpose of this checklist is to help developing countries quickly identify the most important issues which might affect the development of the apparel sector.

The apparel sector is one of the largest and fastest growing sectors in the world.  It also tends to employ the poorest and least privileged segments of the workforce.  With the end of the Multi Fiber Agreement, the pressure is on countries to quickly improve their competitiveness, as their market shares will no longer be guaranteed by the existing quota system.  Many fear that China will be unstoppable, in particular because of its quasi infinite pool of very low cost labor.  But being competitive in the apparel sector is not only about labor costs.  Italy exports ten times more apparel than China on a per capita basis.  Factors such as time to market and design capabilities are just as important.

Most questions of the checklist should be answerable through basic desk research and a few selected interviews with local best practice manufacturers, potential international investors, and government officials – the most likely information sources are indicated for each section.  The checklist is largely derived from the IC survey questionnaire, as well as from the results of the PSD apparel value chain analysis (Nigeria, etcetera) and sector studies completed by the McKinsey Global Institute (China, India, Turkey, US, and Italy).  These studies are available in the apparel roster of resources.  Suggestions as to how to improve this checklist should be forwarded to Uma Subramanian and Vincent Palmade.

The checklist is organized around the three basic steps of any reform process: diagnostic, solution design and implementation (see summary diagram below):
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1. Possible Economic Performance Issues in the Apparel Sector

This section provides a comprehensive list of the possible economic performance issues which might be found in the apparel sector.  Identifying these issues will help indicate the most serious policy and institutional issues (listed in the second section) causing them.  

Suggested sources of information to answering these questions: investor surveys (in particular the ICAs), country reviews, sector level analysis (e.g. value chain analysis and McKinsey studies), and in-depth expert interviews with local best practice apparel manufacturers (in particular foreign ones) or potential investors.  It is usually easier to focus the analysis a particular type of product (e.g. T-shirts).

· How has the market share in open markets (e.g. non-quota countries, such as Japan and Australia) evolved?

· What is the level and trend of FDI flows to the sector?

· How does the productivity level of the local best practice manufacturers compare to international good practices?  Proxies, such as minutes of labor to assemble a T-shirt, can be used. How do the operations of foreign players compare to their operations in other countries? 

· What are the main sources of operational deficiencies between the local best practice and international best practice manufacturers?  

· lower scale of operations

· lower capacity utilization

· lower value of goods manufactured 

· lower skills of workforce

· less effective organization of functions and tasks (see figure below)


[image: image2.wmf]INCREASING PHYSICAL PRODUCTIVITY 

–

OFT

* Not relevant as OEM manages the upstream for

fa

ç

on

producers

Source: 

McKinsey 

Global Institute

•

Fluent flow of production

•

Bottleneck management

•

Adjustment of the production plan every 2 hours for 

irregularities

•

Control of all regular non

-

production times (e.g., time spent in 

restrooms, smoking, breaks)

•

Tracking of productivity by activity timekeeping

Production 

planning 

(workflow)

•

Continuous tracking of performance vs. targets

•

Compensation management based on production 

performance

Performance 

tracking and 

supervision

•

Attain highly

-

qualified employees through dedicated training 

and build skills through continuity

•

Cross

-

training of employees for multi

-

tasking to avoid idle 

time

Employee 

training and 

continuity

n/a*

•

Effective material purchasing planning ensuring no stopover

•

Understanding and planning around supplier lead times

•

Consistent on

-

time deliveries

Production 

planning 

(organization of 

upstream)

•

Single

-

layer working environment

•

Design allowing a perfect transmission of completed parts 

between operators

•

No non

-

productive staff in production layer e.g., 

“

ortac

ý

”

Workspace 

design

Turkish

fa

ç

on

Turkish

OEMs

Italian

OEMs

Best

-

in

-

class features

Area

Very developed

Undeveloped


· less reliance on equipment and automation (see figure below)
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· less effective supplier relations

· issues with infrastructure and utility connections

· theft 

· Are local design capabilities being leveraged?

· Relatively high labor costs compared to other countries at a similar stage in their development? 

· High transportation costs/delays for getting the products to market (see figure below)? 


[image: image4.wmf]COMPARISON OF AVERAGE DELIVERY TIMES

(days)

*Minimum shipping time

Source: 

McKinsey 

Global Institute


· High transportation costs/delay for getting the fabrics?
· High costs and/or low quality of fabrics?
· High costs of equipment?

· High utility costs?

· High financing costs?

· High inventory levels?

· How does the productivity performance of informal manufacturers and suppliers compare with good practice formal companies?

· How has the market share of informal manufacturers (unregistered and/or rule evading companies) evolved over time?

· To what extent are informal manufacturers linking up with informal suppliers?

2. Possible Policy and Institutional Issues Affecting the Apparel Sector?

This section provides a comprehensive list of possible policy and institutional issues which could lead to the economic performance issues identified in the previous section, as illustrated by the findings of the McKinsey study of the Indian apparel sector summarized in the figure below: 


[image: image5.wmf]DC

-

ZXE083/020419DsudhHR1

91

EXTERNAL FACTORS FOR APPAREL PRODUCTIVITY GAP 

–

INDIA

12

20

35

55

100

•

Non

-

level playing 

field between large 

and small firms

–

Excise duty 

–

Labour laws

•

Quotas

•

Reluctance for FDI 

in India

–

Labour laws

–

Poor quality textiles

–

Infrastructure/red 

tape

•

Quotas

India 

tailors

Indian 

exporters

Chinese 

exporters

US

Index: US average in 2000 = 100

•

Little pressure from 

retailers

•

Import restrictions

Source: McKinsey analysis; Interviews

•

SSI / FDI regulation

•

Inefficient retail 

market

India domestic 

manufacturers


The suggested sources of information to answering these questions are in-depth interviews with local best practice retailers, survey results (especially the Investment Climate surveys), and interviews with government officials in the relevant policy areas.  In turn we discuss sector specific policy issues and cross-cutting PSD issues.  

a) Sector Specific Policy Issues?

· Are there issues with quota allocation rules and enforcement – e.g. rules not based on economic performance?

· Are there restrictions to FDI in the sector – e.g. local input requirements, JV requirements? 

· Is business registration/licensing problematic in this sector?

· Are there adequate Intellectual Property Rights and enforcement – e.g. brand protection?

· Are there adequate Corporate Social Responsibility standards and enforcement – e.g. consistent with ILO and international brand requirements?

· Are there restrictions on the scale of operations – e.g. small scale reservation program in India?

· Is the domestic market protected by tariffs and/or non-tariff trade barriers?

· Is the government subsidizing domestic producers?

· Are there issues with the fiscal incentives given to foreign producers?

· Are there import restrictions on fabrics?  Is the reimbursement of duties on imported fabrics (for exports) effective and timely? 

· Are there import restrictions on key equipment?

· Are there issues with the policies/management of the Special Economic Zones where apparel producers are – e.g. no linkages with domestic suppliers possible?

· Are there sector specific policy issues within the supplier industries (textiles and/or cotton) affecting apparel producers – e.g. export subsidy given to Nigerian cotton producers resulting in high domestic prices/shortages for textile producers? 

· Are there issues in the retail and fashion design industries hampering the emergence of local design and brands?

b) Cross-Cutting PSD Policy and Institutional Issues?
· Labor market issues (e.g. India)
· Restrictions on hiring (e.g. temporary workers)
· Restrictions on firing
· High minimum wage
· Gender issues
· Education level issues
· High social security, labor related taxes
· Access to finance issues

· Can apparel producers use their land property rights as collaterals?

· Can producers lease their equipment?

· Can they borrow against account receivables?

· Is trade finance available/affordable?

· Can producers access quality industrial land at reasonable prices?

· Are there issues with physical infrastructure – e.g. quick access to state of the art port?

· Are there issues with the management of the port?

· Are there generic issues with the custom administration causing extra costs and delays for both import and export activities?

· Are there issues with the provision of utility services – e.g. high costs and long delays to get connected?

· Are business inspections leading to serious additional cost and delays – e.g. tax administration? 

· Do apparel producers have concerns with the lack of effective contract enforcement?  Are foreign investors concerned with the risk of expropriation?

· Does macroeconomic instability adversely apparel producers – e.g. forced conversion of FX revenues, high domestic financing costs? 

· Do corporate governance issues affect the performance of producers?

3. Possible Reform Process Issues Related to These Policy and Institutional Issues Affecting the Apparel Sector
This section lists the common issues and misconceptions associated with apparel sector reforms.

Suggested sources of information: government officials (Ministry of Industry), managers of Special Economic Zones, apparel manufacturer associations, and foreign business associations. 

· Is the highest level of government aware of the competitive threats/opportunities associated with the end of the Multi Fiber Agreement? 
· Has there been a detailed economic performance analysis/benchmarking performed in the sectors?

· Which reforms have been completed recently in the most problematic areas?  

· Does the government have a “strategy” to develop the apparel sector? Is there effective coordination across the different government levels and agencies dealing with retail sector issues?  Is the highest level of government involved in this coordination? 

· Is the government relying on pilots and/or (good practice) special economic zones to learn on how to tackle these issues – see special economic zone checklist?

· Are apparel business associations restricted in any way to organize and promote the sector?

· Does the reform program leverage the experience from international good practices in terms of apparel sector reforms – e.g. Mauritius?    

· Are the political economy barriers to reforms well understood along each key issue and stakeholder (e.g. unions, domestic textile manufacturers, and cotton producers)?

· Are stakeholders effectively managed – e.g. informed, involved, compensated and/or confronted?

***
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INCREASING PHYSICAL PRODUCTIVITY – OFT

* Not relevant as OEM manages the upstream for façon producers

Source: McKinsey Global Institute

Very developed

Undeveloped

		Area		Best-in-class features		Italian
OEMs		Turkish
OEMs		Turkish
façon

		Production planning (workflow)		• Fluent flow of production
• Bottleneck management
• Adjustment of the production plan every 2 hours for irregularities
• Control of all regular non-production times (e.g., time spent in restrooms, smoking, breaks)
• Tracking of productivity by activity timekeeping

		Workspace design		• Single-layer working environment
• Design allowing a perfect transmission of completed parts between operators
• No non-productive staff in production layer e.g., “ortacý”

		Production planning (organization of upstream)		• Effective material purchasing planning ensuring no stopover
• Understanding and planning around supplier lead times
• Consistent on-time deliveries		n/a*

		Employee training and continuity		• Attain highly-qualified employees through dedicated training and build skills through continuity
• Cross-training of employees for multi-tasking to avoid idle time

		Performance tracking and supervision		• Continuous tracking of performance vs. targets
• Compensation management based on production performance
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USE OF SPECIALIZED TECHNOLOGY IN INDIAN APPAREL

Source: McKinsey Global Institute

Commonly used

Sometimes used

Never used

		 Cuts lead times

		 Improves productivity

		 Improves quality

		 Improves consistency



		Manufacturer

		Purpose		Description		China best practice		India best practice		India domestic

		 Material handling		 Conveyor systems transport material 

		 Cutting		 Electronic copies of layouts are sent to computer-controlled cutting machines

		 Spreading		 Automatic spreading of fabric for cutting

		 Automatic body press		 Presses shirt in one shot

		 Marking		 Computers determine optimum arrangement of pattern pieces

		 Stain removal		 System of compressed air, steam and solvents

		 Quality control		 Needle detection machine
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		Little pressure from retailers



		Import restrictions



	Source: McKinsey analysis; Interviews
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		Inefficient retail market
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APPAREL – SUMMARY CHECKLIST

       

           Economic issues

   

                  Reform issues

		 Low/declining market share in non quota countries 



 

		 Low and stagnant levels of FDI



 

		 Low productivity of modern players relative to international benchmarks



		 No leverage of local design skills





		 Relatively high labor costs



 

		 High transportation costs/delays for getting the fabrics and products to market



 

		 High costs/low quality of fabrics



 

		 Low skills of workforce



 

		 Large/growing low productivity informal manufacturers and suppliers





		 Sector specific policy issues



   - Quota allocation

   - Restrictions on FDI

   - Intellectual Property Rights

   - Corporate Social Responsibility

   - Restrictions on large scale operations 

   - Domestic market protected by tariffs

   - Import restrictions on fabrics

   - Import restrictions on equipment

   - Issues with SEZ  policies/management

   - Issues in textiles and cotton sectors

   - Issues in the retail and design industries

 

		 Cross-cutting PSD issues



   - Labor market issues

   - Access to finance issues

   - Access to land issues

   - Issues with business inspections

   - Contract enforcement issues

   - Issues with port, customs, utilities



		 Highest level of government aware of the competitive threats/opportunities associated with the end of the Multi Fiber Agreement?





		 Best practice SEZ as pilot?





		 Restrictions on apparel business associations?



		 Experience from relevant international good practices leveraged? 





		 Stakeholders effectively managed – e.g. unions, domestic textile and cotton producers?









                 Policy issues 
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