


Figure 0-6

Closure of firms over last five years (%)

Key reasons for firms closing down (%)
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Figure 0-6 shows perception about firm closures in the garment industry across the four clusters
in the past five years. Firms were explicitly asked about the number of businesses which had
closed down in the last five years. Figure 6 illustrates that the firms perceive that the maximum
number of shut downs have been in Karachi. Lahore, on average, is perceived to have the lowest
number of closures. When asked about the reasons for closures, electricity came out to be the top
reason for closure in Lahore, Sialkot, and Faisalabad. Poor management of businesses has been
another key reason leading to business closures in Lahore and Sialkot. However, in Karachi the
dominating factors causing businesses to close down have been the poor law and order situation
as well as high input and production cost.

Figure 0-7: Skills availability (%)
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The majority of the firms consider the availability of skills in their relative clusters as adequate.
However, with the exception of Karachi, firms in all the remaining regions report a lack of
availability of worker training institutes (Figure 4-7).

Figure 0-8: Firms reporting adequacy of the technology being used in the cluster (%)
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On average, less than 40% of total firms consider the level of technology of their cluster as
appropriate, as seen in Figure 0-8. Across clusters, Sialkot reports the least degree of adequacy of
technology, while Faisalabad reports the highest. This different view on technology between
Sialkot and Faisalabad might be because of the type of garments being manufactured in the two
clusters. Most of the firms in Sialkot are manufacturing sportswear, which being a relatively high
value added product requires more state of the art technology. Therefore in order to remain
competitive in the global market, firms perceive the need to constantly up grade technology and
are not satisfied by its existing state. On the other hand firms in Faisalabad generally
manufacture bed linen, towels and knitwear. Relative to sportswear, these products are not as
technology intensive.
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Figure 0-9:

Reliance on imported inputs (%) Outsourced activities (%)

90 70
80

60
70

50 A
60

50 40 -

40 1

30

30

20
20

10 - 10 7

0+ 0

Lahore Faisalabad Sialkot Karachi Total Lahore Faisalabad Sialkot Karachi Total

MLess Than20% M Between 20-30% 1 Greater than 30% M Fabric HDying M Knitting

Source: LUMS and IGC Survey 2012-2013

With its current structure, the industry is not predominantly dependent on imported inputs, as
shown in Figure 0-9. Pakistan produces its cotton, yarn, and cloth—the key inputs into the
garments industry—however, it imports dies, colors, and chemicals.

Firms in Karachi are generally larger, well established, and more vertically integrated. This is
evident in Figure 0-9 which shows that firms in Karachi outsource the least. Fabric is outsourced
by the majority of firms in Lahore, Sialkot, and Faisalabad. Most of these firms report
satisfactory quality and timely availability of outsourced work.

Figure 0-10: Top reported constraint (%)
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Firms in all regions consider electricity as the most serious constraint to doing business (Figure
0-10). Finance is the second most important constraint in Lahore, Faisalabad, and Sialkot, but is
not a major concern for firms in Karachi. This is due to the size effect with Karachi, which
generally houses larger and more formal units. These units tend to have more invested assets and
hence find it easier to obtain credit. However, corruption and crime, theft, and disorder are
serious impediments to doing business in Karachi, while these factors do not affect the
performance of firms in other regions to that extent.

Figure 0-11: Factors influencing geographical location (%)
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Figure 0-11 emphasizes that the availability of suitable infrastructure is the key reason reported
by firms across all clusters for selecting a particular geographical location. In Lahore and
Faisalabad, factors beyond infrastructure do not greatly influence a firm’s location choice. In
Sialkot, access to customers and suppliers influences 20% of the firms, while in Karachi the
provincial government’s support and the crime and security situation affect a firm’s location.

Strategies

Strategy plays an important role in driving the growth of firms. Firms in the garment sector
identified various strategies to enhance sales. Around 48% of the large firms claim that better
marketing strategies enhanced sales (Figure 0-12). In contrast, 34% of the small and medium
firms stated that better marketing and low prices are equally important. In addition, 26% of the
large firms and 19% of the small and medium firms identified better quality as part of the
strategy to secure orders from international buyers. Analyzing across sectors reveals that firms
rely on marketing followed by low prices and better quality to enhance sales (Figure 4-12).
However, firms in the woven sector rely more on better marketing compared to the knitwear
sector. It is interesting to note that new technology and product diversification are the ignored
areas. This conclusion is consistent with the secondary data where garment firms are mostly
producing low-price items with little product diversification.
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Figure 0-12: Firms’ strategies to enhance sales

Strategies to enhance sales (across size, %)

60
50

40
30

m Small and Medium Firms M Large Firms

Source: LUMS and IGC Survey 2012-2013

Strategies to enhance sales (across sectors-
%)

m Knitwear

mWoven

Figure 0-13: Perceived strategic superiority of large firms over SMEs
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To analyze differences across size in terms of management, marketing, product quality and
diversification, and financial strength, firms were asked how large units are superior to small and
medium units (Figure 0-13). The majority of firms—across sector and location—reported that
large firms have a competitive advantage over small and medium firms in terms of better
management and financial strength.

Branding and contracting

For garment manufacturers, moving from pure manufacturing to branding is crucial to climb up
the value chain and access the end customers in the Western markets. However, our survey
findings suggest that the garment industry in Pakistan remained concentrated in low-price and
mass-production supplying to US and European markets mostly through buying houses. More
than 90% of total firms across size are contracting firms for international buyers (Figure 0-14)
i.e. international buying houses (Li and Fung and Synergies Worldwide), brand manufacturers
(Zara and Benetton Group) and brand marketers (Polo Ralph Lauren and Tommy Hilfiger).”
This result is further substantiated with the finding that more than 85% of total firms across size
do not produce branded products (Figure 4-14). It is further reported that some firms (26% of

3 Chapter 5 discusses in detail the implication of branding and contracting on the garment firms.
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small and medium firms and 36% of large firms) are dealing directly with brand manufacturers
and brand marketers. This implies that most of the firms rely on the agent-sourcing model rather
than the direct-sourcing model whereby buying houses, like Li and Fung, act as the primary
buying agent for retailers, like Walmart, and well-known apparel brands, like Liz Claiborne. In
the direct-sourcing model, retailers establish direct contact by opening offices in the main
producing countries.

Figure 0-14: Branding and contracting firms
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Price competition
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Garment firms face intense price competition both locally and internationally—89% of the
small and medium firms and 72% of the large firms stated that they face price competition
(Figure 0-15). Since the manufacturers have a relatively weak market position because of low
skill, insufficient technology, and weaker product differentiation, they can easily be replaced by
other more favorable producers offering lower prices. In addition, as South East Asian countries
are competing in low-price items which are close substitutes (Figure 0-15), it is not difficult for
international buyers to switch to other manufacturers across countries. Another interesting
finding is that while most of the small and medium firms perceive a threat from competitors in
China, India, and Bangladesh in the international market, majority of large firms do not (Figure
0-15).

Analyzing the average export prices across size and sectors reveals that 80% of large firms in
woven sector while 60% in knitwear sell at price between $5 and $10 (Figure 0-16). In contrast,
small and medium firms in woven sector have an equal distribution. In knitwear, the trend is
different since 60% of the small and medium firms have an average export price in the range $1
to $5. This explicitly tells us that Pakistan garment sector is mostly exporting low-price items.

Figure 0-15: Price competition and product substitutability
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Figure 0-16: Percentage of SME and large firms with different export prices (%)
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Other key Characteristics of garment industry
Profit margin and sales of firms

The post-MFA era saw a re-location of production to low-cost countries which improved the
global value chain of the garment sector but at the same time also exposed local production
networks to global competition squeezing profit margins. With intense global competition, the
profit margin increased for firms producing value-added products. As discussed in chapter 1 and
2, Pakistan’s manufacturers are concentrated in value-added product categories with relatively
lower prices and profit margins. The following firm level data supports this macro level finding.

The profit margin of surveyed firms varies significantly across sector and firm size (Figure 0-
17). Woven and large-sized firms earn comparatively higher profit. Only 38% of surveyed firms
shared information about their profit margin on their exported products. On average, the profit
margin stands at 12% of the total value of the product. The profit margin for knitwear firms is
comparatively lower than the woven firms. More than 60% of knitwear firms have less than 10%
profit margin. Almost half of the woven firms fall under the profit margin range of 11% to 15%
while only 30% of knitwear firms fall in the same category.

The profit margin also varies across firm size since more than half of the large firms and only
one third of SME firms have a profit margin of 11% to 15%. Almost 62% of SMEs have a profit
margin of less than 10%.
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Figure 0-17: Firms with different profit margin across sectors and size of firms (%)
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The survey data captures the variation in the annual sales of firms in the garments sector across
the four clusters. Around 66% firms have annual sales of less than Rs 300 million while less than
40% of the firms have annual sales of less than 100 million (Figure 0-18). Across clusters,
Lahore has the highest percentage of firms with sales above Rs. 300 million. At the other end of
the spectrum is Sialkot, which has the highest percentage of firms with sales of less than Rs. 100
million.

Figure 0-18: Firms with different annual sales
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Over the last five years, 80% of large firms report growth in sales compared to 53% of small and
medium sized firms. Across clusters, Karachi and Lahore have the highest percentage of firms
reporting sales growth while in Sialkot the percentage is smallest. The perception of sales growth
both in knitwear and woven sectors is the same. Two-thirds of the firms from both woven and
knitwear sectors experienced growth in sales over the last five years.

Figure 0-19: Sales growth in the last five years across size and clusters
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To get further insight into the fluctuation of sales growth, the highest and lowest sales in the last
ten years are compared for large firms and SMEs of the garments sector (Figures 0-20 and 0-21).
Interestingly for large firms, the sales fluctuations are greater than for SMEs in the garment
sector. As shown by the solid lines in the figure below, the average difference in large firms’
sales fluctuations (Rs. 468 million) over the last ten years is considerably higher than the average
difference in SMEs’ sales fluctuations (Rs 55 million).

Figure 0-20: The highest and lowest sales for SME in the last ten years (millions)
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Figure 0-21: The highest and lowest sales for large firms in the last ten years (millions)
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Production efficiency

Production efficiency of firms cannot be solely gauged by firm’s sales performance/growth. To
assess the production efficiency of firms, information on production of units and optimal
utilization of plant size is required. The optimal production scale is when a firm is exploiting
economies of scale and producing at the lowest cost per unit. If a firm is operating on an optimal
scale, it also implies that the firm has built the right sized plant with less idle capacity. There is a
rich literature which measures performance of garments manufacturers through production
efficiency by using different proxies. In response to a question about the optimal utilization of
their manufacturing plant, almost 84% of the firms perceive that their plants are not operating at
optimal scale due to various reasons (Figure 0-22).

This perception is quite consistent across sectors (woven and knitwear), clusters, and size (SME
and large) of the surveyed firms. Firms perceive that major constraints like the energy crisis—
electricity/gas load-shedding—Iless orders/low demand, delivery of raw materials, and shortage
of skilled and technical labor are limiting them from operating at the optimal scale. The
relevance and significance of these reasons is somewhat different across clusters, size, and
sectors. For example, the electricity shortage is more acute for Faisalabad- and Lahore-based
firms as more than 50% of these firms attribute electricity as the prime reason for operating
below the optimal scale. In Karachi, only 11% of the firms perceive electricity to be a major
concern. Similarly, less orders/low demand is considered the major hindrance for Karachi-based
firms.
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Figure 0-22: Perception of firms about plant utilization
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Cost efficiency

Pakistan’s garment manufacturers are cost competitive** primarily due to home-produced inputs
(cotton, fabric, yarn) and cheap labor. Pakistan’s garments manufacturers are cost-efficient in
certain products like cotton t-shirts and chinos due to low-priced raw material and cheap labor.*
Pakistan is ranked at number two, after Bangladesh, on cheap labor among other competitors

4 USAID (2009), Cost competitiveness of Pakistan’s Textiles and Apparel Industry, United States Agency for International
Development (USAID).
45usAID (2009), Cost competitiveness of Pakistan’s Textiles and Apparel Industry, United States Agency for International
Development (USAID).

96



(China, Cambodia, and India). The hourly wage rate in Pakistan ($0.55) is higher than in
Bangladesh ($0.32). Pakistan also tops the list in terms of availability of home-produced cheap
fabric. In response to a question in our survey on the top five input costs, both knitwear and
woven manufacturers identified fabric/yarn, energy, accessories, dying, and labor as the major
costs.
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