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Chapter 1: The Performance and Dynamics Governing the Clothing

and Textile Industry in South Africa

1.1 Introduction

The SA clothing and textiles industries have undergone difficult restructuring over the past
ten years due to the combined impact of domestic and international factors. The negative
impact of this transformation is manifest in the declining contribution of the sector to total
manufacturing output, its falling export share and significant contraction in sector
employment. This outcome might have been different had this process of restructuring been
pre-empted and accompanied by a concerted effort to up-skill remaining workers and
promote innovation in the sector. This could have enabled the sector to pursue a skills-led
competitiveness strategy and assist a move toward higher-cost, high quality items.
Paradoxically, underinvestment in both human and physical capital in the South African
clothing and textiles sector has deepened the crisis precipitated by globalisation and currency
weakness and the sector has been incapable of dealing with rising import penetration.
Government policy designed to address the effects of liberalisation on the sector has largely
been regressive and reinforces the perception of global trade as a threat rather than
opportunity. Instead of creating a paradigm shift up the value chain, evidence from this and
other studies suggests that interventions, like the China quotas, are driving local firms in the

opposite direction, that is, down the value chain toward basic, low value-added garments.

In the new global economy, a country’s successful participation in the global value chain for
clothing is contingent on its ability to flexibly and reliably respond to customers’ needs which
requires local manufacturers to upgrade their design and marketing skills and demonstrate
world class manufacturing capabilities (Barnes et al 2005). Amongst other factors, the US
ITC 2004 has identified skilled labour and management as a critical success factor which
provides countries with an advantage; consequently, there is a serious need to develop skills
in the clothing and textile industry (Morris et al 2007). The global trend has been for less
skilled tasks to be moved to low-cost locations whilst higher value-added and higher-skilled
tasks remain in developed countries. This is also accompanied by outsourcing to informal
economy enterprises. In this context, increasing emphasis is given to the need for developing
countries to upgrade their technical and production capabilities so as to compete on quality,

design and delivery, rather than simply on price (Roberts and Thoburn 2002).



South Africa’s reintegration into the global economy mandated skills biased changes in
methods of production which resulted in too few workers with adequate skills, or a mismatch
between skills supply and demand (Daniels, 2007: p. 5). South Africa faces numerous general
challenges which could potentially protract and deepen the skills crisis. First, the global skills
market has become increasingly competitive. Whilst other countries such as Britain and
Australia have exploited this to their advantage, South Africa continues to act defensively and
view it as a threat rather than an opportunity (Bernstein and Johnson 2007). Second, a legacy
of discrimination has resulted in a (disproportionately white) skills base, which is particularly
vulnerable to emigration and ageing. Third, transformation policies have had the intended

consequence of misdirecting and wasting skills (Bernstein and Johnson 2007).

This report results from a process of consultation with the main organisations and
stakeholders in the sector to identify key skills shortage and issues, and a wide ranging
analysis of existing material on skills supply and demand, and factors influencing skills
trends. The material is brought together into a draft discussion document which is structured
as follows. Chapter 1 profiles the CTFL industry’s performance as measured by primary
indicators such as output, employment, trade performance and investment. Chapter 2 reviews
the literature on the skills crisis in the sector, establishing where they are said to exist
according to the National Skills Audit. Chapter 3 presents information from the firm
interviews on skills needs and the nature of the shortages. Chapter 4 discusses skill shortages
in the context of firms adopting World Class Manufacturing. Chapter 5 reviews the SETA
and training. Chapter 6 discusses the impact of the China quotas on skills. The report

concludes with Chapter 7.

1.2. A Sectoral Profile

The South African clothing and textiles industry is highly diverse and mature. Products
produced in both industries range from inexpensive mass produced basics to higher value-
added fashion and tailored garments, and specialised textiles. The exchange rate plays a
crucial role in the competitiveness and sustainability of the industry, rendering the industry
particularly sensitive to currency fluctuations. High interest rates also negatively affect the
industry because of the high cost of borrowing. Interest rates of 10% in South Africa far
exceed the interest rates of 1-2% in Asia and 5-6% in developed economies, making South
Africa’s cost of borrowing comparatively high and placing SA in a disadvantageous position.
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Similar to the international environment, South Africa’s clothing industry is dominated by a
small number of large retailers, most with head offices in Cape Town, wielding considerable
value chain power. The top five retailers account for over 70% of formal clothing sales in
South Africa. These retailers have the power to set prices, as well as make demands on
quality and delivery. The regional location of the Western Cape manufacturers enabled them
to meet delivery requirements, speed up purchasing processes, and ease of dealing with
problems, and hence historically advantaged them. However, retailers now source from

across the country with price and the quality of service playing a pivotal role.

The price pressures from trade liberalisation, currency strengthening, and the exercise of local
retailers’ power within domestic value chains has resulted in clothing firms following a
number of different survival strategies. In line with global trends, there has been a
restructuring of the industry and recomposition of labour with a move towards sub-
contracting and informalisation as retailers and many larger firms have outsourced parts of
their production to Cut-Make-and-Trim (CMT) enterprises providing production services at
lower costs due to lower overhead structures. In addition, formal factory downsizing and
closures has resulted in the establishment of micro-enterprises, home industries and
unregistered firms causing an increase in the number of people employed in the informal
sector of the clothing industry and making it difficult to accurately calculate employment
figures (Edwards and Morris 2007).

A second important trend, mainly by firms that are well integrated into local retailer value
chains, has been a process of sharp learning through the adoption of World Class
Manufacturing techniques. This focus on upgrading operational performance has
concentrated on internal processes to speed up delivery and lead times, cut inventory levels,
reduce defect rates, introduce new work practices, and create value chain alignment between
retailers and suppliers. The Cape and KZN Clothing and Textile Clusters have played an
increasingly pivotal in this drive to greater competitiveness and upgrading process. The result

has been a change in the types of skills demanded and utilised on the factory floor.

Thirdly, primarily in KwaZulu-Natal, firms have been relocating from urban to rural areas
where wages are lower, a more flexible labour regime operates, and lower rates of

unionisation are evident. Some firms have gone as far as relocating across borders to

10



neighbouring countries such as Lesotho and Swaziland where the wage and regulatory

environment is even less onerous.

In the textiles industry firms have also been increasingly confronted with cheap imports from
trade liberalisation, rising costs and pressures in terms of lower prices and more stringent
quality demands. However, the strategies followed by textiles companies to cope with these
pressures have been different to clothing firms. Textiles firms have moved to focusing on
core products, closing non-core functions and following vertical disintegration strategies.
Many textiles firms have chosen to focus on niche markets and therefore restructuring has
resulted in greater specialisation and longer production runs. The survival strategy adopted by
textiles firms has been criticised by the clothing industry because it has resulted in them
moving away from the production of apparel textiles towards technical, industrial, and

household textiles which is more secure, and has higher margins.

In 2004, the Clothing, Textiles, Leather and Footwear (CTFL) SETA undertook a skills audit
to which a sample of 338 clothing companies and 341 textiles firms responded which
provides interesting insights into the profile of the textiles and clothing sectors. However, it is
important to note that the majority of the informal enterprises, predominantly in the clothing
sector, are unlikely to be represented in this survey. Of the companies that participated in the
survey only a small proportion are public companies: 3% in the clothing industry and 5% in
the textiles industry. Half of the clothing industry firms are registered as close corporations
(51%), with 43% of textile firms classified as such. In the clothing industry 30% are private
companies, 10% are sole proprietors and 3% are partnerships. In the textiles industry 41% are
private companies, 7% are sole proprietors and 2% are partnerships. The remaining firms
were recorded under the category ‘other’. According to the CTFL SETA audit, 59% of
clothing firms reported an annual turnover of less than five million Rand, followed by 16% of
firms who reported a turnover of more than R25 million, 11% who reported a turnover of
between R11 and R25 million and 7% who reported a turnover of R6 million to R10 million.
7% of firms did not answer the question. Of the textiles respondents, half of the firms
reported an annual turnover of less than R5 million, 11% reported a turnover of between R6
and R10 million, 10% reported a turnover of between R11 and R25 million, 21% reported a

turnover of more than R25 million and 7% did not answer the question.
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Figure 1: Turnover of clothing and textiles firms
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1.3. The domestic market

Source: CTFL SETA skills audit, 2004

The domestic market for clothing and textiles products has grown substantially as is clear

from the data in Figure 2. In 2005 the South African market for clothing and textile products
combined was R45,634 million, up 34,5% from R29,887 million in 2001. Of this, textiles
constituted 59% and clothing 42%, both showing substantial growth over the period. The
value of clothing sales jumped from R12,427 million in 2001 to R18,834 million in 2005,
whilst textiles grew from R17,460 million to R28,800 million in 2005.

Figure 2: Domestic market growth of clothing and textile products

Domestic demand

Domestic Market Demand for Clothing and Textiles

50,000

45,000 +

L

40,000

35,000 4

30,000 1

25,000 4

Value (R millions)

20,000 4

/’/

[

15,000

10,000 4

5,000 -

2001

2002

2003

2004

2005

—&— Total
~—#— Clothing
Textiles

29,887
12,427
17,460

36,856
13,885
22,971

37,752
14,747
23,004

43,053
17,327
25,726

45,634
18,834
26,800

Years

Source: dti (Using SIC codes 311, 312 for textiles and 313, 314 for clothing)
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The fundamental issue from the perspective of the local clothing and textile industry is
whether this growth in domestic demand was satisfied by local production? The answer is
that sales of clothing and textiles products into the domestic market have run in the opposite
direction. In the indexed data presented in Figure 3 domestic sales from local producers have
declined from 2002 until 2005. Total local sales declined by 18.1%, clothing sales by 13.4%,
and textiles sales by 22% over the period. The increased domestic demand has clearly been

taken up by an increasing reliance on imported clothing and fabric.

Figure 3: Domestic sales of local clothing and textile firms

Domestic sales

Annual sales figures, inflation adjusted and indexed (2005=100)
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Years Source: dti (Using SIC codes 311, 312 for textiles and 313, 314 for clothing)

1.4 International trade - Exports

South Africa’s exports have been primarily into the lower end or mass market (Gibbon 2002).
The export performance of South African clothing and textiles has generally been modest,
focusing mainly on exporting to the EU (particularly the UK) for many years. Exports into
the US market were unfamiliar to most clothing firms until 1999/2000. Then (Table 1, Fig 4)
it fundamentally changed due to the deteriorating exchange rate and AGOA. Clothing
exports jumped phenomenally in 2000 from R995m to R2,590m in 2002, and then, when the
exchange rate stabilised and the Rand strengthened, plummeted to R1,005m by 2006.
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Table 1: Exports of Clothing and Textile products 1995-2006 (Rm)

Year Clothing Rm Textiles Rm
1995 470,871,446 1,674,985,181
1996 637,080,925 1,895,616,806
1997* 830,981,078 2,380,210,832
1998 789,851,800 2,284,327,384
1999 995,146,483 2,430,160,950
2000 1,328,408,288 2,520,290,608
2001 1,901,111,877 3,208,192,835
2002 2,590,273,843 4,511,364,969
2003 2,260,872,007 3,809,361,016
2004 1,568,806,278 3,255,511,738
2005 1,005,424,262 3,237,620,283
2006 830,499,482 3,463,546,488

Source: Quantec
Note *: The surge in 1997 is accounted for by a large fraudulent declaration in exports.

Figure 4: South African clothing exports by value and kg 1995-2006
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Figure 5: South African clothing and textile exports 1995-2006

Inflation-adjusted export figures in Rands; indexed to 1995: 1995-
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In Rand terms, inflation-adjusted (Fig 5) textiles exports grew by 60% between 2000 and
2002, and then fell back to the late 1990s levels by 2004. The net result is that exports of
clothing and textiles are no longer a substantial part of the clothing and textile industries.
The deteriorating exchange rate at the turn of the millennium assisted clothing exports which
jumped dramatically by over 300% between 1995-2002. However, thereafter exports of
clothing have fallen catastrophically, declining to below 1998 real levels in 2006. In terms of
sub sector textile exports, the majority of exports fall under chapter 51 which comprises wool
fibres, rather than more beneficiated yarn or fabric. Historically, Italy was the most important
country for Chapter 51 exports. However, this picture has changed notably by 2006 as China
has caught up as the major export country for Chapter 51 textiles. Synthetic fibres was the

second most important sub sector export, with India (13%) the primary destination by 2006.

A major factor impacting on the decline in real export levels since 2002 is the Rand/US$
exchange rate. As highlighted in Figure 6, the Rand has appreciated substantially against the
USS$ since 2002. In January 2002 the exchange rate was R11.61 to the US$. By November
2004, the Rand/US$ exchange rate had appreciated by 50.62% to R5.73. This appreciation of
the exchange rate has a significant impact on the price of South African goods in
international markets; raising prices and thereby largely accounting for the decline in exports
during 2003.
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Figure 6: Exchange rate movements — Rand to US$ (1995-2007)

Rand - US Dollar monthly exchange rate
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1.5 International Trade - Imports

Source: South African Reserve Bank

Real manufacturing imports to South Africa, in Rand terms, have been steadily growing since

1995. However the major acceleration in imports has come about from 2002 for textiles and

2003 for clothing. Inflation-adjusted textiles imports (Figure 7) have tracked general

manufacturing imports, albeit at a slightly higher level. However clothing imports accelerated

dramatically from 2002. Imports of textiles products (overwhelmingly fabric feeding into
clothing production) (Table 2) more than doubled from R6,645m in 2001 to R14,370m in

2006. The surge in imports has however been most stark with respect to clothing, for imports

of garments jumped four times from R1,673m in 2002 to R6,898m by 2006. These clothing

and fabric imports have primarily emanated from China (Einhorn 2006, Morris 2007) and is

in line with global developments in many other countries in the world.

Table 2: Imports of Clothing and Textile products 1995-2006 (Rm)

Year Total Clothing Total Textiles
1995 322,258,319 3,811,285,800
1996 561,446,516 4,286,710,372
1997 614,628,291 4,761,833,415
1998 778,031,694 5,227,348,479
1999 889,103,381 5,068,759,473
2000 1,184,356,676 5,999,875,344
2001 1,293,006,318 6,644,515,524
2002 1,673,261,653 8,793,698,603
2003 2,291,917,000 8,192,799,689
2004 3,609,007,000 10,100,895,261
2005 4,787,695,000 11,225,877,976
2006 6,897,718,000 14,369,965,209

Source: Clothing export council data base
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Figure 7: Inflation adjusted indexed imports 1995-2006

Inflation-adjusted import figures in Rands; indexed to 1995: 1995-2006

800
700 A
600 - .
500 A

400

Index

300

200

A== AT
100 { ———{———_——iz

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Year

‘ —<— Allimports — B =Textiles = = A - ' Cothing ‘

Source: Clothing export council data base

The dynamics governing this dramatic rise of imports is tied to the large and sophisticated
domestic market and a reaction by the retailers that dominate this market to the brief flourish
of exports at the turn of the millennium. The initial spur to domestic retailers importing
Chinese clothing came at a most unpropitious moment for them — surprisingly when the Rand
suffered a major devaluation in 2000/2001 and had plummeted dramatically from 1$US =
R6.10 in 1999 to around R12.11 in Dec 2001. Local clothing manufacturers saw the
opportunity to export to the US on the back of this deteriorating exchange rate. They signed
up numerous export orders, primarily to US retailers, which at the prevailing exchange rate
promised larger profits than by supplying the domestic market. Total exports of clothing at
nominal prices jumped dramatically from R471m in 1995 to R1901m in 2001 and R2590 in
2002, but then collapsed to R1005.5 by 2005 (TIPS data base).

However the local manufacturers did not have sufficient capacity to supply both the export
and the domestic markets. Many local firms consequently cancelled their orders to the local
retail chains in favour of the more lucrative export market. This left the domestic retailers
scrambling to find stock, and consequently they went offshore seeking imports. Coinciding
with China’s export rise, they discovered China as an alternative clothing source. Since in the
1990s the South African government had radically simplified and reduced clothing tariffs -
by 2002 they were down to 40% (Cassim et al 2004) - imports flooded into the local market.
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The subsequent strengthening of the rand post 2003 (hovering between 1$ = R6 — R7) turned
the entire scenario around, creating both easier access to the domestic market as well as
hampering export opportunities into the global market. The appreciating exchange rate and
the economic boom afforded retailers greater buying power in international markets. It also
coincided with the indirect impact of global Chinese clothing exports (and competition from
falling unit prices). Given the constraints South African clothing exporters faced with the
AGOA rules of origin, and the South African government’s unwillingness to extend the Duty
Credit Certificate scheme subsidising clothing exports, this radically limited the capacity of
domestic manufacturers to export. Exports dropped dramatically, with manufacturers
reneging on their export orders. They sought vainly to return to their previous customers, the
domestic retail chains, but the restructuring of the domestic value chain had taken a radical
turn. Large scale imports of clothing from China had become the order of the day. Clothing
imports from China moved from 16.5% of total rand value clothing imports in 1995 to 74.2%
in 2005, an increase of 450%. If we add clothing exported from Hong Kong, the combined
China clothing imports jumped to 78.8% of total clothing imports in 2005 (Morris 2007).
Furthermore, as Einhorn 2006 and Morris 2007 have shown, this dramatic increase in imports
has had a deflationary impact on clothing prices and gone hand in hand with consistently

falling unit prices of garments.

1.6 Capital expenditure

Data on capital expenditure is no longer captured by Statistics South Africa (having been
discontinued in 2001), making a comprehensive analysis of the sectors’ recent capital
upgrading position difficult. As is apparent from Figure 8, textiles capital expenditure
steadily declined between 1996 and 2001. Capital expenditure for clothing has been
extremely erratic. In summary, total capital expenditure for textiles and clothing has

performed erratically and 2001 levels were well below 1995 figures.
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Figure 8: Capital Expenditure 1995 -2001

Inflation adjusted capital expenditure figures as a percent of sales, indexed to 1995: 1995
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Although 41% of both apparel and textiles firms surveyed for the CTFL SETA 2004 skills
audit reported that they had invested in capital over the previous 12 months, when compared
to manufacturing as a whole, both clothing and textiles sectors spend only a small proportion
of their sales on new capital goods. Based on Benchmarking & Manufacturing Analysts firm
level data from the Western Cape, capital spent remained low through 2003-2004. Average
expenditure on new capital equipment by clothing firms declined fractionally from 2.8% in
2003 to 2.7% in 2004. In the textiles industry, average expenditure on new capital equipment
declined from 7.7% of sales in 2001 to only 4% of sales in 2003. The result of this is the
dominance of aging equipment within both sectors. Once again, based on firm-level
benchmarking data, the average age of ‘spinning’ equipment amongst the surveyed textiles
firms is 17.3 years, followed by ‘weaving’, ‘knitting” and “finishing’ equipment, which have
average ages of 13 years, 12.8 years and 11.4 years respectively. In the clothing industry 41%

of firms have capital equipment with an average age of more than 10 years.

Roberts and Thoburn (2002) argued that South African firms that have responded to
liberalisation by upgrading their capabilities and fostering product differentiation have
achieved more success. They argue that South African firms should compete on quality,
design and delivery rather than simply on price. And yet this is clearly not possible without
investment in capital, technology, innovation and skills. Most capital goods are imported and

the exchange rate plays an important role, but investment in capital equipment is nevertheless
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vital, not only to replace capital goods, but also to upgrade capabilities. However, interviews
with industry representatives did indicate that the threats facing the industry (e.g. China,
illegal imports and dumping, and the government failure to support the clothing and textiles
industries) resulted in a lack of confidence in the future of South African clothing and textiles

manufacture, which has contributed to the lack of investment.

Figure 9 shows the percent utilisation of production capacity for manufacturing, textiles and
clothing from 1995 to 2003. Here the utilisation of capacity in the clothing industry compares
favourably to both textiles and manufacturing. Although following a similar and somewhat
volatile trend over time, the clothing industry has higher capacity utilisation than
manufacturing as a whole. The clothing industry has been able to consistently operate at
above 82% of its capacity, while manufacturing has only been able to achieve an utilisation
level above 82% once between 1995 and 2003, with this occurring in 1995. The utilisation of
capacity for the textiles industry has been volatile and in 2003 dropped to 75%. The textiles
industry uses 79% of its capacity on average, while clothing performs better with an average

utilisation rate of 85%.

Figure 9: Capital Utilisation 1995-2003

Utilisation figures: 1995 to 2003
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1.7 Regional analysis of South Africa’s clothing and textiles industries

Detailed up to date information at a provincial level in South Africa is not readily available.

Both the clothing and textiles industries are based primarily in two provinces — KwaZulu-
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Natal (KZN) and the Western Cape. Although very limited regional differences exist between
textiles firms in these regions, the greatest portion in value terms is located in KZN. In
contrast, there are regional differences between clothing industries. In the Western Cape,
concentrated in metro Cape Town, there are a greater proportion of medium and large size
firms producing for the middle or upper end of the domestic market. Cape Town is
recognised as the design centre of South Africa due to its fashion orientation, and although
capable of producing all types of apparel, the strength of the firms lies in producing higher
quality garments. The larger, formal, firms do outsource to smaller, often informal, CMT
firms in order to reduce costs, and therefore the industry is supported by a large number of

small, flexible and productive CMTs that contribute significantly to overall output.

In KZN the clothing industry is more widely spread over the province with large
concentrations of firms located in decentralised areas in order to take advantage of lower
wage rates and lower labour costs. Many foreign-owned firms (mostly Chinese, Taiwanese,)
are also located in these outlying areas. With nearly 80% of the KZN clothing industry
reportedly CMT firms, firm size in this province is smaller. Furthermore, production is

concentrated towards the lower and mass end of the market.

However, although these general characteristics do apply to the two provinces overall, there
are of course always major exceptions. Some mass production targeted towards the lower end
of the market does occur in the Western Cape, whilst some larger firms in KZN are fairly
specialised and pursue niche markets. Moreover, the labour-intensive nature of clothing
production means that it is a major employer in both provinces. This, coupled with the low

barriers to entry, makes it a strategic industry for development purposes in both provinces.

1.8 Employment and number of firms

Most studies of employment in the clothing and textile industry cite the official Stats SA data.
For example, Kriel 2006, uses this data to argue that employment dropped from 206 947 in
January 2003 to 142 203 in June 2006 (a loss of 64 744 jobs). However, as Edwards and
Morris 2007 have demonstrated, there are major problems in using this data source as an
indicator of employment trends for the clothing and textile sector. Firstly, the Statistics South
Africa employment figures cover clothing, textile, leather and footwear products (SIC 31)
and not just the clothing and textile sectors. Furthermore the Statistics SA data are
characterized by sampling breaks using different employment surveys which render time
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comparisons very problematic. Finally the official statistics on the number of firms and
employment in the clothing industry do not reflect the large number of informal and small
firms that are not captured and/or miscalculated. Unregistered companies only employ a
small number of people, but because there are so many of them, they account for a significant
proportion of overall capacity. As such, employment estimates may not adequately capture
the recomposition of employment and restructuring of the industry with the significant rise of

Cut-Make-and-Trim operations, micro-enterprises, home industries and unregistered firms.

Statistics South Africa conducts a bi-annual Labour Force Survey (LFS) which capture
national household data on approximately 30,000 households. Given the small sample size,
sub sectoral or geographical levels breakdowns are statistically problematic. However the
data does provide cautious indication of the clothing industry informal economy size not
available from the industrial data. The LFS 8 data reveal that approximately 30% of clothing

workers are employed by informal enterprises.

The most reliable data source is from the Clothing Bargaining Council and the Textile
Bargaining Council. The national clothing bargaining council employment figures, presented
in Table 3 below, illustrates the real decline in employment in the clothing industry. This data
are arguably the most reliable data available. However it does not include those firms who
avoid detection from the compliance officers, nor those small CMT operations with less than
five or six workers. This is illustrated if the number of firms in Table 3 is compared with the
data on compliant and non-compliant firms. There is a substantial discrepancy reflecting a

large number of firms hiding below the radar screen of the national bargaining council.

It should be noted that in the middle of 2003 the compliance unit of the NBC went on a drive
to track down all known employers of labour in the formal clothing sector so as to force
compliance, as well as including non-metro area firms, making the data incomparable. The
number of firms and employees hence jumps dramatically from June 2003 to December 2003
with a more moderate increase in 2004. We therefore only compare the data from December
2003 to avoid changes in the sample of firms. Table 3 indicates that the number of clothing
workers employed in the formal sector and registered with the bargaining council has
declined by 26% (25,162) between December 2004 and August 2007, although the number of

firms has only declined by 14% in the same period.
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Table 3: Clothing manufacturing industry employment strength, 1998 — 2007
As at Firms | Workers
31.12.1998 834 80,635
31.12.1999 784 78,711
31.12.2000 702 69,954
01.01.2002* 651 62,712
31.12.2002 672 65,585
31.12.2003** | 1,090 95,187
31.12.2004 1,169 97,958
31.12.2005 1,138 83,081
31.12.2006 1,048 74,456
31.08.2007 | 1,008 | 72,796
Source: National Bargaining Council
* Figures for 31/12/2001 are not available so the next best 31/1/2002 was used.

** From 25/07/2003 a Collective Agreement was published for the Non-Metro areas.
The figures reflected before this date, therefore, are only in respect of "Metro" areas.

Table 4 demonstrates the importance of the KZN and Western Cape to the industry, although
there is still a substantial number of clothing employees located in the Northern Areas. In
August 2007, KZN and Western Cape bargaining council employment was roughly evenly
split with 28,682 and 28,101 workers, representing 39.4% and 38.6% respectively of total

bargaining council employment.

Table 4: Clothing manufacturing industry employment strength, 1998 — 2007

WESTERN EASTERN KWAZULU-- NORTHERN NATIONAL
CAPE CAPE NATAL AREAS TOTAL
As at Firms | Workers | Firms | Workers | Firms | Workers | Firms | Workers | Firms | Workers
340 37,122 29 1,346 222 22,123 243 10,501 834 80,635
31.12.1998 | 40.77% | 46.04% | 3.48% 1.67% | 26.62% | 27.44% | 29.14% | 13.02% | 100% 100%
342 37,639 20 1,459 190 20,171 232 10,191 784 78,711
31.12.1999 | 43.62% | 47.82% | 2.55% 1.85% | 24.23% | 25.63% | 29.59% | 12.95% | 100% 100%
320 35,283 15 1,457 157 15,994 210 9,022 702 69,954
31.12.2000 | 45.58% | 50.44% | 2.14% | 2.08% | 22.36% | 22.86% | 29.91% | 12.90% | 100% 100%
305 33,552 14 1,081 136 14,172 196 7,334 651 62,712
01.01.2002 | 46.85% | 53.50% | 2.15% 1.72% | 20.89% | 22.60% | 30.11% | 11.69% | 100% 100%
293 34,355 31 1,082 145 15,507 203 7,688 672 65,585

31.12.2002 | 43.60% | 52.38% | 4.61% | 1.65% | 21.58% | 23.64% | 30.21% | 11.72% | 100% 100%

337 34,535 48 4,750 349 36,101 356 19,801 1,090 95,187

31.12.2003 | 30.92% | 36.28% | 4.40% | 4.99% | 32.02% | 37.93% | 32.66% | 20.80% | 100% 100%

353 33,508 45 2,715 417 39,715 354 22,020 1,169 97,958

31.12.2004 | 30.20% | 34.21% | 3.85% | 2.77% | 35.67% | 40.54% | 30.28% | 22.48% | 100% 100%

346 29,547 43 1,384 396 34,204 353 17,946 1,138 83,081
31.12.2005 | 30.40% | 35.56% | 3.78% | 1.67% | 34.80% | 41.17% | 31.02% | 21.60% | 100% 100%
321 28,451 46 1,903 358 30,147 323 13,955 1,048 74,456

31.12.2006 | 30.63% | 38.21% | 4.39% | 2.56% | 34.16% | 40.49% | 30.82% | 18.74% | 100% 100%

308 28,101 49 2,243 341 28,682 310 13,770 1,008 72,796

31.08.2007 | 30.56% | 38.60% | 4.86% | 3.08% | 33.83% | 39.40% | 30.75% | 18.92% | 100% 100%

Source: National Bargaining Council
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1.9 Labour productivity

The indexed output per employee data calculated using inflation-adjusted sales figures
divided by the number of employees (official estimate) is represented in Figure 10 below.
Nominal output per employee for total manufacturing increased from R218 thousand in 1995
to R571 thousand in 2003, with this representing an improvement of 46.0% in real terms,
although 2003 output levels did decline in nominal terms for the first time since 1995 by
7.8%. After initially declining by 22.5% in 1996, inflation-adjusted output per employee
levels for textiles improved year-on-year in 1997 and 1998 by 3.1% and 32.5% respectively.
Since 1998, textiles’ output per employee levels have displayed a general decline with the
2003 inflation-adjusted figure 11.4% worse than the 1995 level and 19.6% lower than the
comparative 1998 figure. The 2003 nominal output per employee figure for the textile sector
in 2003 was R231 thousand. Similar to textiles, the clothing sector also experienced a sharp
decline in output levels during 1996. Whilst a brief improvement of 10.1% did occur during
1997, clothing has experienced several years of unimpressive output per employee levels,
with 2001 real figures 28.2% down on 1995 levels. Although improvements occurred for
clothing in 2002 and 2003 of 16.0% and 3.5% respectively, 2003 levels, at R115 thousand

per employee in nominal terms, still remain 13.8% below 1995 levels.

Figure 10: Output per employee 1995-2003
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Output per employee figures for both textiles and clothing have declined significantly in
comparison to manufacturing figures. In 1995, textiles and clothing were 66.8% and 34.0%
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of the total manufacturing output per employee figures, with this declining by 39.3% and

41.0% respectively over the period ending 2003.

According to South African industry representatives, comparatively high wage rates and total
labour costs, relatively few hours worked per week and inefficient workers leads to high unit
labour costs and low levels of productivity. High rates of absenteeism in the apparel industry
also have a significant effect on productivity. The clothing industry is predominantly a female
workforce with family responsibilities and social problems that lead to higher rates of
absenteeism than manufacturing as a whole. Furthermore, the workforce ensures that it takes
the full quota of sick leave available as they are of the mindset that this ‘leave’ is entitled to
them. High rates of absenteeism impact on production time foregone and can reduce quality

resulting in higher unit costs and therefore lower productivity.

In the capital-intensive textiles sector, wage rates are not viewed as being as much of a
hindrance to competitiveness as in the clothing industry. Rather, the flexibility of the
workforce is more critical. Flexibility refers to the ability to work 24 hours a day, seven days
a week. Textiles firms incur huge costs each time a machine needs to be started at the
beginning of a new shift. Public holidays are a further problem for these firms. As
highlighted by Salinger et al 1999: 13, greater labour market flexibility would enable textiles
firms to move to full capacity operating 24 hours a day, seven days a week, with a 360 day

work year like in Asia, making South Africa more competitive.

It is, however, highly unlikely that wage rates will decline or that the labour market will
become more flexible. Consequently, it is essential that firms find alternative ways of
increasing labour productivity. For instance, investment in more sophisticated machinery in
the textiles industry will reduce unit labour costs and thereby raise productivity. And
retooling of the clothing industry will similarly result in more efficient production.
Investment in human resource development in order to improve the skills levels of workers,

thereby increasing efficiency levels, and thus productivity, are also important.

1.10 Wage characteristics

Wages in the clothing industry are governed by national collective agreements negotiated
between employers and employees. In terms of this agreement a wage differential exists
between firms located in metro areas and firms located in non-metro areas, with firms in non-

25



metro areas subject to lower wage rates. However, a wage differential also exists between
metro area firms by province where metro area wage rates in the Western Cape exceed those
in KZN. However the bargaining council agreement is so designed to equalise the ultimate
cost to the employer between different provincial regions. The wage rates currently

applicable to metro and non-metro areas are presented in Table 5 and 6 below.

Table 5: Metro areas collective wage agreements 2007
Category Head Sewing Mechanic Clerk Foreperson | Pattern Grader
Industry wage | R1,134.30 | R701.45 | R1,134.30 | R772.59 | R643.94 R915.35

Source: National Bargaining Council
Note:  Wage rate applicable for 1 Sept 2007 to 30 August 2008; Wage rates reflect a year-on-year increase of
5% across the board. KwaZulu-Natal = Grade 1 employees. Western Cape = Grade B employees

Table 6: Non-Metro areas wage collective agreements August 2007

Areal Area 2
Descriptions New Established New Established
Category A R348.50 R387.50 R287.00 R316.00
Category B R352.00 - R407.00 R443.50 R289.50 - R329.00 R354.00
Category C R387.50- R525.50 R571.50 R315.50-R414.50 R449.50
Category D R387.50 - R490.00 R561.00 R315.50-R387.00 R441.50
Category B R411.00- R587.50 R653.50 R331.50-R462.00 R512.00
Band Knife Cutter R370.00 - R474.00 R529.50 R303.00-375.50 R417.50
Clerical R381.00 - R459.50 R538.50 R311.00-R365.50 R424.00
IAssistant Head Cutter R632.00 R496.00
Head Cutter R778.50 R560.00 R608.00
Foreperson R690.50 R426.15 R560.00
Driver (1-4) R 432.00- R640.00 R346.50 - R502.00

Source: National Bargaining Council
Notes: Wage rate applicable for the period 1 September 2007 to 30 August 2008. Area 1 consists of the magisterial districts
of Camperdown, Umzinto, Paarl, Stellenbosch, Uitenhage, Area 2 consists of the rest of the non-metro areas.
New = employer of 24 months or less, Established = employer of more than 24 months

The wage differential that exists between the Western Cape and KZN provides firms in KZN
with a competitive advantage over firms in the Western Cape, as the labour-intensive nature
of clothing production means that wages make up a significant proportion of the total cost of
producing a garment. The Western Cape’s disadvantage is exacerbated by the comparatively
large proportion of KZN firms located in non-metro areas. This is simply due to the large

number of non-metro areas in KZN compared to the Western Cape.

The trend of the Western Cape industry towards servicing the upper-end of the domestic
market is partly the result of the domestic retail focus of the Western Cape firms, and partly
the result of the higher cost structure in the Western Cape. Firms in the Western Cape

struggle to compete with firms in KZN in terms of price and have therefore moved into areas
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of production where price is less important. Interviews with large retail chains’ indicated that
retailers who supply to the lower-end of the market tend to source locally from KZN, while
firms who supply the upper-end of the market tend to source primarily from the Western
Cape. However, these retailers also indicated that although they do try to source locally, most
firms in both provinces are unable to compete cost-effectively with international competition,

especially in light of the current strength of the Rand.

1.11 Non compliance

Table 7 shows the massive level of non-compliance in the industry in respect of bargaining
council regulations. KZN is by far the most non compliant with 86% of known firms non-
compliant, followed by the Western Cape with 32%. Nor is this a transient phenomenon as
levels of non compliance between 2004 and 2007 have remained consistently high as
demonstrated in Table 8. Nearly all instances of non-compliance are due to non payment of
bargaining council wage rates rather than non-payment of levies. The vast majority are small
firms and CMTs. It should be noted that the real level of non compliance to the bargaining
agreement is much higher, since this data is based on ‘known firms’ and does not reflect the
smaller enterprises operating in the informal economy who have managed to keep their heads
below the bargaining council radar. Non-compliance has become a major bone of contention
between firms and governing bodies with the former alleging that they are being penalised in

terms of training to solve non-compliance problems in the industry.

Table 7: Non-Metro areas wage collective agreements 2005

Chamber Registered Known TOTAL No. non- % non-
employers unregistered employers compliant compliant
employers

W Cape Sub-total 307 13 320 102 32%
Metro 295 13 308 99 32%
Non-Metro 12 0 12 3 25%

KZN Sub-total 345 123 468 402 86%
Metro 206 107 313 301 96%
Non-metro 139 16 155 101 65%

Northern | Sub-total 310 85 395 193 49%
Metro 224 24 248 76 31%
Non metro 86 61 155 101 65%

E Cape Sub-total 48 1 49 8 16%
Metro 4 1 42 5 43%
Non metro 7 0 3 16.33%

TOTALS 1010 222 1232 705 57%

Source: National Bargaining Council

! These interviews were completed in August 2004, as part of the Cape Clothing Cluster pilot project.




Table 8: Non-compliance by clothing firms 2004-2007 (%)

Percentage non-compliant firms
2004 2006 2007
Chamber Sep May Aug
W Cape 28% 34% 32%
KZN 84% 92% 86%
Northern 57% 60% 49%
E Cape 24% 25% 16%
TOTALS 55% 66% 57%

Source: National Bargaining Council

1.12 Nature and quality of jobs

The impact of restructuring and the associated loss of employment obviously have a

devastating effect on workers who lose stable and secure sources of income. However, the

change in the nature of work for many employees, such as a move from permanent formal

employment to atypical forms of work such as informal employment, temporary and contract

work, is also not ideal as these forms of work are associated with lower wages, insecure

employment and worse conditions of work. On the other hand our interviews in the clothing

sector suggest that workers in the informal CMT sector may however, in the short term,

increase their disposable income as high transport costs, union dues, UIF payments, and

industrial council (sick and pension) deductions, are eliminated. Workers in the clothing

sector are more likely to suffer from a change in the nature of work, while workers in the

textiles sector are more likely to have experienced job losses.

Figure 11: Employment status of apparel workers, 2004
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Source: CTFL SETA Skills Audit

Of the 679 apparel and textiles firms that participated in the 2004 CTFL SETA skills audit,

nearly 90% of both clothing and textiles workers are permanent employees( Figures 11, 12).
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In the apparel industry 10% of the respondents’ workforce is contract employees and 2% are

temporary employees, compared to 7% and 4% in the textiles industry.

Figure 12: Employment status of textiles workers
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1.13 Employment equity

The labour absorptive capacity of the clothing and textiles industry is part of the reason for
these sectors’ identification as priority industries by government. However, the racial and
gender breakdown of the industry should lend further substantial support to this status. The
CTFL SETA’s Skills Audit breaks down the responses received by race, gender and
occupation (Table 9). In the clothing industry, 35.7% of males are Indian, 35.2% are African,
19.0% are Coloured and 9.4% are White. However, the majority of females are African
(48.2%), followed by Coloureds (29.3%), Indians (20.1%) and Whites (2.4%). Indians appear
to occupy the majority of the male positions in the clothing industry. Indians and Whites take
up the top senior and professional male positions: 42.9% of senior officials are White, 42.2%
are Indian; 43.2% of professional positions are Indian, and 36.6% are White. Africans only
fill 3.9% of senior official male positions and 7.1% of professional male positions. Indians
dominate in terms of technical as well as clerical and administration positions (51.7% and
59.5% respectively), followed by Coloureds (17.9% and 19,3%). The greatest proportion of
service positions occupied by males is African (41.8%), followed by Indian (35.1%), while
37.4% of artisans are Indian and 30.1% are Africans. Africans mostly fill the lower paying
positions of operators and labours: 48.2% of machine operators and 60.1% of labourers.

However, 35.7% of apprentices are Indian, 35.2% are African and 19.0% are Coloured.
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Table 9: Apparel and textiles workers occupation by race and gender, 2004

Occupation Category Male Total Female Sub
A C I W O A C 1 w O |Total
Clothing Industry
Senior officials, managers &
owner managers (c.g. CEO, | 3.9% 10.6% 42.2% 42.9% 0.5% 100.0%| 8.9% 23.4% 24.2%43.1% 0.4% 100.0%
General Managers)
Professionals (e.g. engineers, | 5 1o/ 11 504 43 204 36.6% 1.6% 100.0%| 7.8% 46.8% 11.3% 33.8% 0.4% 100.0%
accountants)
Technicians (e.g.
technologists, quality ~ |16.2% 17.9% 51.7% 13.6% 0.7% 100.0%|18.4% 32.4% 38.5%10.5% 0.3% 100.0%
inspectors)
Clerical & admin workers
(e.g. bookkeepers, secretaries,| 14.8% 19.3% 59.5% 6.4% 0.1% 100.0%]13.9% 33.1% 41.0% 11.7% 0.3% 100.0%
typists)
Service workers, marketing &
shop staff (e.g. security  [41.8% 11.5% 35.1% 9.8% 1.7% 100.0% |33.8% 21.7% 31.7% 12.8% 0.0% 100.0%
officers, sales people)
Artisans or skilled trade 3, 1053 300 39 40,6 640 2.6% 100.0%]25.6% 48.0% 23.1% 3.4% 0.0% 100.0%
workers (e.g. mechanics)
Plant & machine operators & ¢ >0, 3 504 28 004 020 0.0% 100.0% |50.0% 31.3% 18.6% 0.0% 0.0% 100.0%
assemblers (e.g. machinists)
Labourers (e.g. cleaners) |60.1% 21.1% 17.1% 1.1% 0.6% 100.0%|68.7% 18.3% 12.8% 0.2% 0.0% 100.0%
Appremcl‘g:r?ifemon 18 1 56.1% 31.7% 11.0% 1.2% 0.0% 100.0%|61.9% 31.7% 6.4% 0.0% 0.0% 100.0%
Total 35.2% 19.0% 35.7% 9.4% 0.7% 100.0% 48.2% 29.3% 20.1% 2.4% 0.0% 100.0%
Textiles industry
Senior officials, managers &
owner managers (e.g. CEO, | 5.7% 12.4% 13.5% 66.2% 2.2% 100.0%]10.5% 17.9% 10.9% 57.8% 2.9% 100.0%
General Managers)
Professionals (c.g. engineers, | ¢ 4o, 14 8o 16,29 62.1% 0.5% 100.0% | 5.7% 17.0% 8.5% 68.1% 0.7% 100.0%
accountants)
Technicians (e.g.
technologists, quality ~ [21.8% 26.7% 22.2% 27.3% 2.0% 100.0%|38.3% 24.3% 14.2% 22.7% 0.6% 100.0%
inspectors)
Clerical & admin workers
(e.g. bookkeepers, secretaties,| 23.7% 32.3% 32.8% 10.9% 0.3% 100.0%]15.1% 36.8% 17.1%30.8% 0.2% 100.0%
typists)
Service workers, marketing &
shop staff (e.g. security  [43.7% 14.6% 15.6% 25.8% 0.4% 100.0% |25.6% 25.4% 12.7% 35.4% 0.8% 100.0%
officers, sales people)
Artisans or skilled trade | - o 55 6046 504 22,99 0.1% 100.0%]37.4% 47.8% 8.2% 6.6% 0.0% 100.0%
workers (e.g. mechanics)
Plant & machine operators & o 30/ 35 601 7 904 1,004 0.0% 100.0% |64.8% 31.4% 33% 04% 0.0% 100.0%
assemblers (e.g. machinists)
Labourers (e.g. cleaners) |62.7% 32.0% 4.2% 1.1% 0.0% 100.0%|72.7% 23.4% 3.6% 0.2% 0.0% 100.0%
Apprenmfe:;lissemon 1819820 77% 11.5% 2.6% 0.0% 100.0%|63.6% 28.5% 6.9% 1.0% 0.0% 100.0%
Total 45.8% 31.2%11.4%11.3% 0.3% 100.0%(58.0% 30.0% 5.5% 6.3% 0.1% 100.0%

Source: CTFL SETA Skills Audit

With regards to female clothing employees, Whites occupy a significant proportion of the

senior official and professional categories, with Indians and Coloureds also well represented.

In total, Whites occupy 43.1% of senior official positions, Indians 24.2% and Coloured
23.4%. In professional positions, Coloureds are 46.8%, Whites 33.8% and Indians 11.3%.

Female technical and clerical positions are mainly Indian employees (38.5% and 41.0%),

30




while female service positions are distributed amongst African (33.8%), Indians (31.7%) and
Coloureds (21.7%). Africans dominate the lower paying positions of operators and labourers
(50.0% and 68.7%), as well as apprenticeships (61.9%).

The employment breakdown by race and gender in the textiles sector follows a similar trend
to the clothing sector. In both the male and female positions Whites occupy the greatest
percentage of senior official and professional positions. Whites occupy 66.2% of the male
senior official category as well as 62.1% of professional positions, followed by Indians with
13.5% and 16.2% respectively. Whites occupy 57.8% and 68.1% of female senior official and
professional positions respectively, followed by Coloureds with 17.9% and 17.0%. Africans
fill the majority of the lower paying positions (operators and labourers) for males and
females. Africans make up 55.3% of the male operators and 62.7% of the male labourers,

whilst also comprising 64.8% of female operators and 72.7% of female labourers.

In 2006, the Clothing Bargaining Council undertook a once off gender/age survey (Figures
13, 14). Women dominate the clothing industry (90%). With respect to the age profile of the
clothing industry, most workers fall are clustered around the ages of 36-50, although in

KwaZulu-Natal there a significant grouping of younger workers between the ages of 26-35.

Figure 13: Gender of Clothing workers, 2006

Bargaining Council employment by gender
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Figure 14: Age of Clothing workers, 2006
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Provincial Bargaining Council employees by Age
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1.14 Skills

There is a serious need to develop skills in the industries with very few new skilled people
replacing those who leave. Formal tertiary education support for the clothing and textiles
industries has however been very limited in South Africa. Five institutions stand out and have
industry support. The SETA supports three Centres of Excellence — Durban University of
Technology, Cape Peninsula University of Technology, and University of Johannesburg.
These offer a range of courses in technology and clothing management leading to a B.Tech.
How strong the standards of these degrees are is unknown, although in qualitative interviews
the anecdotal evidence from the industry suggests a mixed reception with some degree of
scepticism regarding the standards of the graduates entering the industry. The Nelson
Mandela Metropolitan University has entered into a partnership with the CSIR which has
provided very sophisticated textile technology equipment, creating a post graduate
qualification up to PhD in fibre technology. In addition the University of Stellenbosch has a

M.Sc. in fibres — both natural and synthetics.

However the glaring gap in higher education lies in not meeting the industry’s most pressing
need if it is to raise its operational standards to become more internationally competitive.
Although some progress has been in recent years to attempt to address the specialist
technology areas, the production side of the competitiveness issue is surprisingly ignored.
There exist no specialised clothing/textile industrial engineering programmes, nor any
undergraduate or post graduate degrees in clothing and textile management focussing on
operational performance and production organisation. When existing management need to
upgrade their skills in these areas the principal manner of doing so are the various uncertified

short courses run through the Cape and KZN Clothing and Textiles Clusters.
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The CTFL SETA aims to develop and enlarge the skills base of all employed in the clothing,
textiles, footwear and leather economic sector. Whilst the mission statement of the CTFL
SETA is to promote and implement effective learning programmes and skills planning that
will advance workplace security and productivity (Wesgro 2002), its effectiveness thus far
has been highly uneven. Work undertaken through the Textiles Industry Development
Council in early 2004, and corroborated by our own interviews, suggested that the SETA
lacks credibility amongst manufacturers and hence the support of the industry. As a result
many programmes run through the SETA are not supported and hence rendered ineffective.
This view of the SETA is confirmed by Robbins et al 2004: ii, who note that firms and
related institutions such as the SETA show little evidence of interaction and social cohesion,
thus undermining the potential for collective action amongst key role players. Underpinning
this negative cycle is the perception of clothing and textiles as ‘sunset’ industries and thus
one to be avoided by bright youngsters and recent graduates. Longer term prospects are

required to attract the kind of skills that are needed for the industry’s development.

According to the CTFL SETA skills audit (Table 10), the majority of clothing employees
whose firms responded to the survey (36.1%) have a Grade 10, followed by 28.9% who have
below a Grade 7, while 24.4% have a Grade 12 or Matric education. Only 5.6% of employees
have an undergraduate diploma or certificate and 1.6% have a degree, diploma or post-
graduate degree. In the textiles industry 34.0% of employees have a Grade 10, followed by
33.4% with a Grade 12/Matric and 22.2% have below a Grade 7. A slightly larger percentage
of employees in the textiles industry have an undergraduate diploma/certificate, or a degree

or post-graduate degree (5.4% and 2.9% respectively).

Table 10: Apparel and textiles skill level by race, 2004

Band NQF Level  Old System A C I W (0] Total
Apparel
1 No Schooling 6.2% 0.6% 1.3% 0.0% 0.0% 3.1%

General Education

. Below Grade 7 or
dt > (GE 7.29 7.99 9 9 Y 99
and training (GET) 1 Std 5/6 or ABET 3 37.2%  27.9% 19.6% 0.5% 0.0% 28.9%

Grade 10 or Std 7/8

2-4 36.0%  47.9%  261%  49%  22%  36.1%
. or Form 3 or N1
Further education
and training (FET) Grade 12 or Std
24 9/10orForm5o0r 187%  20.0%  36.6%  495%  522%  24.4%
N3
. . Undergraduate
Higher education 5 Diplomaor 18%  3.0%  138%  257%  32.6%  5.9%
and training (HET) Certificate
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First Degrees or
6-8 Diplomas and Post ~ 0.2% 0.6% 2.7% 19.4% 13.0% 1.6%
Graduate Degrees

Totals 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Textiles
1 No Schooling 3.0% 1.8% 0.2% 0.0% 0.0% 2.2%

General Education
Below Grade 7 or

d traini GE 0 0 0 0 0 0
and training (GET) 1 Std 5/6 or ABET 3 31.5% 16.4% 6.0% 0.6% 2.9% 22.2%

Grade 10 or Std 7/8
or Form 3 or N1
Grade 12 or Std
2-4 9/10 ot Form 5or  28.8%  34.2%  483%  442%  43.5%  33.4%
N3
Undergraduate
5 Diploma ot 1.5% 4.6% 12.5%  24.3%  40.6% 5.4%
Higher education Certificate
and training (HET) First Degrees or
6-8 Diplomas and Post ~ 0.4% 0.9% 6.2% 20.9%  10.1% 2.9%
Graduate Degrees
Totals 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Source: CTFL SETA Skills Audit

34.9%  421%  26.8% 10.0% 2.9% 34.0%
Further education
and training (FET)

1.15 Firm-level competitiveness
The various sets of data presented in the preceding sub-sections have highlighted the

comparatively weak performance of the South African clothing and textiles industries in
terms of output performance and investments in capital and people. The results of this are
also clear — in terms of deteriorating domestic market share and declining employment levels.
Critically, how much of this can be attributed to the firm-level competitiveness (or rather lack

thereof) of firms?

Preliminary benchmarking studies of a small number of firms in the South African industry
(Barnes 2004, Barnes and Johnson 2005), indicated that local firms have someway to go
towards international operational competitiveness. A recent study for the Cape and KZN
Clothing Clusters used a much bigger sample of firms and assessed how local clothing firms
in the Western Cape matched up to domestic retailer requirements. The results (Figure 15)
show that in five key areas local firms (and bear in mind that the firms in clusters are often
ahead of the pack) fall seriously behind competitive requirements. These key performance
indicators are price, delivery reliability, lead time flexibility, speed to market/new product

lead time, and product development/modification capacity.
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Figure 15: Domestic retail requirements and Western Cape firm performance

Domestic retailers' rating of the Western Cape firms' competitiveness performance
relative to requirements (n=52): 2005
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However recent data from the Cape and KZN Clothing and Textile Clusters indicate that
significant progress (especially in the Western Cape) is being made in upgrading the
operational performance of firms (Table 11) in respect of some key performance indicators —
principally inventory holding, internal reject rates, lead times, and absenteeism. The most
significant improvement from the perspective of skills lies in the increased investment in
training in the Western Cape firms and off line training in KZN firms.

Table 11: Operational performance of clothing firms (Manufacturers + CMTSs)

KwaZulu-Natal Western Cape
n | 2004 | 2006 | % n | 200 | 200 | %
Market Driver Key Performance Indicators Change 4 6 Change
Raw Material (Days) 151 165 | 152 8.0 16 21. 18.4 14.8
Cost Control : . . 7 . .
Work in Progress (Days) 15 76 6.9 8.9 16 10. 04 93
. . . 4 . .
Finished Goods (Days) 51 137 | 160 167 16 13. 133 11
. . . 5 . .
Total Inventory (Days) 5| 378 | 380 08 16 45. 412 05
. . . 5 . .
Quality Customer Return Rate (%) 15 1.1 0.7 -36.6 16 | 04 | 02 -42.4
Internal Reject Rate (%) 16 4.5 4.7 -4.8 16 | 2.5 | 2.1 15.6
Flexibility Lead time ex prod (Domestic - Days) 6 447 | 238 46.6 8 64. 244 62.1
. . . 3 . .
Lead time ex prod (Global - Days) 5 6.0 | 647 62 6 79. 633 203
. . . 4 . .
p — .
Capacity to | Training spend as a % of total 5| 330 | 28 158 |14 | 26 | 33 268
change remuneration
Absenteeism (%) 16 | 79 7.4 7.9 17 170 | 69 1.2
Off line training (Days) 10 0.7 1.2 63.4 13119 | 14 -26.3

Source: Benchmarking and Manufacturing Analysts
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1.16 Summary

This Chapter has profiled the clothing and textiles sectors, as well as their comparatively poor
performance over the last few years. This is evident in respect of all the major trends
explored. The trade performance of the two sectors has been disappointing with exports
collapsing and Chinese imports growing at a prodigious rate. No part of the South African
clothing and textiles sectors has escaped the pressures. The problem of lack of skills is a
major issue and given the changing demands placed on the industry by international
competitiveness this problem will clearly not be solved simply through employment of
unemployed workers as the industry contracts. The generally low level of firm-level
operational competitiveness evident in the two industries has exacerbated pressures, with the
failure of the two sectors to more extensively adopt world class manufacturing (WCM)

standards a major comparative weakness.

A summary of the strengths, weaknesses, opportunities and threats outlined in this section is
provided in the table 12 below. It is clear that the major competitiveness gaps in the South
African clothing and textiles industries pertain to its global ‘betwixt and between’ position. It
is neither a high value added, fashion oriented, adroit first-world player that competes on the
basis of its up to date technologies and capital, as well as highly skilled personnel and
specialised market knowledge; nor is it a low cost, mass-based, third world player that
competes on the back of scale economies, up to date technology, low cost labour and
aggressive government policies tied to supporting their clothing and textiles industries as
socio-economic priorities. ldentifying where South Africa needs to move in respect of this
challenge is not particularly difficult. The South African clothing and textiles industries need
to move in the same direction as the overall domestic manufacturing sector, thus highlighting

the importance of the two industries following the higher value-added route.

In order for the clothing and textiles sectors to survive in the post-quota, more open global
economy, it is essential that firms confront the challenges and opportunities that lie ahead,
and that government reinforces these efforts by providing its full support to the sectors. What
is clear, however, is that the clothing and textiles sectors are too important to lose to the
South African economy. The socio-economic impact of their complete decline in an economy
with already high unemployment levels could be devastating, and yet this is precisely what

the evidence suggests is likely to happen unless the present trajectory can be reversed.
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Table 12: Summary of the SA clothing and textiles industries’ SWOT analysis

Strengths

e Firms:
=  Flexible relative to scale intensive competitors
= Good and consistent quality
= Well-established with proven longevity
= Capabilities that exist within the industry
=  Development capabilities (industrial/technical niches, wool & mohair, advanced finishes)
=  Technical back-up services for textiles industry
= Design capabilities in comparison to Asian competitors

e  Environment
= Stable macroeconomic environment
= Dual economy, established infrastructure/finance system
= Access to ports
= Geographical clustering of firms
= Local apparel industry and access to local textiles
= Access to semi-skilled labour

e  Domestic market

Shorter lead times

Growing industrial markets for technical textiles e.g. automotive, construction
Strong domestic retailer linkages

Recourse possible

Growing domestic market

e International market
= Proximity to EU/US market vs. Asian competitors
=  English language proficiency and dominant Western culture
= Well-established linkages and compliance with social/labour standards
= DCCS

Weaknesses

e Firms
= [Insufficient application of World Class Manufacturing standards
= Low levels of capital spent and aging equipment employed
= Capability of management at all levels, but especially younger people
= Limited R&D
Limited independent fashion
= Limited/silo knowledge of unfamiliar export markets
= Quality and delivery reliability issues within textiles industry
= Accessibility to and high cost of local raw materials

e  Environment
= Labour costs and labour market flexibility
= Insufficient government support for larger clothing and textiles firms
= No strategic public/private sector partnerships driving the industry
= Rand strength and volatility
= Inefficient ports and expensive shipping costs
= Lack of cooperation between clothing and textiles firms at a sectoral level
= Access to technical, higher order management skills

e  Domestic market
= Ineffective customs controls due to working within an inappropriate set of rules
= Concentration of domestic retailers and their propensity to import
= Support by DCCS, very low real tariff levels protecting the local market

e International market
= Uneven playing field in respect of foreign competition
= Lack of strategic partnerships between government, clothing and textiles
= Distance and lead times
= Capacity in clothing industry to supply required volumes
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Opportunities

e Firms
= Greater application of World Class Manufacturing standards
= Investment in new capital
= Clustering between firms to reduce factor costs and improve efficiencies
= Investment in lower and higher order skills
=  Exploitation of industrial/technical niches
= Accessing raw materials at international prices

e  Environment
= Negotiation of greater labour market flexibility with labour
= Further reduction in the cost of capital — may also weaken the Rand
=  Forging better relations and partnerships with governments, textiles, clothing and retailers
= Investment in ports and road/rail infrastructure to reduce transport costs

e  Domestic market
=  Change in legal framework to enable customs to keep out illegal/under-invoiced products
= Improved relations with retailers (underpinned by firm changes)
= Continued domestic market growth with regards to retailers and industrial sectors

e International market
=  AGOA and middle income economy opportunities not fully explored
= Man-made fibres, woollen targeting, niche African designs, growing of organic cotton etc.
= Preferential trade agreements

Threats

e Firms

= Insufficient investment in new capital equipment and processes

. Inadequate response to operational weaknesses leads to growing competitiveness gaps in non-price
areas

= Management capabilities and industry’s technical base contracts as young professionals gravitate
elsewhere

= Development capabilities in textiles reduce to point where firms unable to meet customers’ product
development requirements — in apparel, household and technical/industrial textiles

= In clothing, design capabilities reduces to point where firms are unable to meet customers’ product
development requirements

L] HIV/AIDS devastates sector

e  Environment — conducive characteristic continue to erode as:
. Labour market becomes more inflexible
= Cost of capital remains to high to justify investments
=  Rand strength and/or Rand volatility continues
= Technical support infrastructure collapses as industry contracts (e.g. CSIR, SETA, TEIs)
= Domestic raw material base contracts as textiles and clothing sectors unable to provide sufficient
volumes
=  Government abandons industry if clothing and textiles do not present united font

e  Domestic market:
= SA customs is unable to keep out illegal/under invoiced imports
=  China and other competing economies target SA with continued cheap imports
= Relations with retailers deteriorate resulting in increasing import levels
= Clothing firms import made-up garments; textiles firms import greige fabric and finish
= Tariffs reduce further, easing importers access to SA market
= Domestic market contracts as negative economic cycle begins and HIV/AIDS impacts on consumers

e International market
= Competition from China/competing economies increases
= Uneven playing field within SADC
= Under-investment in people and equipment will lead to a failure to meet delivery, speed and quality
requirements
. Failure to penetrate niches in established export markets and new middle income economies
= Preferential trade agreements not secured, or same benefits given to major competitors
= SAindustry contracts — international buyers no longer visit country
=  DCCS benefits not replaced by another equally valuable exporting enabler

Source: Morris et al 2004
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Chapter 2: Review of Skills Literature in Clothing and Textiles Sector

This section has several aims: First, it provides a comprehensive overview of the relevant
primary and secondary literature, including policy texts with respect demand-side skills
shortages, supply-side skills shortages and policy interventions regarding the Clothing and
Textile Sector. Second, it presents a current profile of skills dispersion and skills
requirements by firms as determined by the CTFL Skills Audit (2004). In so doing it analyses
the SETA’s argument that, even though there has been a decrease in the number of
individuals employed in the Clothing and Textile Sector, this decrease has occurred only in
semi and unskilled positions with the implication that there is great potential to create
employment in medium to high-skilled occupations. Third, it defines and identifies scarce
and critical skills relevant to the sector. Fourth, it presents an analysis of the supply and

demand for skills so as to isolate the specific areas in which skills shortages are most prolific.

2.1 Regional contribution to the CTFL SETA

Regionally, 34% of employers of the CTFL sector are situated in KZN, 27% in the Western
Cape and 25% in Gauteng. The Western Cape contributes 36% in skills levies to the SETA,
KZN 34.4% in skills levies, and Gauteng contributes 17.9% in skills levies. In the SETA,
66% of firms are small (having less than 50 employees), 20% are medium (between 50 and
150 employees) and 14% of firms are large (more than 150 employees). The large firms
however contribute 64% of the skills levies while the small firms contribute only 17% of
skills levies to the SETA (CTFL SETA 2006).

There are 801 textile and 675 clothing firms, comprising 45% and 38% of the sector’s firms.
The textile firms contribute 43% of skills levies while clothing firms contribute 39%. The
difference is derived from leather and footwear. The SETA received Workplace Skills Plans

from 51% of clothing firms and 31% of textile firms.

The sector employs approximately 150 000 people and represents 15% of total formal
employment but accounts for less than 6% of total output of the manufacturing sector. The
regional breakdown of employees is 40% from KZN, 32% from the Western Cape, 7% from

the Eastern Cape and 15% from Gauteng. The remaining provinces comprise the residual 6%.
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2.2. Demand-Side Skill Shortages

This section looks at some comparative international trends of remuneration in the Clothing
and Textile Sector (Kaplan 2007). Thereafter it focuses on the Sector Skills Plan 2005-2010
for the CTFL SETA. The aim of this is two-fold: First, to assess whether the remuneration
gap argument is congruent with developments in the Clothing and Textiles Sector, and
second, given that this gap exists, to indicate exactly which levels of labour are affected
(scarce skills) and whether there are critical skills shortages at the indicated level, using

analyses from the Sector Skills Plan.

Figure 16: Comparative wage and employment levels
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Figure 16 shows that the skill premium in South Africa is considerably higher than in
comparator countries, evidenced by a much higher remuneration gap between unskilled and
skilled, professional and managerial labour (Kaplan 2007). This wage structure applies to
wages in general, not specifically clothing and textiles. Kaplan 2007 posits that the large
differential between the wage of skilled and unskilled workers in South Africa is
symptomatic of a serious shortage of skilled labour. Furthermore, compared with comparator
countries, the number of unskilled South African workers with no schooling was significantly
large. It follows that the large wage premium for those with an education is indicative of the
shortage of higher skilled staff (Bernstein and Johnson 2007: p2).
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Kaplan 2007 notes that ““[M]anagers in South Africa earn a median monthly wage that is 2.5
and 3 times as large as in Poland and Brazil and more than 10 times that of China. As one
moves up the skill hierarchy, the remuneration gap between South Africa and the comparator
countries increases very significantly. Or, expressed in another way, there is a much higher
remuneration gap between unskilled and skilled, professional and managerial labour in

South Africa as compared to other countries.”

He suggests that this anomaly can be explained in one of two ways: a) either South African
labour is more productive than international rivals, such that it can demand higher wages; or
b) the labour market in South Africa is far more integrated with international markets than
comparator countries, which raises local wages. Of these two scenarios, Kaplan (2007)

speculates that the latter is more probably the case for the South African economy.

The next section decomposes employment within the CTFL sector by occupation as per the
Sector Skills Plan which enabled the SETA to identify and classify scarce and critical skills
to the industry. Scarce skills refer to occupations in demand due to a scarcity of qualified and

experienced people ( http://www.safcec.org.za ). Critical skills refer to specific skills within

an occupation (a.k.a. “top-up” skills) and can be classified as i) generic skills, including
problem solving, literacy, linguistics or numeracy or ii) particular skills required for
performance within that occupation. However, Daniels 2007 observes that there are pertinent
differences in the references made by government, the Department of Labour, and the SETA.
In the realm of government, skills are understood to refer to both qualifications and
experience, whilst in the parlance of the SETA, scarce skills refers to occupations where there
is a currently (or anticipated in the future) scarcity of qualified and experienced people. This
is either (a) because such skilled people are not available, for example in a new or emerging
occupation (absolute scarcity) or (b) because they are available but do not meet employment
criteria, for example, they do not meet equity employment criteria (relative scarcity). Skills
are understood to refer to both qualifications and experience. Scarce skills refers to
occupations where there is a scarcity of qualified and experienced people, currently or
anticipated in the future. This has led to numerous disputes between government departments
over the precise numbers of occupational skills shortages. Importantly too, Daniels 2007
draws attention to the fact that in neither case is the economic relationship between skills and

productivity taken into account.
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2.3 Scarce Skills

Table 13 below presents the occupational breakdown within the CTFL Sector. The Sector

Skills Plan 2005-2010 identified 4 main occupational areas where scarce skills existed:

Senior Officials, Managers and Owner Managers (SMO)
Professionals (PRO)

Technicians (TECH)

Artisans or Skilled Trade Workers (ART)

Analysing these occupational areas more thoroughly the Sector Skills Plan was able to pin

point the following job types as scarce skills within each occupational area:

Technical Training Manager (SMO)
Production Manager (SMO)

Performance Improvement Technologist (PRO)
Work Study Officer (TECH)

CTFL Technologist (PRO)

Machine Mechanic (ART)

CAD Technician (TECH)

Table 13: Occupational Breakdown in the CTFL Sector

OCCUPATIONAL

NO CATEGORY OCCUPATIONS o
1 Senior officials, Training Manager; Factory Manager; Production Manager; Quality 3:30
managers and owner Assurance Manager; Health, Safety and Environmental Manager; Logistics
managers Manager; Supply Chain Manager; Operations Manager; Business Manager
2 Professionals Curriculum Developer, Skills Development Facilitator; Textile, Clothing, | 0.96
Footwear & Leather Technologists; Product Developer; Clothing, Textile,
Footwear and Leather Designers; Industrial Designer; Product
Development Researcher and Scientist; IT Specialist; Industrial Relations
Officer; Human Resource Officer; Merchandiser; Costing Clerk
3 Technicians Work Study Officer; CAD Marker Making; CAD Pattern Maker; | 4.90
CAD/CAM Technician; CAD Grader, Supervisor; Textile Printer; Textile
Dyer; Textile Finisher; Laboratory Assistant; Health, Safety and
Environmental Officer; Quality Controller; Mechanical, Electronic,
Mechatronic Technicians
4 Clerical & admin. 7.12
workers
5 Service workers, 3.84
marketing & shop staff
6 Artisans or skilled trade | Machine Mechanics; Technical Trainer; Training Officer 5.85
workers
7 Plant & machine Sample Machinist; Leather Cutter 52.83
operators & assemblers
8 Labourers 18.83
9 Apprentices & Section 2.38
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| 18 Learners | |

Using the outline of the Sector Skills Plan, what follows is a brief analysis of the above
mentioned job types and a discussion around the critical skills shortage in each occupational

group outlined in Table 13.

Technical Training Managers: Technical Training Managers are in charge of training and
developing all production personnel. Their duties also entail developing business strategy,
maximising workforce output as well as aligning training policies with the new education and

training environment.

Production Managers: Production mangers oversee the production process in all
manufacturing operations. Their responsibilities include production planning, production

budgeting, quality control etc.

Performance Improvement Technologists (PIT’s): As outlined by the Skills Plan, PIT’s
are “a cross between an industrial engineer, work study officer, quality assurance specialist
and a training and development expert.” (CTFL SETA, 2007) Their main task is to ensure
that through technological improvement, performance in all areas of the business is

improved.

Work Study Officers: Work Study Officers are primarily concerned with the increasing
production efficiency in the business. Their role is thus similar to the PIT’s except that they

do not focus on the whole business but only on production.

Technologists: Technologists are primarily concerned with research and product
development using new technology. As shown by Bester 2004, these individuals will be vital
in ensuring the survival and sustainability of the industry as they are key in implementing

new technologies and manufacturing systems.

Machine Mechanics: Machine Mechanics ensure the smooth running of all plant and
machinery. With the implementation of new technologies the skills that these individuals

require is beginning to change rapidly thus up-skilling of these individuals is highly essential.

CAD and CAM Specialists: Computer-aided Design (CAD) and Computer-aided
Manufacturing (CAM) Specialists are instrumental in ensuring that all computerised

production systems run efficiently. As more of these systems are implemented in an effort to
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ensure that firms can compete globally, the roles of CAD and CAM Specialists are becoming

more and more important.

The SETA identified the intensity of the shortage within each occupational group. Analysing
figure 17, there is a “Very High Skills Demand (VHSD)” for Artisans, Performance

Improvement Technologists and Production Managers, while a “High Skills Demand (HSD)”

exists for the other categories.

Figure 17 demonstrates that demand shortages occurr

ed

primarily in those occupational areas which are associated with a high skills requirement. The

SETA claims are verified against the firm survey evidence in Chapter 3.

Figure 17: Demand Intensity

Levels of Occupational Demand
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2.4 Critical Skills

Source: CTFL Sector Skills Plan (2006)

The SETA identified technical training, production, HR management, multiskilling and

quality control as the five most critical skills to the industry (Table 14).

Table 14: Critical Skills in the CTFL Sector

NO CRITICAL DESCRPTION
SKILLS
1 Technical Matching skills to work process, Determining training needs of individuals,
Training Analysing a work process, Training people, Assessing Performance, Dealing
with poor performance, Improving people Performance
2 Production Defining Production process, Designing, planning and controlling production
management system, Improving production system, Managing productivity
3 HR Management | Managing the HR function, Conducting recruitment and selection, Understanding
HR legislation, Improving productivity in people and teams, Managing
performance, Managing industrial relations, Analysing training needs
4 Multi-skilling Undertaking a range of work processes, Working effectively and efficiently
5 Quality Understanding Quality, Operating a quality system, Improving Quality
6 General Applying basic business principles in terms of :
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Management =  Financial management
= HR management
= Marketing and Sales
= Communication
= Training
= Personal development
7 Supervisory Managing people/teams, Dealing with conflicts, Improving performance of

people, Managing workplace differences, Measuring the effectiveness of people,
Leading Teams

8 Communications Using or