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This reviewis a critical event for an Australian manufacturing

i ndustry that has experienced dramatic change in recent years.

The Standard Universal Textile Goup (SUTG is anpngst Australia’s nost
successful knitting and dyeing conpani es. The conpany is a ngjor

manuf acturer, operating a vertically integrated knitting and dyei ng
facility at Botany in Sydney. It has extensive research and
manufacturing facilities and directly enploys over 200 people. It has
responded strongly and positively to the challenges in the Governnent’s
textiles plan through i nvestnment, product devel opnent and process

i mprovenent.

SUTG is a key supplier to apparel producers like Trackmaster and Supre
who supply high quality, Iow cost knitted apparel to Australia' s

| eadi ng departnent, specialty and di scount stores including Mers,

Wyol wort hs, K-Mart, Sussans, Just Jeans, Target, Fosseys, Katies Best
and Less and Rocknans.

As such the Group is at the forefront of change bei ng brought about by
Austral ian econom ¢ and industry policy as well as those stenm ng from
changi ng consuner preferences, restructuring within the retail industry
and technol ogi cal change in the service and ot her professional areas.

Since the TCF Strategic Investnment Program was announced SUTG has
invested sone $3 mllion in new plant and equi pnent and undertaken
substantial and significant product devel opnent and process inprovenent
prograns. As such the Group has benefited substantially fromthe
rebates avail abl e under the schene.

The Group has al so | ooked to devel op new approaches to the total supply
chai n by encouragi ng the use of the Expanded Overseas Assenbly
Provision in order to generate a demand for apparel constructed using
SUTG f abri c.

As such the Group is in an informed position to comrent on the
ef fecti veness and appropriateness of the neasures that the Productivity

Conmi ssion i s review ng.
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Thi s paper addresses these issues considering:

e The Australian context
« The international context

e The conpany’s response

The conpany’ s recommendati ons and suggestions are al so sumari zed

The Australian Context

The Australian knitting and dyeing industry operates in one of the nost
open and conpetitive markets in the world. Today’'s industry contrasts

sharply with the industry of little nore than a decade ago, which was a
hi ghly protected and | argely inward-I|ooking producer of basic textiles.

Australia's knitted fabric and dyeing industry, though snmall by gl oba
standards, has been transformed into a nore conpetitive and vi brant
i ndustry producing high value and high quality goods.

In addition to the benefits normally associated with | oca

manuf acturing activity, i.e. enploynment, val ue-adding, conpany and
personal income, governnent taxation revenue, and technol ogy

devel opnent, the industry also benefits Australia’s trade and bal ance
of paynents perfornmance. Local production displaces what woul d
otherwi se be inports of fully nmade up nerchandi se

The industry also has extensive |inkages with the wi der Australian
econony, including the science, technol ogical and information

technol ogy systens. A notable feature of the energi ng know edge

i ntensive segnents of the industry is the willingness to engage in
strategic partnerships with suppliers to devel op new generation
capabilities and products. The consequence is a spreadi ng of product
and process devel opnment capabilities such as e-commerce, bar coding and
i nformati on comuni cati on systens across the supply chain.
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The industry has always had strong links to the trade, services and
transport sectors of the economy, and indeed these links remain strong
with the industry remaining a | eadi ng edge customer for these sectors.

The industry produced an estimated $626 nmillion of fabric in 1999-2000,
a 27%increase over the decade. In physical terns quantities have
declined dramatically - circular knitted fabrics have fallen from about
800 tonnes per week in 1998/99 to about 400 tonnes per week in 2000/01
Thi s change has been effected through a significant rationalization of

| ess conpetitive capabilities. Some nmmjor conpanies are in receivership
or have been put up for sale by their parent conpani es.

These changes have been accel erated by the 2000 tariff cuts, the

i ntroduction of the GST wi thout any correspondi ng reduction in other
taxes, and an increase in inports of nearly 200% These devel opnents
were partially offset through an increase in exports to over 12% of
turnover, conpared to only 2% at the start of the decade.

Mar ket demand is expected to continue to grow slowy — consuner
expenditure on clothing is declining and the switch to casual knitted
clothing fromnore structured woven fabric garnents is largely
complete. In fact there is probably a greater probability of demand
swi tching back to nore structured garnments to the detrinment of the
knitted fabric industry.

Australia probably has the nbst concentrated retail sector in the free
world, with Coles Myer (and its various chains) and Wolworth’s hol di ng
dom nant positions. These big retailers are under pressure to produce
hi gher profits, which leads themin turn to seek hi gher gross margins
by inmporting directly, and through their suppliers, garnents from | ow
cost countries.

As a result the knitted apparel sector is being driven into market

ni ches supplyi ng sonme branded and commodity mnerchandi se to the mgj or
retailers and other distributors. The textile and apparel industry is
therefore significantly affected by these retailers and their sourcing
strategi es — whether fromlocal suppliers with faster turnaround and
greater stockturns or fromlower cost inports but slower turnaround and
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reduced st ockt urns.

In response to these pressures |arge-scale factory based appare

cutting and sewi ng cl ot hing manufacturing has largely been restructured
out of existence. Mdst manufacturers are inporters as well while
out wor ki ng now domi nates clothing production in Australia, perhaps
representing sone 95% of all knitted clothing made up in Australi a.
Qutworking in this context includes small conpanies that operate | ow
overhead cut & sew cutting operations, and the hone working sector
often fam | y-based, where garnents are sewn in people’s hones.

Despite the alleged growth in home working it is clear that this sector
is also under pressure due to the energence of various |egislative
mechani snms ainming to regul ate the use and cost of outworkers.

It was in response to the pressures of falling tariffs, quota
abolition, and the rising cost of |ocal assenbly |abour that the
Overseas Assenbly Provision was originally introduced in 1991. By
provi di ng apparel producers with access to cheaper offshore |abour but
still requiring the use of Australian produced fabric the plan was

i ntended to conbine the strengths of the local textile industry with

| ower cost apparel assenbly.

The effectiveness of this facility was reduced by the concomtant
establishnment of the inport credit schene and the abolition of duty on
TCF inports from SPARTECA countries, primarily Fiji. These independent
but simul taneous policy decisions provided the basis for using Fiji as
an overseas apparel supplier to convert Australian fabrics whil st
benefiting fromboth the inport credit and the duty free entry

provi si ons.

Clothing inports fromFiji went frompractically nothing in 1991-92 to
$40 million in 1992-93. By 2000 this supply source was providing
nearly $215 nmillion of apparel to Australia.

As a result of the phase out of the ICS from 1998 and the politica
turnmoil in Fiji in 2000 these advantages have been | ost. Fabric exports

to Fiji are down fromnearly $100 nmillion in 1998-99 to $47 million in
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2001-02. Inports of clothing fromFiji have fallen from $211 mllion
to $106 mllion over the sane period.
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THE INTERNATIONAL CONTEXT

While the Australian knitted fabric industry has becone one of the nost
conmpetitive in the world as a result of unilateral tariff reductions
and the abolition of quota controls over the |ast decade the industries
are al so subject of special and significant attention by policy nmakers
around the globe, reflecting the special features that the knitting and
apparel industries offer individual econonies.

I n nost devel oped countries, nmarket access for inported apparel renuins
| ess open than for virtually all other manufactured products. As
denmonstrated in the Market Access Industry Participation Report the
tariff on knitted fabrics ranges between 10-40% whil e devel oped econony
apparel inports are controlled quantitatively, rendering any tariff
conpari son meani ngl ess.

A range of other supporting neasures is also in place and has becone
relatively nore inportant as tariffs have fallen and quota’ s expanded.
The USA for exanple is inplementing a stringent conpliance nonitoring
and policing reginme involving the interagency Textile Subgroup on
Conpl i ance and Enforcenent, the Textile Conpliance Task Force and an

I ndustry Sector Advisory Conmittee to slow down or dissuade potential
exporters to that country.

I n many devel opi ng countries, tariff and non-tariff barriers also
remain high. Tariff liberalization in textiles and apparel products is
sl ow under the WIO s Agreenent on Textiles and C othing, and the
current | obbying by the various advanced econonies for new “safeguard”
nmeasures to be adopted in 2005 suggests that even with the concl usion
of the ATC in 2005 other instruments or circunstances will arise to
limt any significant inprovenment in market access.

Whi |l st these restraints do not directly affect Australia, a readily
accessi bl e market such as Australia acts as an inportant safety val ve
for opportunistic traders, as shipnments of knitted fabric and appare
fabric can be easily diverted if narket access cannot be obtained
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el sewhere. Such nerchandi se characterizes nuch of the internationa
trade in knitted fabrics. As a result distortions in other markets such
as the US and Europe where stringent non-tariff barriers are enforced
meke the backwash to the relatively exposed Australian narket extrenely

damagi ng for Australian producers.

It should al so be noted that the Australian anti-dunping systemis
unable to inhibit or renedy the danmage associated wth one-off

shi pments of finished consuner itens that are each individually off-
| oaded at opportunistic prices in Australia. However the cunul ative
effect on the | ocal producers however is direct, imrediate and
apparently inevitable.

To address this, anti-dunping provisions should be set in place to

automatically initiate an inquiry and apply a bond when potentially

i njurious shipnments enter Australi a.
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THE COMPANY’S RESPONSE

The Standard Universal Textile Goup (SUTG was established in New
South Wales Australia in 1954. The Group, which conprises Standard
Knitting MIIs and Universal Dye Wrks, nanufactures, dyes, finishes
and distributes:

. i nterlock

. fleecy

. rib

. doubl e jersey

. single jersey

. spandex bl end

. speci al purpose fabrics.

The group also acts as a conmi ssion dyer and enpl oys over two hundred
people. The conpany is a major custonmer for a variety of trades and
prof essi onal service providers, contributing to the enploynent of a
further estinmated 500-600 people.

In response to the restructuring pressures arising fromlocal and

i nternational sources SUTG has made significant new capital investnents
and undert aken on-goi ng prograns of research, product innovation and
devel opnent, to capitalize on the opportunities energing in the smaller
and nore concentrated industry.

The conpany now produces a consistent stream of new products that
conpete with the very |atest techni ques and capabilities whether

i ncorporated in finished inported apparel or fabric form The ability
of SUTG to offer world-class products and perfornmance underpins the
ability of the Australian knitted apparel industry to conpete in the
| ocal and overseas narkets.

SUTG has an excellent reputation as a supplier of high quality, high
vol ume fabrics that are available on a just in tinme basis for
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manuf act urers of apparel, furnishings and other industrial uses of
fabric. In particular the Goup services apparel suppliers who cut,
assenbl e and finish finished apparel itens such as t-shirts, polo
shirts, trousers, and tracksuits.

The conpany is not just in the business of manufacturing fabric — it is
in the business of transfornming sinple inputs into interesting,
technically advanced knitted and dyed fabrics and delivering themto
take advantage of as |ate as possible comrtnents by manufacturers,
retailers and consumners.

This recogni ses that the conpany is dependent upon the investigation
anal ysi s and devel opnment of solutions and possibilities related to the
physi cal nanifestation of fibres, fabrics and processes. The

devel opnent and application of the Goup’s intellectual property is
undertaken within the context of an integrated knitting mll and
dyehouse. As the activities are intensely know edge based t he conpany
is at the forefront of an advanced Australian technol ogical industrial
capability.

A decade ago about 75% of SUTG s throughput was of a stable
predictable fabric. This comobdity type fabric could be produced in
conmparatively large runs due to the apparel industry’'s high |oca

mar ket share, underwitten by high tariffs and quota controls.

Now only about 35% of SUTG s throughput is of such comobdity type
fabrics. The rest of the conpany’s throughput has had to be devel oped
t hrough product devel opment and innovation — identifying and servicing
snmall market niches. This fragnentation of the market has therefore

i nvol ved the | oss of the scal e econonies of production associated with
comodity type fabrics and i nposed additional costs in order to devel op
new products. SUTG now devel ops over 100 new fabric structures every
year. These structures are noreover specul ative — the apparel producer
may ultimately decide not to proceed with that construction

This commitnent to innovation and devel opnent is exenplified by the

range of projects the conpany has undertaken in recent years to inprove
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the conpany’ s technol ogi cal basis and consequently its product
capabilities:

« chemcal and nmechanical finishing of knitted fabrics for specialist
per f or mance properties

* devel opnent of ‘just-in-time’ finishes to inpart unique handle
characteristics for weft knitted fabric

e« autonmated dyehouse systens inprovenents

e« devel opment of dyeing and dyestuffs and their application to nove
fibre types and bl ends

e wet processing of delicate fabrics

e dyeing and finishing of fabrics produced fromnovel yarn structures
e conputerized chenical delivery processes

e waste elimnation in dyeing, finishing

« surface noisture retention characteristics of fabrics
e structural stability in materials handling processes
e physical and chem cal influences on fabric geonetry

e conputerized chem cal delivery processes

e waste elimnation in dyeing, finishing and knitting.
e enmission control for santex dryers

e chintzing and shreinering el astonerics

e emission ionisation and condensation

e dyehouse and stenter automation

e small run fabric finishing

e redesign of nmll processes to incorporate electronic knitting
machi nes

e chem cal finishing

« nechani cal finishing

These devel opnents have been conpl enented by a significant capita
i nvestment program of nearly $3 million involving inter alia:

e circular knitting nmachines
e automated dust free bl ower and scrubber

e autonated dyers
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e conputerised process controllers
e stenter automation

e dye cycle controllers

These activities and capabilities now enable the conpany to devel op and
create products such as

e nodal fibre fabrics

e high bulk acrylics

 netallic fibre fabric structures

e novel weft knitted yarn structures
e knitted woven |ike jacquard fabrics

e interlock, knitted rib and double jersey devel opnent

These capabilities conbined with SUTG s short response tinmes devel oped
t hrough process devel oprments and i nprovenents enabl es our strategic
partners to capitalise on their proxinmity to the Australian market.

Despite this inmports are continuing to increase, underm ning the
effectiveness of SUTG s efforts. Therefore SUTG has bee | ooking to
encour age | ocal supply chains that incorporate | ow cost offshore
apparel manufacturing facilities using the governnent’s overseas
assenbly arrangenents and regi onal trading agreenents.

SUTG is therefore able to comment on the effectiveness of the current
arrangenents for the textile and clothing supply chain and directions
for the future

Strategi c I nvestnent Program

SUTG s assessnment of the SIP scheme is that it has provided a basis for
continuing to invest and devel op the conpany whilst the textile and
apparel industry sector undertakes a nmjor rationalisation and

concentration.

G ven the “blood on the floor” evidenced by the Australian industry and
the | ack of progress in establishing a fair and reasonabl e
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i nternational market place in ternms of access, conditions and
behaviours it is difficult to maintain an optinmistic view By

provi ding sone security as to the type of support that SUTG can expect
to 2005 the SIP has been an essential conponent in accelerating and
mai ntai ning the conpany’s efforts to i nprove and i nnovate.

However the schene could be inproved in a nunber of areas. While there
are a nunber of alternative ways any positive support could be provided
to the industry commercially and strategically sensible decisions have
to be nade in regard to whether support is:

e directed to every firmin the sector (the yarn bounty nodel) or
targeted at those neeting sonme specified criteria (expanded
overseas assenbly provisions)

e provided at the discretion of an allocating body (the TCFDA
nodel ) or an automatic entitlenent (a la the inport credit
schene)

e calculated on the basis of expenditures incurred/activities
undertaken (SIP nodel) or on results achieved (inport credit
nodel )

« focussed on margi nal changes in or total levels of activities

In SUTG s experience any scheme should be

e directed to those likely to represent the future of a conpetitive
i ndustry

e be predictable, transparent and certain
e encourage desirable activities

e applicable to all strategic activities — technol ogi ca
devel opnent are not determ ned by quantity but by quality.

Consi deration should al so be given to facilitating the rationalization
of industry capacity. Significant capacity is naintained as firns seek

to avoid realising their deferred liabilities (long service | eave,
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retrenchnment packages etc) by finding alternative buyers. SUTG has

al so been offered the opportunity to purchase other mgjor mlls around
Australia for the operating business. This locking in of capacity is
detrinmental to the efficiency and longer-termviability of nore

efficient operations.

To inprove predictability and certainty whilst reducing adm nistrative
complexity refinenents could be nade to the existing schenme w thout
altering its intent. These could include:

e a production bounty as an alternative to the type 1,2 and 3
met hod for calculating entitlenents

« renoval of the regional and unenpl oynent related restrictions on
the type 4 and 5 elenments

e payroll tax should be regarded as eligible expenditure under the
type 2 elenent of the schene

« freight charges on exported goods should be regarded as eligible
expenditure under the type 2 elenent of the schene

e the 5%cap on val ue added shoul d be renoved

e the pro rata and special deternination adjustnents of eligible
expenditure for type 1 grants should be abolished

e any entitlenents not paid in a particular year because of the 5%
sal es cap should be automatically and totally rolled over to
subsequent years

e« the rate of type 1 paynents should be increased to the sane |eve
as type 2

e« the registration, notification of variations to business plans,
variations to expected clains and special purpose audits should
be abol i shed.

e expenditure on repairs and nai ntenance of capital equipnment
shoul d be regarded as eligible val ue added

e eligibility of state of the art second hand equi prent should be
extended fromtype 4 and 5 categories to type 1

e the mninmm additional expenditure threshold should be abolished
e the nodul ati on provision should be abolished

e the distinctions between determ nations and paynent shoul d be
abol i shed
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e eligible activities should be defined as those undertaken to
desi gn, devel op and produce goods as defined in the Custons
Tariff rather than the Australian and New Zeal and Standard
Industrial Cassification

Tariffs

Clothing tariffs are scheduled to fall by 33%to 17.5%on 1 January
2005. Tariffs on fabrics are scheduled to fall by one-third to 10%
The Governnent is commtted to elimnating all tariffs on trade with
APEC nenbers, which includes nost of the countries of concern to the
textile and apparel industries by 2010. The Governnment is al so noving
to inmplenent free trade agreenents with America and ASEAN (which coul d
al so include China)

It should be noted that Australia s policy of unilateral and
uncondi ti onal reductions is at odds with international practice and
stated policy for these negotiations. This could result in any
reductions nade by Australia prior to any such negotiations not being
reci procat ed.

Whil e regional trade blocs such as NAFTA, the EU and, in tinme, AFTA
have and wi |l open up increased trade opportunities for their nenbers,
at the nonment at |east, Australia is not a nenber of any of these
agreenents and runs the risk of being | ocked out of them If Australia
unilaterally reduces its tariffs further it will have given away any

i nducerment it may have had to facilitate reasonabl e access to these

bl ocs.

Recogni zing the trend towards abolition of all tariffs on inports into
Australia, a key issue for the Australian industry is the rate and
structure of tariff reductions:

e should any reductions occur imediately and totally, gradually
and progressively or deferred totally until the |last possible
m nut e?

e should the structure of any reduction program be across the
board, tops down or of equal proportional reductions?
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From SUTG s perspective the preferred option is to defer any further
reductions in tariffs until at |east 2010 pending the results of a
review of international progress in reducing trade barriers.

Overseas Processing

The policy environnment for the Australian textiles industry also needs
to address the situation of the local clothing industry — wthout any
demand from Australian suppliers of apparel there will be m ninal
demand for Australian produced textiles. If fully made up clothing
imports are not to conpletely replace Australian textiles it is

advi sabl e to devel op sone alternative form of outward processing zone
that requires the utilisation of Australian sourced fabric

The current expanded overseas assenbly provisions are of nininal
benefit — the advantage of not paying a 15% duty on the fabric val ue of
apparel whilst incurring it on the | abour content is not sufficient to
justify the extra conplexity and cost involved in such an extended
supply chain, conpared to inporting fully nmade up garnents with no
Australian fabric.

The system of excess |ocal area content points devel oped to replace the
inport credit/Fiji supply chain is too conplex and cunbersone.

Solutions to these problens require a pragmatic integrated approach to
policy devel opment. Such nmeasures could include the conplete rebate of
duty on EOAP apparel or the devel opnent of an apparel industry in for
exanple Tinor. This would however require significant assistance in
i nfrastructure devel opment and the application of sonme formof materia

i nput subsidy, a la the inport credit schene.
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SUTG RECOMMENDATI ONS

Tariffs: - the conpany accepts that tariffs on knitted apparel and
knitted fabric will be cut by one-third in 2005. The conpany strongly
recommends there be no reduction beyond this point.

Positive assistance: - the existing Strategic Investnent Programis a
critical conponent of the industry's further devel opnment and shoul d be
continued if the intention is to ensure that the econonm c and soci al
benefits of having a world class technol ogically advanced textile

i ndustry along with a sophisticated design oriented apparel industry
are to be realized.

Strategi c Investnent Program - refinenments to inprove predictability
and certainty whilst reducing administrative conplexity should be nade.
These coul d i ncl ude:

e a production bounty as an alternative to the type 1,2 and 3
nmet hod for calculating entitlenments

« renoval of the regional and unenpl oynent related restrictions on
the type 4 and 5 el enents

e payroll tax should be regarded as eligible expenditure under the
type 2 el enent of the schene

« freight charges on exported goods should be regarded as eligible
expenditure under the type 2 elenent of the schene

e the 5%cap on val ue added shoul d be renoved

e the pro rata and special deternination adjustnents of eligible
expenditure for type 1 grants should be abolished

e ensure any entitlenments not paid in a particul ar year because of
the 5% sales cap are automatically and totally rolled over to
subsequent years

« the rate of type 1 paynents should be increased to the sanme |eve
as type 2

e the registration, notification of variations to business plans,
variations to expected clains and special purpose audits should
be abol i shed.

e expenditure on repairs and nmai ntenance of capital equi pnent
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shoul d be regarded as eligible val ue added

e eligibility of state of the art second hand equi prent should be
extended fromtype 4 and 5 categories to type 1

e the mninmm additional expenditure threshold should be abolished
e the nodul ati on provision

e the distinctions between determ nations and paynent shoul d be
abol i shed

« eligible activities should be defined as those undertaken to
desi gn, devel op and produce goods as defined in the Custons
Tariff rather than the Australian and New Zeal and St andard
I ndustrial Cassification

A strategic trade strategy: the selective negotiation and

i npl enentation free trade and preferential trade agreenments so as to
provi de direct and i mredi ate commercial benefits to the manufacturing
and design elenents of the Australian textile and apparel supply

chai ns.

An of fshore assenbly arrangenent: EOAP apparel based on Australian
woven or knitted fabric should be re-inported conpletely duty free.

Anti - dunpi ng provisions: criteria be set in place to automatically

initiate an inquiry and apply a bond when potentially injurious
shi pments enter Australia
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