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ABSTRACT

This study analyses the demand and supply sidenigi@nts of textile
and garments’ exports of Pakistan using time satéta for the period 1972—
2010. Eight trading partners (US, UK, Canada, |t&ance, Japan, Spain and
UAE) contributing major share in this trade haverbselected for analysis. The
demand and supply side factors have been examisied) the simultaneous
equation approach and the Generalised Method of &hdnto handle the
simultaneous equation bias. The results reveal tth@atincome of the trading
partners has an important and significant role étednining performance of
textile and clothing exports of Pakistan. The ratee of devaluation policy in
accelerating demand for this export has been faarioe comparatively small.
On the supply side, the relative prices and theaciéyp variable are important.
The results of the exports supply equation showtti@removal of quantitative
restrictions does not provide any incentive to shepliers. However, the real
wages in the textile sector have a significantdwoall effect on the supply. The
demand for textile and clothing products of Pakisita relatively high in UK,
UAE, Italy and USA (as indicated by high incomesgilzties), therefore, factors
that help in the expansion of textile and clothprgducts in the local market
and the marked countries should receive specettath of the policy makers.

Keywords: Demand and Supply of Textiles and Clothing; Siamétous
Equation; Real Effective Exchange Rate



1. INTRODUCTION

Over the years, exports have played an importaet irothe economic
growth of developing countries as aptly expressethé well known words of
Roberston who has called trade as “an engine ofwthfo Some newly
industrialised countries (NICs)—(Korea, Taiwan &idgapore)—which shifted
their import substitution policies to export praino policies to promote the
exports of the manufacturing sector have done realdy well. This success of
the NICs proved “elasticity pessimism” to be wromgd induced other
developing countries to replicate the same outveaieihted strategy of export-
led growth. The export performance of any countgpehds on many price and
non-price factors.

The debatable issue is whether other developingtdes like Pakistan
could also make similar gains from an outward dedngrowth strategy. It is
pointed out by Riedal (1984, 1988) that the masgiesvth of the NICs is due to
domestic incentives and supply side factors rathan external demand side
factors since countries compete in the internationarket on the basis of
prices. Muscatelliet al. (1992, 1995) pointed out that growth of manufaciyri
exports depends on the importing countries’ incomes, the absorption
capacity of the international market. Malik (2008upports Riedal and
concludes that the successful countries are abddferentiate their products in
the international market by focusing on modern mégies of production,
training and manpower.

There are several sectors on whose productivity gnogvth economic
prosperity and welfare depend. The most importariextile sector which has
always played an important role in the economicwghoof developed and
developing countries. Trade in textile and clothgagtor has increasingly been
subject to protection through bilateral trade agreets like the Multi Fibre
Agreement (MFA) which was effective from 1974-19%4was replaced by the
Agreement on Textile and Clothing (ATC) which gawember countries a 10-
year time period (1995-2005) to eliminate the festms gradually in four
stages and to bring trade in textile and clothindar the general GATT rules.

The textile and clothing sector is the major indastsector of Pakistan.
Its contribution to total exports, employment, fgre exchange earnings,
investment and value added makes it the countigifleslargest manufacturing
sector. It contributes around 46 percent in manufaty output, accounts about
60 percent in export earnings and absorbs apprégim@9 percent of the
manufacturing labour force.



The textile and clothing industries have backward rward linkages in
other sectors of the economy and in other prodocpicocesses within the
industry. Many textile outputs such as cotton aotion yarn are used as inputs
in the production of other final outputs (such aspets, cloths and industrial
textile), and in other industries like furnituredaautomobiles. The climate of
Pakistan is suitable for the production of thisusidies’ important inputs—
cotton and wool. Pakistan has traditionally remdistick in the early stages of
production and trade of these inputs and has kenhtadvantage of using these
inputs in the production of value added goods. &lthh this sector is very
important on the national level but its share inrldieexports continues to be
very small.

The structure of textile and clothing trade haslargone a number of
changes at the international and national leveldnduthe past few years.
Among the major examples are changes in the patfetonsumer expenditure,
easing in protective curbs. Allowing greater asct® the international market,
increased share of developing countries in theduarktile and clothing exports
and incentives provided by the Government to erageirproducers. These
changes have significantly influenced the magnitade structure of textile and
clothing industry. According to studies [Goldste@ind Khan (1978), Muscatelli,
et al. (1992), Hassan and Khan (1994) and Atique and Ah(2603)] it has
been found that the demand and supply sides arentijer determinants of
exports but the factors affecting the exports @f gector have received scant
attention. Therefore, proper understanding of demamd supply side
determinants of this important sector is an urge®d. The export performance
of this sector has initially been analysed focusinghe demand side factors on
the assumption that the supply side was infinitdstic. Later on both demand
and supply side elasticities were estimated. Thstsdies generated biased
estimates because both demand and supply sidei@tuatere not correctly
specified. Keeping this in view, the simultaneougiaions model has been
specified to incorporate the endogeniety problerthen demand and supply of
textile and clothing exports. Eight major tradingrimers (US, UK, Canada,
Italy, France, Japan, Spain and UAE) have beerctselefor the analysis of
disintegrated textile and clothing exports.

The study contributes to the existing empiricadrhiture in several ways.
Besides providing a detailed overview of the texaihd clothing sector at the
disaggregated level, it also adds policy variablé® real devaluation/
depreciation of domestic curreneys-a-visthe trading partner’'s currency and
removal of trade restriction regime in the demand aupply framework. The
Real Effective Exchange Rate is calculated whiclptwas the effect of
devaluation from outside the model and GMM is usedddress simultaneity. It
also highlights several factors which affect théxter's demand and supply.
These factors are important for investors and poftiakers to bring positive
changes in the production and exports of this secto
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The main objective of the study is to analyse thpact of demand and
supply side determinants on the textile and clathéixports of Pakistan and
evaluate their relative importance in export perfance. It is generally believed
that real devaluation of domestic currency as a&gathe currency of the
competitor helps to accelerate export performaActew evidences contrary to
this view are also present in the literature [Vemmfl991), Malik (2000),
Akhtar and Malik (2000) and Atique and Ahmed (2Q03)herefore, the
objective in this case is to see the impact of deslaluation on the textile and
clothing exports of Pakistan.

Recently, the non-tariff restrictions on textiledaclothing exports have
been removed in four phases under the ATC. It peeted that the removal of
these restrictions would provide exporters with atee access to the
international markets and enable them to expandjtizatum of their supplies
[Malik (2000)]. Therefore, the final objective is €xamine whether the removal
of MFA restrictions encourages domestic supplierintrease the quantum of
their exports or not.

The study is organised as follows. After the intrctibn, the structure of
the textile and clothing sector’s exports is di&sad in Section 2. The relevant
literature on the exports’ determinants is presknie Section 3. The model,
methodology and data sources are discussed ino8ettiThe discussion and
analysis of the results are given in Section 5. Tihal section of the study
includes the conclusion and policy implications.

2. OVERVIEW OF EXPORT PERFORMANCE FOR TEXTILE
AND CLOTHING SECTOR OF PAKISTAN

The textile and clothing sector is a major contidipuo the growth of
Pakistan’s economy. Basically an agricultural copynPakistan has domestic
availability of raw materials like cotton and woahich feed the textile and
clothing industry and ensure its unimpeded growitieontributes 46 percent in
total manufacturing and 60 percent in total expdssides this, 38 percent of
the labour in the manufacturing sector is employedextile and clothing
factories [Economic Survey (2010-11)]. This reffe¢he importance of the
textile and clothing industry in the country’s méamturing sector.

The worldwide trade in textile and clothing hasreased from US$ 524
billion in 2009 to US$ 602.2 billion in 2010. Patkis’'s exports have also
increased from US$ 9.9 billion in 2009 to US$ 1biBlion in 2010. The
composition of world textile exports is differers aompared to textile exports
of Pakistan. Table 1 shows that the share of thieesector (66.10 percent) is
greater than the clothing sector (33.05 percenthéntotal exports of Pakistan.
However, the pattern in world textile and clothexports is different. The share
of clothing in exports is greater at 58.36 perasorhpared to textiles at 41.63
percent. This behaviour reflects the rapid groimthhe value added sector of
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clothing in world exports. The growth in Pakistatéstile and clothing exports
is mainly driven by low value textile items. Theasens for this trend are
discussed below.

Table 1
Textile and Clothing Exports (2010)
(USS$ billion)
World % Share Pakistan % Share
Textile 250.7 41.63 7.8 66.10
Clothing 351.5 58.36 3.9 33.05

Total 602.2 11.8
Source:Pakistan Economic Survey 2011-12.

2.1. Investment Behaviour in Textile and Clothingndustry

Figure 1 illustrates the share each of textile aluthing sectors in the
total investment ($7 billion) during 1999-2008: radhan 50 percent of total
investment has been allocated for the spinningosefdllowed by textile
processing and weaving sectors [Economic SurveY){ZB)]. Despite the
larger international demand, readymade garments hasmaller share in total
investment expenditures of Pakistan.

Fig. 1. Sector-wise Share in Investment (1999-08)

Synthetic Knitwear & Textile Madeups
.769 = 4.71%
Gari17e?1t/§ - %‘ =
7.02% ‘E ‘ ; .
AN I T
Weaving '; ¢-
15.23% % I -Ei
_d
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Textile
Processing

17.08% Source: PBS (2008-0p

2.1.1. Spinning Sector

The share of spinning sector in total investmemh@e than 50 percent,
which has been growing consistently. Another sigaiit process igotton
Spinning,which is a process of converting raw cotton intonyéhread). The
major share of good quality yarn from Pakistanpaeted to other countries
(Japan, South Korea and Hong Kong, etc.), insté&droing it into value added
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products (fabrics and readymade garments). At the tof independence,
Pakistan had only two textile and clothing millswnPakistan is the third largest
supplier of cotton yarn having 521 spinning mili§able 2 reports that the
number of spindles increased from 3236 thousari®#? to 11366 thousand in
2009. Yarn has a low price in the international keibut it has a large share in
production and exports of Pakistan.

Table 2
Number of Spindles in Spinning Sector
No. of Spindles No. of Spindles No. of Spindles
Years (x1000) Years (x1000) Year (x1000)
1972-73 3226 1985-86 4422 1997-98 8368
1973-74 3308 1986-87 4293 1998-99 8392
1974-75 3392 1987-88 4330 1999-00 8477
1975-76 3478 1988-89 4790 2000-01 8601
1976-77 3544 1989-90 5195 2001-02 9060
1977-78 3560 1990-91 5493 2002-03 9260
1978-79 3704 1991-92 6141 2003-04 9499
1979-80 3731 1992-93 6768 2004-05 10941
1980-81 3983 1993-94 8182 2005-06 11292
1981-82 4180 1994-95 8307 2006-07 11266
1982-83 4265 1995-96 8493 2007-08 11834
1983-84 4224 1996-97 8137 2008-09 11366
1984-85 4396
Source:APTMA.

2.1.2. Cotton Cloth Sector

The structure of the weaving sector in Pakistarety different from the
spinning sector. Figure 2 shows that more than &@ent of cotton cloth is
produced in the unorganised mill sector. The cighsector is producing four
categories of fabrics: (1) blended fabrics, (2)abked fabrics, (3) dyed &
printed fabrics and (4) grey fabric. Figure 3 shdhat grey fabric contributes
more than 50 percent of the total cloth productis compared to other
categories. About 50-80 percent of total cloth piighn is used in domestic
market and only 20-40 percent is exported. Dyeimg rinting add more value
to the grey fabric and hence it has greater demarnidternational markets.
However, it requires more capital and skilled latydberefore, production and
exports of this category is comparatively low irkB&n [Khan (2003)]. The
number of looms in the organised mill sector hasreised from 29,000 to
8,000 in the last 30 years and only half of them actually in real working
condition (Statistical Supplement and Economic 8yrof Pakistan). The Multi
Fiber Agreement (MFA) had also adversely affecthd tlothing sector in
Pakistan. Government encourages production in tlmeganised mill sector to
obtain the benefit of low cost production. It helpsncreasing the production of
low quality power looms at the cost of the orgadissll sector.

Textile and clothing trade 2007-08, Ministry of Tié Industry.



Fig. 2. Production and Exports of ClotH
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Fig. 3. Category Wise Share in Total Cloth Produdgon®
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2.1.3. Readymade Garments

The readymade garments sector is the highest \alded sector of the
textile and clothing industry. Small and mediumlscanits with 50 or less
machines per unit are its major producers [Econdauicvey (2010-11)]. This
sector also suffers from technological backwardngbgEh makes it product
sell cheap in the international market. The readigrgarments industry has the
advantage of duty-free import of machinery and ext@mn of income tax.

2.1.4. Man-Made Fiber (MMF) / Synthetic Textile

The application of man-made fibre in textile andtieing production is
increasing with the passage of time because itrhase lifetime and better
quality against cotton textiles. The use of MMF nmrginal in textile and
clothing products of Pakistan. Figure 4 shows tt@tsumption of synthetic

?Data used in figure is given in Appendix 1A.
Data used in figure is given in Appendix 1B.
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fibre was zero in production of textile productsFakistan before 1980-81. But
subsequently it started increasing and highest5apdrcent and 43 percent
during 1993-94 and 2009-10 respectively, whereas ¢hare of cotton
consumption has remained at more than 70 percenttbe review period.

Fig. 4. Consumption of Cotton and Man Made Fibre
in Textile Production*
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Source:APTMA.

Table 3 represents the percentage share of cottorot®on textiles,
synthetic textile and wool and woollen textilestdtal textile exports. The share
of synthetic textiles increased from 3.89 percent.81 percent during the fiscal
year 2006-07 through 2009-10. Cotton and cottortilé=x had the highest
contribution and wool and woollen textiles the I®vén total textile exports
respectively.

Table 3
Pakistan’s Textile Exports

(US$ million)

2006-07 2007-08 2008-09 2009-10

Cotton & Cotton Textile (%ge) 94.00 93.45 95.25 3™

Synthetic Textile (%ge) 3.89 4.55 3.26 4.31
Wool & Woollen Textile (%ge) 2.11 2.00 1.48 1.33

Total Textile 100 100 100 100

Source:Economic Survey of Pakistan 2011-12.

“Data used in figure is given in Appendix 1C.
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2.2. Comparison with Other Competitors

An overview of the textile and clothing exportsrfranajor Asian textile
and clothing producers over the period 2000-10ivergin Table 4. Textile
exports of Pakistan show a somewhat mixed trend tvedecade, its share in
the world’s textile and clothing exports has inaegdh from 1.95 percent in 2001
to 2.23 percent in 2005. Afterwards, its share arldvmarket starts decliniigo
1.81 percent in 2008 registering but only a slighprovement in later years.
Pakistan’s compound growth rate over the same ¢dras been 7.64 percent
per annum. Although textile and clothing exportvéhdnad a positive growth
over the decade but its share in world exportsligsite meagre.

Pakistan is facing major competition from Chinag thajor exporter of
textiles and clothing with shate in world exports 15.67 percent in 2001
increasing to 34.34 percent in 2010. After the reahof quantitative restriction
in 2005, China gained almost 10 percent additishale in textile and clothing
exports of the world with per annum compound grovette of 29.60 percent,
the highest among other competitors. India is #msd major exporter in Asia
with 3.28 percent total share in 2000 increasingtf@l percent in 2010. Its
compound growth rate is 10.86 percent per annurh grtooth upward trend
compared to Pakistan. The share of Bangladesh &xpas increased to 2.81
percent in 2010 from 1.54 percent in 2000. Itsiexnd clothing exports have a
smooth trend per annum of 20.99 percent. This beague to the preferential
treatment Bangladesh has been receiving from thechuhtries under the
General System of Preferences (GSP) ted increasing share of readymade
garments in its exports.

Table 4
Comparison of Pakistan’s Textile and Clothing Extpavith Asia
(US$ million)
Growth
Countries / Rate per
Years 2001 2002 2003 2004 2005 2006 2007 _ 2008 9 20@010 Annum (%)
World 341166 356870 405301 453786 478405 525465 583302 612028 525336 602116  70.95
Bangladesh 5238 5314 6067 6893 7595 9812 9739 1203811 16923 209.95
Share in World
Exports (%) 154 1.49 150 152 159 1.87 1.67 1.96 255 281
China 53475 61864 78961 95284 1152184057 171552 185772 167088 206738 296.00

Share in World
Exports (%) 1567 17.34 1948 21.00 24.08 2742 2941 30.358131.34.34

India 11011 11645 12750 14332 17070 18444 19547 402121116 24118 108.67
Share in World

Exports (%) 3.23 3.26 3.15 3.16 357 351 3.35 349 4.02 401
Pakistan 6661 7018 8521 9151 10691 11376 11177 2110867 11778 76.42
Share in World

Exports (%) 195 197 210 202 223 216 192 181.88 196

Source:World Trade Organisation (WTO).

®During this time, textile and clothing trade wasden General Agreement on Tariffs and
Trade (GATT) and quantitative restriction had besmoved.



2.3. Concentration of Textile and Clothing Exports

The percentage share of major textile and clotleixygort categories and
their growth rates with respect to total expor7@-2010) are reported in Table
5. Raw cotton, cotton yarn, cotton cloth and reaalye garments have major
shares in total exports of Pakistan. Raw cotton laege contribution in total
exports during 1972-80 and 1981-90 but its shasedereased in the last two
decades. Exports of raw cotton showed good perfoceauring 1972-1980 as
compared to the last two decades. The average sifamotton yarn has
improved to 16.60 percent in 1991-2000 against3pércent in 1972-80 but\it
decreased in the following years. Exports of coti@mn showed excellent
performance during 1981-90. The average share wdrcdhread decreased to
0.01 percent in 2001-08 against 0.42 percent i?48Y whereas the share of
synthetic textiles increased to 6.57 percent in1208 compared to 0.49 percent
in 1972-80. This category has shown comparativetyelb performance during
the second and third decades of the review period.

Cotton cloth has large average share in total xpmver the review
period; the highest growth rate was 40.2 percenfi981-90 against 13.57
percent during 2001-08. The exports of readymadmeyats have continuously
increased over the last four decades and have p@&i@ént contribution in total
exports in 2001-08 against 2.27 percent in 1972-8BhAis makes the
performance during 1981-90 Outstanding. The shiaraw material exports has
shown a declining trend while value added expoatgehincreased over time as
already shown in Table 5.

Table 5
Concentration of Exporfs
1972-1980 1981-1990 1991-2000 2001-08
%Share Growth 9% Share Growth % Share Growth %eSha@arowth
Raw Cotton 8.76 23.03 12.80 8.35 3.00 -6.06 051 1811
Cotton Waste 0.19 -4.83 0.26 304.21 0.67 5.03 a31 1.08

Cotton Yarn 12.53 0.62 10.71 77.40 16.60 10.80 8.79 3.65
Cotton Thread 0.42 14.01 0.20 -3.56 0.04 -1.31 0.0174.79
Cotton Cloth 12.99 11.72 10.67 40.20 13.50 27.34 222 13.57

Synthetic 0.49 -0.65 3.60 25.81 6.57 20.35 341 512
Readymade
Garments 2.27 81.70 7.99 18249  16.66 36.00 19.043.11

Source:Statistical Supplement and Economic Survey of faki

®Due to the problem of data availability in simifzattern for 1972-2010, this table consists
of few components not all textile exports categorie



10

2.4. Composition of Textile and Clothing Exports

Overall, textile and clothing exports have growreovhe decade, as
shown in Table 4. The percentage change in theevafueach category from
1996 to 2009 is given in Figure B explains that the share of value added the
products (readymade garments, cotton cloth andvkaif) depicts an increasing
trend over time. The share of cotton cloth expbés an increasing trend during
1996-2006 but a declining trend has also been wbdeén last three years. The
share of the highest value added category i.e. thadymade garments has
increased with slow pace over the period, wherdas share of the
comparatively less value added category like hgdnars increased sharply in
total textile exports. The share of raw materiéde kotton yarn has decreased
over the period, but its production has increasedt{on 2.2.2). It shows that the
larger share of yarn production goes to manufauguoif cloth. The share of raw
cotton, tents & canvas and cotton bags is almosisistent over time. In
contrast, the share of towels exports shows areasing trend as well as the
share of bed-wear exports.

Fig. 5. Percentage Share in Value of Each Categoiy
Total Textile Exports

| B - Raw Cotton
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Garments

60.00

40.00 -
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Source:APTMA.

Table 6 presents the percentage share and grotetbfrenajor textile and
clothing export categories, over four decades. €htegory wise, in-depth
analysis of exports and percentage change forl figgrs 2007-10 is presented
below. It explains the export growth of differecétegories in competitive
environment after the removal of quantitative liestins. There is more than 50
percent increase in exports of three categori@scodton, yarn other than cotton
yarn and art silk and synthetic textiles.
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Table 6
Category Wise Exports of Pakistan
Value in US$ Million % Change % Change
2007-08 2008-09 2009-10 (2007-08 to (2008-09 to
Unit 2008-09 ) 2009-10)
Raw Cotton MT 38,509 72,636 157,962 88.62 117.47
Cotton Yarn MT 419,528 379,597 500,130 -9.52 31.75
Cotton Cloths TH.SQM  1,437,467496,9721,256,944 4.14 -16.03
Cotton Carded or

Combed MT 12,207 14,374 8,628 17.75 -39.97
Yarn Other Than

Cotton Yarn MT 15,366 7,140 13,203 -53.53 84.92
Knitwear TH.DOZ 73,913 81,224 74,711 9.89 -8.02
Bed Wear MT 247,898 238,526 243,099 -3.78 1.92
Towels MT 106,680 124,539 155,663 16.74 24.99
Tents, Canvas and

Tarulin MT 17,714 16,984 17,088 -4.12 0.61
Readymade Garments  TH.DOZ 28,250 22,129 20,336-21.67 -8.10
Art, Silk and Synth.

Textile TH.SQM 362,351 222,546 336,337 -38.58 51.13
Made up Atrticles - 0 0 0 0 0
Other Textile

Materials — 0 0 0 0 0

Source:Economic Survey of Pakistan.

The articles in category Art, Silk and Syntheticile rank 3rd in textile
exports, cotton yarn also shows significant grow#tte of 31.75 percent.
Readymade garments, cotton cloth and knitwear memgoitant value added
categories but their exports have declined by §éfrent, 8.02 percent and
16.03 percent respectively. Textile and clothingats mainly consist of cotton
yarn, cotton cloth, knitwear, bed wear and readymgdrments. Analysis in
Table 6reveals that Pakistan is unable to clearly diveiisiftextile and clothing
export, and unable to take much advantage of cditee and more focus is
given to exporting raw material products (cottod &otton yarn etc.). Whereas,
value added products contribute small part in tedatile exports. Therefore,
positive trend in the total textile and clothingpexts is due to growth in low
value products at the cost of finished products.

Unit values are calculated by using export quaegitind export values of
the respective categories, reflected in Table 6il&\Wmit value of major textile
and clothing exports for three fiscal years (2087-2008-09 and 2009-10) are
shown in Figure 6. Readymade garments and knitiwaarhigh unit value for
exports despite of their decreasing share in ®@tpbrts. The share of bed wear
exports has also decreased over the period buvaini¢ has increasing trend. At
the same time, the prices of other raw materig¢gm@ies (cotton, cotton yarn
and yarn other than cotton yarn) have decreaséatémational market. These
categories have a major share in total exportsexhébit more than 50 percent
growth over the period concerned.
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Fig. 6. Unit Value of Major Textile and Clothing Exports Categories

1

Source:Economic Survey of Pakistan.

2.5. Textile and Clothing Exports Destination

The principal buyers of textile and clothing exgodf Pakistan in two
fiscal years 2007-08 and 2008-09 are discussedlnieT7. The major share of
Pakistan's textile goods was exported to USWofved by UK during the last

Table 7
Principal Buyers of Textile and Clothing Exporterfr Pakistan
(US$ Million)
2007-08 (Textile and Clothing 2008-09 (Textile and Clothing
Exports) Exports)

Countries Value Percentage in Total Value Percentage in Total
USA 3,303,455 31.2 2,925,545 30.6
UK 783,749 7.4 678,592 7.1
Germany 598,549 5.7 547,440 5.7
China 368,437 3.5 457,414 4.8
ltaly 471,616 45 385,168 4
Bangladesh 255,319 24 334,342 3.5
Spain 422,085 4 327,980 3.4
UAE 379,852 3.6 324,872 34
Belgium 319,601 3 321,600 34
Turkey 331,915 3.1 304,380 3.2
Netherlands 352,777 3.3 293,778 341
Hong Kong 397,900 3.8 282,674 3
France 260,659 2.5 228,946 24
Saudi Arabia 135,919 13 169,618 18
South Africa 200,604 1.9 136,218 1.4
Canada 149,197 1.4 132,530 1.4
Portugal 150,139 14 113,480 12
Sri Lanka 127,023 1.2 105,405 11
South Korea 91,041 0.9 91,182 1
Australia 95,123 0.9 84,768 0.9
Rest World 1,376,857 13 1,318,458 13.8
Total 10,571,817 100 9,564,390 100

Source:APTMA.
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two fiscal years. Their share in Pakistan’s totadtite exports is 30.6 percent
and 7.1 percent respectively during fiscal year&09. Germany and China are
the 3rd and 4th largest buyers of Pakistani textild clothing exports having
5.7 percent and 4.8 percent share in total expedpectively. Then follow
Bangladesh, Spain, UAE, Belgium, Turkey, Netherfantiong Kong and
France. The remaining world has less than 2 peramtibution in Pakistan’'s
total textile exports. The share of China, BangsleBelgium, Turkey,
Netherlands and Saudi Arabia has slightly increasext the recent period. The
share of the remaining countries has either deedeashas been constant which
clearly shows Pakistan’s inability to expand itgtile exports more than 50
percent of which remains tied to five countriesyonl

2.6. Trade Openness

The textile and clothing exports from developingusies remained
constrained by the Multi-Fibre Agreement (MFA) frol®74-94 whose main
purpose was to protect the textile and clothingustdes of the developed
countries The EU and USA, Pakistan’s major buyers, imposestayjrestriction
on 15 and 39 categories respectively [Textile Uisi@005)]. In 1994, the
Uruguay Round removed non-tariff restrictions oxtite and clothing trade and
brought it under GATT rules. Ten years were givenbbth exporters and
importers to adjust to this new phase of intermatidrade, under ATC. It was
expected that the removal of quantitative restriedi would bring significant
improvement in textile and clothing exports of Bs&knh [Khan and Mahmood
(1996), Ingco and Winters (1995) and Trela and \lélg11990)]. But there was
no significant improvement even after 15 yearshef quota abolishing regime.
It is obvious that only those countries will sumiin the post quota regimes
which can perform in the presence of quantitatigstrictions such as China
[Malik (2000)]. The analysis of data given in Figuf shows that the decision to
end non-tariff barriers has not been very bendfigiathe face of tough
competition from other developing countries.

Fig. 7. Textile and Clothing Exports of Pakistan 295-2010
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14000

12000
10000 Y \v/
2000 /

6000 e l_—/

4000

2000

1995 1996 1997 1998 1999 2000 2001 2002 2003 20@H5 22006 2007 2008 2009 2010

Source:WTO.



14

Meanwhile the developed countries have devisedr dthgiers to protect
their domestic textile industries. These barriens be broadly divided into three
categories: (1) Using different standards regardimgpduct quality and
processes, (2) Applying different standards to llygiene and environment
maintained by manufacturers, and (3) checking fatermediate processes
harmful to the environment [Khan (2003)]. They eayltwo other strategies
against imports from developing countries.

One is theDemand for markestrategy by which the developed countries
increase demand for their products by producindn lgjgality fashion clothes.
After developing consumer demand through adversemand product
diversification, they shift the high cost burderwswds the consumers.. The
second is aupply-basedtrategy which employs the cheap labour of devalppi
countries to produce labour-intensive textile prdduat a low cost. Developed
countries get these products without any quotaricéisih under buy back
agreements; this is called outward processing IM&000) and Khan (2003)].

3. LITERATURE REVIEW

A large body of empirical literature has examiné@ tfactors which
determine the supply and demand of manufacturegeieral and textiles in
particular. After the inception of WTO and reduactiof quota’s and application
of Most Favoured Nation (MFN) status it has becoanmeimportant area of
research. This section briefly reviews some relesardies in this area:

Riedal (1988) examined simultaneously the demardi supply sides’
equations for quarterly data from 1972-84. The demside parameters for
Hong Kong resemble that of other countries butghpply side determinants
vary from country to country according to domestinditions such as industrial
policy and wage rate. Findings of new models stipegntradict the previous
consensus views and indicate that the volume obrxps determined by its
ability to compete in the world market on the basdigrices; the factor of world
income has but a minor effect on the export volume.

Amazonas and Barros (1996) test the demand andyséypction for
Brazil's manufacturing exports using the instrunaénvariable method of
Philips and Hansen (1990). The results show ttarnre elasticity of demand is
low and insignificant which indicates that Brazélshto build its competitiveness
in the international market. The combined effecsulfsidies and exchange rate
has been observed to be negative on exports. helugroductivity is an
important determinant; it affects the competitivenef manufacturing exports.

Muscatelli, et al. (1992) estimate price and income elasticity fomglo
Kong exports using ECM and modified OLS estimafése results show that
both long-run price and income have significantefffon export demand. The
adoption of new production and marketing techniquas be beneficial for the
export growth of a country. The increase in thedpmtive capacity of the
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economy will automatically create a proportionat®rid income for the

exported commodity of the country. The export vodurturns out to be
insignificant but unit labour cost and import priekasticities have a significant
role in the determination of export supply.

Abbott and Vita (2002), analyse manufacturing eipdrom the NICs
using structural cointegrating VAR approach for @itaneous estimation of
structural parameters. The hypothesis of high paicg income elasticity could
not be rejected since relative prices and inconeens® play an important role
in determining the export growth of Hong Kong.

Muscatelli, et al. (1995) estimate the supply and demand functions fo
the manufacturing exports of a group of newly irtdatised countries (Hong
Kong, Taiwan, Thailand, Singapore, Malaysia and d&)rseparately. The
study addresses the issue of structural changethenexports of newly
industrialised countries. A structural model isirestted by using the systems
method that includes lags for the unrestricted ceduform equation. Export
prices have the expected positive and domestiegpribe negative impact on
export supply for all countries. The results of gtedy show that capital stock
plays an important role in all countries. Singap@en emerging country in
world trade and has attained sustainable growtpiteesurrency appreciation
and the South Asian crises. However, Arize (199899 pointed out that high
export growth is due to cheap availability of imgat intermediate goods for
exporters. Secondly, economic, social and polititability in Singapore leads
to sustainable export growth. The Johansen coiategr test is used to test
long run relationship between variables and thelteshow that demand for
Singapore exports is elastic for foreign econonaitivity and cross-prices and
inelastic for own price.

Virmani (1991) has estimated demand and supplytimmdor exports of
India to analyse the effects of various policy @tsi. The inverse supply
function is estimated to check the influence ofeothariables on export prices
of manufacturing products e.g., the export subsidiex has been used in the
equation. The results show that subsidies havenpadt on export prices, while
the real effective exchange rate has a signifipasitive impact on the export
guantity, as well as world economic activity anitgs. Manufacturing exports
have a larger share in trade balance which depi@tiaf currency affects
positively.

According to Hamori and Matsubayashi (2009), inditgbin exports
results in limited export-led growth in the LDCsoifitegration analysis is used
to test long-run relationship between exports,tradaprices and world trade for
15 countries. Different panel tests are employete$d for panel cointegration
for three different sample periods. Results showoine and relative prices play
an important role in governing export volume in tHaCs.
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The long-run relationship between aggregate expernand and its
determinants in case of Jordan is examined by J&08B). Johansen-Juselius
and Saikkonen-Lutkepohl multivariate cointegratjpmocedure is used for the
time series dataResults reveal that there exists long-run relatigndetween
exports and its determinants. The significant aardd coefficient of domestic
GDP confirms the “growth led export” hypothesis; ridoincome also has an
important role in determination of exports. It sagp trade liberalisation and
export promotion strategies.

Havrila and Gunawardana (2006), analyse the tertgort supply of
Australia. The natural endowment of Australia igdfarable for the production
of basic inputs for textile industry (wool and ot} but unable to take
advantage because of lack of collaboration betwweducers and processors.
The effective rate of assistance and real expoesian-stationary even in first
difference. So the model is estimated by UECM. Reslhow that in the long-
run export supply is more elastic with respecteiative prices and productive
capacity but less responsive to effective raterofgetion.

Malik (2000) analyses Pakistan's textile sector gmmints out the
structural weaknesses of the industry, which isu$orgy on the production and
export of low value products (yarn) at the cosvalue added products (fabrics
and readymade garments) whose share is increasig international market.
The study confirms the small country hypothesidosf income elasticity and
infinite price elasticity.

A large number of studies have been conducted feiarA countries
specifically the NIE's to find out the long-run dand and supply side
determinants of exports. The evidence suggestsrétfative price and world
demand have significant role in determination giax demand. Supply prices
and domestic production capacity have significanpact on exports supply
across the countries. Both demand and supply sa&#ors have equal
importance for most of the countries [Roy (1991)iz& (1999)]. On the other
hand, some studies have also supported that desidadactors have relatively
greater importance than supply side factors inrdg@teng exports performance
[Muscatelli, et al. (1992), Roy (2002), Roy (2007)]. No study has pded
comprehensive methodology and detailed analysiangf specific sector. The
purpose of this study is to fill these gaps andrtwvide in-depth analysis of this
most important rxport sector of Pakistan.

4. MODEL SPECIFICATION, METHODOLOGY
AND DATA SOURCES

In the present study, domestically produced goadkimported foreign
goods are assumed to be imperfect substitutes ofi @ther. Under this
assumption, the export demand and export supplgtifums are specified as
follows:
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4.1. Demand Side Equation

Under the imperfect substitute model, exports demis assumed to
depend on relative prices and income levels of tiagling partners a la
Lundborg (1981), Goldstein and Khan (1978) and Abhod Vita (2002). The
logarithmic functional form of textile and clothirexports demand is specified
as:

Ln X; = ao+ o,INREERi +a,InWY, + & ... Q)

WhereX“in Equation (Lyepresents demand for textile and clothing expofts
PakistanWY is defined a&DP of the trading partner and represents the foreign
demand for exportfREERIs the export weighted Real Effective ExchangesRat
and is used to highlight the competitive positidneach country [Hassan and
Khan (1994), Malik (2000), Atique and Ahmed (20@8)d Ahmed (2000), Roy
(2009)]. Theoy, a, are the elasticities of textile and clothing expdemand with
respect to REER and world demand respectivaly.is expected to be negative
anda,as positive.

The devaluation of domestic curreneis-a-vis foreign currency will
make the textile and clothing exports cheaper énvibrld market. It will help to
increase the demand for textile and clothing expaift Pakistan. Therefore,
devaluation/depreciation will be expected to hawsitpve effect on the textile
and clothing exports.REER is calculated on the lines of Hinkle and
Nsengiyumva (1999b), procedure of calculation given in Appendix-2. In
addition to price competitiveness, the economicddmn of trading partners
measured by its GDP is also an important determinérnextile and clothing
exports.

4.2. Supply Side Equation

It is evident from literature that in addition teetdemand side factors, the
supply side factors also play an important rolehie determination of exports.
The textile and clothing export supply equatiodagarithmic form is specified
as following Goldstein and Khan (1978), Virmani 919 and Hassan and Khan
(1994).

Ln XS =Po+ B IN R +PoIn W, + B In Y+ BD +V, ... @

WhereX® in Equation (2) represents textile and clothingatg supply, RP is
the relative price of textile export&)V1,./CPl,aunit value index of exports of
Pakistan divided by consumer price ind®x)V is the domestic real wage in the
textile sector. It is used as a proxy for the ajgtroduction in the textile sector
[Muscatelli, et al. (1992), Amazonas and Barros (1993), Atique and Ahme

"Ahmad (2000) and Atique and Ahmad (2003) also dated REER in the similar way.
8Atique and Ahmed (2003), See Appendix-3 for moritke
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(2003)].Y denotes Pakistan’s GDP; it is used as proxy fanekiic production
capacity of the economy and represents the dummy variable. TRgis
expected to be positive in the supply equatiorneftextile and clothing exports.
The increase in relative prices makes exports movétable for suppliers. The
B, is expected to be negative apylis expected to be positive. is the dummy
variable that captures the effect of trade libegion from 2005.1t was decided
in the Uruguay Round to remove the restrictionseurITC in four phases (1st
Jan. 1995, 1st Jan 1998, 1st Jan 2002 and 1stOl). 2t became effective in
2005, therefore the change in supply of exportassumed to be restructured
after that year. It was expected that larger maaketss will provide incentive
for domestic producers to increase the level ofipction.

4.3. Empirical Methodology and Estimation Techniqe

In some studies, the normalisation procedure fomesing simultaneous
equations has been usdtwever, the normalisation procedure is different i
different studies [Reidel (1988), Muscateléf al. (1992), Funk and Holly
(1992), Raoy (2002, 2007), Zada (2012)]. Therefdoshi and Little (1994) have
avoided the normalisation procedure; they consiebgports’ quantity as a
dependent variable in estimation of both supply at®mand equations.
According to Muscatelliet al. (1992), normalisation problem can be solved by
using system equation methods i.e., Three StagstlL®quare (3SLS), Full
Information Maximum Likelihood (FIML) and Generadid Method of Moment
(GMM).™ In the present study, the demand and supply fdileée and clothing
will be estimated simultaneously, assuming texite clothing exports’ demand
and supply equal to total exports, that is:

x4 =x5 =X

The instrumental variable technique of Generaliséethod of Moment
(GMM) is employed here for the simultaneous equatidt gives better estimates
for parameters in the presence of hetroscadestidibe variables that are
uncorrelated with error term and are related wittependent variables can be used
as instrument. One major advantage of the GMM as ithtakes into account the
endogeneity problem present in the model and pesvidnsistent estimates.

4.4. Data Description and Sample Size

Annual data has been used for the period 1972—ff¥1Pakistan’s eight
trading partners. Selected countries for the samapde United States, United

*Dummy is introduced in supply side equation instedemand side equation because only
USA and EU impose restrictions and manufacturersevpeoducing under the pressure of trade
restrictions.

According to Muscateli (1992), normalisation prablean be resolved by incorporating
endogenity and serial correlation.



19

Kingdom, Canada, Italy, France, Japan, Spain anitetlirab Emirates. The
country selection criteria is more than 1 percéatrs in Pakistan’s exports. The
data for GDP has been taken from the World Devetpgnindicators (WDI).
The data for export prices, CPl and exchange rae leen taken from
International Financial Statistics (IFS). The ditatextile wage rate has been
taken from the International Labour OrganisatidrQ)). The data for textile and
clothing exports have been taken from United Natid®ommodity Trade
Statistics Database (UN COMTRADE). The data frble YN COMTRADE is
extracted according to SITC Rev. 1.

5. EMPIRICAL RESULTS

GMM estimates using lag explanatory variables atriments for the
demand of textile and clothing exports are givernTable 8. The results for
Gross Domestic Produshow that growth in the trading partners’ incoms ha
the expected positive and significant impact oniflak’'s exports’ demand
which is elastic with respect to the trading parsh&DP in all cases except for
Japan, UK, and USA. The lowest value of incometigliag is for UK i.e. 0.84
while the highest is for Spain i.e. 1.91. Therefatee result indicates that
improvement in world economic conditions willlpgo boost textileand

Table 8

GMM Estimates for the Demand Equation
Ln X% = 0o + 0oy INREER+ o, INWY, + €

Trading Partners oo oy Ay R?

USA -4.67 1.11 0.93 0.95
(3.05)* (2.48) (3.39)*

UK -3.55 1.18 0.84 0.86
(6.83)F (249"  (6.44)

Canada -4.35 0.96 1.09 0.93
(6.50)* (6.63)* (9.58)*

Italy -2.73 0.88 1.23 0.93
(1.53) (2.27)% (9.48)

France -4.13 0.86 1.08 0.94
(3.87)* (3.79)* (7.15)*

Japan -2.63 0.71 0.93 0.96
(6.83)* (3.83)* (9.44)*

Spain -5.24 1.37 1.91 0.96
(1.01) .78  (2.51)*

Note: The t-ratios are given in parenthesis, (*), (*Fda(***) represents 1 percent, 5 percent and 10
percent significance respectively.
Xis Textile and Clothing ExportREERrepresents Real Effective Exchange Rate\&iYds
the Trading Partners Income.
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clothing exports of Pakistan. Goldstein and KhaA7@) find positive and
significant income elasticity of exports demand tloe eight trading partners; it
lies between 0.39 for Germany and 1.40 for FraSoelarly, Virmani (1991)
has reported more elastic and significantly positincome elasticity of
manufacturing exports demand for India. Muscatedti,al. (1992) have also
found world income to be an important determindrexgorts demand for Hong
Kong. Rijesh (2007) shows significant and positig&ationship between world
demand and India’s machine tools exports demand; the reported coefficient
is less than unity. Income elasticity estimatesaimigd by Zada (2012) are very
close to our estimates, the coefficient ranges @or3—-0.90.

The Real Effective Exchange Rate depicts variatiomeal exchange
rate. Textile and clothing exports’ demand is qu#eponsive to REER. The
estimated coefficients for Spain, UK and US areatgethan unity, while the
rest are less than unity. Coefficients across thentries appear to have their
expected positive signs ranging from 0.71 to 1.BRe impact of REER is
larger for Spain i.e. 1.37 percent followed by UKL percent; the lowest is
0.71 percent for Japan. The REER elasticity ofil@xdnd clothing exports’
demand is 1.11 percent for USA, 0.96 percent farada and 0.88 percent for
Italy and 0.86 percent for France. The positiven 3§ devaluation coefficient
reflects improvement in the competitiveness of dextile and clothing
exports. The positive and significant coefficiemtlicates that real devaluation
of Pakistan rupee against all trading partner'sencies leads to increase in
textile and clothing demand from Pakistan. The ltssindicate that the real
devaluation of rupee is very helpful in increasitige textile and clothing
exports. The significant and large coefficient cEER is also reported by
Goldar (1989) for India. The study finds devaluatian effective measure to
boost engineering exports demand from India. Virm@M91) also finds
manufacturing exports demand for India relativelyoren responsive to
devaluation. Ahmad (2000) has observed the expopestformance of
Bangladesh and has reported that real devaluafialomestic currency leads
to increase in the competitiveness of exports. dh de noted that their
estimates are very close to our estimates i.e.. @86Gtrary to the findings of
the present study, Atique and Ahmad (2003) findnigigant and small
elasticity of devaluation for Pakistan’s exportsm@dad, the size of the
coefficient is 0.39. In a similar way, Malik (2000jnds devaluation
insignificant and less effective to increase textiéxports demand from
Pakistan. The textile and clothing exports’ demémdn Pakistan is elastic to
change in prices; therefore, price effects havenstrand important role in
boosting the exports’ demand.

The GMM estimates for the supply side equationgiven in Table 9.
Relative prices have the expected positive andifgignt influence on the
textile and clothing exports to all trading pas except Spain where thaye
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Table 9

GMM Estimates for the Supply Equation
INX% =Bo+ ByIn RPT+ByIn W+ Bn Y+ ByD +é
Trading Partners g B1 B B3 Ba R

USA 2.41 4.41 —0.60 1.07 021  0.69
(1.24)  (2.08)* (1.82)** (2.59)*  (0.82)

UK —2.49 5.31 -0.06 1.05 015 0.79
(-1.46) (1.82)** (-0.15) (2.79)* (~0.35)

Canada 2.52 4.23 -0.86 0.96 058  0.78
(-2.46) * (2.12)* (<177)™ (4.27)* (~1.98) **

ltaly —2.48 7.43 -0.35 0.98 010 0091
(1.16) (274  (0.63) (2.13)*  (0.25)

France -1.52 4.01 -0.03 0.72 0.02 0.78
(1.81)** (5.69)* (0.14) (4.02)* (0.15)

Japan 1.64 5.53 -0.46 0.91 -1.16 0.37
(0.69) (4.66)* (0.62) (1.80)** (2.80)**

Spain 382 219 -0.48 1.01 029 077
(-2.01) **  (1.18) (-1.90)** (2.38)**  (0.50)

Note: t-ratios are given in parenthesis, (*), (**) arnd*}{ represents 1 percent, 5 percent and 10
percent significance respectively.
X is Textile and Clothing Export®PT shows Relative Price¥y represents Real Wages in
Textile Sectory is GDP of Pakistan arld shows Dummy for Restrictions.

more responsive to change in real devaluation onatie side than the relative
prices on the supply side. The result shows thatelxtile and clothing exports
of Pakistan are more elastic to change in relgbiiees across countries. The
coefficient of the relative price variable is foutrmdbe greater than unity.

The highest relative price elasticity is 7.43 fady and the lowest is 2.19
for Spain. This shows that export prices have suthstl role in determining the
exports supply as compared to the domestic pridethe exportable goods.
Therefore, increase in export pritescompared to domestic prices will
encourage manufacturers to increase textile anthintp exports of Pakistan.
Zada (2012) also found similar results. Goldsteimd &Khan (1987) have
examined exports supply elasticities with respectalative price for seven
European countries. Havrila and Gunawardana (20@8k estimated the
relative price elasticity for textile exports supplf Australia and report long run
elasticity of 1.83.

YExports price is used as a proxy for textile anathihg exports, see relative prices in
explanation of variables for more details.
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The real wages of the textile sec¢foseem to have negative impact on
supply of textiles and clothing exports to five mft seven trading partners;
however, coefficients for US, Canada and Spainfaved significant at 10
percent and Atique and Ahmad (2003) have come tip twe same results. The
size of the estimated coefficient is also small tis result implies that though
the supply of Pakistan’s textile and clothing expancreases with decrease in
real wages but it is not very responsive. It shtived decrease in real wages in
the textile sector without corresponding increas@roductive capacity cannot
improve the performance of the same sector. It s)\eaits in real wage are not
effective in boosting textile and clothing exports.

Few estimates of exports supply elasticity withpezst to real wages are
available in literature to compare the resultshid study with. Muscatelliet al.
(1992) have used the index of nominal wage of mactufing sector and
estimated relatively large response of —1.48 fondgiKong. Atique and Ahmad
(2003) have used wage rate per worker as a praxyhfo cost of production.
They have obtained significant and negative expsupply (for Pakistan)
response with respect to wages of —0.70. This iy wéose to our results.
Amazonas and Barros (1993) report negative andifisignt response of
Brazilian manufacturing exports to change in reatjevof —0.83.

The GDP figures of Pakistan are employed to expthan production
capacity of the domestic economy. This variable thesexpected positive and
significant impact on exports to all trading partieThe range of elasticity is
0.72 (lowest) for France and 1.07 (highest) for UShAe results show that GDP
is an important determinant of this sector's expaupply for Pakistan. Growth
in domestic economy will encourage manufacturersptoduce and export
textiles and clothing products. Virmani (1991) rapcsignificant and positive
relationship between GDP (manufacturing) and expopply of manufacturing
product for India, where the magnitude of coeffities 0.75. In the same way,
Atique and Ahmad (2003) have computed income elagtof exports supply
for Pakistan and have found significant and positoefficient of 3.67. Zada
(2012) finds significant and positive income eleisfi of exports supply for 11
trading partners, where the range of the coefftaefrom 0.02 to 0.36.

The estimated coefficient of the dummy variable [aas unexpected
negative sign for six out of eight trading partnedsl coefficients are
insignificant except for Canada and Japan and themates are small except
for Japan. The response of Pakistan’s textile doithing exports supply to the
liberalisation agreement (ATC) is not accordingeixpectation. The trade in
textile and clothing sector was supposed to opdrasdy after 2005, but results
reveal a different story and indicate that traderalisation is unable to boost
the exports supply and may even worsen the perfucenaThere are other

It is used to represent cost of textile and clajtpnoduction. See wage rate in explanation
of variables.
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hurdles which lead to low textile and clothing erpoperformance; (i) After

removal of quantitative restriction, Pakistan hadaice strict competition from
countries like China, South Korea and India infthren of quality and price; (ii)

supply side deficiencies i.e. technological backimass and lack of skilled
labour force are responsible for less productiveacdy. From policy point of

view appropriate steps were not taken to benedinfthe abolition of the quota
restrictions regime.

The results for the textile and clothing exportsmdad and supply
equations are obtained by applying GMM and EmplirRayesian techniques.
The results support that all techniques lead tmatrthe same findings. The real
effective exchange rate and GDP of trading parthave a positive effect on the
demand of Pakistan’s textiles and clothing expdrntsespect of the demand for
textile and clothing exports, the REER and GDPh&f trading partners have
long-run equilibrium relationship among them. Or gupply side, the relative
prices and domestic production capacity have thstipe and wage rate the
negative impact on textile and clothing exportgd@y. The results suggest that
the Empirical Bayesian is a better technique torede the demand and supply
of textiles and clothing exports of Pakistan. Thesults are in conformity with
most of the earlier findings for other developinguntries in general and for
Pakistan in particular, as mentioned in the abaseudsion.

6. CONCLUSION AND POLICY IMPLICATIONS

In the present study, an attempt has been madedahe demand and
supply determinants for Pakistan’s textile andhiloy exports through detailed
analysis during the period 1972-2010. It is cleam the analysis that textile
and clothing exports have increased with the changeade regime such as
MFA to ATC but comparatively at a slow rate. The share of rauturing
products has increased in the total textile andhgig exports, which is
obviously a positive sign. The demand side deteantin are the REER and
GDP of trading partners, whereas, the supply sefines relative prices, real
wages and GDP of Pakistan. A dummy variable has letoduced in the
supply side to incorporate the supply responsehahge in trade restrictions.
The simultaneous equation model has been formedhfrtime series data
1972-2010. The demand and supply equations areast by using the GMM
technique. This study also finds positive and digantly high-income elasticity
in textile and clothing exports demand. It showat tworld demand is a major
source of exports demand from Pakistan. The sigmifiand small coefficient of
REER indicates that devaluation of Pakistan curemith respect to the trading
partner’s currency is an effective measure to meeelong-run textile and
clothing exports growth.

On the supply side, the relative prices have sdicait and large
coefficients. An important finding of the studytlsat the rise in export prices
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more than the domestic prices provides incentieedamestic producers. The
significant and negative magnitude of real wagesaents that increase in cost
leads to decrease in exports supply. The signifiead large income elasticity
on the supply side indicates that the domestic @paf the economy plays an
important role in the supply of textile and clothiexports. The result reveals
that both demand and supply side factors play imapor role in the
determination of textile and clothing exports.

Textile and clothing exports from Pakistan remaistfyjnant during the
first five years of the Agreement of Textile andotbing (ATC) 1994-2005,
after that there was a positive turn in exportsagho The change in composition
of textile and clothing exports from primary to nodactured products is
supported by several demand and supply side facRetative prices and
domestic capacity plays a significant role in ekptay textile and clothing
behaviour on the supply side. On the other handsldvdemand and real
devaluation are important determinants on the delnsade. Textile and clothing
exports growth was not in line with world demanadngse of many restrictions
from developed countries.

The results of descriptive statistics given in tlverview section suggest
that in addition to diversification of textile aetbthing exports market, Pakistan
needs to improve its competitiveness in the intdwnal market which has
grown more competitive since the trade liberalmatregime of WTO. To
survive in this competitive environment produceesto adopt new techniques
for the production of high value added products ieadymade garments and
cloths. The result also supports that devaluasdmeipful in the improvement of
long-run textile and clothing exports. Devaluatican be more effective when
combined with exports of high quality products atidersification of exports
markets.

On the supply side, significant and large magnitafieslative prices has
important implications. Price incentives encourag@emestic producers to
increase exports supply. The composition of invesiinin textiles and clothing
indicates that the spinning sector holds majoresliratotal investment and as a
result, the share of cotton yarn is equally higlpiaduction and exports. There
is need to focus on converting good quality yarrhia value added categories
i.e. cloth and readymade garments. The major shfafi@brics is produced with
cotton in Pakistan but demand for man-made fibreinsreasing at the
international level. Textiles and clothing produeshould increase synthetic
fibre content in textiles and clothing productiohhe newly industrialised
countries (China, Hong Kong and South Korea) adddvigh growth targets in
international market through relying more on donestipply side factors. The
reduction in wage rate cannot entirely improve gineduction of textile and
clothing; producers should be provided incentivaghs as easy capital
availability.
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It is clear from the analysis that the textile acldthing exports of
Pakistan have slightly increased over the studjoddiut remain concentrated
in a few markets. The implication that comes outhef findings is that GDP has
great effect on the demand side and relative praoeb domestic production
capacity on the supply side. Therefore, authorgitesuld take account of these
factors while making decisions in this sector.

This study examines the determinants of overaltileexand clothing
exports. Components of textile and clothing (ravitam cotton yarn, cotton
cloth, readymade garments, synthetic textile etqogs are not considered
because of non-availability of data on each vaeiablor future research, this
study can be extended by taking account of all aorepts of textile and
clothing.
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APPENDIX-1

APPENDIX 1A

Production and Exports of Cloth

Appendices

Qty. in '’x1000’ Sqg. Mtrs

Non-mill Total Mill Sec.  Non-Mill Sec. EXPORTS
Year Mill Sector Sector Production (% of Prod.) (% of prod.) Quantity % of Prod
1972-73 588.61 649.5 1238.11 47.54 52.46 517.98 8441.
1973-74 592.17 1236.55 1828.72 32.38 67.62 353.02 931
1974-75 555.86 1271.22 1827.08 30.42 69.58 440.81 4.132
1975-76 520.44 982.92 1503.36 34.62 65.38 463.84 .8530
1976-77 408.29 1037.01 1445.3 28.25 71.75 416.84 .8428
1977-78 391.35 1181.72 1573.07 24.88 75.12 453.47 8.832
1978-79 339.35 1147.75 1487.1 22.82 77.18 531.53 .7435
1979-80 342.33 1377.69 1720.02 19.90 80.10 545.77 1.733
1980-81 307.89 1526.11 1834 16.79 83.21 500.9 27.31
1981-82 325.02 1875.42 2200.44 14.77 85.23 584.35 6.562
1982-83 335.54 1713.23 2048.77 16.38 83.62 605.33 9.552
1983-84 296.6 1869.38 2165.98 13.69 86.31 664.38 .6730
1984-85 271.83 1728.17 2000 13.59 86.41 687.62 834.3
1985-86 253.48 1731.92 1985.4 12.77 87.23 727.35 .6336
1986-87 238.17 1771.68 2009.85 11.85 88.15 69342 45 3
1987-88 281.62 1949.2 2230.82 12.62 87.38 848.61 .0438
1988-89 269.86 1980.14 2250 11.99 88.01 845.33 737.5
1989-90 294.84 2439.93 2734.77 10.78 89.22 1017.8B7.22
1990-91 292.91 2561.09 2854 10.26 89.74 1056.53 0237.
1991-92 307.93 2931.06 3238.99 9.51 90.49 1196.12 6.933
1992-93 325.4 3034.6 3360 9.68 90.32 1127.58 33.56
1993-94 314.91 3063.09 3378 9.32 90.68 1046.79  930.9
1994-95 321.84 2778.91 3100.75 10.38 89.62 1160.667.43
1995-96 326.98 3379.02 3706 8.82 91.18 1323.09 35.7
1996-97 3335 3447.7 3781.2 8.82 91.18 1257.43  533.2
1997-98 340.28 3573.42 3913.7 8.69 91.31 1271.27 .4832
1998-99 384.56 4002.23 4386.79 8.77 91.23 1355.17 0.893
1999-00 437.19 4549.97 4987.16 8.77 91.23 1574.88 1.583
2000-01 490.16 5101.24 5591.4 8.77 91.23 1736 31.05
2001-02 568.43 5084.66 5653.09 10.06 89.94 1957.384.62
2002-03 582.14 5068.38 5650.52 10.30 89.70 2005.385.49
2003-04 683.39 5051.9 6833.12 10.00 73.93 2412.875.313
2004-05 924.67 5556 6480.67 14.27 85.73 2751.56 4642.
2005-06 915.26 7609 8524.26 10.74 89.26 2633.98 9 30.
2006-07 1012.92 7682 8694.92 11.65 88.35 2211.84 .4425
2007-08 1016.39 7889.05 9005.44 11.29 87.60 2035.1422.6
2008-09 1019.68 7995.57 9015.26 11.31 88.69 1898.521.06
2009-10 1009.59 7940.18 8949.77 11.28 88.72 1787.669.97

Source:APTMA.
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Category Wise Share in Total Cloth Production
Qty. in ‘000’ Sq. Mtrs
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Blended,

Dyed &

Grey Bleached Printed (%

Dyed & (%Share in (%Share (% Share Share in
Period Blended Grey Bleached Printed Total Prod.) inProd.) inProd.) Prod.)
1971-72 0 403,961 105,627 118,601 628,189 0 64.31 16.81 18.88
1972-73 0 383,318 115,110 90,178 588,606 0 65.12 19.56 15.32
1973-74 0 353,209 134,635 104,328 592,172 0 59.65 22.74 17.62
1974-75 0 342,992 107,806 105,057 555,855 0 61.71 19.39 18.90
1975-76 0 360,948 76,069 83,421 520,438 0 69.35 14.62 16.03
1976-77 3,428 279,961 57,004 67,894 408,287 0.84 68.57 13.96 16.63
1977-78 4,469 252,278 60,476 74,124 391,347 1.14 64.46 15.45 18.94
1978-79 10,229 246,682 38,719 43,722 339,352 3.01 72.69 11.41 12.88
1979-80 18,149 231,054 44,128 49,004 342,335 5.30 67.49 12.89 14.31
1980-81 28,279 191,263 39,527 48,813 307,882 9.19 62.12 12.84 15.85
1981-82 40,912 197,433 33,485 53,191 325,021 12.59 60.74 10.30 16.37
1982-83 38,397 175,801 53,622 67,717 335,537 11.44 52.39 15.98 20.18
1983-84 36,632 152,465 47,766 59,733 296,596 12.35 51.40 16.10 20.14
1984-85 28,855 148,672 39,424 54,876 271,827 10.62 54.69 14.50 20.19
1985-86 31,870 142,883 29,576 49,151 253,480 12.57 56.37 11.67 19.39
1986-87 54,028 115,967 23,384 44,789 238,168 22.68 48.69 9.82 18.81
1987-88 61,136 142,444 20,891 57,150 281,621 21.71 50.58 7.42 20.29
1988-89 49,185 147,666 19,061 53,950 269,862 18.23 54.72 7.06 19.99
1989-90 47,223 174,565 19,442 53,609 294,839 16.02 59.21 6.59 18.18
1990-91 57,534 160,935 16,613 57,829 292,911 19.64 54.94 5.67 19.74
1991-92 66,256 158,790 18,345 64,542 307,933 21.52 51.57 5.96 20.96
1992-93 67,344 163,213 20,363 74,476 325,396 20.70 50.16 6.26 22.89
1993-94 59,835 170,032 15,482 69,565 314,914 19.00 53.99 4.92 22.09
1994-95 51,907 180,810 12,008 77,116 321,841 16.13 56.18 3.73 23.96
1995-96 61,293 191,492 13,110 61,086 326,981 18.75 58.56 4.01 18.68
1996-97 57,198 194,420 11,935 69,942 333,495 17.15 58.30 3.58 20.97
1997-98 56,478 206,254 13,032 64,516 340,280 16.60 60.61 3.83 18.96
1998-99 64,799 195,687 25,722 98,353 384,561 16.85 50.89 6.69 25.58
1999-00 60,607 263,593 11,064 101,926 437,190 13.86 60.29 2.53 23.31
2000-01 67,474 277,931 19,939 124,820 490,164 13.77 56.70 4.07 25.46
2001-02 77,039 317,247 18,281 155,869 568,436 13.55 55.81 3.22 27.42
2002-03 92,612 295,791 32,227 161,515 582,145 15.91 50.81 5.54 27.74
2003-04 101,687332,361 43,841 205,503 683,392 14.88 48.63 6.42 30.07
2004-05 51,453 498,095 82,381 292,743 924,672 5.56 53.87 8.91 31.66
2005-06 52,273 504,899 78,354 279,730 915,256 571 55.16 8.56 30.56
2006-07 61,100 582,819 71,681 297,318 1,012,918 6.03 57.54 7.08 29.35
2007-08 54,737 561,695 73,311 326,647 1,016,390 5.39 55.26 7.21 32.14
2008-09 56,093 553,551 78,201 331,838 1,019,683 5.50 54.29 7.67 32.54
2009-10 59,441 566,020 86,127 297,999 1,009,587 5.89 56.06 8.53 29.52

Source:APTMA.
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APPENDIX 1C

Consumption of Cotton and MMF in Textile Production
(Fig. in ‘000’ Kgs)

Raw Material Grovéth % age of Total
Period Cotton Fibre Total Cotton Fibre Cotton Fibre
1972-73 463118 N.A 463118 14 N/A 100 N/A
1973-74 475348 N.A 475348 3 N/A 100 N/A
1974-75 420608 N.A 420608 -12 N/A 100 N/A
1975-76 419735 N.A 419735 0 N/A 100 N/A
1976-77 343194 N.A 343194 -18 N/A 100 N/A
1977-78 355986 N.A 355986 4 N/A 100 N/A
1978-79 387581 N.A 387581 9 N/A 100 N/A
1979-80 428554 NA 428554 11 N/A 100 N/A
1980-81 407523 37088 444611 -5 N/A 92 8
1981-82 459,459 41,550 501,009 13 12 92 8
1982-83 478,716 37,983 516,699 4 -9 93 7
1983-84 457,629 48,829 506,458 -4 29 90 10
1984-85 459,394 52,237 511,631 0 7 90 10
1985-86 500,065 58,534 558,599 9 12 90 10
1986-87 634,886 62,833 697,719 27 7 90 10
1987-88 712,456 67,282 779,738 12 7 91 9
1988-89 809,978 69,256 879,234 14 3 92 8
1989-90 998,447 71,904 1,070,351 23 4 93 7
1990-91 1,128,978 85,560 1,214,538 13 19 93 7
1991-92 1,257,399105,775 1,363,174 11 24 92 8
1992-93 1,318,892125,525 1,444,417 5 19 91 9
1993-94 1,511,610182,077 1,693,687 15 45 89 11
1994-95 1,412,732192,152 1,604,884 -7 6 88 12
1995-96 1,509,955192,691 1,702,646 7 0 89 11
1996-97 1,444,368236,692 1,681,060 -4 23 86 14
1997-98 1,471,169318,923 1,790,092 2 35 82 18
1998-99 1,441,923407,686 1,849,609 -2 28 78 22
1999-00 1,566,348404,008 1,970,356 9 -1 79 21
2000-01 1,673,280405,038 2,078,318 7 0 81 19
2001-02 1,755,669409,557 2,165,226 5 1 81 19
2002-03 1,943,197449,424 2,392,621 11 10 81 19
2003-04 1,938,678468,984 2,407,662 0 4 81 19
2004-05 2,099,380488,804 2,588,184 8 4 81 19
2005-06 2,407,560525,000 2,932,560 15 7 82 18
2006-07 2,563,510580,000 3,143,510 6 10 82 18
2007-08 2,521,170638,000 3,159,170 -2 10 80 20
2008-09 2,519,184676,464 3,195,648 -0.1 6 79 21
2009-10 2,401,840970,524 3,372,364 -4.7 43 71 29
Source:APTMA.

APPENDIX-2

Calculation of Real Effective Exchange Rate

REER - ui EPit Plt*

J

Here, REER shows the bilateral real exchange rdfé. is the nominal
exchange rate between countrgnd Pakistan currency which has been taken
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from various issues ofEconomic Surveyq; stands for trade weights and
represents the share of trading partner exporttotial textile and clothing
exports of Pakistar®; is the Whole Sale Price Index of parthgit is used here
to represent the price of tradable commaoditgsis Consumer Price Index of
home country (Pakistan), it represents the priagooftradable goods.

APPENDIX-3

Fig. 3A. Share of Textile Exports of Pakistan in Offerent Periods
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(During the specified period, share of textile estpdn total exports is
more than 50 percent. Any change in textile expohi@nges the total exports.
Because of data limitations, the study uses redgtiices of exports as a proxy
for relative prices of textile exports.)
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