Return to the Executive Summary | Go to Appendix

Executive Summary

Introduction: Process and Methodology

Table of Contents

I. Current Health and Competitiveness of the U.S. Textile and Apparel Industries

A.

E.

II. Contribution of the U.S. Textile and Apparel Industries to the U.S. Economy
A.
B.

Current State of the U.S. Textile and Apparel Industries

A.1 Textile Mills (NAICS 313)
A.2 Textile Product Mills (NAICS 314)
A.3 Apparel Manufacturing (NAICS 315)
A.4 Footwear Manufacturing (NAICS 3162)
A.5 Change in Textile End Uses in the United States________ .
A.6 The Global and U.S. Markets for Textiles and Apparel

The Health of the U.S. Textile and Apparel Industries

B.1 Financials: Industry Comparisons
B.l.a. Profitability
B.1.b. Return on Assets

B.2 Financials: BIS Survey Results
B.3 Other Measures of Industry Health

C.1 U.S. Share of Global Textile and Apparel Trade
C.2 Competitiveness Scorecard

New Market Strategies

D.1 Shift in Market Focus

Direct Economic Contribution

Impacts on Other Industries

B.1 The Multiplier Effect of the Textile and Apparel Industries
B.2 Specific Contributions to Other Industries
B.3 Contribution to Critical Infrastructure

i

11

45

45

46

46

48

49


TextileExecSum03.htm
TexReport_Appendix.html

I1I.

IVv.

C.
D.
E.

Contribution to Employment

Contribution to U.S. Research and Development

Summary

Contribution of the U.S. Textile and Apparel Industries to the U.S. Armed Forces

A.

B.
C.

Contribution to the U.S. Armed Forces

A.1 Total Contribution to the Department of Defense
A.2 Details of Department of Defense Textile and Apparel Procurement
A.3 The Procurement Process

A.4 Analysis of Suppliers

U.S. Armed Forces Surge Requirements

Dependency on Foreign Sources for Critical Textile- and Apparel-Related

Material and Potential Threats to National Security
A.
B.
C.
D.
E.

Defining Critical Textile- and Apparel-Related Materials

Dependencies of U.S. Firms on Foreign Sources

Department of Defense’s Dependency on Foreign Sources

Potential Threats to Internal Security from Foreign Sourcing and Dependency

Department of Defense Enforcement of Berry Amendment and Other Buy
American Restrictions

A.
B.

The Berry Amendment and Buy American Restrictions

Industry Survey Responses

B.1 Berry Amendment Responses.
B.2 Buy American Provision Responses

Interviews and Site Visits

C.1 Industry Interviews and Site Visits
C.2 Department of Defense Interviews

Berry Amendment Waivers

il

51
52
53

55
55

55
57
59
60

62
64

67
67
68
71
73
74

77
77
78

79
79

80

80
81

82
83



Executive Summary

The U.S. Department of Commerce’s Bureau of Industry and Security (BIS) has conducted a
“comprehensive study on the health, competitiveness, and the contribution of the U.S. textile and
apparel industry to the U.S. economy and in particular to the U.S. armed forces,” as requested by
the Joint Statement of Managers accompanying the Conference Report on the Consolidated
Appropriations Resolution, 2003 (H. Rept. 108-10). This report reflects the conclusions of that
study. As specifically requested by Congress, the report includes: (i) an assessment of the
current health and competitiveness of the U.S. textile and apparel industries;' (ii) an analysis of
the contribution of the textile and apparel industries to the U.S. economy; (iii) an analysis of the
contribution of the industries to the U.S. Armed Forces; (iv) a review of U.S. dependency on
foreign sources for critical textile materials and potential threats to internal security from
increased foreign sourcing and dependency; and (v) an analysis of whether the Berry
Amendment and other Buy American restrictions are being effectively enforced by the
Department of Defense. The report is based on: data obtained from a detailed survey distributed
by BIS to more than 1,600 U.S. firms involved in the textile and apparel industries; publicly
available financial and industry data; site visits to companies in the textile and apparel industries;
and interviews with industry executives, analysts, trade associations, private research firms, and

federal, state, and local government employees.
Current Health and Competitiveness of the U.S. Textile and Apparel Industries

e In general, U.S. textile and apparel production has declined substantially over the past
five years. However, there is significant variation between and within the textile and

apparel industries, with production decreasing by 40 percent or more in certain subsectors

" The textile industry is defined, for purposes of this report, as those U.S. companies which transform basic fibers
into products that are later processed into end-use products (Textile Mills) or make non-apparel textile end-use
products such as household furnishings, industrial textiles, and carpets (Textile Product Mills). The apparel industry
is defined, for purposes of this report, as those U.S. companies which cut and sew fabric to make a garment, in some
cases knitting the fabric as well (Apparel Manufacturing). These definitions are taken from the North American
Industry Classification System (NAICS) categorization and are consistent with U.S. Census Bureau reporting on
industrial output and activity.
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(e.g., thread and knit fabrics) but holding steady or even increasing in other subsectors

(e.g., fabrics used for home furnishings and industrial products).

e Analysis of industry financial data reinforces the conclusion that there are substantial
differences between and within the industries. Whether measured by profitability, return-
on-assets, or debt-to-equity ratios, the textile industry is in relatively weak health, while
the apparel industry is in relatively good health, compared to other U.S. consumer
cyclical industries, comparable non-cyclical industries, and the textile and apparel
industries abroad. Data also suggest that industry health varies based on firm size, with
larger firms (those with more than $50 million in 2002 sales) reporting higher

profitability rates than smaller firms.

e Alternative — non-financial — metrics of industry health, such as employment and plant
closings, suggest overall weakness, with employment declining from 1997-2001 and a
reduction in the number of textile and apparel establishments.” These data are consistent
with longer-term trends in the textile and apparel industries. Declines in relative prices of
textile and apparel output and in capacity utilization are consistent with this development.

However, the period also shows substantial increases in labor productivity.

e Although in many subsectors U.S. textile and apparel production is shrinking and
relatively unhealthy, the industries as a whole appear to be increasingly competitive in
the global market vis-a-vis foreign competitors. Although still small, the U.S. share of
the global textile and apparel market (as measured by export value) has grown
substantially over the past decade. A review of various competitiveness factors suggests
that the United States ranks high among all nations in various measures of

competitiveness, such as human capital, infrastructure, access to technology, and access

? The reduction in establishments reflects data provided by the Bureau of Labor Statistics on the number of work
sites in a particular industry. Establishments include manufacturing plants, subsidiary service centers, corporate
offices, research and development centers, distribution and retail sites, and other associated locations.
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to financial markets. It lags behind only in productivity-adjusted labor costs and costs

associated with environmental regulation.

The foregoing suggests — and interviews and site visit evidence confirm — that U.S. textile
and apparel firms are increasingly focusing on “niche,” higher value-added product
markets, which may be less labor intensive, more profitable, and more competitive in the
international markets. This trend is being supplemented by new marketing and
production techniques (e.g., seeking to market to the end customer directly and producing

some or all items at off-shore affiliates).

Contribution of the U.S. Textile and Apparel Industries to the U.S. Economy

The combined share of the U.S. textile and apparel industries to the U.S. gross domestic
product declined from 2.80 percent in 1950 to 0.45 percent in 2001 — making it an
increasingly small part of the overall U.S. economy. However, these industries do have

higher than average multiplier effects.

The contribution of the textile and apparel industries to U.S. employment has decreased
over time but remains significant, with the industries employing over 800,000 workers.
A large portion of that workforce today is made up of women and minorities and is

heavily concentrated in the Southeast region.

The textile and apparel industries make contributions through expenditures on research
and development that may have ancillary benefits to the U.S. economy, although it is
difficult to quantify those benefits. Research and development appears to be focused
principally on the creation of new products and manufacturing processes for commercial
and defense applications. This research supports several other fields, including

information technology, biotechnology, and nanotechnology.



Contribution of the U.S. Textile and Apparel Industries to the U.S. Armed Forces

As measured by Department of Defense (DoD) consumption, the U.S. textile and apparel
industries made relatively small contributions to the U.S. Armed Forces. DoD direct and
indirect procurement of textile and apparel items, or items that consist significantly of

textiles and apparel, constituted less than three percent of total DoD procurement.

The textile and apparel industries’ “contribution” to the Armed Forces can also be
measured by the industries’ ability to meet “surge” production requirements in times of
mobilization. The data suggest that the textile and apparel industries have excellent surge
production capabilities, with 80 percent of firms responding to BIS’s survey that
currently supply to DoD reporting that they have the ability to double production in six

months.

Dependency on Foreign Sources for Critical Textile-Related Materials

For the purposes of the study, the report defines “critical textile-related materials” to be
those textile-related items (including inputs) necessary for the production of textiles and
apparel that are critical to the ability of the U.S. Armed Forces and the U.S. economy to

function. This definition is consistent with input received from industry and DoD.

Of the surveyed firms which indicated that they rely on foreign sources of textile and
apparel inputs, 73 percent reported that they were “dependent” on foreign sources for at
least one good or service. However, a substantial number of these firms acknowledged
that there were, in fact, domestic producers of the goods/services currently obtained from

foreign sources, but that the foreign source was “relied upon” because of lower costs.

Those firms that indicated they rely on foreign sources of textile and apparel inputs for

which there is no adequate domestic alternative noted primarily three categories of
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foreign-sourced inputs: (i) textile and apparel manufacturing machinery and parts
(principally obtained from Switzerland, Germany, and Japan); (ii) production, labor,
assembly, and services (principally obtained from China, Taiwan, India, and South
Korea); and (iii) raw inputs such as fabric, fiber, yarn sourcing, chemicals, and dyes
(principally obtained from South Korea, India, and Mexico). Items in the second and
third categories can often be obtained from alternative sources abroad (e.g., labor can be
obtained in China or Taiwan or India), while items in the first category (machinery and

parts) are more often available only from a single source.

By virtue of statutory restrictions (the Berry Amendment and the Buy American Act),
DoD directly purchases only very small amounts of foreign textiles and apparel
(approximately 0.23 percent of total DoD expenditures on textiles and apparel). Further,
DoD maintains a list of “critical” textile and apparel items, all of which must — and,
according to DoD, can — be sourced domestically, consistent with the statutory
restrictions. Accordingly, there is strong evidence that DoD itself is not dependent on
foreign sources for its textile and apparel needs. However, the BIS survey indicated that
many of the textile and apparel firms selling to DoD believe that they are dependent on a
foreign source for some input to production. The foreign-sourced inputs most commonly
cited include machinery, equipment and parts, dyes, and chemicals. This does not
necessarily suggest non-compliance with the Berry Amendment and the Buy American
requirements because (i) those requirements do not apply to machinery used to
manufacture textile and apparel products, and (ii) chemicals and dyes do not account for
a large enough percentage of the total value of the textile and apparel items purchased to

invoke such restrictions.

The U.S. textile and apparel industries’ greatest foreign dependency appears to be on
foreign-manufactured textile- and apparel-related manufacturing equipment. The
“threat” posed by this dependency is mitigated by the facts that (i) the countries
producing this equipment are close U.S. allies, and (ii) there is currently domestic over-

capacity in the textile and apparel industries, enabling U.S. firms to meet critical textile-
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related needs even if access to foreign-manufactured machinery were cut off. U.S. textile
and apparel manufacturers also currently rely upon foreign sources for other inputs,
including labor and raw materials. While the countries from which these inputs are
obtained pose more complex security issues for the United States, the threat posed by this
reliance is mitigated by the fact that these inputs can commonly be obtained from more

than one source.

Department of Defense Enforcement of Berry Amendment and Buy American Restrictions

Statistics provided by DoD suggest that it is granting very few waivers of the Berry
Amendment and Buy American restrictions. These statistics were confirmed by

interviews with industry.

Based on BIS survey responses, more than two-thirds of firms supplying DoD consider
DoD enforcement of the Berry Amendment and other Buy American Restrictions to be
effective. Most of the remaining one-third disagree, but cannot provide specific

examples of ineffective enforcement.

Both industry and DoD employees interviewed indicated that certain clarifications to
regulations implementing the Berry Amendment and the Buy American restrictions might
be beneficial to help enhance understanding of the restrictions, both by service personnel

and by industry.
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Introduction: Process and Methodology

This report responds to a Congressional directive’ that the U.S. Department of Commerce’s

Bureau of Industry and Security (BIS):

[Clonduct a comprehensive study on the health, competitiveness, and the contribution of
the U.S. textile and apparel industry to the U.S. economy and in particular to the U.S.
Armed Forces. The study should include a review of whether the United States is
increasing its dependency on foreign sources for critical textile-related materials;
potential threats to internal security from increased foreign sourcing and dependency; and
whether the Berry Amendment and other Buy American restrictions are being effectively
enforced by the Department of Defense.

Background on BIS Analyses of U.S. Defense Industrial Base

BIS’s Office of Strategic Industries and Economic Security (OSIES) is the focal point in the
Department of Commerce for issues relating to the health and competitiveness of the U.S.
defense industrial base. OSIES works to maintain and enhance national and economic security
by conducting primary research and analyses on critical technologies and defense-related
industrial sectors. OSIES’s capabilities are leveraged through partnerships with a wide range of
defense and civilian federal agencies, state and local governments, industry associations, and
universities. Congressional mandates and executive orders grant BIS the unique authority to
conduct surveys and assessments of defense-related industries and technologies and to monitor
economic and trade issues critical to the U.S. industrial base. Specifically, this study was
conducted in accordance with BIS’s authority under the Defense Production Act of 1950, as
amended (50 U.S.C. App. Sec. 2155). BIS is delegated the authority under Section 705 of the
Defense Production Act of 1950, as amended, and Section 401 of Executive Order 12656, as

amended, to collect basic economic and industrial information from industry.

¥ Conference Report to the Omnibus Appropriations Act of 2003 [P.L. 108-7, 20 February 2003, H901].



BIS worked in conjunction with an outside consultant, Strategic Resources, Incorporated (SRI),

to prepare this report. SRI is an economics consulting firm with substantial experience in

conducting industry analyses such as these.

Sources of Information

The primary sources of information for this report included:

The BIS Industry Survey sent to approximately 1,600 textile and apparel firms covering a
representative sample of textile mills (NAICS 313), textile product mills (NAICS 314),
apparel manufacturers (NAICS 315), footwear manufacturers (NAICS 3162), and other
related industries;

Publicly available data such as financial information, company annual reports, and data
from Commerce’s Bureau of Economic Analysis (BEA), Bureau of the Census, and
Office of Textiles and Apparel (OTEXA), the Department of Labor’s Bureau of Labor
Statistics (BLS), the U.S. International Trade Commission, and the U.S. Department of
Agriculture;

Site visits to several companies in the textile and apparel industries; and

Interviews with industry executives, industry analysts, government textile and apparel
experts, DoD officials, state and federal government-funded research institutions, private

research firms, and trade associations.

Working Groups

In the preparation of this report, and in particular the Industry Survey referenced above, BIS

worked in coordination with two working groups: one consisting of relevant U.S. government

agencies; the other made up of associations from the textile and apparel industries.

The inter-agency working group consisted of representatives from Commerce’s International

Trade Administration and Bureau of the Census, the U.S. International Trade Commission, the

U.S. Bureau of Customs and Border Protection, the DoD’s Defense Logistics Agency and

Defense Contract Management Agency, the U.S. Department of Labor, the Central Intelligence

Agency, and the U.S. Department of Agriculture.
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The industry working group consisted of representatives from the textile and apparel industries:
the American Apparel & Footwear Association, the American Fiber Manufacturers Association,
the National Cotton Council of America, the National Textile Association, the American Yarn
Spinners Association, the American Textile Manufacturers Institute, the United States Industrial
Fabrics Institute, the Industrial Fabrics Association International, the American Manufacturing

Trade Action Coalition, and Clemson Apparel Research.
BIS Survey Methodology

Significant parts of the report’s analyses derive from the results of the BIS survey. The survey
covers both U.S. and foreign-owned businesses with operations in the United States. Foreign

businesses operating outside the United States were not included in this study.

BIS used the expertise of the aforementioned industry working group, as well as input from the
inter-agency group to pre-test the survey and identify companies that were included in the survey
mailing list. The time period covered in the BIS survey is 1999 through 2003, with 2003 data
estimated by the textile and apparel firms. The final survey was then sent to the Office of
Management and Budget for review and approval for compliance with the Paperwork Reduction

Act.

BIS sent the survey to more than 1,600 firms, and a total of 1,024 responses were received. Of
those, more than 500 firms were exempted from completing the survey because their operations
were not within the scope of the study, they ceased operations, or they were very small (typically
with fewer than 10 employees). Of the remainder, 497 submitted valid and complete responses
with critical data. The responding firms represent a significant share of the textile and apparel
industries in terms of employment, shipments, and sales. Table 1 compares survey response-
generated employment data with total textile and apparel employment statistics from the
Department of Labor for 2002 and is provided to show the portion of the industries represented

by the survey responses.



Table 1. Comparison of Department of Labor Data With
BIS Textile & Apparel Survey Data: 2002
Total Production
Source of Data Workers Workers
Labor Data (NAICS) 847,000 691,500
Survey Data 291,362 179,681
Survey % 34.4% 26.0%

Sources: DOC/BIS Industry Survey and Department of Labor

This shows that survey results came from firms representing 34.4 percent of the total textile and
apparel workforces, and 26 percent of textile and apparel production workers respectively, both

indicating substantial responses.

The textile and apparel industries in the United States are comprised of both publicly traded and
privately held companies. This study incorporates data obtained from publicly traded and
privately held textile and apparel companies operating domestically. Firms included in this

report engage in one or more of the following activities:

e Manufacturing textile and/or apparel items;

e Manufacturing products for the textile and apparel industries;

e Providing specialized services for the textile and apparel industries;

¢ Distributing products for the textile and apparel industries;

e Reselling products for the textile and apparel industries;

e Conducting research and development (R&D) for the textile and apparel industries; and

e Conducting other activities relating to the textile and apparel industries.

In an effort to meet the requirements of Congress, BIS collected information about each firm’s
textile and apparel activities, such as their product lines, defense production, financial operations,
investment, R&D expenditures, employment, partnerships with federal agencies and industry,
competitors, and market projections. A copy of the BIS survey is included in the appendix.
Consistent with the statutory authority under which the survey is issued, the individual responses

filed by companies are kept confidential.



For the purposes of this assessment, the textile and apparel industries are comprised of
companies that transform a basic fiber (natural or synthetic) into a product, such as yarn or
fabric, that can be further processed or manufactured into woven, knitted, bonded, felted,
needle-punched, lace, and crocheted goods for commercial or industrial use. The industries
also include companies involved in two distinct manufacturing processes: (1) cut and sew
(i.e., purchasing fabric and cutting and sewing to make a garment) and (2) the manufacture of

garments in establishments that first knit fabric and then cut and sew fabric into a garment.






I. Current Health and Competitiveness of the U.S. Textile and Apparel
Industries

This chapter examines the health and competitiveness of the U.S. textile and apparel industries at
both the macro- and micro-economic levels. It first provides an overview of the current state of
the industries by discussing the main products, the demand trends, and the global and U.S.
markets. Next, the chapter assesses the health of the U.S. textile and apparel industries using
various relevant industry indicators, including key financial metrics, trends in output,
employment, prices, and production capacity. Finally, the chapter compares these U.S.
industries with their international counterparts in several key areas to gauge the U.S. industries’

competitiveness.

The analysis uses data from public sources, including the U.S. DOC’s Bureau of Economic
Analysis and Bureau of the Census and the U.S. Department of Labor’s Bureau of Labor
Statistics. The analysis also relies on data collected through the DOC/BIS Survey Questions for
Industry.

A. Current State of the U.S. Textile and Apparel Industries

For purposes of this assessment, the U.S. textile and apparel industries together are comprised of
four major segments, as defined by the Office of Management and Budget under the North
American Industry Classification System (NAICS):

= Textile Mills (NAICS 313) — transform a basic fiber into a product that is usually

purchased and processed into end-use products by either cutting and sewing or finishing;

= Textile Product Mills (NAICS 314) — make textile products (except apparel),
purchasing fabric and cutting and sewing to make textiles and end products such as bed

linens, curtains, draperies, and carpets;

= Apparel Manufacturing (NAICS 315) — either (1) cut and sew purchased fabric to

make a garment, or (2) first knit fabric, then cut and sew the fabric into a garment; and



= Footwear Manufacturing (NAICS 3162) — manufacture footwear from a variety of

materials.

This section reviews the current state of each of these industries and their major sub-product
groups. To put the performance of these industries in context, Table I-1 presents figures for
growth in overall national gross domestic product (GDP), retail sales, and industrial production

for 1997 through 2002.

Table I-1. Change in Relevant U. S. Economic Figures (percent)
1997 1998 1999 2000 2001 2002
GDP 4.4 4.3 4.1 3.75 0.25 2.45
Retail Sales 4.6 5.0 8.4 6.7 2.8 2.8
Industrial Output 7.3 5.6 4.3 4.7 -3.5 -0.7

Source: Federal Reserve Statistics, U.S. Department of Commerce, Bureau of the Census

Overall, as described in greater detail below, the analysis suggests that there is substantial
variation in the status of the different sectors. The analysis also discusses, in separate
subsections, trends in end uses (away from apparel manufacturing and towards industrial
applications) and trends in U.S. exports and imports relative to consumption (showing imports as

a growing percentage of U.S. apparent consumption).
Al Textile Mills (NAICS 313)

The U.S. textile industry includes firms that transform basic fibers such as cotton, wool, and
polyesters into products such as yarn, fabric, and thread that are further manufactured into end-
use items such as apparel, sheets, bags, or industrial items. Three broad categories describe the
scores of products and processes these industries encompass, as seen in Table [-2: (1) fiber,

yarn, and thread mills; (2) fabric mills; and (3) finishing and coating mills.

As shown in Table I-2, total shipments from textile mills declined from approximately $49.8
billion in 1997 to approximately $38.5 billion in 2001. The largest activity based on value of
shipments is fabric forming, comprising 58 percent of basic textile production in the United

States in 2001. Spinning, yarn throwing, and thread production comprise 26 percent of the
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shipment value in basic textile production in 2001. Finally, 15 percent of the industry (based on

value-added only) engages in textile finishing and coating.

All activities within the three main textile sectors recorded declines in the value of shipments
over the period 1997-2001. The decline in these sectors preceded that of the general U.S.
economy, which began to retrench in 1999. As explained later in this report, a decline in demand
for textiles (by apparel producers in particular) and rising textile imports are commonly cited as
significant factors affecting U.S. production of textiles. For example, there was a severe decline
in apparel construction shipments, contributing in turn to substantial declines in demand for

thread (by 47 percent) and knit fabrics (by 44 percent) during the 1997-2001 period. Spinning,

Table I-2. U.S. Shipments of Textiles 1997-2001

($ Millions)
Percent
NAICS Description 1997 1998 1999 2000 2001 Change
1997-2001

31311 Fiber, Yarn, and Thread Mills 12,897 | 12,669 | 11,904 | 11,334 | 10,030 -22%
313111 Spinning 8,143 | 7,943 7216 | 6,374 | 5,720 -30%
313112 Yarn Throwing 4232 | 4123 4376 | 4,586 | 4,033 -5%
313113 Thread 522 603 311 374 278 -47%
3132 Fabric Mills 29,980 | 29,688 [ 27,900 | 26,410 | 22,604 -25%
31321 Broad woven 18,269 | 18,306 | 16,655 | 15,562 | 13,295 -27%
31322 Narrow Fabric 1646 | 1,711 1,834 | 1,759 | 1,724 5%
31323 Non-Woven Fabric 4368 | 4,416 4674 | 4873 | 4,407 1%
31324 Knit Fabrics 5697 | 5,255 4737 | 4216 | 3,179 -44%
3133 | Finishing and Coating Mills* | 6896 ] 6554 6,245] 6,326 | 5,905 | -14%
| Total | 49,773 | 48,911 | 46,049 | 44,070 | 38,540 | -23%

Source: U.S. Department of Commerce, Annual Survey of Manufactures
*Finishing and coating are intermediate services in textile production; the values presented here are value-added.

yarn throwing, thread shipments, and fabric forming declined by 22 percent, close to the industry
average of 23 percent, while finishing and coating activities declined by 14 percent. However,
within the three major categories considerable variation in performance is evident. Thread
shipments declined by an average of 47 percent or more than double the industry average.
Following closely behind the trend in thread shipments, knit fabric mill shipments declined by 44
percent -- almost double the industry average. In contrast, narrow fabric and non-woven fabric

shipments expanded slightly based on value.




A2 Textile Product Mills (NAICS 314)

Textile product mills utilize yarn, fabric, and thread for the manufacture of end-use products.
These are differentiated from apparel products (NAICS 315) because they are not worn and are
frequently produced in vertically integrated operations. Some cutting and sewing may be
required. Textile mills fall into two major groups: (1) textile furnishings mills (home
furnishings), which comprised two-thirds of the shipments; and (2) other textile product mills

(general industrial products) (see Table I-3).

Table I-3. U.S. Shipments of Products from Textile Mills 1997- 2001

($ Millions)
Percent
NAICS Description 1997 1998 1999 2000 2001 Change
1997-2001
3141 Textile Furnishings Mills 20,296 | 20,658 21,119 | 22,436 | 21,793 7%
31411 Carpet and Rugs 11,493 | 12,070 11,686 | 12,748 | 12,659 10%
31412 Curtains, Linens and Household 8.803 8588 9433 9688 9.134 4%
Products

3149 Other Textile Product Mills 10,756 | 10,479 11,570 | 11,219 | 10,178 -5%
31491 Textile Bags and Canvas 2,502 2,516 2,606 2,598 2,464 2%
314991 Rope, Cordage and Twine 777 766 804 821 809 4%
314992 Tire Cordage and Tire Fabric 1,269 1,300 1,428 1,479 1,038 -18%
314999 Products not listed elsewhere 6,208 5,897 6,732 6,321 5,867 -5%
| Total | 31,052 | 31,137 | 32,689 | 33,654 | 31,971 | 3%

Source: U.S. Department of Commerce, Annual Survey of Manufactures

Total shipments of textile mill products rose during the 1997-2001 period to about $32 billion,
up from approximately $31.1 billion in 1997, with the principal area of growth being textile
furnishings mills. Shipments of the major home products groups (carpets, rugs, curtains, linens,
and house products) grew seven percent over the 1997-2001 period. The slight decline in
shipments in 2001 was due, in part, to the general downturn suffered by most of the U.S.

consumer sector.

In contrast to the growth in the furnishings mills, shipments of other textile product mills
declined by five percent overall. Shipments of tire cordage declined by 18 percent over the
1997-2001 period, and shipments of textile bags and canvas also fell by two percent. Only the

rope, cordage, and twine subsector grew over the period.
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A3 Apparel Manufacturing (NAICS 315)

Activities in the apparel manufacturing subsector comprise two distinct manufacturing processes:
(1) cut and sew (i.e., purchasing fabric and cutting and sewing it to make a garment) and (2) the
manufacture of garments in establishments that first knit fabric and then sew the fabric into a

garment.

The apparel manufacturing subsector includes a diverse range of establishments manufacturing
full lines of ready-to-wear and custom apparel. Examples of subsector manufacturing include:
apparel contractors performing cutting or sewing operations on materials owned by others;
jobbers performing entrepreneurial functions involved in apparel manufacture; and tailors
manufacturing custom garments for individual clients. Knitting, when done alone, is classified
in the textile mills subsector, but when combined with the production of complete garments, is

classified as apparel manufacturing.

Table I-4. U.S. Shipments of Apparel 1997- 2001

($ Millions)
Percent
NAICS Description 1997 1998 1999 2000 2001 Change
1997-2001
315 Apparel Mfg. 68,018 | 64,932 62,305 | 60,339 | 54,598 -20%
3151 Apparel From Knitting Mills 9,601 8,526 7,669 7,569 6,838 -29%
3152 Cut and Sew Apparel Mfg. 53,852 | 51,574 50,332 | 48,413 | 43,563 -19%

Source: U.S. Department of Commerce, Annual Survey of Manufactures

U.S. apparel shipments experienced a decline of 20 percent during the 1997-2001 period (see
Table I-4). Shipments of apparel from knitting mills fell 29 percent over the period, while

shipments from cut and sew establishments fell 19 percent.

Industry data in Figure I-1 shows the decline in the pounds of fiber consumed by the apparel
industry. Figure I-1 also shows that the current decline in production began in 1995 and has

continued unbroken.

More than 50 percent of U.S. apparel shipments are concentrated in three areas: the production
of men’s, boys’, women’s, and girls’ trousers (29 percent); men’s and boys’ knit sport shirts (13

percent); and children’s, girls’, and infants’ apparel (12 percent).
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Figure I-1. Consumption of Fiber by U.S. Apparel Industry, 1994-2001
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Source: Cotton Counts its Customers, All Fibers

A4 Footwear Manufacturing (NAICS 3162)

The U.S. footwear manufacturing industry is broken down into five categories: rubber and
plastics footwear; house slippers; men’s footwear; women’s footwear; and other footwear.
Rubber and plastics footwear includes manufacturers who produce footwear that has rubber or
plastic soles with rubber, plastic or fabric uppers, as well as rubber and plastics protective
footwear. House slipper manufacturing includes all house slippers and slipper socks, regardless
of material. Men’s and women’s footwear is comprised of all footwear that is primarily designed
for dress, street, and work. This includes all shoes with rubber or plastic soles and leather or
vinyl uppers, except athletic shoes, which are classified under other footwear or rubber and

plastics footwear if they have a fabric upper.
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Table I-5. U.S. Shipments of Footwear 1997-2001 ($ Millions)

NAICS Description 1997 1998 1999 2000 2001 Percent Change
1997-2001

3162 Footwear 4,211 3,764 3,797 3,760 3,511 7%
Manufacturing

316211 Rubber and 1,010 1,130 1,023 977 963 -5%
Plastics Footwear

316212 House Slippers 264 235 248 254 205 -22%

316213 Men’s Footwear 2,020 1,692 1,829 2,022 1,942 -4%
(except Athletic)

316214 Women'’s Footwear 704 506 516 369 303 -57%
(except Athletic)

316219 Other Footwear 214 201 181 139 98 -54%

Source: U.S. Department of Commerce, Annual Survey of Manufactures

In the U.S. footwear manufacturing industry, men’s footwear comprised 55 percent of all
shipments in 2001 (see Table I-5). This was followed by rubber and plastics footwear which
made up 27 percent. Women’s footwear has substantially decreased in shipments, declining
from $704 million in shipments in 1997 to $303 million in shipments in 2001. This represents a
reduction of 57 percent in shipments over five years. The average change for all footwear
manufacturing from 1997 to 2001 was a decline of 17 percent. In 2001, footwear shipments

totaled only $3.5 billion.
A5 Change in Textile End Uses in the United States

With declines in U.S. apparel shipments, the composition of textile production in the United
States has shifted away from fabrics for use in apparel to fabrics for use in home furnishing
applications and other industrial uses. As shown in Figure I-2, 1994 apparel production
consumed more than double the textiles used to produce industrial goods. By 2001, textile
consumption by U.S. apparel firms had declined almost to the level of textiles demanded by
industrial producers, whose consumption of textiles increased only slightly, growing from 18
percent of fiber consumption to 20 percent in 2001. The share of textile consumption for home

furnishings increased from 46 percent in 1994 to 52 percent in 2001.
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Figure I-2. Demand for Textiles by End Use in the United States,
1994-2001 (Millions of pounds)
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A.6 The Global and U.S. Markets for Textiles and Apparel

Table I-6 shows trends in shipments, imports, exports, apparent consumption, and imports as a
percent of apparent consumption for spinning, yarn, and thread (NAICS 31311). While U.S.
imports of thread and yarn first rose and then fell over the 1997-2001 period, imports as a
percentage of apparent consumption rose steadily, as U.S. production generally declined. U.S.
yarn imports increased by 17 percent, while imports of thread declined by 21 percent. The top
five foreign sources of imported yarn and thread are: Canada ($100 million or 20 percent),
Mexico ($87 million or 13 percent), Pakistan ($69 million or ten percent), Italy ($44 million or
seven percent), and Thailand ($31 million or five percent). Exports of yarn and thread grew over

the period.
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Table I-6. U.S. Shipments, Imports, Exports and Apparent Consumption,
Spinning, Yarn, and Thread 1997- 2002

($ Millions)
Change

NAICS Description 1997 1998 1999 2000 2001 2002 1997 - 2001
U.S. Shipments

Spinning, Yarn,
31311 and Thread 12,897 | 12,669 | 11,904 | 11,334 | 10,030 N/A -22%
313111 Yarn/Spinning 8,143 7,943 7,216 6,374 5,720 N/A -30%
313112 Yarn Throwing 4,232 4,123 4,376 4,586 4,033 N/A -5%
313113 Thread 522 603 311 374 278 N/A -47%
U.S. Imports (CIF-Cost, Insurance, and Freight)

Spinning, Yarn,
31311 and Thread 601 649 716 805 701 670 17%
313111 Yarn/Spinning 547 597 668 760 658 620 20%
313112 Yarn Throwing -- - - -- -- -- --
313113 Thread 54 52 47 45 42 50 -21%
U.S. Exports (FAS-Free Along Side)

Spinning, Yarn,
31311 and Thread 513 548 614 731 607 590 18%
313111 Yarn/Spinning 358 347 372 415 409 423 14%
313112 Yarn Throwing -- - - -- -- -- --
313113 Thread 155 201 242 315 198 167 28%
U.S. Apparent Consumption

Spinning, Yarn,
31311 and Thread 12,985 | 12,770 | 12,005 | 11,409 | 10,124 N/A -22%
313111 Yarn/Spinning 8,332 8,194 7,512 6,718 5,969 N/A -28%
313112 Yarn Throwing - - - - - - -
313113 Thread 421 453 116 105 122 N/A -11%
Imports as a Percent of Apparent Consumption

Spinning, Yarn,
31311 and Thread 5% 5% 6% 7% 7% N/A 50%
313111 Yarn/Spinning 7% 7% 9% 11% 11% N/A 68%
313112 Yarn Throwing - - - - - - -
313113 Thread 13% 11% 41% 43% 35% N/A 172%

Source: U.S. Department of Commerce, Annual Survey of Manufactures, and U.S. Imports and Exports of Merchandise Trade
(as reported by the U.S. International Trade Commission)

Table I-7 illustrates U.S. shipments, imports, exports, apparent consumption, and imports as a
percent of apparent consumption of textile fabrics for 1997-2002. While apparent U.S.
consumption of fabric declined 29 percent over the 1997-2001 period and shipments of fabric
have declined by 25 percent, imports have remained relatively steady, declining only three
percent. The net result of declining U.S. shipments and steady imports of textile fabric has been

a rise in the penetration of imports into the U.S. market.
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Table I-7. U.S. Shipments, Imports, Exports, and Apparent Consumption 1997- 2002
Textile Fabrics

($ Millions)
Change

NAICS Description 1997 1998 1999 2000 2001 2002 1997-2001
U.S. Shipments

Fabric (Weaving
3132 and Knitting) 29,980 | 29,688 | 27,900 26,410 | 22,604 N/A -25%
31321 Broadwoven 18,269 | 18,306 | 16,655 15,562 | 13,295 N/A -27%
31322 Narrow Fabric 1,646 1,711 1,834 1,759 1,724 N/A 5%

Non-Woven
31323 Fabric 4,368 4,416 4,674 4,873 4,407 N/A 1%
31324 Knit Fabrics 5,697 5,255 4,737 4,216 3,179 N/A -44%
U.S. Imports (CIF-Cost, Insurance, and Freight

Fabric (Weaving
3132 and Knitting) 5,315 5,367 5,282 5,714 5,151 5,531 -3%
31321 Broadwoven 3,905 3,907 3,659 3,896 3,338 3,559 -15%
31322 Narrow Fabric 341 374 394 439 407 442 19%

Non-Woven
31323 Fabric 265 277 286 355 372 422 40%
31324 Knit Fabrics 804 810 944 1,025 1,034 1,107 29%
U.S. Exports (FAS-Free Along Side)

Fabric (Weaving
3132 and Knitting) 4,369 4,378 4,680 5,635 5,715 6,033 31%
31321 Broadwoven 2,388 2,425 2,683 3,315 3,237 3,301 36%
31322 Narrow Fabric 538 551 660 728 749 769 39%

Non-Woven
31323 Fabric 769 733 674 761 757 822 -2%
U.S. Apparent Consumption

Fabric (Weaving
3132 and Knitting) 30,926 | 30,677 | 28,503 26,489 | 22,040 N/A -29%
31321 Broadwoven 19,787 | 19,787 | 17,630 16,143 | 13,397 N/A -32%
31322 Narrow Fabric 1,449 1,534 1,568 1,470 1,382 N/A -5%

Non-Woven
31323 Fabric 3,864 3,959 4,286 4,466 4,022 N/A 4%
31324 Knit Fabrics 5,826 5,396 5,019 4,410 3,240 N/A -44%
Imports as a Percent of Apparent Consumption

Fabric (Weaving
3132 and Knitting) 17% 17% 19% 22% 23% N/A 36%
31321 Broadwoven 20% 20% 21% 24% 25% N/A 26%
31322 Narrow Fabric 24% 24% 25% 30% 29% N/A 25%

Non-Woven
31323 Fabric 7% 7% 7% 8% 9% N/A 35%
31324 Knit Fabrics 14% 15% 19% 23% 32% N/A 131%

Source: U.S. Department of Commerce, Annual Survey of Manufactures, and U.S. Imports and Exports of Merchandise Trade
(as reported by the U.S. International Trade Commission)

As illustrated in Table I-7, considerable variation in U.S. shipments exists between the major
fabric sub-groups. Large declines were seen in shipments of broad woven and knit fabrics (27
percent and 44 percent respectively), compared with narrow fabrics and non-wovens, where
shipments increased by five percent and one percent, respectively. The top five import sources

for fabric are: Canada ($800 million or 14 percent); South Korea ($600 million or 11 percent);
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Italy ($500 million or nine percent); Taiwan ($400 million or seven percent); and China ($400

million or seven percent).

As shown in Table I-8, U.S. shipments of products from textile furnishing mills (home
furnishings) grew by seven percent between 1997 and 2001, while shipments from other textile
product mills (industrial applications) declined modestly (by five percent), about one-third the
rate for fabrics and yarns. Imports of home furnishings and industrial textiles increased over the

period.

The top five sources of U.S. imports of home furnishings are: China ($1.5 billion or 26 percent);
India ($1 billion or 16 percent); Pakistan ($700 million or 11 percent); Mexico ($400 million or
seven percent); and Canada ($300 million or five percent). The top five sources of U.S. imports
of industrial textiles are: China ($900 million or 34 percent); Mexico ($400 million or 16
percent); Canada ($200 million or nine percent); South Korea ($100 million or five percent); and

Taiwan ($100 million or four percent).

Table I-8. U.S. Shipments, Imports, Exports, and Apparent Consumption 1997- 2002
Textile Furnishing Mills and Other Textile Product Mills

($ Millions)
Change

NAICS Description 1997 1998 1999 2000 2001 2002 1997-2001

U.S. Shipments

3141 Textile Furn. Mills 20,296 | 20,658 | 21,119 22,436 | 21,793 N/A 7%

31411 Carpets and Rugs 11,493 | 12,070 | 11,686 12,748 12,659 N/A 10%
Curtains and

31412 Linens 8,803 8,588 | 9,433 9,688 9,134 N/A 4%
Other Products of

3149 Textile Mills 10,756 | 10,479 | 11,570 11,219 10,178 N/A -5%
Textile Bags and

31491 Canvas 2,502 2516 | 2,606 2,598 2,464 N/A -2%
Rope, Cordage,

314991 and Twine 777 766 804 821 809 N/A 4%
Tire Cordage and

314992 Tire Fabric 1,269 1,300 1,428 1,479 1,038 N/A -18%

U.S. Imports (CIF-Cost, Insurance, and Freight

3141 Textile Furn. Mills 2,985 3,613 | 4,185 5,018 5,089 6,089 70%

31411 Carpets and Rugs 961 1,109 | 1,248 1,464 1,410 1,531 47%
Curtains and

31412 Linens 2,024 2,504 | 2,937 3,554 3,679 4,558 82%
Other Products of

3149 Textile Mills 767 826 839 901 931 1,021 21%
Textile Bags and

31491 Canvas 342 387 410 438 462 503 35%
Rope, Cordage,

314991 and Twine 223 229 220 249 259 270 17%
Tire Cordage and

314992 Tire Fabric 202 210 208 214 210 247 4%
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Table I-8. U.S. Shipments, Imports, Exports, and Apparent Consumption 1997- 2002
Textile Furnishing Mills and Other Textile Product Mills

($ Millions)
Change

NAICS Description 1997 1998 1999 2000 2001 2002 1997-2001

U.S. Exports (FAS-Free Along Side)

3141 Textile Furn. Mills 1,297 1,295 | 1,197 1,246 1,151 1,085 -11%

31411 Carpets and Rugs 858 826 772 791 711 684 -17%
Curtains and

31412 Linens 439 469 425 455 441 401 0%
Other Products of

3149 Textile Mills 299 310 310 308 285 288 -5%
Textile Bags and

31491 Canvas 76 81 79 73 71 77 -7%
Rope, Cordage,

314991 and Twine 63 75 69 78 81 86 28%
Tire Cordage and

314992 Tire Fabric 159 154 162 158 133 126 -16%

U.S. Apparent Consumption

3141 Textile Furn. Mills 21,984 | 22,976 | 24,106 26,208 | 25,731 N/A 17%

31411 Carpets and Rugs 11,596 | 12,353 | 12,162 13,421 13,358 N/A 15%
Curtains and

31412 Linens 10,388 | 10,623 | 11,944 12,787 12,373 N/A 19%
Other Products of

3149 Textile Mills 5,016 5,098 | 5,367 5,490 4,956 N/A -1%
Textile Bags and

31491 Canvas 2,768 2,822 | 2,937 2,962 2,854 N/A 3%
Rope, Cordage,

314991 and Twine 936 920 956 992 987 N/A 5%
Tire Cordage and

314992 Tire Fabric 1,312 1,357 | 1,474 1,536 1,115 N/A -15%

Imports as a Percent of Apparent Consumption

3141 Textile Furn. Mills 14% 16% 17% 19% 20% N/A 46%

31411 Carpets and Rugs 8% 9% 10% 11% 11% N/A 27%
Curtains and

31412 Linens 19% 24% 25% 28% 30% N/A 53%
Other Products of

3149 Textile Mills 15% 16% 16% 16% 19% N/A 23%
Textile Bags and

31491 Canvas 12% 14% 14% 15% 16% N/A 31%
Rope, Cordage,

314991 and Twine 24% 25% 23% 25% 26% N/A 11%
Tire Cordage and

314992 Tire Fabric 15% 16% 14% 14% 19% N/A 22%

Source: U.S. Department of Commerce Annual Survey of Manufactures, and U.S. Imports and Exports of Merchandise Trade

(as reported by the U.S. International Trade Commission)

Table I-9 provides data for U.S. shipments, imports, exports, apparent consumption, and imports

as a percentage of apparent consumption for the apparel sector. U.S. shipments of apparel

declined by 20 percent during 1997-2001, due largely to substantial drops in shipments from

apparel knitting mills (decreasing $2.8 billion or 29 percent) and cut and sew apparel

manufacturers (down almost $10.2 billion or 19 percent). At the same time, imports of products

from apparel knitting mills and cut and sew apparel manufacturers grew during 1997-2001. The

top five sources of U.S. imports of all apparel products in 2002 were: China ($9.3 billion or 15
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percent of imports); Mexico ($7.7 billion or 12 percent); Hong Kong ($3.9 billion or 6.2

percent); Honduras ($2.5 billion or four percent); and the Dominican Republic ($2.2 billion or

four percent).

Table I-9. U.S. Shipments, Imports, Exports, and Apparent Consumption 1997-2002

Apparel ($ Millions)

Change

NAICS Description 1997 1998 1999 2000 2001 2002 1997-2001

U.S. Shipments

315 Apparel Mfg. 68,018 64,932 62,305 60,339 54,598 N/A -20%
Apparel Knitting

3151 Mills 9,601 8,526 7,669 7,569 6,838 N/A -29%
Cut and Sew

3152 Apparel Mfg. 53,852 51,574 50,332 48,413 43,563 N/A -19%

3159 Accessories 4,566 4,832 4,304 4,357 4,198 N/A -8%

U.S. Imports (CIF-Cost, Insurance, and Freight)

315 Apparel Mfg. 47,084 52,298 55,104 62,928 62,429 | 62,313 33%
Apparel Knitting

3151 Mills 560 680 844 946 919 1,027 64%
Cut and Sew

3152 Apparel Mfg. 43,765 48,746 51,282 58,417 57,923 | 57,686 32%

3159 Accessories 2,759 2,872 2,978 3,564 3,587 3,599 30%

U.S. Exports (FAS-Free Along Side)

315 Apparel Mfg 8,274 8,412 7,876 8,104 6,469 5,462 -22%
Apparel Knitting

3151 Mills 353 417 445 423 363 344 3%
Cut and Sew

3152 Apparel Mfg. 6,361 6,141 6,012 6,260 4,894 4,067 -23%

3159 Accessories 1,560 1,855 1,418 1,420 1,213 1,050 -22%

U.S. Apparent Consumption

315 Apparel Mfg. 106,827 | 108,818 | 109,533 | 115,163 | 110,558 N/A 3%
Apparel Knitting

3151 Mills 9,808 8,788 8,068 8,092 7,395 N/A -25%
Cut and Sew

3152 Apparel Mfg. 91,255 94,180 95,601 | 100,571 96,592 N/A 6%

3159 Accessories 5,764 5,850 5,864 6,500 6,572 N/A 14%

Imports as a Percent of Apparent Consumption

315 Apparel Mfg. 44% 48% 50% 55% 56% N/A 28%
Apparel Knitting

3151 Mills 6% 8% 10% 12% 12% N/A 118%
Cut and Sew

3152 Apparel Mfg. 48% 52% 54% 58% 60% N/A 25%

3159 Accessories 48% 49% 51% 55% 55% N/A 14%

Source: U.S. Department of Commerce, Annual Survey of Manufactures, and U.S. Imports and Exports of Merchandise Trade
(as reported by the U.S. International Trade Commission)

Table I-10 shows trends in shipments, imports, exports, apparent consumption, and imports as a

percent of apparent consumption for footwear manufacturing (NAICS 3162). From 1997 to

2001, U.S. shipments of footwear decreased 17 percent. During the same time period, U.S.

apparent consumption of footwear rose five percent. Imports as a percentage of apparent

consumption rose from 78 percent to 83 percent, representing a six percent change over the five
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year period. Increases in imports account for the decreasing U.S. shipment values. Footwear is
relatively labor intensive, and for the most part, does not require skilled labor, which makes it

more cost effective to produce abroad.

Table I-10. U.S. Shipments, Import, Exports, and Apparent Consumption of Footwear
Manufacturing, NAICS 3162, 1997-2001 ($ Millions)
Percent
1997 1998 1999 2000 2001 Change
1997-2001
U.S. Shipments 4,211 3,764 3,797 3,760 3,511 -17%
U.S. Imports 13,372 13,345 13,628 14,497 14,890 11%
U.S. Exports 465 422 391 360 364 -22%
U.S Apparent Consumption 17,118 16,687 17,034 17,897 18,037 5%
Imports as % of Apparent 78% 80% 80% 81% 83% 6%
Consumption

Source: U.S. Department of Commerce, Annual Survey of Manufactures, and U.S. Imports and Exports of Merchandise Trade (as
reported by the U.S. International Trade Commission)

B. The Health of the U.S. Textile and Apparel Industries

In this section, several measures are used to assess the health of the textile and apparel industries.
First, we consider the economic well-being of the industries’ firms, measured here by the
aggregate current profitability of the industries, their profitability outlook, and other financial
measures. In addition to financial measures, this analysis will consider non-financial metrics of
industry health, including employment and operating establishments, relative prices, capacity
utilization, and productivity. The analysis suggests that there are significant differences between
the textile and apparel industries, and between subsectors within each industry, on many of the

metrics cited.

B.1 Financials: Industry Comparisons

The three subsectors examined in this report -- apparel, textiles, and footwear -- represent the
high-, low-, and mid-range of financial health when compared with all other consumer cyclical
sectors. Table I-11 provides relevant statistics for all of the consumer cyclicals, as well as two
groups of publicly traded, foreign-owned textile and apparel firms. The data underlying this
section of the analysis are drawn from publicly available financial information sources. In
section B.2, data collected through the BIS survey of textile and apparel firms are used as the

basis for additional financial analysis.
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Table I-11. Financial Ratios (12 months to 8/1/2003)*
Long- | Sales/
Return | term Employee
Gross Operating | Profit on Debt/ (avg. for
Margin | Margin Margin | Assets | Equity | industry)
U.S. Industries
Consumer Cyclical
Apparel/Accessories 4412 13.5 8.3 13.4 0.33 $146.56
Appliance/Tool 30.42 7.3 4.2 5.2 2.94 $180.62
Audio/Video Equipment 25.73 7.9 5.1 -15.1 0.47 $258.18
Auto/Truck Manufacturing 19.37 2.3 1.4 1.0 2.1 $511.27
Auto/Truck Parts 21.88 7.9 4.8 5.9 0.65 $186.74
Footwear 4042 9.8 6.4 114 0.15 $344.15
Furniture/Fixtures 30.31 9.5 5.3 6.6 0.57 $145.59
Jewelry/Silverware 31.38 10.5 6.1 7.5 0.19 $229.85
Photography 34.15 6.8 4.5 5.4 0.47 $236.99
Recreational Products 40.68 16.1 10.3 12.7 0.27 $262.08
Textiles-Non-Apparel 16.76 6.2 3.6 5.8 0.53 $161.59
Tires 20.66 3.3 -0.3 0.5 2.21 $165.23
Comparative Industries
Iron and Steel 11.22 3.0 1.8 24 0.61 $320.48
Chemicals Manufacturing 36.74 11.6 7.0 5.5 0.77 $289.56
Airlines 25.94 4.5 3.7 3.3 1.94 $179.81
Aerospace/Defense 15.99 4.8 2.3 2.5 0.91 $237.42
International Industries
International Textile 20.7 5.9 3 | N/A N/A $325.00
International Apparel 38.7 8.9 5.4 | N/A N/A $181.00

Source: Multex Investor Financial Services Data

B.1.a. Profitability

Gross margin is calculated by subtracting the cost of goods sold from net sales, then dividing by
net sales. During the most recent 12-month reporting period, U.S. apparel firms generated the
highest gross margins (44.12 percent) among the sectors examined here, surpassing the gross
margins of international apparel firms (38.7 percent). The U.S. footwear sector also reported
high gross margins (40.42 percent), surpassed only by the apparel sector and recreational
products (40.68 percent) sector. The textile industry produced the lowest gross margins (16.76
percent) among the consumer cyclicals, and its gross margins were lower than those of foreign-

owned textile firms (20.7 percent).

* Table I-11 reflects the standard analysis used to compare industry financial health and includes only publicly
traded companies. As such, the data does not necessarily correlate with survey results which include a significant
number of privately-held traded companies.
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The next measure of profitability is the operating margin. This ratio is similar to the gross
margin, but it includes the cost of labor, which accounts for a large share of total expenses,
especially in labor-intensive industries. The apparel industry’s operating margins (13.46
percent) topped those of most other industries, with the exception of recreational products (16.14
percent). The textile industry was in the lower tier of industries examined with an operating
margin of 6.18 percent. Only auto/truck manufacturing and tire manufacturing in the consumer
cyclical sector reported lower percentages. International textile firms as a group reported even
lower operating margins of 5.9 percent, according to company financial reports. Footwear
producers generated operating margins of 9.8 percent, ranking in the mid-range among consumer

cyclical industries.

Profit margin is the key profitability ratio. It captures non-operating expenses such as taxes and
interest payments and represents the industry’s actual earnings. Again, the apparel industry
ranked near the top of the sector, with a profit margin of 8.3 percent. It is second only to the
recreational products industry (10.3 percent). Footwear producers, with a profit margin of 6.4
percent, ranked in the mid-range of consumer cyclical industries, and textiles (3.6 percent)
ranked in the lowest tier of consumer cyclicals. Both the textile and apparel industries surpassed
their foreign competitors in this key profitability metric, with a 0.6 percent and nearly 3.0 percent
lead respectively. However, financial data for U.S. firms include earnings from foreign

operations.

B.1.b. Return on Assets

Return on assets (ROA) is an indicator of both profitability and efficiency. Industries that use
their assets (such as capital equipment, plant facilities, and cash-on-hand) most efficiently will
tend to generate higher ROAs than competing industries. With respect to this indicator, the
apparel industry is the most efficient among consumer cyclicals with a ROA of 13.4 percent.
Footwear producers also rank high with a ROA of 11.4 percent. The U.S. textile industry (5.8
percent) is the least healthy of the three industries discussed in this report. Nonetheless, the
ROA of this industry segment exceeds those of the four non-consumer cyclical industries shown

in Table I-11.
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B.1.c. Debt-to-Equity

Long-term debt in relationship to stockholders’ equity is a measure of how well the industry is
leveraged over the longer-term (usually more than one year). The higher the ratio, the more
vulnerable the industry is to an extended downturn. The footwear industry’s debt (0.15 percent)
is the lowest of all the industries examined in this report. With the exception of tire
manufacturers and auto/truck makers, the textile industry has one of the higher levels of debt, but
it is still small compared with those of the aerospace and airlines industries. Apparel producers’

average debt-to-equity ratio of 0.33 percent is in the mid-range of consumer cyclical industries.

B.1.d. Overall Comparison

Of the three industries examined for this report, the apparel industry ranks at or near the top of
the consumer cyclical sector in terms of profitability and the efficient use of assets. The
footwear industry ranks in the mid-range of the consumer cyclical sector in terms of most of the
key financial metrics, and the industry maintains a low debt position. The textile industry ranks
in the bottom tier of the consumer cyclical sector with a lower profit margin and above average
debt. In the comparison of company financial reports, U.S. counterparts maintained higher
levels of profitability than overseas manufacturers. Again, U.S. financial reporting includes

earnings from foreign operations.

B.2 Financials: BIS Survey Results

This section analyzes key financial metrics for approximately 500 U.S. textile- and apparel-
related firms that provided complete responses to the BIS Industry Survey. These companies
included not just textile and apparel product manufacturers, wholesalers, and retailers, but also
producers of related machinery and equipment, dyes, and chemicals, as well as service providers,

such as warehouse operations, software developers, and logistics support.

Table I-12 shows the distribution of firms in the survey by firm size based on 2002 sales. Most
U.S. firms are small, as more than two-thirds of all firms in the sample reported annual sales
below $50 million. However, large firms produce a significant share of total output: two percent
of all responding firms produce more than half of total output (measured by 2002 sales); 32
percent of responding firms, with annual sales exceeding $50 million, accounted for 93 percent

of the total 2002 sales in the sample.
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Table I-12. Distribution by Sales of Survey Respondents
Firm’s Annual 2002 Sales Percent of Firms Percent of 2002 Sales
Less than $50 million 68% 7%
Between $50M and $100M 14% 7%
Between $100M and $500M 13% 19%
Between $500M and $1B 3% 15%
Greater than $1B 2% 52%

Source: U.S. DOC/BIS Industry Survey Data

Table I-13 provides ratios for firms responding to the survey with annual sales exceeding $50

million and separate ratios for firms with annual sales below $50 million.

Table I-13. Financial Ratios: All Survey Respondents by Size

| | 2000 | 2001 | 2002
Gross Margin
Sales > $50 million 25.4% 27.1% 25.0% 27.6%
Sales < $50 million 22.2% 22.9% 22.0% 23.4%
All Firms 25.2% 26.8% 24.8% 27.3%
Operating Margin
Sales > $50 million 6.5% 7.9% 5.3% 7.0%
Sales < $50 million 3.9% 4.4% 1.6% 2.6%
All Firms 6.3% 7.6% 5.1% 6.7%
Inventory Processing Period (Days)
Sales > $50 million 81 86 76 75
Sales < $50 million 83 83 88 94
All Firms 84 90 79 79
Capital Expenditures/Sales
Sales > $50 million 6.2% 5.4% 4.6% 4.9%
Sales < $50 million 4.2% 3.2% 3.0% 2.6%
All Firms 6.9% 6.1% 5.4% 5.7%
Interest Coverage Ratio
Saes > 228 mion Data not collected for 1999-2001 s
All Firms | | 9.45

Source: U.S. DOC/BIS Industry Survey Data

The data reveal that the gross and operating margins for large firms are higher than those for

smaller firms. Typically, larger firms have some operating advantages over smaller firms in the

same industry, with cost efficiencies gained through higher output. Firms of all sizes

experienced a slight improvement in profitability between 2001 and 2002.

The inventory processing period for small firms increased in the 1999-2002 period. In contrast,

the inventory processing period for large firms has improved substantially in the last few years,

potentially indicating a focus on inventory management.

The survey data also indicate that larger firms consistently invest a larger percentage of sales

back into the business than do smaller firms. For example, in 2002 firms with annual sales

exceeding $50 million spent 4.9 percent of annual sales in capital expenditures, whereas firms
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with annual sales below $50 million spent only 2.6 percent of sales in capital expenditures.
Additionally, large firms increased their investment rate from 4.6 percent in 2001 to 4.9 percent
in 2002, whereas small firms reduced their investment rate from three percent in 2001 to 2.6
percent in 2002. Capital investment is an important factor related to health, and the declining

rate of investment by small firms is a negative indicator.

The interest coverage ratio is an important metric, as it indicates the ability of firms to make
interest payments on their outstanding debt. Based on survey data shown in Table I-13, the
larger firms, with annual sales exceeding $50 million, have a low coverage ratio and more
difficulty in meeting debt obligations. In contrast, smaller firms have a much higher interest
coverage ratio, suggesting lower debt consumption, and are therefore more likely to make

interest payments on their debt.

B.3 Other Measures of Industry Health

While profitability is seen as the key measure of industry health, other metrics can also serve as
indicators of the well-being of an industry. These other metrics include employment and

operating establishments, relative prices, and plant capacity and capacity utilization.
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Figure I-3. U.S. Employment, Textile and Apparel Industries
(by Standard Industrial Classification) (Thousands)
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B.3.a. Employment and Plant Closings

U.S. textile and apparel employment has declined significantly over time, as evidenced in Figure
I-3. Employment in the textile industry peaked in 1950 at more than 1.2 million workers.
Apparel employment peaked in the early 1970s at more than 1.4 million employees. Table I-14
provides detailed information about total manufacturing employment as well as employment in

the textile and apparel industries.

In 1950, there were an estimated 15 million manufacturing workers (see Table I-14) in the
United States, according to the U.S. Department of Labor. By 1980, manufacturing employment
increased by 33 percent to 20 million workers. During this same period, textile employment
decreased by 33 percent to about 848,000 workers, while apparel employment increased by five
percent to 1.26 million workers. By 2002, total U.S. manufacturing employment declined to
16.7 million, still higher than the 1950 total. In contrast, by 2002 the number of textile workers
had declined to 431,800, a decrease of more than 60 percent since 1950, and the number of
apparel workers had fallen to 520,800, a decline of more than 56 percent since 1950.
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Table I-14. Employment for All Manufacturing, Textiles, and Apparel, 1950-2002 (by SIC)
(in millions except as noted)

1950 | 1980 | 2002 | % A 1950-1980 | % A 1980-2002 | % A 1950-2002

Mfg. Workers 15.0 | 20.0 16.7 +33% -16.5% +11.3%
U.S. Textile 1.26 .85 43 -33% -49.1% -64%
Apparel 1.2 1.3 .52 +5% -58.8% -56.6%

Source: U.S. Department of Labor, Bureau of Labor Statistics

Textile and apparel employment as a percentage of total U.S. manufacturing employment has

also declined steadily over time (see Figure I-4). In 1950, textile and apparel workers accounted

for 8.24 percent and 7.89 percent of all manufacturing jobs, respectively. By 2002, textile and

apparel workers made up 2.58 percent and 3.11 percent of all manufacturing employees,

respectively. In 2002, employment in the combined textile and apparel industry was 5.70

percent of all U.S. manufacturing employment, a decline from 16.13 percent in 1950. The

decrease in textile and apparel employment was greater than the decrease in manufacturing

employment as a whole over the same time period.

Figure 1-4. Textile and Apparel Employment as a Percentage of All U.S.
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For comparison, while the textile and apparel industries together employed nearly 1 million

workers in 2001, the computer and electronic product manufacturing industry employed 1.6

million workers; the electrical equipment, appliance, and component manufacturing industry
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employed 556,000 workers; and the aerospace products and parts manufacturing industry

employed 443,000 workers in the same year.

During the last few years, the U.S. textile and apparel industries have experienced a continued
reduction in operating establishments and job losses. Table I-15 shows Bureau of Labor
Statistics data on the declining number of U.S. textile and apparel establishments from 1997

through 2001.°

Table I-15. U.S. Textile, Apparel, and Footwear Establishments, 1997-2001

1997 1998 1999 2000 2001
United States 32,298 32,705 | 32,008 29,712 30,020
North Carolina 2,021 1,947 1,897 1,846 1,823
South Carolina 827 838 821 783 814
Georgia 1,334 1,259 1,224 1,152 1,137
Alabama 682 661 624 605 554
Virginia 444 428 397 383 388
Tennessee 654 603 577 556 518
New York 5,120 4,933 4,702 4,326 4,325
Missouri 401 397 407 403 366
Pennsylvania 1,408 1,383 1,335 1,293 1,372
California 7,483 8,457 8,291 6,951 7,124
Other 13,332 13,182 13,068 12,707 12,971

Source: U.S. Department of Labor, Bureau of Labor Statistics

Job losses have closely tracked the operating establishment data, as shown in Table I-16.

Table I-16. U.S. Textile, Apparel, and Footwear Employment Levels, 1997-2001

1997 1998 1999 2000 2001
United States 1,479,164 | 1,393,517 | 1,278,752 | 1,191,710 | 985,665
North Carolina 229,468 216,086 196,032 179,876 | 150,182
South Carolina 105,712 98,713 89,854 85,012 | 72,559
Georgia 142,338 137,878 131,102 125,648 | 102,553
Alabama 78,333 73,682 67,109 62,777 | 54,608
Virginia 53,367 49,229 42,827 36,037 | 29,363
Tennessee 59,073 52,727 44,251 39,228 | 29,887
New York 107,223 101,430 91,743 83,038 | 72,260
Missouri 21,472 19,581 16,029 13,780 10,535
Pennsylvania 66,595 63,681 58,368 54,454 | 46,930
California 179,183 174,519 169,203 166,531 | 140,623
Other 502,995 469,672 430,602 399,783 | 323,095

Source: U.S. Department of Labor, Bureau of Labor Statistics

> The reduction in establishments reflects data provided by the Bureau of Labor Statistics on the number of work
sites in a particular industry. Establishments include manufacturing plants, subsidiary service centers, corporate
offices, R&D centers, distribution and retail sites, and other associated locations.
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Table I-17 compares the change in the unemployment rate over this period for several states with

significant textile and apparel industries.

Table I-17. State Unemployment Rates, 1997 and 2003
Jan 97 Jun 03
North Carolina 3.8% 6.6%
South Carolina 5.5% 6.6%
Alabama 5.1% 5.7%
Pennsylvania 5.2% 5.7%
Georgia 4.7% 4.9%
California 6.7% 6.7%
New York 6.4% 6.1%
Tennessee 5.6% 5.3%
Virginia 4.3% 3.8%
National Average 5.3% 6.4%

Source: U.S. Department of Labor, Bureau of Labor Statistics

B.3.b. Relative Prices

The producer price index (PPI) measures the selling price received by domestic producers for
their output. The consumer price index (CPI) measures the prices paid by consumers for a
representative basket of goods and services. Figures I-5 and I-6 show the CPI and PPI since
1990, respectively. The figures show that the PPI has increased at a faster rate than the CPI.
From 1990 to 2002, the PPI for textiles, apparel, and all manufacturing increased by
approximately four percent, ten percent, and 17 percent, respectively. In contrast, over the same
period, the CPI for men’s apparel increased by about two percent, whereas the CPI for women’s
apparel decreased by five percent. The increase in the PPI during 1999 and 2001 for apparel and
textile producers, coupled with the sharply declining CPI, indicates that these two sectors have

experienced severe pricing pressures.
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B.3.c. U.S. Production Capacity and Capacity Utilization

Tracking the decline in employment and the number of textile and apparel plants is the number
of machines in use in the textile and apparel industries. Textile machinery in place in the United
States decreased significantly from 1992 to 2002 (see Table I-18). For example, the average
number of shuttle looms declined from 30,865 in 1992 to 1,949 in 2002, a 93.7 percent decrease.
Part of this decline is due to the replacement of shu