
ENCLOSURE 1

	Bulgarian Apparel and Textile industry in 2004


1.-
GENERAL ECONOMIC ENVIRONMENT AND EVOLUTION OF THE TEXTILE/CLOTHING INDUSTRY IN 2004

The Bulgarian economy continued its steady growth in 2004. According to figures announced by government officials the GDP rose with 5.8 per cent in the first three quarters of 2004 compared to 2003 levels. Estimations for the whole year indicate a total 5.5 per cent increase. Industry remains the most dynamic value added generator, registering the highest growth of 7.6 per cent and a continuing upward trend. 

The inflation remains at relatively low levels: 3.4 per cent for the period January 2004 – January 2005. Unemployment rates are at their lowest levels in 2004 compared to the last several years: 12.16 per cent on annual basis. 

Overall foreign trade preserves sustainable growth rates (20.4 per cent increase in 2004 compared to 2003), with growth in imports continuing higher than growth in exports and sustaining the negative balance.

Export and import of goods and services register nearly identical growth and the share of the negative foreign trade balance of goods and services in GDP remains at about -13 per cent in the second quarter of 2004.

Foreign direct investment reached their highest level on annual basis in 2004, that is to say nearly 2.0 billion EUR that represents a 10.1 per cent increase compared to the previous year.

Bulgaria successfully heads towards its up-coming EU accession in 2007. The Government has already closed all Chapters under negotiation with the European Commission till the end of 2004. It is expected to officially sign the EU Accession Treaty on 25 April 2005. 

The Bulgarian textile and clothing industry continued its upstream development during the last year. The sector upholds its predominant export orientation. According to 2004 official statistical data there is a steady increase in total textile exports of more than 30 per cent compared to the previous year and amounting to near 1.7 billion EUR or more than 2 billion USD – record figures in the overall history of the industry in Bulgaria. However there is a slight decrease of textile exports share in overall country exports to 21.1 per cent, compared to 22.7 levels of 2003. Nevertheless in the framework of country’s accession to the EU textiles represent about 1/3 of total exports of goods and services to the EU-15 countries. Apparently it is a tendency that will not change in a mid-term period. However local producers working for the North American market are already experiencing problems but it is still early to evaluate the influence of the textile trade liberalization as of 1 January 2005. 
2.-
EVOLUTION OF TEXTILE/CLOTHING ACTIVITY
2.1.
Production index
As per Bulgarian Association of Apparel and Textile Producers and Exporters’ (BAATPE as of 2005, former AATEB) experts estimations the 2003 production index leveled at 177.5 (2000 = 100). The BAATPE’s experts estimations indicated a level of about 175. Thus the Association’s estimations for 2004  predict a level of about 220 (2000=100) before the official announcement of the appropriate figures by the National Statistical Institute (NSI). 

It is most obvious that 2004 will be the last year for the period into consideration with such a rate of growth in textile and apparel production. 2005 will be the first to bear the combined impact of textile trade liberalization within WTO as well as the pressure to increase factor costs. 

2.2.
Business trends – total turnover
According to official figures of the National Statistical Institute about 60 per cent of total turnover in 2004 comes from exports, whilst less then 40 per cent from sales on the local market. However it is difficult to evaluate the exact proportion in companies turnover. According to experts estimations the sector is still mainly working on CM and CMT basis destined for exports, or about 80 to 90 per cent of the total production. Thus real figures of the influence of exports in total turnover should be even higher than official ones. According to firms estimations as per a Sector Strategy elaborated in 2003 the share of the gray market in apparel production varies in between 30 and 50 per cent. However a surprisingly high proportion of firms seem to possess their own registered brands that indicates a certain potential for increase in corporate profit margins. Corporate profit tax was diminished to 15 per cent starting from 2005, compared to its 19.5 level of 2004. However sector’s expectations to obtain a zero rate  tax on reinvested profit was not taken into consideration due to country’s macroeconomic policy in the framework of EU accession. 

Productivity remains lower than its potential in the apparel production, while in production of textiles of enterprises owned by foreign investors (big share in total production of textile fabrics) it should be on a level comparable to European average. It is considered that increase in productivity of  apparel and textiles levels at about 30-40 per cent for the period 2000-2003. However both information on corporate profit margins and productivity is confidential and is hardly obtainable to be considered as sector representative. Companies managers are rather concerned with possible market loss (internal as well as external markets) for reason of textile trade liberalization from January 2005 as per WTO’s ATC as well as the future obligations to increase salaries within general economic conditions in the framework of EU accession. Thus sector representatives are worrying whether the sector will sustain its current competitive advantages and position on the global market for the upcoming years.  

3.-
FACTORS INFLUENCING TEXTILES/CLOTHING AND THEIR EVOLUTION
3.1.
Domestic demand
Official statistical data reveals an accelerated increase in sales on the local market in 2004. It is still hard to conclude whether it is a steady tendency of strengthening internal market positions or a proof of the decrease of the gray economy. However until the end of the first half of 2004 there was an increase of sales of textile products (excluded apparel) of 38.8 per cent, compared to the same 2003 period. The correspondent data concerning the increase in sales of apparel production evaluates at near 20 per cent increase compared to the previous year. The domestic apparel market is overwhelmingly characteristic with small boutique shops, most of them family owned businesses. It is still hard to distinguish a stable development of specialist apparel retailer chains offering predominantly own local brands. However there are few local producers that are already trying to develop their own small chains of boutique type shops situated in the major cities of the country. 

3.2.
Exports - Imports (excluding textile fibres)
Exports remain the industry’s main source of an accelerated development. The above mentioned data gathered from the apparel and textile firms concerning sales on the local market indicate that over 2/3 of their turnover constitute of export sales. However experts’ estimations indicate that the share of the latter in overall turnover is not less then 80 per cent on average. Bulgaria’s 2004 overall textile exports (Chapters 50-63 of the HS) rose by almost 30 per cent compared to the previous year. It is one of the biggest growth rates of textile exports in the last years. Overall textile exports reached 1.685 billion EUR or more than 2 billion USD a record figure in overall foreign trade in textiles of Bulgaria. 

Almost 82 per cent of Bulgaria’s textile exports has been orientated to the EU-15 countries. Considering also the appropriate share of about 5 per cent of the countries from Central and Eastern Europe that have become new EU members as of 2004, the Community definitely has become the major consumer of local textile production. 

The increase in textile exports to the EU-15 countries consisted of 23.9 per cent in 2004 compared to the previous year. Textile exports represented 31.7 of total exports of goods and services to the EU-15 in the last year. 

Germany again occupies the lead place as Bulgaria’s major market of woven apparel production while Greece - the leading client of knitwear production. As in the previous years other major national clients of Bulgaria’s apparel production were also Italy, France and Spain. It has to be mentioned that most of the local exports to the countries enumerated were products on CM and CMT basis.

Exports of Apparel Production (Ch. 61 and 62 of HS) – 2004

	Knitted Apparel
	Woven Apparel

	Country of 

destination
	Amount/ 

mln. EUR
	Country of destination
	Amount/

mln. EUR

	1. Greece
	265.9
	1. Germany
	218

	2. Italy 
	66.5
	2. France
	129.6

	3. Germany
	62.4
	3. Italy
	102

	4. Spain
	47.5
	4. Greece
	69


Source: NSI, own calculations

The major groups of textile and apparel production exported to the EU remain women’s apparel including mainly suits, ensembles, jackets, skirts and trousers. The second position held by men’s apparel comprised of suits, ensembles, jackets, trousers and shorts, and the third – by ladies knitted blouses, shirts and pullovers.

Bulgaria’s textile exports to the USA, another major market of the last years are on the opposite tendency compared to the EU market. 2004 was the first year of the last decade to observe a slight decrease in Bulgarian textile exports to the  North American market. According to official data of the NSI the decrease in 2004 was higher than -20 per cent, the exports evaluating to nearly 103 mln. USD and decreasing to a share of less than 5 per cent in overall Bulgarian exports of textile and apparel production. However it still is hard to conclude for the real decrease in exports to the US considering the 01 January 2005 effect. In absolute figures the decrease was mainly influenced by the weak dollar rather than a serious drop in American orders. However it is obvious that the relative share of the North American market in Bulgarian textile exports has withdrawn merely two times.

Overall Bulgarian imports of textiles and apparel were about 1.37 billion EUR worth in 2004. The country sustains its considerable positive balance in foreign trade in textile goods. Traditionally predominant share (72.4 per cent) is occupied by textile raw materials, fabrics and accessories destined to inward CM and CMT production. As usual textile imports are mainly delivered from the EU countries (88 per cent share of EU-15 countries) that are Bulgaria’s major customer of CM and CMT end production. 

Another traditional major supplier mainly in textile raw materials is the neighboring Turkey as well as developing countries, included new industrialized countries such as Hong Kong, South Korea, Taiwan, all of them occupying a share of less than 9 per cent in textile imports. (It is to be mentioned that Turkey definitely occupies the biggest share of textile imports in that group with a big amount of raw materials but also cheap woven and knitted apparel imported).

China’s imports of textile production to Bulgaria keep their share of less than 3 per cent in overall textile imports increasing with a pace lower than EU imports. Almost half of Chinese textile imports (about 50 per cent) are knitted and woven apparel, the other half mainly textile raw materials and fabrics.

3.3.
Prices
Production prices indexes of textiles and apparel are sustaining a mid-term tendency of low rate increase. As an example the 2003 index
 104.3 (2000=100) has one of the lowest rates of increased compared to other industries, such as chemical industry: 119.8, machinery: 114.1, even food industry: 106.3. In the meantime the textile and apparel industry was the only one amongst all other sectors with a slight decrease of production price index in 2002: 97.5 (2000=100). That is to say that there is a tough competition in the sector between mainly small and medium sized enterprises that is maintaining production prices at low levels. In many cases small to medium sized enterprises have to operate on the edge of economic loss fighting with gray economy players and striving to keep a competitive price for their customers.

The same tendency is very much characteristic for consumption price indexes as well. Consumption price index on materials for apparel production are in a considerably stable position in the first half of 2004. For instance January 2004 price index levels at 100.0 whilst in March at 99.8 (2003=100). The same tendency considering the consumption price index on garments: January: 100.8, February:100.3, March: 100.0 (2003=100). Even if it is a tendency typical for the beginning of the year when the level of retail sales is lower than usual it proves the general tendency for internal market equilibrium on the apparel and textile market in Bulgaria. An internal market characteristic with rather low purchasing capacity of the population on national apparel production for the time being that is hindering apparel producers efforts to re-orientate to local customers.

4.-
OTHERS ELEMENTS CHARACTERIZING TEXTILE/CLOTHING ACTIVITY IN 2003
4.1.
Employment trends
According to preliminary data the employed in the sector in 2004 varied in between about 166 000 and 172 000 persons. Traditionally there is a peak in employment in the beginning and in the end of the year in conformity with season trends of production. On average in 2004 there was a 6 per cent increase in employment of textile workers and apparel manufacturers that represent about 10 per cent of all people employed in material production in the country.

More than ¾ of the persons employed are working in firms producers of woven apparel (over 80 per cent of the former  registered in SMEs with up to 150 workers personnel), whilst the other less than a quarter, employed in textile production included knitwear. 

The general trend in textile employment of the last several years was to have a significant increase on annual basis. It is still not definitely clear whether the sector has additional potential for such an increase for the up-coming year mainly due to “enlightening” of gray economy textile and apparel workers. Industry representatives indicate that the real figures should be in between 180 and 190 000 persons employed. 

However on a mid term basis it is more realistic to predict a decrease in apparel and textile employment due to the January 2005 effect as well as the pressure of raising factor costs in the framework of country’s accession to the EU.  

4.2.
Wages trends 
According to analyses announced by the Bulgarian Industrial Association the  increase in salaries in the sector is still much lower than productivity increase. It is considered that increase in salaries is lower than 5 per cent on annual basis for the period following 2000. The official statistical data on national level indicates an average salary in the textile and apparel sector of 176.7 Bulgarian lev (BGN) in 2003. The appropriate figure for the first half of 2004 is 186 BGN that is to say 5.02 increase. The increase in average salaries was even lower in previous years such as 4 per cent in 2003. It is considered that salaries still remain lower than expected. According to the Sector Strategy quoted above as of 2004 about 2/3 of the firms in consideration (that however were not sector representative) indicated average salaries in their companies in between 220 and 300 BGN. 

4.3.
Importance of investment
Investment is still very much needed in the sector. Even if traditionally apparel production sustains its low capital intensity. According to the Sector Strategy elaborated in 2004 more than 70 per cent of the Bulgarian apparel companies have invested less than 200 000 BGN in their firms for the last 3 years. It is to indicate the relatively low potential of the predominant part of local apparel producers to invest in their own company development. However it is also a proof of the relatively difficult manner of obtaining appropriate bank loans, a situation that has considerably changed in the last 2 years. The firms are declaring their willingness in developing their businesses through intensified investment activity.

Foreign direct investment(FDI) in the local apparel and textile sector evaluates to 226 mln. USD for the period 1998-2004 that is to say less than 4 per cent of overall FDI in the country. The relatively low figures are due to the amount of investment needed to start apparel production (much lower than in other sectors). On the other hand major foreign actors in the local production of textile fabrics and raw materials have made substantial investments and are still continuing to reinvest profits and additional brown-field investments in order to increase capacity. It is to conclude that most of FDI in the textile sector was effectuated by very few foreign companies.

4.4.
The impact of evironmental legislations on the industry activity and the costs beared by companies
As of the previous years local apparel and textile producing firms did not seem to have any major problems with environmental legislation. However it is obvious that in the framework of country’s upcoming EU accession all industries will be affected by environmental, ecological as well as of social standards issues. It is considered that sector’s major problems will be the introduction of appropriate social standards that will be needed not only by Western European contractors but also stipulated more rigidly in local legislation. It is expected that companies will have to invest considerable amount of financial resources in introducing social standards, eco labeling, or other environment protection standards in the years to come.

5.- 
EVOLUTION OF TEXTILE/CLOTHING ACTIVITY DURING THE FIRST MONTHS OF 2005   AND PROSPECTS
It is still hard to evaluate the influence of textile trade liberalization within WTO on local apparel and textile production. The inertia of several years increase is still strong. However there are indications that some small firms are losing orders and market positions during last months. It is obvious that firms working for the North American market will experience more difficulties by reason of the 01 January 2005 effect. However those working for the Western European market and relying on their competitive advantage of ability to produce small series of apparel that can be delivered shortly on the market, are still keeping their positions.
Some disruption in orders for production is reported by Bulgarian companies in the months March and April with the only explanation being the China effect. Apart from that companies specialized in basic apparel products or textiles for final use like bed linen etc. report severe price pressure and drop in orders.

As a contrary trend to the outflow of orders due to the end of the MFA is the one of inflow of orders from the some of the new 10 EU members due to the more favorable costs in Bulgaria and the need of the market for short lead times. 

As of the general macro economic situation in the beginning of 2005, it remains stable. The tax on corporate profits has been reduced. Social security formalities as of the last years are still hardly accepted by employers. However the administration seems to be more pro-active to apparel and textile sector concerns, adopting its 2004 Strategy and demonstrating cooperativeness on customs problems, consumers protection as well as awareness about the need of appropriate education for the sector.

� The 2004 data is still not available.





