OUR INDUSTRY:
KNOWING TODAY TO
PREDICT TOMORROW

A Macroeconomic look at the textile industry

KNOWING TODAY
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+ Cotton yarn
« Polyester yarn
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« Minimum Wages
« Emerging Middle Classes
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+ Government Regulations
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« China — USA Trade War
* Tariffs
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RAW MATERIALS
+ Innovative, sustainable
yarns

LABOR
« Automation at every level
of supply chain

PREDICTING TOMORROW

&

CLIMATE CHANGE
+ Push towards sustainability
« Water, Land and Air
; .
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POLITICS
* Where is textile
manufacturing going?
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RAW MATERIALS
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COTTON PRICE
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Source: emergingtextiles.com

6
COTTON MARKET
China accounts for 1/3 of global cotton
consumption.
WHY Is PRICES ARE DOWN DESPITE A LOW
OUTPUT. LARGEST PRODUCERS OF COTTON ARE:

« USA
COTTON
EXPERTS WERE PREDICTING THAT

« China
COTTON PRICES WOULD REMAIN

S O C H EA P ? HIGH AS LATE AS FEB 2019. USA ranks 3rd among the top three producers of

cotton and is the top exporter.
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== China32s == India 30s

3.00

US Dollars / Kilo

POLYESTER FIBER

Spun Polyester in China, India and Pakistan: last 12 months (US$)

== Pakistan 30s
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&.;! Many manufacturers were
WERET® o
= L ¥ shifting away from natural
I materials such as cotton, wool
and linen and moving toward
more man-made fabrics.
Polyester fabrics started to Why? Because they are
become popular after .
. usually less expensive and
World War | in the apparel
faster to produce.
market.
Source: hitps:/www.thomasnet. Source: https:iwthomasnet.
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Today, annual global
production exceeds

YARN

Cotton Yams in China, India and Pakistan: 1-Year Index (LCU terms)
= 325China w= 30sindia == 30s Pakistan

FIBER

NewYork Cotton Futures: st 12 months (December 19)

- 0wty

22 billion tons and
predictions are that by
2024, the global polyester
yarn market will be more
than a 165-billion-dollar
market.

Source: https: fvww. h: .
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COTTON PRICE IN FINISHED GOODS CHINA TRADE WAR
PREDICTING
There could be a 6-8 month gap between reductions in publicly traded cotton : Chin.a is °"E,°f the world’s largest users of °°".°n'
futures and real decreases in prices of finished cotton-based products TOMORROW . Z"?:r”::a?;:'e"tessﬁ\‘of::)':gz \:/?I‘Itl;?ogop'?ozzzmgecsotton
«If less farmers produce cotton in the USA, price will
COTTON RISE.
FINISHED GOODS IMECRIERS
WE
YARN SPINNER Lt e £ e LAUNDRY
WAREHOUSES
19 20




POLYESTER VS.COTTON
IN THE APPAREL TEXTILE MARKET

This trend should continue as environmental concerns keep supporting the idea
of synthetic textiles.

Cotton fibers
38%

Synthetic fibers
60%

Other
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SECTION 2

. Heilongjiang

WAGES

WAGES

. Heilongjiang

IN CHINA N IN CHINA
} g
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Inner Mongolia ,_~Beijin Inner Mongolia - Beijing
R T s min 1 R T s amin :
Highest Minimum Wages N S 7 =, & Lowest Minimum Wages N S 3
G ingxia = ol G ingxia 5] L mndongf
Gansu - L < . Gansu - i Qs
) e ¢ Shaanxi | Hensn /" Jiangsu Shaanxi | Hensn /' Jiangsu
Provinces: \ . (@) 5 Provii . N P
+  Guangdong Sichuan J1Hubei  Anhuf i S !ownces,‘ i “Anhui ghai
Ji Changan \ * Guangxi (USD $145/month)
. iangsu 4 3 \cjiang N " y.
. . SN L et + Liaoning (USD $162/month) b Zhei
* Zheljang § toel Hunan @ * Disoy + Hunan (USD $163/month) “ Disoyu
7 Guizhou Fujian Islands Fujian Ialands
a5 o - S Lo e < e {5
. » v i
Citie: [ D Guang ) W Taiwan D Guangxi ) Taiwan
+ Beijing (USD $318/month) 0 L o e e )
+  Shanghai (USD $358/month) . g Mucau K N " 5 ¥ Micau ¥
South China Sea South China Sea ) =]
« Shenzhen (USD $318/month) e Hainan x e g el Hama
Xishs Af g Xishs
Narsha' 4 N {stands Narsha' 4 YL {alands
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I— China’s year-on-year growth rate (in 1t
; 7.5
o
6.{
g 6.5
m 6'0,; Q3 Q1 Q Q1 Q@3 Q1 Q@3 @ Q4
2014 95 16 17 18

To P 10 The World's Biggest Economies for 2019 and 2029

Nominal GDP in USD Trillion

feal G0p wrsn 0% | GDP Growth

LT France 7

I.Ng Italy 8_-‘““
il 9 o=
0% mm—Canada 10
www. focus-economics.com . FOCUSECONOMICS
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MINIMUM WAGE VS AVERAGE WAGE Minimum Monthly Wage for Garment Workers n 2017
(measured in $US PPP)
51864
« Minimum wage in China only tells part of the story.
« As nominal GDP keeps growing in China, signifying a healthy economy, the 50
country is moving up the value chain. m ‘
« Shift from manufacturing jobs to more innovation and services. | - ss30
2 e
« Example: m Illllllllll,
o Shanghai Minimum Wage = USD $358 per month
o Shanghai Average Wage USD $1405 per month j s e
27 28
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GINI COEFFICIENT

PREDI CTI N G A statistical measure of the degree of variation or

inequality represented in a set of values, used

HOW DO CHINESE WAGES COMPARE WITH TOMORROW especially in analyzing income inequalty.
OTHER COUNTRIES? FOLLOW THE ——

In the manufacturing sector: MONEY... mmuma”

- R

LIVINGASEAN

23 wonLD RANKING [ETES

INDONESIA 84.0
THE PHILIPPINES 826
Avg hourly wage in China MALAYSIA 820
USD $3.60 Over the same period, LAOS 797
which is the same as countries manufacturing wages fell to BRUNE! 786
like Portugal and South Africa USD $2.70/hour in Brazil, SINGAPORE 75.8
and FIVE times the existing USD $2.10/hour in Mexico IAM
wage rate in India. ~AMBOD I
29 30

IS THE SHIFT FROM CHINA SUSTAINABLE?

SECTION 3

CLIMATE CHANGE

31
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CLIMATE CHANGE

According to the Institute of Public and Environmental Affairs (IPE), Apple and Nike tied for first
place in terms of how green their supply chain practices are in China — two premium products

with premium prices..

Is the Healthcare Laundry industry ready to pay for a green supply chain?

CLIMATE CHANGE

Example:

» Environmental legislation in China
forced the closure of intermediate
factories and severely restricted the
supply of key ingredient chemicals

« Jiangsu province was the hardest hit —
an area known for having an
abundance of dye houses.
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WATER TREATMENT -

GOVERNMENT REGULATIONS

WATER TREATMENT -

CHINA

37

In the past year, China's Ministry of
Environment has sent inspectors to 30
provinces, where they've reprimanded,

fined, or charged officials in more than
80,000 factories with criminal offenses.

38

WATER
TREATMENT

Entire swaths of Eastern China
have halted production,
prompting some companies to
move entire supply chains to
countries like India and
Bangladesh to meet their orders.
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WATER PREDICTING TOMORROW
TREATMENT

CARBON TAX ENVIRONMENTAL
After Clean Water Act in USA in 1970s, 6 Sl « May increase cost of REGULATIONS
many American textile factories shut down manufacturing * On the increase around the
world

because they could not comply with the

regulations — similar to what is happening

POLYESTER YARNS

now in China. N RESULTS?
+ More frequently used to « Increased lead times, and
decrease drying times higher prices
and increase longevity of
a textile
41 42

WHY DO WE HAVE TRADE?

Absolute Advantage vs Comparative Advantage

Trucks
SECTION 4 i | oy | counry .
o A B 2 1
POLITICS
- s
CARS 30m Bm s B §
6 A :g
TRUCKS 6m 2am - -
—_ 3 cas
et
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WHY DO WE HAVE TRADE?
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SELFSURFICENCY WHY Do WE HAVE TRADE?

¥ trucks Wboth countries ecome sl-suffiden, andallocat thei Y Inthiscase, toget +5 00X (1010 15) country B must ive:
canceresauesevnl. hey il rocce the foloving w3 unitsofY (1510 12)while country A onlyghvesup |
m:mmr.“fz.u:;:‘:::u. itofY (4103, Nene, thecpportunlty cst Entire theory of Factors such as transport,
L) el gl ofproducing | untof o Als - 02¢ (-1:45)and Co environment, and political
AU and forB s -08Y(-3/45). Tismeans specialization is based motivations (tariffs) might
[ : ) ivati i i
N et ol e 3 ], M : on the assumption that create a scenario in which
=, = it can and B should produce Y.
L= i Ll 12 o # markets are perfectly .
n put = 21y -+ 301 (= STm units) T o the expected level of benefits
| B competitive. N
B | are not realized.
’ h,k\- ETA
‘5 Example:
L o Structural Unemployment — workers not being able to transfer skills
15 30 Xears 5 10 15 20 X o Exchange Rates
Sherhte et B e e B Nationagl Security concerns

CHINA - USA TRADE WAR

“THE GARMENT INDUSTRY MAY ACCELERATE

ITS RELOCATION FROM CHINA TO VIETNAM AND
CAMBODIA, WHERE LABOR COSTS ARE
LOWER”

WHAT'S THE DIFFERENCE?
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EFFECT OF TARIFFS
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Source: Austin Donisan,
ccey3o, Inde

20 MONTHS OF TRADE TALKS AND TARIFF WARS

2018

Tranche 4 Rates
Tranches 1 Tanche3 of  Tranche3fate  Iranche3d i
s B and2of 0iTorfs IncreaseDelaved RS ncressed, &
US  qurifs Taritts  301Terits | Imposed
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China Retalites | for Tanches 1 etalates SomeDuties,  fortwse
for 232 for Tranche 3 Lowers Others. Increase

L T
IR

“Trade  “TarfsAre  “Our
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China"

Source: American Apparel and Footwear Association
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20 MONTHS OF TRADE TALKS AND TARIFF WARS

Section 201,232, and 301 Duties Assessed by CBP
2018/2019

Source: American Apparel and Footwear Association
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CHINA - USA
TRADE WAR
EFFECT ON
CANADA

Even though there have been no new Canadian

Tariffs on Chinese made products, the Trade War is
still having a profound effect on the Canadian textile
industry.

If a factory is producing for just

American and Canadian importers, the Canadian
importer is most likely 1/10th of that factory’s
capacity (based on different population sizes).

51

52

12



CHINA - USA TRADE
WAR EFFECT ON
CANADA

the factory cannot survive — forcing the Canadian
company to also source elsewhere.

Just the threat of this happening is
enough for Canadian importers to shift their
supply chain!

If USA companies source from different countries,

53
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SHIFTING

SUPPLY CHAIN

TRADE CONFLICTS ARE AFFECTING OPERATING MODELS AND GROWTH STRATEGIES

Survey of organisations “extremel concerned” about irade conficts

40% 33% 25% 2% 16%
are adjusting are making are shifting. are delaying are shifting
supply chain and | no changes to growthstrategies | capital production

sourcing strategy | operatingmodels. | toalternative expenditure to altarnative
and growth territories territories
strategies

w
N

ENVIRON
MENTAL

SHIFTING
SUPPLY CHAIN

TECHNO
LOGICAL

PESTEL ANALYSIS

- Government
policy.

- political
stability

- Corruption

- Foreign trade
policy

- Taxpolicy

- Labour law

- Trade
restrictions

Source:
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THANK YOU!
QUESTIONS?

@ georgecourey.com
Q 1 (450) 661 6620

g jcourey@georgecourey.com

JEFFREY COUREY
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