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the Ready Made Garments in-
dustry in Sri Lanka’s industrial
sector and the entire economy
is apparent from these illus-
trations. It has led to changes

try’s exports and industrial
sectors; though the destina-
tions of these garment expor-
ts, highlighted here, remind us
of .the dangers of concentrat-
ing too much in a single mar-
ket.

in the structure of the coun-.
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The phenomenal expansion of
Sri Lanka's ready-made gar-
ments exports - an increase of
almost 200 times in terms of
rupee values during the past
12 years (Rs.70 mn in 1976 to
Rs.13,651 mn in 1988) - has
propelled this sector to the
position of the country's
largest category of indus-
trialproduction, (seetable),
and also as-a most important
provider of employment and
foreign exchange earner.
Equally significant is the
fact that while those sectors
responsible for the rapid
growth of the early 1980's,
such as some of the other
industrial sectors; fisher-
ies; construction; tourism;
and other service sectors
began to record diminishing
growth rates from the mid

.1980"'s, the textile and weav-

ing apparel sector has con-
tinued tomaintain the growth
momentum it began in the late
1970's. Today, however, this
sector faces many problems
and future threats. Its fu-
ture depends to a large extent
on maintaining the momentum
built up over the last 12
years. There is no doubt that
a firm foundation has been
laid, and on which the future
of this dindustrial sector
could be chartered; yet there
is much to be done to meet the
challenges of intense compe-
tition in the toming years.

.Tl"xe fact that net foreign

exchange earnings from this
sector are only about 25
percent to 35 percent contin-
ues to cause concern, though
in the current context of the
PovertyAlleviation Programme
there can be substantial so-
cio-economic benefits from
the employment generatedboth
in this industry and its

- feeder industries such as the

manufacture and supply of
ancilliaries to the indus-

try.

Again, the high degree of

3




concentrat:.on (65% - 70%)" cf

industry through low-cost'
streamlining of"’

financing, :
export procedures and higher
‘productivity.

" =the improvement of the qual-
ity of garments leading toup-"

- market operations.

. = the provision of a combined

package of efficient infra-
structure services. and in-

centives to attract a high

>

-degree of: entrepreneurship -

to this J.ndustry Y 1 ¢

Sri Linka's Apparel Export-
ers Association has also ex-

- pressed its concern about the

-possibility of the Multi-
Fibre Arrangement not being
‘renewed in 1991. "We have only

three years to restructure-

our industry to meet. the

VALUE GF° INDUSTRIAL PRODUCTION 1978 & 1988

TABLEI
Sri Lanka's exports in a .
. - single market, namely, t_he )

. United States, is anotheér Fategocy . ‘Value’ Ralﬂ%o]:;%tal Value Rs!:jatgot Total
disturbing prospect. - - '

N . : - . -L.Food, Beverage, Tobacco 2, 609 29.5 12,962 27.1 .

Several other issues require PR.Textiles, Wearing Apparel, .|. . ' 4
urgent attention. For in- Leather Products ) 1,008 11.4 15,428 | 33.6
stance: N v(Rimdlﬁqlvimd £t mdiucu) 124 1.5 617 | 1.2

) * ! ncluding furniture S . - .27

- =the baCkward‘llnkage of the W .paper & Paper products- | 376 4.2 1,372 2.8

~garment export industry and [.Chemicals,Petroleum, Rubber 5‘3 T )

" the textile industry through l glastic pioduc‘:ts 3 » ’ ,279 37.1 13,477 "25.3
‘the establishment of. modern [-Non-metatic Mineral products| . ' . L

: : - (except Petroleum & Coal) |- 592 6.7 2,156, §.2 |
plants for manufacture of ;j p,sic Metal products .. . 219 2.5 307 | . 0.9

- textile fabrics suitable for .g.Fabricated Metal products, .

" export garments. Machinery & Transport Equipment 590 6.7 2, 006 4.¢
- the improvement of the f .Manufactured products (n.e.sm.) 55 0.3 © 155 0.3
competitiveness and -flexi- | ., ., -|s,esz '100:0 | 54,063 | 106.0

" bility of the garment export - a -

* Provisional
Sourcer Central Bank of Sri Lanka

challenges of 1991 and beyond
to create an aware-
ness amongst exporters and to
enable the export industry to
. wmthstand compet:.t:.on and

- continue its growth in the.

future", states the Associa-
tion's Chairman.

Again, the- current quota
allocation systemhas come in
-for criticism. Since 1977
" nearly all major importing

- countries have limited Sri.

Lanka's exports of selected
‘categories of garments to
.those countries through quota
.agreements. A member of the
Exporters Association com-
menting on theQuota Alloca-
tion system states "the gov-
ernment has tried to evolve

schemes to ensure fair and
equitable allocation of ex-
port’ quotas among garment'
exporters. Unfortunately the
result has been a hodge-podge
of . rules and regulations .
introduced in a haphazard

~ fashion which have led. to

various abuses as -well as.
inequitable distribution and
consistent under-utilisation
of quotas negotiated .with
great 'patience and , diffi-
culty".

The survey and discussion
that follows focuses on these
and other major issues facing.
this sector. We begin with a
brief overview of the begin-
~nings of the apparel export-
‘industry.

TABLE 2 - COMPARATIVE POSITION OF VALUE OF APPAREL EXPORTS FROM SRI LANKA (Value Rs million)
. Year Value of Value of Value of Growth Value of Value of Value of  Value of Value of .
' Total Industrial Apparel Rated Apparel Apparel Apparel  Tea Petroelum
Expotts . Exports Exports Apparel Exports Exports ' Praducts  Exports Exports
' " Exports @sa % asa$% asafof
. of GNP  of total Industrial
o ) ) . exports exports
1975 3,833.4  518.4 26,3 - 0. . 0.8 4.7 1,831.6 3910
1978 13,206.3  1,944.1  435.3 260.2 1.2 - . 3.8 26,4 6,400,9 - 926.0
1981 21,043.1  7,455.7  2,956.8 ‘63,6 3.8  14.0 3.6  6,444.0 3,122.0
1984 37,346.6 12,815.5 6,812.4 52,5 5.0  18.2 53.2 15,764.3 3,2688.0
1987 41,1327 - 20,004,2 12,488.0 45.2 7.2 30,3 62,4  10,653.5 2,582.0
1988 46,927.8  22,674.1 13,611.0 8.9 6.7 28,0 60,0 12,2987 2,265.0
SourcesCentral Bark, Sri‘Lanka mj_st Board, Ministry of Textile Industries; GCEC.
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SRI LANKA’S GARMENTS INDUSTRY — THE BEGINNINGS

Factory ‘scale production of ready--

made garments in Sri Lanka had its be-

ginnings in the early 1950’s. A few pjo-'

neering industrialists who started out on

an ‘'uncertain course at this time, confin-.

ed their mariufacture to only some po-
pular items of garments and catered es-
sentially to local demand. During the
1950’s imports of textiles and garments
were freely permitted and the pioneer-
ing manufacturers faced resistance from

the traditional mercantile community’

which attempted.to prevent them mak-
ing inroads into the traditional market.
One measure the Government adopted
in these early days, in its attempts to
protect those employees in this nascent
industrial sector, was to bring-in an In-
dustrial Products Act which obliged im-
porters to purchase a quota of local pro-
ducts for a given quantity of imports.

-There are many interesting facets to
the pioneering days of theé industry. For
instance, as one commentator who was
. closely associated with the industrial
“sector from the 1950’s recounts “One
may be surprised to learn that the.first
shirts to be made in the country were
“assembled”. The Monte Carlo shirts
_ were imported from Hong Kong in a
‘completely knocked down’ condition
and ‘assembled’ at Keyzer Street. There-
after, a number of shirt factories were
set up in and around Colombo, and
these. were principally concerned with

the domestic market. None of the pro--

ducers. were interested in exports until
the 1960's when the Soviet Union show-
ed some interest in purchaslng shirts
from Sri Lanka. .. .

. With the worsening of the foreign ex-
change  situation by the end of the
1950's there was a reversal in policies
and the economy moved towards res-
trictions on imports and a policy of im-
* port substitution in industry began to
be persued. While the major basic indus-
tries were reserved for the state;a wide
range of éonsumer goods industries were
opened to the private sector, which was
provided ‘with various investment incen-
tives. and a protected market. Over the
decade of the 1960’'s as many as 300
categories of industrial products began

to be manufactured locally, Among this’

range of products a major item was tex-
tilés and another ready made garments;
though from the outset raw -materials
“required for the garments industry were
imported.
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Over the 1960’s the industry came to -
be established, -and by the end of the
1960's, spinning, weaving and finishing
of textiles accounted for around 8 per-
cent of the total value of industrial pro-
duction, while ready-made 'garments and
other apparel wear accounted for ano-
ther 4 percent of total productlon
There were about 10 pioneer manufac-
turers who came into -their own in the
1960's among them being Bentley In-

dustries, Bernard Boteju Industries Ltd.,
. Ceylon Dia Shirts Company, Candy Gar-
ments,

Ceylon Knit-Wear- Industry,
Hentley Garments. Ltd., Hirdaramani
Ltd.,. Lanka Weaving Mills and Velona
Industries, Noortex Garments {ndustry,
and Maxims Ltd.

It was in the 1960's that Sri Lanka's
ready made garments began to break

into export markets. Sri Lanka’s shirts .

had found acceptability. in markets such
as the UK and Soviet Union and a lead-
ing shirt manufacturer. began exporting
upto Rs. 2 million worth of his product
annually to the USSR, within the bi-
lateral trade agreement between Sri
Lanka and the USSR. As far back as
1966 a few. of the big manufacturers ex-
ported to the value of Rs.327,375 to
markets in the USSR, France, Pakistan,
Maldives and Thailand. Between 1965
and 1969 value of. output in the indus-
try had increased nearly four times over
the 1965 output of Rs. 29 million. By
the early 1970's there were over, 300
manufacturers {most of them producmg

‘on a small scale) specialising in various
forms of apparel wear, though’ mamly :

fot the local market

The industry, howevef continued to
depend entirely on raw materials and ac-
cessories from abroad, while iocal pro-
ducers appeared.to perform more of a
tailoring or service function. By the ear-
ly 1970’s, however, with the country’s
foreign exchange problem getting fur-
ther aggravated ‘there were more restric-
tions on raw material imports. During
this period the industry went through a

-recessionary phase and an acute under-

utilization of capacity was experienced, "
while costs of production kept going up.

With a heavily regulated economy and

restrictions operating at many levels

there were even times when prices of

apparel wear in the local market had to

be controlied.

- Around 1972 there was a change in

outlook towards the industry as existing
policy- was altered to allow certain sec-
tors.to adapt an export oriented approa-
ch. Incentives for exports such as raw-
material rebates, larger allocations of
raw matérials, convertible rupee account
benefits, special foreign exchange'alloca-

" tions and other fiscal and tax incentives

were offered to selected export ariented
industries under. this package. There
were 17 product. groups earmarked for
these incentives and ready made gar-

‘ments featured prominently in the prio-

rity products selected for this program-
me. These incentives encouraged some
of the leading garment producers to di-

- vert their attention more fully to exter-

nal markets, even at the expense of do-
mestic demand. Evidence of the benefits
these manufacturers derived from the
new concesstions offered in the early
1970's'is seen clearly in the rapid grow-
th rate registered in the export figures
over the nexr five years. (See Table 3 ),

In the first six years of the 1970's over
2,500 industrial units received approval
from the Local Industries Approval
Committee (LIAC) and of these nearly
2,000 were in the product yroup of Tex-
tiles and Textile-based' industries. There
were several factors responsible for the
steady growth of this sector, apart from
the various incentives that were offered.
The’ main attraction for increasing in-
vestment in this sector was the growing
potential in the markets and compara-
tively higher returns from the manufac-
ture of ready-made garments. By the
mid 1970°s wage/price inflation and im-
position of trade quotas on exports of
traditional Asian suppliers of made-up
garments such as Hong Kopg, Taiwan,
South Korea and Singapore made Sri

TABLE 3 SR1 LANKA'S READY-MADE GARMENTS EXPORTS
QUANTITY AND VALUE 1972-76

Y’eat . Qty.in Percent  F.0.B.Value Percent
Pcs.(Mn) Growth  (Rs.Million) Growth
1972 0.72 . - 6.1 -
1973 1.20 67 141 131
11974 216 .- 80 29.3 108
1975 2.28 6 307 . *5
1976 360 58 708 = - 13




Lanka a more attractive location for the
mdustrv New units began to be_establi-
shed in collaboration with forelgn capi-
. tal/marketing, while production ‘was
being upgraded through import of new
equipment and machinery and modernj-
_ zation of plant. A significant factor was
the comparatively low cost of manufac-
turing in Sri Lanka. According to an of-
ficial view of that time ready made gar-
ments were selected .as a priority indus-
f -'try for development because “it was la-

bour’ intensive, required few skills and .
export sales could be increased quickly,

thereby lending credibjlity to the export
drive that had been launched.”* There
was strong official support in ‘the early
1970's for this ‘priority’ industry, al-
though it had to operate within the con-
fines of an |mport SUbStltUthn -econo-
my.

" Novemiber 19‘-77 and After -

The series of ‘liberalised’ policy chan-
" ges introduced after 1977 resulted in an
'mmal sharp increase in industrial out-
‘put, with the ready availability of im-
ported inputs for all industries. By the
1980's,
overall industrial production was peter-
-.ing out, but the garments industry did
not look back after the impetus it had

received and growth accelerated” over

the 1980's.

What'is noteworthy is that these achie-

©  vements were recorded in the context of _

international economic conditions that
were unfavourable for Sri Lanka, and
against the head start made by the lead-
" ing Asian exporters who had built up
and consolidated their markets over the
previous ten to fifteen years, One factor
that added’ momentum to Sri Lanka's
export growth was once again the inter-
'_natlonal trade environmenf particularly
the rising cost of Iabour in the indus-

trially advanced countries and the clam-*

ping of export quotas on the traditional
East -Asian garment manufacturers.
These conditions together with a com-
paratively cheap and abundant fabour
force .and a reasonably satisfactory in-
“frastructure being offered -in Sri Lanka
saw the industry take off on a vigorous
programme from the Iate 1970's.

It was the elimination of-various rigidi-
ties 'and constraints that existed upto
1977, and the attractive package of faci-
lities and incentives being offered that
helped the industry make an unprece-
dented leap over the next twelve years.

(See Table 4). The setting up of the’

. however; . this initial spurt in

SRI LANKA’'S READY-MADE GAkMENTS EXPORTS

TABLE 4 ~
~© QUANTITY AND YALUE 1977-1988. _
Year - . Qtyedn- .Percent F.0.8.Value ‘Percent-
' Pcs (Mn). Growth {Rs.M11ion) Growth
1977 217" 7% 139.8 103 -
1978 1288 - - 7. ‘457,5 - - 227 .
1979 33,98 169 1,103.5 181
1880 51,51 52 1,808,4 64
1981 58.64 14 ' 2,956.8 84
1982 85,98 13 3,444,9 17
1984 150,66 - 7 6,812.4 '. 53
1985 188,16 4 7,687.8 5 .
1987 187.89 10 12.383. 35
1988 188,55 1 13,651.7. 9

Katuna\;ake Industrial Prdcessiné Zone

(KIPZ) in 1978 marked a further turn-
- ing point for the industry.

From less than Rs.500 mn worth of
exports in 1978, valyes moved close to
Rs.3,500 mn by 1982, a seven-fold in-

crease within four years. The total value . -

of Sri Lanka’s exports had shot up from
Rs.13'bn in 1978 to Rs.21 bn by 1982;
and on the whole, the striking growth in
garment exports accounted for nearly-
half the 1978-1982 increment in the '
total value of exports.

Upto about 1978 Sri Lanka’s exports
depended heavily -on a2 narrow bae of
four items, of clothing; namely, shirts,
blouses,_ trousers and jackets which ac-
counted for nearly 85 percent of exports. ™
A process of diversification, however,
“helped to -increase these four items to -
about fifty items over the nexi ten years. )
There was also an increase in earnings
" from Rs. 140 mn in 1977 to Rs.9,274 mn
in 1986 a 6,500 percent increase over the
tén years.

INVESTMENT FOR npmt. PRODUCT nmus'rmz mm

PRODUCTION CAPACITY

.By,the end of 1988 there were
"about 400 firms engaged in the
export of garments, of which
about 200 were major firms
exporting directly; while a
large number of other firms
were indirectly engaged-with
.exports, - through sub-con-
tractlng work. Most of these
firms were regarded as medium

.sized, having betwen 150 to

250 sewing machines and em-

ploying around 300 to 500
' persons. '

The_x:e are three categories of’

approvals among these firms,
namely those approved by the

. \ ) :
ther for-the local market or

undertook to - supply garments
on a subcontracting basis.
Over the ten .year period,.
1978-1987, there were nearly
3,000 firms approved by the
LIAC for manufacturlng ap—

: parel products.

Local Investment , Advisory
Committee (LIAC), the.For-
eign Investment Advisory
Commitee " (FIAC) and the’
Greater Colombo Economic.
Commission (GCEC) .

A large number of firms

approved by the LIAC were not
exporters and produced ei-

Over thé. same ten years up to
1987 the FIAC has approved 130
applications from firms:as
exporters of apparel prod-
ucts. Although a large number
of - firms had received ap-
proval the number function-
ing as actual exporters was
much less. Some of the FIAC .
manufacturers are interna-
tional. sub-contractors. It
appears that an increasing
number of  firms, without
entering- into foreign col-
laboration are operating in

the export field. According. -
‘to industry sources a con-

sidrable number of buyers who
havecome into the country
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have replaced the .foreign
collaborators .in finding
markets. They .are merely
operating on behalf of buymg
houses which have permanent
offices. in the country or
_neighbouring countries and
.theyvisit factories in search ~
of specific items and place
their orders. There are sev-
" eral factories producing on
their own which havé become
dependent on the buying houses
for the marketing of their:
products. Over the ten year
periodending in 1988, as many
as 83 apparel/ textile facto-
ries had been approved, by the
GCEC. for production, al-
though only about 35 apparel
factories operated by 1986.

Interms of investment the 130
FIAC factories had a capital
of Rs.2,180million while the
GCEC factories had a higher
‘investfient than this.. The
figures reveal that-a factory

in the GCEC averaged Rs.32.8.

million whereas the compara-

tive figure for a FIAC factory

was Rs.16.7 million. On this
basis it could be assumed that
generally the GCEC factories
were larger. .and Dbetter
equipped than those outs:Lde

the GCEC.
A comparative picture of all

industries within and out-
side the GCEC shows that for
factories in the GCEC the per
cap:.ta investment per fac-
tory was Rs. 45.4 million;
 whereas for FIAC factories it
‘was Rs.18.8 million. On the
whole however, it was ob-
served that capital require-

ments in garment-factories

are generally lovwer than what
are required for other indus-
tries.

Foreign Investment

.The capital investment ;figf.
urés also show that upto 1988
.in the apparel industries in

the.GCEC the level of foreign

investment averaged 68.5
percent, ranging from 43.3
percent to 77.2 percent;
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while in all industries the
level of foreign investment
‘averaged 71.8 percent and
ranged between 58.4 percent
to 82.7 percent. In case of
factories approved by the
FIAC, however, the 1eve1 of
foreign investment “for ' ap-
parel  -industries averaged
34.6 percent, and ranged from
13.6 percent to 69.7 percent;
whereas in all FIAC indus-
tries foreign -investment

‘averaged 50.7 percent and

ranged between 20.1 percent
and 70.2 percent. It may be

observed that the level of

foreign-investment bothwithin
and outside the GCEC was lower
for apparel product indus-
tries than for all industries
as a whole.

Investment per Employee

An estimate of investment per :
employee showed that to pro--

vide one job.in firms in the
GCEC it would cost around
Rs.60,000 whereas the FIAC
-figure was much higher,
amounting to Rs.116,000 and
the LIAC figure was lowest at
Rs. 41,000. This was tlie aver~-
age for all categories of
industries. But considering
the specific case of apparel
industries it was seen that
the cost per job in the GCEC

wasRs.30,000, FIACRs. 90,000
and LIAC Rs.27,000.

figures apply to. the latter
part of the 1980's. In the
‘early 1980's, however, the
‘investment requirement per
employee for all industries
was Rs.150,000 in the GCEC;
Rs.111,000 in the FIAC; and

Rs.110,000 for LIAC; and the-

comparative investment re-
quirement for apparel indus-
tries was Rs. 65,000 for the
GCEC, Rs.50, 000 for the FIAC;
and'Rs.14,000 for the LIAC.
Employment Poténtial

In the GCEC, at the end of
1988,
ment was 50,744, with the
majority of jobs. - about
35,000 - in
sector. In 1987 there were 12

These

total direct employ- .

the garments -

firms that signed agreements .

.with the .GCEC, having a

_potential total "employment

‘of 3,581 of which 2,286 (64
percent), from 4 firms, were
in  the textiles, weaving -
apparel and leather products
category; while in 1988 there
were 26 firms that ‘signed
agreements and had a poten-

. tial total employment of

11,060. of which 4,958 (45
-pexcent), from 7 firms, were
in this product category.

Among the FIAC investment
approvals -in 1987 and 1988
were a total of 96 firms, of
which 16 firms were in the
textiles, apparel and leather
products category; and the
total employment potential
for the 96 firms was 8,579 of
which 4,405 (51 percent) were
to be in this product cate-

- gory.

GROWTH OF APPAREL

EXPORTS IN THE EARLY 1980’S
Exports of Sri Lanka's apparel products
accelerated with the liberalization of
trade from the end of 1977. This trend
is apparent in the,figures of the last 5

vears of the 1970’s where the vniume of
exports rose from 1,7 million pieces in
1975 to 51.6.million pieces in 1980. -
The entry of GCEC exports in Sri
Lanka’s total apparel exports intensified
this surge in exports particularly to the
USA and EEC countries, though it also
resulted in more stringent quota restric-
tions on exports. to these countries.
After the GCEC factories came into
production a substantial part of quotas
were allocated to them. Before 1980,
exports from the Katunayake Export
Processing Zone were a negligible part
of the total exports. .From the 1980's
however, the presence of exports from
the Zone-began to be felt strongly in the
total export picture. By 1982, as much
as 37 percent of total export values of
appare! products were contributed by
Zone exports and by 1986 the propor- .
tion had risen to 45 percent.of the total.
In 1985 GCEC firms exported about
100 million pieces; while factories out-
side the GCEC had exported only 56.2
million pieces, a little more' than one
half of the GCEC exports. The factories .
in the GCEC had several advantages
with regard to facilities, particularly the
availability of finance and raw materials,



and also the relatively larger and better
equipped factories which enabled them

to achieve a faster and higher level of .-

* the GNP. By 1985 the value of apparel’

productivity. By 1987 GCEC exports’

~had gone up to 121.1 million pieces
whereas the non-GCEC factories.export-
ed only 69.4 million pieces that year.

In terms of value, in 1987 total expor;
ts of apparel products amounted to Rs.
12,383 million compared with the 1980

- figure of Rs.1,808. million; this was a

“seven fold increase. Over the 1980's a
steady and rapid growth was recorded,

with the average annual growth rate.

amounting to 37.1 percent, and ranging

" between 63.4 percent in 1981 to 6.5

percent in 1985. If the 1988 export
situation is considered the weighted ave-

rage growth rate for the 1980's comes -

down to 35 percent, since the growth
rate for 1988 came down to 8.9 percent
from the previous year's 35.8 percent.

‘Although in 1988 the value of exports.

had gone up to Rs. 13,651 miilion the

exchange rate chariges had a significant
impact on the rising rupee values of ex-

ports in recent years. The increases in.

US dollar terms and SDR terms waere
also apparent over the seven year pe-

riod. Between 1980 and 1987 exports
showed an increase of 441 percent in

US dollar terms, going up from us$
84 million in 1980 to $ 438 million in
1987: while in.SDR terms there was.a
289 percent increase from SDR 84 mil-
lion to SDR 327.8 million.
however, despite an almost Rs.1,200
million. increase there was only a US

- 1 milion increase and .in SDR terms a- °

fall of nearly SDR 8 million.

. Apparel exports in country’s
total exports

In 1978 apparel exports {in rupee ter-
ms) comprised less than 4 percent of
.the total value of eéxports of the country
and about 24 percent of. all industrial
exports. The mcreasmg importance of
" this sector is seen in the figures {table
2) whichillustrates that by 1987 the
proportion of apparel exports in total
exports had gone up to 30 percent -and
"in industrial exports it had reached 62
percent; though in 1988 there was a
slight drop to 29 percent and 60 percent
respectively: .

The' changing posltuon of apparel ex-
ports in the total export structure is also
of significance. In 1980 the value of ap-

parel exports were well below that of .

tea, rubber and petroleum and also the
foreign earnings from tourism. At this

In 1988,

~

stage it amounted to-only 2.9 percent of

exports was only second to tea; but in
1986 it moved into the leading position,

overtaking earnings from téa for the

first time and recording Rs.9,629.2 mil-

lion (SDR 299.6 million) against earn--

ings from tea which amounted to Rs.
9,252.7 million (SDR 281.2 million);
and it has retained this position over
both 1987 and 1988.

Diversific_ation of froducts

- In the 1970's there were only four ex-

port items of significance, but over the

" next ten years the number of items in-

creased to about fifty. In 1973 shirts
and Tee shirts together accounted for
66 percent of total exports, while blous-

- es and jackets comprised the other 34
percent. From thelate 1870s there was a .

greater diversification in ‘export items,
with the significance of the original four
items also changing, and Boys and Gents
Trousers, Jeans, Skirts also becoming
important export items. The surge in
exports brought about restraint action

on the part. of developed importing -

countries and quota restrictions were
imposed on Sri Lanka's apparel exports

-by the EEC countries, USA, Canada,

Norway, Sweden and Finland. The res-
tricted ‘items included shirts, trousers,
blouses, ‘dresses, i:oat;, sweaters and
gloves exported to the USA; while shor-.

ts, breaches, shirts, parakas and anoraks .

and wind cheaters were among the ltems
restricted by the EEC.

In 1980 Shirts, Tee shirts, Blouses,

" Jeans,” Trousers, Jerseys and Pullovers

accounted for 69.5 percent of the total’
. value of apparel exports from Sri Lanka

while in 1985 this group of items con-
tributed 58.7 percent of the total value

of exports and in 1987 it came down.

to 55.8 percent. The share of miscella-
neous jtem exports meanwhile, kept
increasing from about 6.3 percent in
1985 to 8.4 percent by 1987. However,
the -increase in miscellaneous items has
not been large enough to reduce the de-
pendance on the “sensitive’ items which

.are the major items of exports from Sri

Lanka.
Product Concentration

In more recent years among knitted
garments exports there has been a high
concentration of outer garments, socks
and stockings, which are largely subject
10 quota restrictions, espec|ally by USA.
Of the total knitted garment exports
outer garments accounted for 59.9 per-
cent in 1985 and ts  share continued

to increase reaching 61 percent of the
total by " 1988. Nearly four-fifths of
these exports have ‘been to the USA,
where quotas are appllcable E_xports of
gloves have also increased in importan-
ce, though exports to US are relatlvely
small.” Another item of importance

among the knitted products are under- .

garments whose share has increased sig-

nificantly since 1986.

Among the woven fabric exports the
largest part belongs to quota groups .-
such as Mens and Boys outer garménts
and Womens, Girls and Infants outer
garments. The latter, Womens, Girls and

" Infants outer garments were the largest

group, accounting for nearly 50 percent
of the woven fabrics category. This
group together with Mens and Boys
outer garments and also corsets, bras-
siers, gloves, mittens, stockings and
socks have made up over 80 pe'rcent of
total woven fabric exports in recent
years. In 1987 they accounted for 86.6
percent and in 1988 85.7 percent of
total woven fabric apparel products ex- *
ports. Among the non-quota products,

from woven fabrics, Boys under gar-

ments was the most important item but
{its share in total woven fabric product .
exports has continued to decrease in
recent years, accounting for only- 13
percent in 1988.
Market Concentration

From around the mid 1970's Sri
Lanka's: apparel products have found °

. markets in nearly 25 countries.. The two

major .markets, however, were the USA
and West Germany; while among the
other EEC countries were UK, France, .
Denmark, Benelux, Italy and Ireland.
A glance at the markets for Sri Lanka's
apparel products makes it apparent that’
the US dominates. In 1986 when total
value of ‘apparel exports was around Rs.
9 bn nearly 70 percent was accourrted
for by USA; followed by 21 percefit by
the ‘EEC. This high degree of market
concentration has been an endemic phe-
nomenon since the 1970’s. In 1987 and
1988 there was a slight drop in exports
to USA and an increase to the EEC
countries; with the US taking around
58 percent in terms of value and around
62 percent in terms of volume- during .
these two years, while the EEC coun-

* tries took 32 percent valuewise and

about 27 percent quantitywise. By 1987 -
the dependence of Sri Lanka’s apparel
export industry on these two markets

was.as much as 92 percent (91.7 percent _ o

value and 92.3"percent voiume) though
in 1988 it had dropped to around 89
percent (88.4 percent value and 90.1
‘percent volume)
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EXPORTS OF SRI LANKA'S

APPAREL PRODUCTS IN 1988

The export of ‘Sri Lanka's
apparel products suffered a:

- set back in 1988 due to the

disturbed s:.tuatlon in the

~ country'in the latter part of
. the year.

Textiles and gar-
ment exports recorded a mar-
ginal decline from 30 percent
of total exports in 1987 to 29
percent in 1988. Despite this

" de¢lining trend textiles and

garments remained Sri Lanka's
largest . single export ‘item
(the plantation creps - tea,

rubber and coconut together -

accounted for only 37 percent
of total exports in 1988).

The data shows that exports of
apparel products had by 1988
reached the ‘record figure-of
188.55 million pieces. In

rupee terms export earnings.

from garments amounted:toRs.

13,651.7 million also the
highest on record. What is
significant, however, was
the trend in growth rates.
where in.1988 both inquantity
and value terms there was. a
drop over that of the previous
year. In-1986 and 1987 growth
rates (in quantity) has been
around 10 percent annually.

Though 1985 was an unusually
low year, but 1983 recorded a
27 percent growth and 1984 a
79 percent growth; while 1981
and 1982 averaged growth
rates .of nearly 13 percent
anmmually. The hiighest growth;
however, was recorded in 1979
moving from an annual growth
of 75 percent in the previous
year to 169 percent growth in
1979. Compared with such
raties growth in 1988 was, less
than 1 percent.. .

.In value terms too growth had,
reached a peak in 1878 (227
percent) and-1979 (141 per-

cent) and for the next five

years averaged .an annual
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- executed,

.growth. rate of 45 percent,

till 1985 when there was a
3lump and growth was less than
5 percent. In 1986 earnings
picked .up once again with
growth of 20 percent and in
1987 a growth of 34 percent;
whereas in 1988 growth came

down to only 10 percent
(considering the falling rupee-

valie -real growth would have
been, far less). s

Industrial gtowth on the

possibilities that markets

~,would have been lost as .a

.result of the unsettled con-

ditions, - as some of the.
existing orders could'not be
serviced in time. Some ex-
porters stated that if not for

‘the bonded warehouses scheme °
there would' certainly have

.-been -a severe .shortage of

wholé-had slowed down in 1988 -

in the uncertain atmosphere
surrounded by civil distur-
bances. Disruption to elec-
tr1c1ty supply, poor atten-
dance at work., places, and
interuption to the distribu-
tion network in certain areas
were attributed as the major
factors .for lower growth in
industrial output last year.

"One result was that the value

of industrial output . ex-
panded only 6 percent in 1988
compared with 8 percent in

material for manufacture of

' ready made garments. but this

did not prevent costs: of
production going up more than
usual, mainly becausé of
additional air freight costs
and heavier over time pay-

.ments to cover up for lost

working hours. The authori-
ties helped exporters in this

_ situation by enabling themto

1987 and 12 percent in 1986. :
All commercial activity was"

affected in the last few

months of the year, with curbs .

on transport and banking
hours 'and factory routines
upset, orders were difficult
to meet. Cargo could not be
cleared and some apparel

-exporters. had to bear the
‘additional-

-costs of air
freighting theirproduction.

(Their-air freight problems,
however, were not as grave as
those of the Indian apparel
exporters, as the accompany-

.ing box on page 10 illus-~

trates).

Exporters were uncertain’as

to whether orders could be:
and in most in-
stances higher costs had tobe
incurred by ® exporters in
order to retain their mar-
kets. Total apparel exports
of factories in both the GCEC
and outside the GCEC were

-close to 200 million pieces.

Despite the apparently high
volume of exports there are

-

1988,

. percent " in SDR terms,

adjust quota operations, and
in certain cases susperision
of interest and repayments on,
bank finances. The drop in the
growth rate is clear evidence
of the set backs the :.ndustry
faced during this d:.sturbed
period of 1988.

A

There were only a few indus-
trial sub sectors that re-
corded inéreases in produc-
tion in 1988, and. these
included basic metal prod-

‘ucts (21 percent), and tex-

‘tiles, wearing apparel and -
leather products (12 per-.
cent). The ,Central Bank

reported that it. was the
continued expansmn of the
wearing apparel industry,
both within and outside the
Investment Promotion Zones,
that was mainly responsible
for the high level of output
in the - textiles, wearing

'apparel and leather products
‘sector.

‘Despite the high' output of
.textiles

and wearing, ap-

parel, developments in Sri

Lanka's external trade sec-

tor were wunfavourable. in
Value of exports in-
creased only marginally by 2
,as
compared with a 4 percent




".. centrated on the

growth in 1987. This slower
growth of export earnings was
primarily due to the ' de-
.creases in earnings from
textiles and garments, pe-
troleum products and coconut:
products.

" 'There are certain leading
issues that have to be looked
-at in the current situation.
Firstly, with the increasing
impact. of restrictive meas-
‘ures " following each Multi
Fibre Arrangement (MFA), Sri
Lanka's production has con-
conven-
stich ~ as
“blouses, .

tional
shi;ts,

garments
trousers,

jeans etc., while buyers have

Jbeen largely confined to the

traditional markets -in the
USA, Canada, EEC and Scandi-
navian countries. This Situ-=

-ation has prevailed despite

the growing competition from
new suppliers in developing

. countries and- also with com-

parative advantages shifting
back - increasingly to some

"more developed countries.

Another issue needing atten-
tion is the growing number of
approvals for new production
units for ready made garments

by both the LIAC and FIAC, _
-although competition is get~’

ting more severe in overseas-
markets and restrictive bar-"
'riers are on the increase. At
the end of 1987 there were 297
factories outside the KEPZ
and 39 factories within,
registered for export of
apparel products. In 1988
there were 60 more factories..

approved bringing the total '

number to about 400. Although .
" the number of factories.manu-
facturing' apparel products

. for export within thé KEPZ was

less than 10 percent of the
total number, their share of
exports was about 45 percent

of the total quantity ex-

ported in 1987.

CARGO CHAOS |
An Unprecedented pile up
In April this year, harassed Indian garment
exporters fretted and fumed as the Rs.3,000-
crore garment export industry inIndia - which
feeds much of Europe's high summer fashion -
erupted in complete chaos. Reason: an un-
precedented cargo pile-up at the country's air-
ports. Thereported backlog at Delhx alone was
around 2,000 tonnes.

The problem began in'mid-March as the quota'

 deadlines (garment exports are.subject to the

quotas irhporting nations impose) began expir-
ing; and several thousand exporters landed up
atthe airports to deliver their garments.

.| Exports soarinseasonal peaks, the worst being
Marchand April, before highsummer. Export-
ers claim that this time they had flashed early
waming signals to the Government - with little
result. "Exporters cry wolf so often that the

'Government has stopped listening”. says
Deepak Seth of Pearl Agencies, one of the
largest exporters in Delhi. "But this time thére
wasabloody wolf." Evenas hundredsof tonnes

| of cargo was being cleared every day, several

§ hundred tormes were also being leftbehind.”

Asaresult, several exporters rmsseddeadlmes

foroverseas smnmexpromonons. schéduledto

startonMay 1 - and had tounload their wares at

" discounts of upto40 percent. "Qurs is a perish-

able commodity”, says exporter Lalit Gupta.
"Ifour goods reach late, a buyer may very well
say, 'sorry. it's out of fashion now"."

Worse, first-time buyers many never -come
back. Says Suri: "In mid-summer, we get into

re-orders and repeats. We certainly won't get -
".that now." The claimed loss due to cancelled

orders: Rs 100 crore. The loss arising from
missed opportunities: another Rs. 100 crore.

Ever since export profits became partially tax
exempt two years-ago, garment exports have

burgeoned by 30 percent a year. "But airline -

capacity has simply not grown mptoportxon.
says Michael Nicholson, cargo manager for
Luftansa, which brought in 41 extra freighters

1o cope with this season's peak rush. In the last

fourmonths, the Government.also cleared 340
special flights. But that too didn't help: an

estimated 150 tonnes of cargo was still bemg )

leftbehind every day.

With the devaluation of the rupee the repatri-
ated earnings of foreign airlines fetch fewer
dollars. Moreover, with the low rate for gar-
ment cargo - Rs 35 perkg - com pared to Rs 55

. Tot to accept garment consignments, Airlines
. also hesitate to bring in freighters since t}\\ey-

' Promouon Council will have to underwrlte the

“national Airport Authority of India (1AA1)

- tocome into relief.”

perkg for general cargo, foreign airlines prefer

have to fly in virtually empty.

Moreover; this is the busiest season the world
over and. freighters on lease are simply not
available on the international market. For Air-
India to send a special freighter to New York
would cost Rs 501akh. Said R.S. Hooda, cargo
manager, Air-India: "We can try arranging |-
freighters for next year but the Apparel Export

COSt

Theproblem iscompounded by the faclthatthe
enorimous tonnage hasto go through the Inter-

funnel. ExporterscomplamlhalIAAIfrequemly
loses packages, refuses to take cargo after 6
p.m., andslaps highdemurrage chirges. Saida
Cor_nmérce Ministry official: “When exports
are rising, infrastructural problems are bound

One solution would be for Air-Indiato get new
freighters.” But as Commerce Secretary |
AN.Varma said: "It would be a tremendous
national loss to buy them and then keep them
idle six months in the year. Why can't garment
exporters stagger their shipments?”

Butthe industry feels more sinned against than
sinning: the electricity fails every day, tailors|
run away and shipments have to leave before 2
p.m. Fashiondemands also depend on weather
conditions abroad. Said Gupta:" "Despite all
that, we are building up exports. But the Gov-
emment hasto do somethmg about ﬂymg them
out.

With the industry and the Govemment locked
in argument, no long-term solution appears to |
be in sight. Both stili have to leam the old,

familiar morgl of the garment business 1tself ay -

stitchin time save nine.
Simran Bhargava
(Cdurto;sy: INDIATODA Y) )
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Another issue that has roused
attention is the level of.the
surplus which the’ country
gets from the overall indus-
tzy. The high value of exports
‘alone is no indicator of. the

benefits to the'country. It is’

argued that' in drder to

" develop this industryacostly

infrastructure was built,
particularly for the KEPZ
_exporters and therefore the

opportunity ‘costs and return”
this heavy investment

on -
should be of a considerable
magnltude Furthermore,. ‘a
seperate Ministry exlsts for
. the promotlon of this indus-
try and several other insti-
.tutions such as.the Clothing
Industry Training Instltute,
and s8pecial units_in the
Export Development Board,
.Banks and Ports are all
" contributing towards - the.
progress of. this industry.

There is also much investment
in building and machines and
other infrastructure facili-
ties, which all have oppoxrtu-
nity ‘costs and alternative
costs which in the long run
should be met by the surplus
in the industry. Upto now,
however, the contribution to

- the economy does not appear to -

have 'been adequately cov-
~ered. . :

‘A highproportion of themajor
input of "fabrlcs" is still
imported. In the year 1987 Sri
Lankan, apparel exporters
outside the KEPZ imported
. 213.4 million square metres
--of woven fabrics and 36.9
million square metres of

knitted fabrics, costing®Rs. -

5,752.8 million; in order to
manufacture garments for ex~
port only. - Sri "Lanka has
several - integrated textile
inills producing a large vol-
uie of textiles. In recent
years these- factories "were
partially modernized at a
high cost .and their manage=-

ments revamped Yet, cons:.d— .

S
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.tries.

~

ering their contribution to

the‘export oriented garment

industry of the country thére’

is much to be done.

Furthermore, the apparel

: industry uses a large amount

of accessories for theit
export garments. Investiga-
tions have shown that locdl
linkages in this regard are
very small.
other countrles, which manu-
facture apparel product$ for
exports, -
added seems to bé one of the
lowest. The " World Bank's
"World Development Report™
for 1987 states'that the value
added in the textiles. and
.clothing sector of Sri Lanka

ters have urged uplifting the-
level and. grade of production .
and changes in the structure

of the industry itself. Al- -
though a potential exists the
fact is that competition. in’
the trade is strong and the
future of the indugtry is not.
certain. Those Asian coun-

' tries that are well estab-

Compa¥ed with

Sri lanka's value

was 8 percent.in 1980 and 15

percent in 1984 at 1980
prices. The 1984 figures show
Sri Lanka was belowmany other
NICs and developing coun-

parative figures were: Ethio-

Examples of the com-

pia 28 percent, Bangladesh 39 .

percént, Madagascar 42 per-
cent, India 26 pércent, Tan-
zania 26 percent,
percent,, Zimbabwe 19 percent

.and Repubilic of Korea 17

perxcent. . . S
Proposals from various quar—

TABLE S l

Egypt 29

-. ports.

-lished in the sector intro- -
_duced vertical. integration
"into their -apparel and tex-.

tile industries as a strategy
and this continued to be their
advantage

Sri Lanka is also unable to

make an impact on the global .
trade as its exports are

‘comparativelynegligible when

considered beside the bigger
exporters. The country's share

~of global exports however

small have continued to show
a rising trend; for example,
in 1980 Sri -enka. apparel
exports contributed only 0.1.
percent of global exports,

although this rose to 0.2

percent in’'1983 and reached a

little above 0.3 percent in

1984-and 1985. In 1986 the

share further increased’ to

0.5 percent of g.obal ex-

(See Table 5.2).

!

Gonparat:.ve Posit:.on of Global b:ports of Appaml Products .

Va&ue Us $ billion

.. 1970_ 1980 - 1984 ¢+ 1985 1986 70/88 80/88 7 0780
All Merchandise e : i
Global 313.71, 992.5 1,901.9 1924.9 2,115.8 575.1 6.2 1,678
Developed [ . .
country  223.11,251.61,220.8 1,266.41,468.1 3558° 17.3 460
Developing
. Country 56.8 564.0-..476.4 455.0 422.4 - 543 -25.1 889
All Manuf
GlobalaCtun:ESOJ 1,095.01,140.6_1,190.71,431.3- 653 '-30.6 476
~ Developed . . . . . L
Country ° 160.3; 895.9 889.6 940.31,138.6 611 27.2 459
""Developing . ’ . . .
. Country 10.2 105.8 147.2 144.7 169.01,590 60.9 950
A arel Exports: ' : : "
pp G.Lob]ilp 5.6, 40.4 , 45.8 47.2. 61.8 933 35 566
Developed ' . _
Country 3.9 i9.7 18.7 - 19.6 28.1 600 42.6 405
Developing L : Lot
Country * . 1.4- | 16.8 21.0 . 22.6 27.02,600 58.8 1,100

‘Source: U.N.Year Book on Trade Statistics
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GLOBAL TRENDS IN TRADE OF APPAREL PRODUCTS

Trends over the 1980's reveal
that the developing coun-
try's position as exporters
of apparel has grown strongly
over . the last decade. The
value of global apparel ex-
ports rose from US$ 5.6
billion in 1970 to US$ 61.8
billion in 1986. Between 1980
and 1986 there was a 35
percent-increase in the value
of exports, which amounted to
.US$ 40.4 bllllon in 1980. De-
veloping count ry exports reg-
‘istéred a 539 percent growth
between 1980 and. 1986 as
against a43 percent growth in
exports of developed coun-
tries (the developing coun-
triesxreferredtohere are the
4 Asian suppliers Hong Kong,

South Korea, China and Tai-

wan) .

N

The growing significance of
apparel exports may also be

observed 'in comparing their -

position against all,K mer-
chandise ,exports. In the
years 1970, 1980 -and 1986
global apparel exports ac-
-counted for 1.7 percent, 2.0
percent and 2.9 percent. re-

spectively .of exports of all-

merchandise. In these three
years apparel exports formed
2.9 percent, 3.7 percent and
4.3 percent of all.exports of
manufactures. The position
.of developing countries vis-
a-vis developed country ex-
ports and global exports is
seen in Table 5.1 and 5.3

The relative position of.

apparel exports of the devel- -

oping countries has kept
changing as seen in the
figures in these tables.In
1970 apparel exports of the
developing .countries - were
approximately 25 percent of
. global exports but by 1980 it
had reached 42 percent and by

1985 it had increased further ~

to 48 percent, though in 1986

12

there was a reduction to 43.5

_percent.

The actual figures show that
in 1970 the developed country’
exports were $ 3.9 billion as

‘against developing country

exports of $ 1.4 billion. By
1985 developing country ex- .
ports had reached $ 22.6
billion, while' developed
country exports were $ 19.6
billion. .

WORLD TRADE IN APPAREL PRODUCTS - BY COUNTRY

** Includes significant re-exports. Domestic oxpomwenufollow 1980°- 4.64 1983 - 4.68;1984-5.96;1985-5.73; 1986-6 67

TABLE 5.2
(Billion dollars)
Exports (F.0.B.) Imports (CLF.)
1980 1983 1984 1985 1986 1980 1983 1984 1985 1986

WORLD 4036 41.30 4695 4865 61.80 )

Canada* 021 "019 024 025 030 071 103 130 129 153
United States 122 088 085 072 088 695 1042 1460 1621 18.70
Argentina 014 003 002 002 - 016 001 001 001 —
Hrazil 014 011 (©.I8) (018 — - 001 001 001 -~ -.
Colombia 012 006 004 (0.04) — 002 002 002 —

Austria 060 054, 052 058 08! 095 083 087 089 129
Belgium-Luxembourg 099 075 .073 074 105 1.84 137 129 134 195
Denmark 038 038 042 047 064 050 039 042 050 0.74
Fintand 073 050 050 052 066 022 020 021 026 038
France 231 174 176 197 256 264 245" 246 274 416
Germany, Fed.Rep. 291 256 263 288 4.20 837 673 701 105 1043
Greece 041 054 062 055 112 003 006 007 007 008
Ireland 021 018 018 020 026 041 036 035 037 050
Italy 463 -453 483 536 157 080 063 066 079 116
Netherlands 087 067 067 075 111 288 197 192 205 297
Norway 007 005 004 005 006 071 060 064 074 113
Portugal 064 070 083 - 103 148 002 002 002 002 005
-Ispain - 031 030 036 035 (040) 015 012 010 012 (0.22)
Sweden 029 021 022 02¢ 031 135 094 098 113 152
Switzerland 037 029 029 030 042 247 139 ) 146 149 213
Turkey 013 065 127 118 (1.20) 0 0 0o _ 0 0
United Kingdom 187 431 134 152 180 2B

United Kingdom 187 131 134 152 180 285 242 269 268 349
Yugoslavia 042 051 -'060 056 054 003 002 002 001 0.1
Czechoslovakia * 039 043 046 048 — 0.15 015 015 018 -—
Hungary 034 027 028 030 -~ 010 011 041 022 —
Poland* 064 027 027 028 — 015 018 0.12- 014 -
Komania 063) (060) — - — - - - - - -
USSR * 003 003 003 004 005 252 262 268 3.2 368
Egypt .002 002 002 002 - 0 003 002 001 -~
Mauritius 007 008 (0.11) ©15) — 0 0 - = "=
Morocco 01t 015 018 020- — 0 0 0 0

Tunisia 034 033 029 024 043 008 006 005 006 007
Iscael 026 021 022- 022 .029- 002 002 004 002. 003
Saudi Asabia 001 -. - - - ,068  (1.00) (0.96) (052) —
Australia 002 001 001 001 002 . 034 034 042 040 042
Bangladesh 0 002 008 017 - 0 0 0 (] -

.| China (168) 206 253 .208 297 0 . O 0 002 001
Hong Kong ** 495 529 675 672 839 069 117 148 170 253
india =z 059 (0.72) (0.79) (0.79) — 0 - - - -
Indonesia 010 016 030 030 - 0 001 001} 0 . -
Japan - 050 066 078 073 073 153 150 195 100 2385
Korea Rep. of 295 370 450 445 548 001 001 002 002 002
. |Macau 042 044 050 0S5S1 -~ 001 002 003 001 —
Malaysia 015 022 029 (0.34) — 003 005 .0.05 (0.04) —
New Zealand 004 O0D4 004 004 004 002 003 003 003 004
Pakistan 010 023 025 026 046 - = - - -
Philippines 028 032 (056) (0.54) — - 00 (0.01) "(0.01) —~
Singapore 043 048 055 0354 068 015 030 032 030 036
Sri Lanka . 011 020 029 :030: 052 0 0o01- 0 - -
Taiwan® 243 299 376 350 425 001 001 001 001 001
'l‘haihnd 027 041 0S5 057 - — 0 001 001 0 —

* Imports I'.0.B.

Sources: UNSO, Comtrade data base: UN, Yurbooh of International Trede: national trldemmda
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I.eading Exporters

" During the 1980 's the Western

European countries, ,par_t:._cu—
larly the EEC countries, and

the  four major East Asian

exporters have been the major
suppliers of apparel prod-
ucts to the World Market. Over
the 1980's, however, a greater

share of the market was taken -

by the fourmain Asian suppli-
ers. Between 1980 and 1986 the
value of apparel exports.by
Western European . suppliers
increased from US- § 18.2

billion to US$ 26.2 billion..
Meanwhile, ‘that of the four-

-main Asian suppliers moved

from-$11.7 billion in 1980 to

$ 19.4 billion. by 1986,
recording a 66 percent in-
- crease.

The most notable contrast in

the trade patterns in these

two groups of exporters was in

their share of the market over-

the six year period. In the
case of Western Europe amajor
part of the production, about
80 percent, has been for
: 1ntra-trade, within Western

‘Europe. In contrast the intra .

" trade position of the Asian
suppliers was only 3 percent.

Also, less than 10 percent of .
the North American market was

fed by Western Europe whereas
the four main Asian suppliers
fed almost 55 percent of this
market. Nearly 25 percent of

the West European market was . - '

also fed by these major Asian
suppliers. Among the Euro-
" pean exporting countries West
Germany and Italy were the
most important suppliers;
and since 1983 together they
have contributed -about 45
percent of total European
exports. Other important

European exporters of ap-

parel products were Belgium/
‘Luxemberg, France, Greece,
..the Netherlands, Portugal,

Turkey and the United King- -

dom. All these countries,
with the exception of Turkey,
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experienced a continued in-
crease intheir exports after
1983.

The largest single exporting .
nation of apparel exports was '
inthe Asian countries, namely
Hong Kong. In 1986 Hong Kong
apparel exports were worth US
$8.4billionas compared with
US $ 4.95 billion in 1980,

‘almost a doublmg of exports

over the six  year period.

Almost 50 percent of its
exports go to the US market.
The ' next most important ex-
porter was South Korea: wh:L_ch
suffered a set back in 1985.
In 1986 South Korea's exports
were US$ 5.5 billion also
almost doubling over the six

year period, from total ex- -

ports of $ 2.95 b:.llron in
‘rable 5.3

‘Thailand,

‘desh..

1980 to $ 5.48 billion. in

1986. The growth trends of

_ Taiwan and China were equally

strong over this six year

period,each recording ap-
proximately 50 percent growth
in exports between 1980 and
1986;
billion to $ 4.25 billion and

2.97 billion. Nearly 20 coun~
tries in Asia were engaged in
apparel products exports among
the Asian suppliers being
Singapore, Pakistan,
India, Indonesia, Morocco,
Philippines, Sri

Taiwan from $ 2.43 .

"China from$ 1.68 billionto $

Lanka, Malaysia and Bangla--

Several of the new
exporters have seen much
potential in apparel exports
and countries like Pakistan

_are making adeterminedbidto
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take over more of a share of
the major Asian exporters and
the expanding world market
(See Box) .

There were also six Mz.ddle
Eastern countries whose ex-
. ports recorded growth during

the 1980's; they are Mauri-

Is-
(See

tuis, Morocco, Tunisia,
rael and Saudi Arabia.
Table 5.2) .

Major Apparel Exporters

More than 70 percent-of global
apparel exports in the.1980's
were grouped in the catego-
‘ries of outer-wear and under-
-.wear. The larger proportion
of exports were grouped under
outer-wear, where total value
increased from US §$ 22.0
billion in 1980 to $§ 35.7
billion in 1986, recording a
62.3 percent increase over

this period. Meanwhile, prod—

ucts in the under-wear cate-
gory recorded a 51.8 percent

increase in the same period.-

‘Considering total apparel
exports woven apparel prod-
ucts have always exceeded
those of knitted apparel
- product exports.

Much of the market, however, .
is defined by fashion trends, .

particularly.for womens wear
which makes up the biggest

part of all garment sales. US"

garment sales, -‘especially
among working women who were

feeling ill-served by the |

fashions which focussed more

on youth, began to dip in 1986

and 1987. This falling trend

had an impact on the upstream

. apparel production sectors
" in Hong Kong, Taiwan and South
Korea. The latter two coun-
tries, however, were partly
insulated from these trends
by the continuing robust
demand for their synthetic-
"fibre based garments, as
against Hong Kong's produc—
tion which was heavily ori-
ented towards natural fibres.
Another trend noted in the US
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PAKISTAN GETTING SET TO CHALLENGE ASIA'S

GARM,ENT GIANTS -
Shamim-Ur-Rahman .
Pakistan's garment exports have
been experiencingphenomenal growth,

registering a tenfold rise during

the last decade from 40 million US
dollars in 1977—78 to 452 mJ.llJ.on
dollars in 1986-87.

But while it is aworld leader in raw
cotton exports, Pakistan is ranked
26th in the world garments market,
with a share of less than one
percent, with production of about
600 miilion garments a year, two
thirds of them for export. (In value

' terms Pakistan was behind Sri Lanka

in 1986. See Table 5.2).

Planners with an eye for profita-
bilty are aiming for a gradual
cutback of raw cotton exports over
the next decade in favour of fin=
ished garments.

Its main competitors in this field
are Taiwan, Hong Kong, South Korea,
Malaysia, Singapore, Thailand, the
Philippines, China, Ind:.a and Tur-
key.

Industry sources are optimistic
about the prospects for a quantum
increase in Paklstan 8 garment
‘axports.

AThey' note that General Agreement on

Tariffs and Trade (GATT) experts
have projected a 10 percent annual
increase in world demand for cloth-
ing, creatmg plenty of additional
roomin the market for Pakistan even
if East Asia continues its relgn as
the world's tailor.

Like any developing' country Paki-
stan is keen to increase its foreign
exchange earnings to clear its
debts any pay huge import bills, and
industry sources see the lucrative
potential of textile products. i

"Vdlue-added exports in the formof
garments would certainly be the
best way of increasing Pakistan's
foreign exchange earnings, and
converting raw cotton into yarn
could simply be the first step in
boosting its share in the world
market”, said a marketing expert.

"If we were to convert all our raw
cotton into yarn exports alone, we

"jcould earn an additional 1.5 bil-

lion dollars", boosting the coun-

try's total export earn.tngs by more

than 35 percent, he said.

. capability in weavmg, knitting,

‘tion.

"observed.. (AF_P) .

Pakistan, earning more than a third
of its foreign exchange through| .
cotton and textiles exports, will|

pose a challenge to East Asian
garment giants as it -converts more
of its "white gold"” into finished
garments, local indistry sources
say. .

"Inglobal terms, Pakistancontrols|-
mcfre cotton trade than Saudi Ara-
bia's o0il trade, by exporting morel-
than 20 percent each of the world's
traded raw cotton and cotton yarn",
marketing expert Irfan Ahmed said.

He agreed that Pakistan could real-
ise the full potential of its white
gold by converting more raw cotton ’
into apparel

But development of the clothing -

-industryis impeded by a variety of|. -

factors, analysts said.

The country's low production costs
are a boon in the competitive
international market, but they are}
coupled with a lack of modernj ..
infrastructure and recurring power
shortages. .

A potential problem lurks in the
weaving sector, which has become a
widespread cottage industry and is
unlikely to welcome modernisation
if it renders traditional skills
obsolete, they said.

Most urgently needed for growth in
the garment industry is increased

dyeing, processing and finishing.

Industry sources said dyeing and]
finishig operatlons must - double] .
within a year to match the competi-|

The apparel industry currently
importsnearlyall accessories such
as interlining, buttons and zip-{
pers, and this support industry
must be developed at home before
Pakistan's garment.s can truly com-
pete abroad the industry sources
said.

Pakistan, already suffering from
the multifibre arrangement under
the General Agreement .on Tariffs
and Trade (GATT) which has hurt
sales to Europe and the United
States for the last 15 years, will
also face a unified European market
after 1992 that is expected to be
moré difficult to penetrate, they|:
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fashion-dictated decline in ...

1988, was in US jeans sales
and other denim clothes.
According to a leading Hong
Kong supplier this trend was
brought about by the end of
the craze for designer-label
jeans, ‘'which has also re-
sulted in a 30 percent decline
in the price of denim cloth.

The limp demand in the US in
1988 was said to be due to the
absence of a clear fashion
direction. Demographic
change, was another, namely,
the 14-24 age group which
influences themarket strongly
was growing slowly. The main
reason, however, appeared to

be that major US retailers, -

both up-market and mass mer-
chandisers, were unable to
define a fashion trend that.
was compelling enough to draw
shoppers into the stores. The

result was. weak sales in the .

US, which in turn was dragging
down the industry in Hong
Kong, despite its gains in
Western Europe . and other
 markets.

Increasing Significance of
MNCs in International Ap-
parel Trade

When apparel manufacture was
transformed into the stage of
factory production, from the
custom .and seamstress pro-
duction system, it continued
to operate largely in the form
-of small and medium ‘scale
'ventures: The traditional
domination of female labour
ih this industry  is. -still
prevalent in almost ‘all pro-
ducer countries; while to'a
large extent manufacture,
especially at the assembly
Stages; remains labour in-
tensive. Over the 1950's and
60's the big manufacturers in
the Western world found their
markets being undermined by
the low wage based competi-
tive advantages.of the devel-
oping countries. Many of the
traditional suppl:.ers in the
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began to realise that in drder,
to stay in the compet:.t:.on
merging of factories and take
overs was an important strat-
eqy. .. . . - .

There were two major forces
reshaping the industry in the
1960°'s and 1970's in both the

developed market economies,

and the newly industrialized
developing countries which
today dominate this US § 50
billion export market. The
forces that influenced this
trend were the slackening of,
demand in the 1970's, and the
over saturation of .the ap-
parelmarkets at that time. In
addition the newly industri-
alising developing countries
were transforming the global
market and had enlatged their
share of the apparel products
export trade from 19 percent
in 1965 to-37 percent by 1977.
The industries in the Western
developed countries were se-
verely affected and many such
countries which at the begin-
ning of the 1960's imported
less than 10 percent of their
requirements were by 1977
importing over 30 percent.
The combined threats of the
economic crisis of the 1970's
and imports from developing
countries provoked the larger
apparel corporations in the
developed countries and also

those newly set up in the NICs.
to respond with four basic
- survival strategies; reloca-

tlon of their more 1labour
intensive phases to develop-
ing countries; automation;

larger advertising budgets, .

with emphasis on brand names;
and coordinated State and
corporate attempts to expand
exports. These strategies
enabled them to keep down.the
smaller producers and also
raise the level of ownérship
integration in theé ‘textile
and apparel industry. The:

import anddistributiontrade
moved increasingly into the’

international trading system

' programmes

hands of these corporations

withmultinational conections

.and they were successfull in

making markets less acces-
sible tomost newaspirants. A
survey conducted in West Ger- °

“many in the mid'1970's showed

that around 45 percent of the
country's textile firms and
75 percent of the country's
apparel firms were engaged in
production abroad. Such out-
ward processing helped to
strengthen the oligopolistic
organization of the  firms
which possessed dynamic mar-
keting.networks and the abil-
ity to carry sizeable inven-
tories. This was beyond the
pover of small and medium
sized firms; and the larger
corporations were therefore
in a position to under-price
the smaller domestic apparl
firms. '

It was not only over purchas-
ing prices that these com-
bines had an advantage, they
also laid down their require-
ments tegarding fabrics and
textiles; as well as colours,
styles, packing, accessories
and transport. The .domina-
tion of all these aspects of
the industry was carried out

- directly by thgm or through

their agents or representa-
tives.

A programme of restructuring
.of industries was carried out
intheWesterndeveloped world
in the 1970's and under these
the . industries
which founddifficult to func-

tion viably were encouraged

to relocate in developing
countries . where production

.costs were lower. Here once.

again the larger firms which

. had- the capital found it

easier to move into develop-

"ing countries.

In the Far East another+type
of amalgamation was taking
place, which helped them to
get round the enhanced import
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restrictildns of the buy;Lng';.

countries. When quant:.tatlve.
restrictions were made these
. major suppl:.ers decided to go
up market and be competltlve'

"in this areéa. Since cost of.

production had to be :reduced

. for them to.’ remain compéti- -
tive one strategy turned out -

to be vertical integration

"with the text:.le manufactur-

_ing sector. This happened not
only in the Far East but also
"in countries such as West
Germany, Italy and USA. Soon
~horizontal 1ntegratlon also
became ‘wide . spread. : Coun--
. tries coming into the apparel
. industry were -seeking for-
eign assistance for-capital,
~ market access, technology,

machinery, etc. and in almost:

every. country foreign col-
laboration occupied an  im-
portant position. Production
processes and management sys-
tems had tobe - changed' and

- . factories needed to be highly

departmentallzed andfor this

purpose huge.capital invest-'

ments were required. Iff order

to acquire and have access to~

capital. the unification of
industrial ventures became
imperative.
"example of this integration
and amalgamation was Levi
‘Strauss, the,world's largest
apparel Corporation. By the

end of the 1970's it had 31
overseas plants. Most.of this.
Corporation’ s fabric origi- -

nated from Burllngton Indus-
trles ‘reinforcing ‘the domi-
- nant position each. exerc:.sed

in their respective sectors. '

Levi's other major supplier
" -was Cone Mills, one of the

‘largest US textile producers .

which together with Burling-
.'ton e_xerc:.sed control over USs
denim prices. Levi Strauss

" ' began its huge advertising’
outlays and brand marketing:

in the 1970's, triggering
‘what come to be labelled the
‘. "jeans .revolution".

.'16.'_.’

.ity Fair Corporation (Lee).:

.exceeded $ 5 ‘bn.

‘An- outstanding .

" textiles,

. - By the,
end of the 1970s, the United .

States jeans retail -turhover .

alone exceeded $ 5 billion.
Levi's global advertlsn.ng

‘budget exceeded $ 50. nu.lllon_

by 1985.

The manupulation of consumer

tastes through brand promo-

tion has been a typical fea-:

ture of oligopolistic- mar-

‘kets, and these apparel firms.

soon realised its potent:.al R

An .example is seen in one of .

the leading apparel lines,.
Denim, where three Corpora-
t_:.ons dominated the global
market, each protecting its
share by massive brand promo-

‘tion — levi_ Strauss (Levi),

Bluebell (Wrangler) and Van-

The first twowere the largest
apparel prodiicers in the US
and Bluebell had 27 overseas

. plarts-as against the 31 Levi
So powerful .
was the advertising and pro-
‘motion of this garment that by
‘the end of the 1970's the

Strauss plants.

jeans retail turnover alone
Over .the
1980'3 there were . signifi-
cant. new . comers suchas

. 'Gloria Vanderbiltand Murjani.

"In the UK too there were .
strong concentrations where

8 companies ,controlléd over

"half of the apparel sales.
‘Athong them were Courtaulds,

Burton Group, Coats Patons,
ICI, Raybeck and Selincourt.
To there were.added some of

‘the big textile groups such as .

Tootal and Carington Viyella,
demonstrating the interde-~
pendence of the textiles and

rope's biggest exporters of
the Italian fimm
Basseti had a markéting tie-

) up with Tootal.

In West Germany . abou,t: .80-.
percent of the apparel trade,
through

the departmental
stores, were. co,ntrolled by"
four multistores arnd depart-

mental - stores, among ‘theém
were Karstadt, Kanfhof Her- .
tieand SchJ.ckedang Karstadt
was the largest textiles and
apparel retailer for the whole"
of Western'Europe. :

In the US on the other hand,’
‘there was heavy concentra-

tion among the four major .
textile and apparel retail-

‘ers (according to 1979 fig-

ures) Mobil 0il $ 4.7 ‘bn,.
Sears Roebuck $ 17.3 bn, K.
‘Mart- $ 12.7 bn, J.C.Penney $
11.7 bn. An UNCTAD study has
shown that a direct relation-
ship exists between increas-

ing concentration in retail- . .

ing and the ability of the’

. giant retail chains to obtain

ever larger margins. The re-
tailers-gain has been at the
expense of'consumers through
higher prices, and of the
textile and apparel. whole- -
sale establishments through
‘lower supply prices. Among :
the more widespread tech-
niques of '"fattening" mar-

" gins are retailers -making

deductions from suppliers''.

-invoices =~ practices - which

most manufacturers are pow-
erless to reslst L1kew1se,\
theextensionof privatebrands
by giant retailers replacing
in many cases producer trade-

: gnarks, creates opportunities

for higher mark-ups, since .
the purchaser can no longer .
compare different apparel

brand prices. Another mar-
ketingstrategy involvesplay-

" apparel -industry. ‘One of Eu- _ing of f low-cost apparel manu-

facturers in developing coun-
tries against national ap-
parel producers or transna-

.tidnal marketing companies.

This strategy results inhigher
mark-ups on cheaper imported
apparel which large retail~
ers are able to sell at about
the same price as. domestic

-apparel.
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' THE ‘MULTI FIBRE ARRANGE-
MENT ' (MFA). '
Aworld wide systern of: rnanaiged trade

in textiles and clothmg came into
existence in 1974 with the Multi

tive products” and thereby put an”
absolute limit on some types of

- imports. Evidence shows that since
1978 the MFA measurably retarded
the overall rate of expansion of

Third World apparel exports to the °

. EEC countries and the US. ’

Fibre Arr_angement (MFR) . A precur- :

sor'of the MFA,. was a Short Term
Cotton Textile Arrangement negoti-
ated in 1961 under GATT auspices.at.
the request of the United States;:
and.this'was replaced in 1962 by a
Lorig Term Arrangement (LTA)

‘MEA1 1974-77

In 1974 the first MFAwhich replaced
the LTA was promoted by the world's
major textile. traders as ‘they
argued that the use of synthetic
" fibres which had increased tremen- .
Jously were not restricted under
the LTA. Secondly, overall produc-

tivity in the textile industry had -

.grown substantially during this
period which led to a decline in
textile employment in the indus- -
trial countries. Thirdly, because
the LTA placed quota restrictions
on large exportexs such as Japan,

.

smaller developing countries had-

gained a progressively larger mar-
ket share. Among the most rapidly
growing were the Asian NICs, This
MFA specifiedaminimumof 6 .percent
annual growth in imports, nore.
flexibility in negotiating the
* bilateral agreements iri which quo-
tas for each country were set, and
the right of an exporting country to

transfer quotas among categories ..

of goods and between years. *°
MFA II - 1978-81 o

With the lapse of the first MFA the
United Kingdom and France, which
expenenced a 21 percent’ incréase
in textile. imports from 1973 to
1977, supported a more resrtric-
tive MFA in 1977. The failure of the

EEC to negotiate quickly with' its’

major suppliers, thé worldwide
recession, .and increased produc-
tivity in the EEC tex:t:.le industry
© led to a"16° percent decrease in
" textile employment from 1973 to-
1977. MFA II reflected the strong
protect:.onlst sentiments of ‘the
EEC. It allowed more.restrictive
quotasthand.thE‘AI Forthe first -
time, global ceilings were. placed
on .certa:Ln categories of "sensl-
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"export base.

mnx '1982-86 . ¢

MFA III maintained- the ‘restric-
tions of earlier arrangements an_d
added some additional constraints
on large exporters and a "surge
mechanism” which limited growth of

med:.um-s:.ze exporters. Under MFA
III the United States negotiated.

forty-one b11atera1 agreements with
‘its major suppl:n.ers, which covered
the growth rate of specific types of
clothing:and textile exports. The
United States also initiated a
"call" system, which allows che
‘restriction’of exports not covered

by any specific bilateral agree-

‘ment. . .
The call system attempts to add a

greater degree of restrictiveness

by limiting the export potentlal of
newWw entrants and is therefore

particularly’ harmfu}. to countries .

which are starting at a very low
It maintains the
status quota iri both the industrial
and newly mdustrlallzed countries

at the expense of the newer,’ and.

‘possibly more effrc:.ent text:.le—
export:.ng countrles.

Under the MFA III the EEC had

‘developed a -similar device for

.restricting imports which are nqt’

directly covered by any b11atera1

agreements .

m v, 1986-'-91

In 1986 came the fourth MFA with a
broader .coverage "and tighter re—

strictions than its predecessors. -

Despite tlie severe -limitations,
textile and clothing exports to the
‘industrial countries had continued
to grow and in response to’ this
trend the latest agreement, signed
in July 1986, specially added silk,

linen, ramie, .and jute to the
existing fibres in an attempt to
finally control trade in all prod-
-ucts. In effect, the new agreement
_restricts additional trade - in-

"cluding {using 1985 figures) $ 813 .

million of Hong Kong's exports, $
368 million of the Republic of
Korea's exports, and $ 203.nu'.1]..'ion

of China's exports.

MFA IV has continued the tradition
of includingall conceivable fibres
in the MFA and of plugging all the

. "léaks" which allowed imports ol

clothing and textiles to growunder
the previcus arrangements. . With
the mclus:n.on of these natural
fibres, the industrial countries
have at least temporarily elimi-
nated the possrb:.l:.ty of having
trade d:Lverted intonon-MFA fibres.

Despite its elaborate new exten-"
sion, MFA' IV still cannot preclude
the possibility of increased un-
controlled ihdustrial country ex~
ports. It is.through. extending
mcreasmgly restrictivebialateral
agreements to every, textile pro-

"ducer, as well as the 'call’ and

'basket extractor' systems, that
the industrial countrjes will con~
-tinue to exert.protectionist pres-
sures on developing country ex-
porters. '

This desire -of the industrial
countries ‘to block loop-holes in
their barriers.to textile -and
clothing imports is likely to limit

" new comers to minimal quotas (de-
. spite a special provision for new

suppliers) in ‘MFA IV. Evading

restrictions is likely to become
harder. This ‘may deter newcomers

fromtheir first, and most natural,

step up the ladder of comparative
advantage in exporting textilés
and clothing.

ADutch economist, Clemens Boonekamp
has argued:- that' the MFA, "which

- largely .governed the export of
"textiles and clothing from low-

cost developing country producers
to industrial countries,. has be-
come .progressively more restic-
‘tive, and ‘the growth in share of
world exports of «developing coun~
tries of textiles and clothing has
continued to slow down in the
1980'5. Developing countries are
heavily affected by the tariff
protection, in industrial ' coun-
tries. Tariff peaks and escalation
in industrial countries are often
concentrated in traditional export

. _andustr:.es, such as clothing, where
developmg countries appear to

have a comparative advantage. He
has estimated that the elimination
of all tariffs by the industrial-
ized countries would lead to an

_overall trade expansion .for devel-
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oping countries of.some 5 percent.

He adds that much of the expansion

would be in textiles and clothing;
although food processing and mis-
cellanecus manufactures would also
ben_eflt

There is considerable speculation, .

however_over whether the MFA which
has guaranteed a comparatively
‘orderly trade in apparel products
for developing countries like Sri

' Lanka will lapse in 1992 and what

would the future of their apparel
indistrieswouldbe afterit lapses.
. The major developing country ex-
porters (NICs) are eager to see the

endof MFA restrictions as they are

in a position to compete strongly
with any other suppliers and would
wish to have a free and open market.
Following the Uruguay Round Multi-
lateral Trade Negotiations held in
Montreal in December last year
" negotiations began'fromApril 1989
for the integration of the Textile
and Clothing Sector into GATT. This
process is expected to include the
phasing out of restrictions under
the MFA and other restrictions on

textiles and cloth:.ng not consis-

_tent w1th GA'I'I‘ rules.

Despite the limitations on open

international trade and the GATT °

principles the MFA and the bilat-
éral ‘agreements concluded under it

have been a great source.of"encour-

agement to new exporters since it
guaranteed a certain degree -of
. access:.blln.ty tomarkets in terms

of volume; although in terms of

" quality and price the products from -
these developing countries had to.
If the MFA is '

face competition.
discontinued by 1992 smaller pro-
* ducers such as Sri Lanka with their

comparatively low and underdevel- -

oped technology, would find it more
difficult to adjust to the. competi-
tiorn. Local exporters are aware of

such possibilities and are gearing .

themselves to meet the challenges
of 1991 and beyond as may be seen in
the statements of the spokesmen for
" the industry.

'.neyond the possibilities "of
dzsbanding the MFA by 1991 are’
the prospects of the ‘European
Commmity's p].an to cxeate a -
“single makket” or. "fartress:
Europe® by 1992. vhere it would
be far more difficult to com-
.pete from mtside -
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GARMENTS FACING RESTRlCTlONS DUE TO THE MFA

By Item and Country

above.

rate of 58 percent in 1884 and

.The fentry of Sri Lankan garments into the overseas matkets on
a substantial scale appears to have provoked restrictive regulatluns

as embodied in the Multi Fibre Arrangement. Starting in 1876 with -
. an agreement signed with Norway restricting the import of shirts
into that country,the MFA now covers.a large number of countries
in relation to a wide variety of garments as shown .in the table

These restrictions ‘have had a serious adverse impact ‘on the growth -
of - the garments sector since 1984. For instance, the growth rate
of 53,14 percent registered in 1984 was reduced  to 1.36 percent
in 1985 and a marginal 1.62 percent’in 1986, For 1985. in ‘terms
of rupee value, it had come down to about S5 percent from a growth

above in the years before 1881. Since 1985 the growth radte has

Uount'ry ' Restricted Items
U§A Gloves & mittens, suit type coasts, coats, dresses, play suits, sun suits, kmt
suits, blazes, shirts; blouses, skirts, sweaters, trousers, shorts, slacks, nightwear,
jump surts, coveralls, overalls, towels . .
Canada Winter outerwear, trousers, shorts, slacks, jeans, overalls, coveralls shorts,| "~ -
shirts, blouses, T’shirts, sweaters, dresses, shirts, suits, co-ordinate sets, under-|
’ wear Jackets gloves.
Sweden Shu-ts blouses, trousers jackets, shorts, underwear and other rtems on basket
) quota.
Norrvay Jackets, blazers, anoraks, trousers, slacks, jeans, T’shirts, blouses, urlder-
- garments, skirts, nightwear, dresses.
Finland Shirts
EEC Trousers, shorts breeches, blouses shirts, parkas anoraks wind cheaters. 1

a grouwth rate of 64 percent and

New B:Llateral Agreement
between Sri Lanka and its
Major Importers USA and EEC

The most stringent limita-
tions set on the export of Sri
Lanka's apparel products came
with the bilateral agree-
ments negotiated under the

'MFA III. About thirty product
- items made of cotton and wool,
‘were brought under quota re- .

strictions with a lowbase and

8till low growth rate al--

"lowed. Both woven and knitted
products were also brought
under these quotas. ’
Under the MFA IV, which al-
‘lowed,

remained low and in terms. of SOR was even negatrve in some years,

negotiations to. be -

carried out in more accomo- -
dating c1rcumstances, bllat-
eral agreements were 31gned
with the EEC during 1986 and
with USA in 1987. The quota
year under the EEC agreement.
is synonymous withthe Calender -
year whereas, the U.S. agree-
ments are from June I to May 31
of the following year. The EEC
quota period started from
1.1.87 and proceeds till
31.12.1990 while the US quo- :
tas.started from June i, 1988
and continues upto.May 31,
1991. Since all woven fabrics.

- . products and knitted fabric -
. products of man-made fibres:

have been brought into or-
derly trade under the MFA the -
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Finland,

Under the new agreement with -

consxderable increase over
the. base level of 1986. Two
reglonal quotas in the ear—
lier -agreement with UK and
France were . removed while

annual growth rates have been

increased all round. Flexi-
bility.of provisions ‘such as

carry ‘over and carry forward.

and: transfers have been in-

creased from 5 percent each in --

the earlier agreement to 9-
percent - and .11 percent
respectively, subject to a
accumulative maximum of .17

. percent. Outward processmng

has been excluded from the
normal quotas.

‘The: agreement negot:.ated in’

1988 with the US was the third
with Sri Lanka under the MFA.

"The .qudétas granted by each

quota colntry/region such as
the USA, the EEC, Canada,
Norway and Sweden
are, apportioned between fac-
tories functioning undéer the

GCEC and factories outside
the Zone. Although the number .

of factories within.the .GCEC

are less than those outside .

they are larger in capacity,

~and larger US quotas are

allocated to the GCEC facto-
ries.

The valué of the world import

trade in garments ‘for 1986 was ~

US '$ 56.7 billion, of which

the US share was:$ 18.7 bil-
lion. However, Sri Lanka has -
‘only a small share: of Us

1mports of garments and made-
up textiles; by quantity 1t
increased from 0.81 percent

" .in 198} to 1.22 percent in-

1987. The base level for the
negotlatlon of the new Tex-
tile Trade Agreement were the
quota limits of the 42 catego—
ries for the last year of the
prevxous Agreement, i.e. June
1, 1987 to May 31, 1988.

The new. Teg_;t:.le Agreement
which runs for. four years

'from, June 1988 has the same

prov131ons for Carry-forward
and carry-~over-as the previ-
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ous one and the same swing
EEC; the base level shows a )

provisions - 5 percent for
wool categories and 6 percent
for others; the annual growth
rates - 'will be tle same - 1
percent for wool categories
and 6 percent for others.

Eleven more categories- of .
garments and other made-up .
articles are brought under.
" restraint by the new Agree-
" ment, -individually or within
‘merged categories. Some cate-

gories have been brought un-
der restraint on the basis of
"anticipated"” disruption of
trade and even before Sri

Lanka "has had a chance to

build up-a reasonable export
performance,  the -necessary

capacity being still in an.

early stage of development

There are altogether 17 merged

. categories under restraint-

in the new Agreement, includ-

.ing’ eight already existing
- and nine new mergers. '
base-level quotas under the.

The

new Agreement, i.e. for the
first year, were expected to
have abuilt-in growth rate of
at least ‘2 percent for wool

- categories and 12 percent for

others; though the allowed
growth proved to be 1 percent
for wool categorles and 6

percent for most of the oth-
.. Another disappointment
. is that the -sub-limits. of
200,000 dozen yarn-dyed shirts.
for Category 340 and 250,000

ers

dozen yarn dyed blouses for
Categoy. 341 fall below the
levels of -actual perform—
ance.

'Projections

For Sri .
Lankan Apparel Exports
and Areas of Potent1a1

Concern.
Projections for apparel ex-

. ports upto 1992 have been made

.by the EDB in terms of both
quantity and value. These
projections’ show a moderate
rate of growth for exports.

- The pattern of increasedgrowth

rates ending by 1992 indi-
cates that the operational
period of the Multi Fibre
Arrangement and -consequent
bilateral agreements havebeen-
taken into account. In these
projections emphasis hasalso
been placed .on' exports to
Japan.and Australia.- .
Throughout the projected pe-

riod USAwill remain themajor
outlet for Sri.Lanka's ap-
parel exports as it has been

. inthe past. The US.contribu-

tion will be about sixty-five
percent of total rupee value
of exports. Total exports are
estimatedtobeworthRs.16,561
million by 1992. By this year
Sri- Lanka .is. expected to
export 250 million Pieces one
of which USA is expected tc¢
buy 162 inillion pieces, or
about 65 percent of the total.
The next largest buyer will be
the twelve EEC couritries and .

" during the plan period this

block of countries is ex-= |
pected to accomodate twenty
six percent of total rupee
value of exports, and quan-.

- tity-wise too the percentage

will be  almost - the same.
.Exports to Japan are expected -
to increase more rapidly. dur—

‘APPAREL EXPORT TARE‘I‘S 1989 & 1992 - .

Country 1989 1992 A

' ' Quantit'r\ralue % Quantity Value %

Mn Pcs. [Rs Mn +° - | MaPcs. [ RsMn

U.S.A. 132.20 8,725.2 64.7| 162.0 " | 10,688.33 '64.5
[EEC 53.91-]°3,558.05|. 26.4| 68.04 4,358.64 26.3 -
Canada . 6.56 432.9 3.2] . 17.15 472.56 1 2.9
Sweden 1.09 | 71.94 - 0:5 1.33 | - 87.73 0.5
Norway - 1.09 "71.94 o0.5] 1.33 | .. 87.718 0.5
Japan 3.04° 200. 97, 1.5{-. 6.03 398.01 2.4
Australia 0.063 4.1 0.1 0.084 5.34 0.1
Other 5.24 411.8 3.1 7.0 | 462.63 2.8
Total - 113,477.0- 16,561.2
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ing the projected period,
sustaining anannual increase
of 25 percent. On the one
hand,,
imports and on the other hand

' Japan has shown preference

for apparel products from

A31an countries. Another fac- -

toris that from1986 Japan
_has -been encouraglng a high

level consumer imports; and °
since the Japanese currency -
has been increasing in value -

it could be to Sri Lanka's

advantage if she could in-

crease exports. Nevextheless
-exports to Japan. are no easy
‘task, as very high and.exact-

ing standards are expectedby.
Japanese buyers. The Austra-'
lian market has also become .
competitive and attracted Sri -
' * Lankan exporters. Australian
' importers are in an advanta- -

geous position since-quotas
are handled by them. Austra-

liais aglobal quioa country,

where importers are given
allocations to import. from
any source they wish.

The vital importance of the

Ready .Made Garments industry
in Sri Lanka's economy was

highlighted ‘at the outset,

" while attention was drawn to.

" the current problems and fu-

ture threats that confronted

this irndustry. In the survey .

and analysis that followed
several of these issues were
brought into focus. The most
important of these were the
uncertain prospects of 1991
and beyond
Fibre Arrangement is expected
to lapse; and the extent to
which Sri Lanka could gear its

industry to meet the antici-

pated challenges. The Na-

tional Export Development Plan.

'1988/92-drawing attention to
the. lack of competitiveness
of the Sri Lanka's garment

sector has emphasised that

the quota system with all its
‘inherent problems has never-
- theless provided a certain
' degree of protection for the

Sri Lankan garments sector in ‘

the formof an assessed market
of some significance. In this

20

Japan has no quota

sense, a greater danger lies.
- inthe total Jetisoning of the -

gquota system and throwing
epen the international ap-
parel markets to the world's
most. efficient suppliers.
Should this happen Sri Lankais

- certainly ill equipped to
face the challenge from more’ -
.competltlve suppliers . such-

as Hong Kong.

- There is no doobt that though

non quota exports have been on

.the increase from 1984 the

development of Sri Lanka‘'s

markets will require a far.

more aggressive and many

pronged approach mvolvmg a,

positive-shift from low value

to hlgh value items J.n the

quota markets; an expansion °
-of the non quota sector in
quotasmarkets; and the devel- -
opment of new markets forSri
Lanka's garments. These as-

'pects of marketing are now °
- receiving due attention. | ’

An equally great threat is the

" introduction of Microelec-

tronics-based Innovations -
- (MRI8) intothe industrywhich’
¢an make Sri.Lanka's -labour
intensive " garment 1ndustry
lose its competitive edge if"
it does not move. with the
times.

The threat of computerisa-
tion seems to be real and we-

when the . Multi-

Japanese Aid for,'Appa‘rel " Exporters

'Sri Lanka's apparel exports have
-benefitted froni the expertise of a

Japanese fashion business coordi-
nator Ms Oka with 30 years experi-
ence in the fashion industry and
‘years of research at the famous
Bunka Fashion College. She has come

.toSriLankatoassist.local apparel

exporters. Her visit was arranged
by the Japanese External Trading
Organisation (JETRO) . Ms Oka formed
her own independent company 6 years

.ago. She has established numerous

contacts among prominent apparel
manufactures to her advantage for
carrying out merchandise planning
and marketing of garments, and she
passed on the benefit "of this
experience during her. mssxon in

| Sri Lanka.

A JETRO reports states that in 1987

' on the recommendations of Sri

‘Lanka's. Textile Council, Ms Oka
began working on a Sri Lanka apparel
export promotion project of the Sri
Lanka Export Development Board
(EDB) . In- Sri Lanka, rather than
merely operating. as a t,echm.cal
advisor, she instead chose to work
‘as a memeber of a group of Sri Lankan
manufactures. Sheheld seminars to
introduce the Japanese apparel in-
dustry and visited apparel facto—

ries to look for areas for improve—

ment. On her first visit to Sri
Lanka, she brought. samples from

.Japan to -show Sri Lankan apparel.

makers. She gave them to makers who

. made up sample merchandlse intheir

‘factories. Ms Oka exhibited sev-
eral dozen sample design guides,

_from which they choose samples. for|

‘latest fashions and trends from

thank you", explaining that if they

There is a fundamental need tobuild.

'1ng merchandise to foreign' coun-

trial manufacture. Data was col-~
lected on manager profiles, condi-
tions of merchandise production,
sales (exports), and a listing was|
made of the Sri Lankan companies she|
was working with.

Ms Oka agam
visited’ Sn Lanka in May 1988, cne!
year after her May 1987 visit, tol -
conduct follow-up work. She was
surprised at the changes in the
conditions of the Sri Lankan ap-
parel makers after only one year.
Previously, -they would adopt any
kind of fashion apparel informa-
tion from Japan. Most were operat-|
ing on a "We'll make .anything"
basis. On her second visit, how-|.
ever; 'she showed slides of the

Tokyo, and many of them said, "No

tried to make these items, concrete |
technical problems would certamly
arise.

Ms Oka explamed it this way. "They
consider basic things more impor- _
tant than chasing almlessly after

fashion,” and they want a solid
system for producing merchandise.

a workable system capable of sell-

tries, and this calls for the
establishment of - mdnufacturing
technology, which is the basis for
apparel goods, and the establish-
ment of a final merchand.lse quality} -
control system". :
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" nationalization of the in- .

. tion of all these three fac-.

have a warning that there is- .

an emerging shift in interna-
tional competitive advan-

.tages, according to a study
carried out in 1985 by Kurt .

Hoffman of the University of
‘Sussex on the "Impact of Micro
Electronics on the Garments
Industry”. He argues that a

combination of factors is’

responsible for this, the
most important -among them
being theapplicationof micro-

electronicsto clothmg tech-"

nology in a way that-is bring-
ing about integration of a
once divisible production
process. The use of Micro-
electronics-based Innovations
(MRIs) in the North is reduc-

‘ing production costs and, as

this happens, the eqonomlo
rationale for the current
international division of
labour in the sector is being

undermined. At the same time,
. changes are occurring in two -

other equally :.mportant
areas. The first isa long

delayed but now rapidly evolv-
ing structural transforma-
tion of the sector in the OECD
countries. The second is the
viftyal 'disappearence of thé

-liberal trade regimes that .

facilitatedtheearlier inter-
dustry. Due to the interac-

tors, technology and scale-
related barriers to entry are

emerging for the first time in -

thé’ clothing industry. The

'study concludes that: these

‘developing countries,

bax:ners could pose serious
probléms for the ability of
par-
ticularly the smaller, newer
entrants, to improve or even

maintain their current posi- °

tion'in the sector. .
The clothing industry all

‘over the world has been char-
' acterized by relatively easy

.access for newentrants to the

" industry. This stems fromthe

nature of the product and the
basic productlon technology
involved in the assembly of
clothes. -
clothes from. soft,. 'limp’'
fabrics requires consider-
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‘production.

The assembly of

able manual manlpulatlon of

the material by machine op-"

erators .at all stages ' of:
Historically,
thismaterials handling func-

"tion has been difficult to

mechaxuze As a result, the

" production process remains

highly labour intensive and

materials handling has ac-.

counted for about 80 percent
of the total time required to -
manufacture a garment. The
industry everywhere relies
on a combination of. highly
dextrous, but ‘low-paid op-

erators and robust, flexible -

and relatively inexpensive

sewing machines ‘as its basic -

unit of production. The un-
derlying product and process
technology has changed little
in more than 50 years and has

been easily assimilated by -

all who have sought to enter

* the sector.

Hoffman shows that the most
important change so far has
been the entry of electron-

. ics-based firms into the busi-
. ness of supply:.ng technology

to the’ clothing .mdustry.

"This is furthest advanced in’
- the area of pre-assembly tech-~
nology where it is-primarily -

electronics-based firms that

are.involved in the supply of

automated inspection, colour

sorting .and Computer Aided

Cutter systems. He states

‘that these firms have had a

major impact on the ‘industry

.and will continue to be a
strong fotrce for techn:.cal ]

change 4in the sector.

'will happen,

"capital cost of £lexible manu-

facturing systems could de-
cline substantially towards
the end of the 1990s due to the
use "of automation and the
attainment of scale econo-
mies in their production.
Implicit inthis forecast isa
strong assumption that the

“rate of productivity growth

enjoyed by the industry will
risetohistoricallyunprece~
dented levels particularly
inthe 1990s. Howquickly this
he says, is
difficult to predict.

Hoffman concludes that if his
assessement of the future is
correct, the future develop-
ment and more wide-spread

_-diffusion of MRIS in the North’

will create the potential for
a substantial shift in the
structure of competitive ad-

vantage against developing

countries in the long term.
The net long-term effects of
this shift will depend largely

.on-the manner and effective-

ness of the response of Third
World governments and cloth-
ingmanufacturers, Facedwith

“the prospect of stronger price

competition from the North
and restricted access tomar-
kets, developing countries
must seek ways to enhance
their ability to compete and
maintainmarket share through
increasing their own levels
of productivity and by. im~-
proving the quality of their
products. To do' this, Third
World clothing manufacturers

de”elopmg countrzes must seek ways
. to enhance their abzlzty to compete...

" From the mi_d 1990s onwards,

however, the type of teohnol-
ogy coming ‘into -the market

could begin to change in:

fundamental ways. Flexible

manufacturing systems will .
.start to become available for °

use in assembly, accompanied

by compurer-based innovations
in inspection, finishing and

production control. The unit

- prrord

must tackle the problem of
persistently rising produc-
tion costs'that has charac-
terized their past perform-
ance. In a sector as fiercely
competitive as the clothing
industry, there is a clear a
argument that what-
ever has happened in the past,
alldeveloplngcountrleswill
need to improve their com-
petitiveness in the future.
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SRI LANKA'S APPAREL EXPORTERS' VIEWS

. " Mr.LYN FERNANDO,
Cha:rman of Sri Lanka Apparel
Exporters Association and Vice Presi-
dent-of the Federation of Exporters:
Associations of. Sri Lanka, discussed

) wnththeEconommRemwsomeleadmg
issues concerning the local production

“situation and the exports of the ready
-made garments from Sri Lanka. Some
excepts from the dlscussmn.

The MFA Is due to expire in 1991. In this situation the USA -

would wish to go for global quotas allowing their importers to

decide on who thelr suppliers should be, while the major Asian -

. exporters would welcome this opportunity of increasing their
. dominance in the global apparel export secfor. How prepared
would SriLanka be tocomete insuch a sltuatlon"

Over the last few years the Export Development Board together
with our Association has been working on several measures to gear
* Sri Lanka's apparel exports to meeting the challenges of 1991 and
beyond. This is what we have been clammouring for; the need to.
restructureour industry tomeetthese challenges. Youmay be aware

thatin the United Statesthereis an enormous pressure tomove outof. -

the present Multi Fibre Agreement. Even if the MFA could be re-
negotiated or anew Agreementsigned in1991 the chances are that it
. would be totally different in-form and structure from that of the
present one. For instance, the importers would have a bigger say
-regarding which country they intend purchasing from. Again, inUS
there is pressure for auctioning quotas within the US. Now we have
alreadylost virtually the ultimate advantage we had onlabour. What
weshould now try todois to build up ourown competitiveedge. We
still have the entrepreneurs, we have the wherewithall to put our
_industry right. Our major problem now, if we were tomake compari-
- sons withourcompetitors, is that whilg ontheone hand our labouris
still cheap it is unproductive, partly because we do not use more
" modern techniqugs. We have enormous wastage in our cutting
rooms. I think in nearly every other country they have computer
aided design systems installed. We-have only one factory of such a
nature. We ourselves, as a company, are trying to get one, butitis
very expensive. In a situation where the countty's conditions are
somewhat unstable and facing the difficulty of not knowing when
one has to close his factory, one is alittle reluctant to invest that sort
of money in machinery and equipment. But, at the same time if we
are to survive beyond 1991 in this industry we would have to instal
new machinery, and it is very necessary to change the rules and
regulations under which the industry operates at the moment, to
make it more'responsive to market demand. .

What I mean by that is, at the moment most of our raw material is -
imported, and thére are enormous delays in impotting - to get-

- "licences, open letters of credit, sailings from the Far Eust are not that

regular, so that our lead times can go up to as much as six months;

- and as against that 1 think, the technique which is being adopted.in
the developed world is to change patterns, styles, colours etc.
frequently whereby they uy to cutadash, .

Would SriLanka find it dlﬂlcultto compete insucha situation"

' We would, unless we startnow. Wegotthreeyears, andIbelieve we
< if we apply outselves to change the system and restructure our
industry to meet these challenges. - )
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Upto now what concrete steps have there been in this direction, .
either from your Assoclation or from the authorlties to meet
these challenges. .

From the Association we have had a lot of discussions with the
relevant authorities - the Customs and the Ministry of Textile
Industries. It is more difficult with the new changes, and with anew
set of officials coming in it takes a while to induce changes, -
‘particularly when they are not sure of why these changes are being
suggested, and also in the framework of somany errant manufactur-
ers beihg there. At the same time there has been a very positive
response starting from the Minister himself, the Minister of Rural
Industrial Development and Textiles, who has fully agreed without
suggestions for simplification of procedires which should assistthe
industry enormously. . . :

In what specific areas does the Asociatlon help the garments
export industry?

Our Association comes to the assistance of exporters on specific

- issues as well as helping the overall interests of the industry and its

long term growth, We liaise with the Ministry of Textile Industries

- and the Ministry of Trade and Shipping and also other official

institutions. The Association has worked very closely with the.
Customsinthepreparation of the procedures and implementation of
the Customs Bonded Warehouse Scheme. It continues to_have
regulardialogue with the Customs to ensure the smooth operationof
this scheme. Our members are on the Advisory Committee of the
Export Development Board and have taken an active part in prepar-
ing medium to long-term plans for the future of our industry. Our
members together with officials of the Export Development Board
have undertaken market studies which have resulted in subsequent
buyers/seller meets and one-to-one busi iness mneetings.

We have representation on the board.ef the Clothmg Indusuy .

 Training Institute, and thus contribute towards the training and

technological improvements of the industry. We also have a fairly
comprehensive code of ethics for our members 5o as to ensure a
conceptof social responsibility and ethical conduct. :

Have there been any initiatives by your members on specific * -
aspectsofmarketmg"

"On the marketing side the emphasis has beenon better uttlrsauon of -

quotas, inmaking abetter quality of upmarkei garmentsand lhereby
obtaining a higher income on the available. quotas. I believe the
success of this has already been apparent by many of our firms
manufacturing under prestigious brand names and selling to the

. more expensive - upmarket or what is called moderate to better

sector in the stores. Again the regular missions to Jaban and Austra-
liabothnonquotamarkets- -(Australiahas animportersquota)- have
already been successful and many firms are now exporting to these
countries. So I believe that in the marketing aspect we are moving
from an industry merely selling production capacity and quotas to:
.one of selling garments. We have encouraged specialisation in
product Categories and arranged with the Ministry of Textile Indus-
tries for easy transfer of quotas to enable firms to specialise. Qur
major drawback is the lack of fabric and ancillaries avajlablelocally
and the consequent advantage of quick response to marketdemand.
The Minister of Textile Industries has already commissioned a
study on what théy call backward lmkage requirements and ourown
Association had made Tepresentation as to how some of these
proposals couldbeunplemented .
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Do you think we could successfully enter the' fashlon market, or
the quality market and also compete cost wise, or are there
constralnls ?

Yes "We.certainly can do fashion garments ‘and in my own com-
pany, wedoquite alot.Ithmkagood testis acompany thatcanexport
successfully to Japén, can very deﬁnetely make fashion garments
and sell them successfully in Europe or,in the United States;,

- Themajor constraint in fashion garments isthat lead times are very

short. One doesn't sort of prepére fashion garments or sketches six

- monthsinadvance. A buyer places an order and expects the goods to

be delivered within two or three weeks which unfortunately we
cannot dohere.

B | suppose the bigger Asran exporter countries like Hong Kong,
'l‘alwan and South Korea aremore gearedtothat. '

Yes, because they have the fabric at their doorstep This is an
.- advantage of course. Even in Sti Lanka, the Free Trade Zone
. manufactureshaveanedgeoverthoseoutsrde,becausetheyareable

to import fabrics and keep it in bond and then producé to the °

specrﬁcanons of the buyer, We also do that to a lesser extent where

weimport grey cloth, wekeep it in stock, and then dye it to different

coloursthatareinvogue. Butreallylfyoulookatltsmctlymtexmsof
* the rules and regulations it is-not permitted so we need to have a

dummyordersheet. Nowiflittlethingslike thatcanbestreamlinedit -

- would definitely asist the manufacturers of and exporters of fashron

garments
2

Doesn'tthebondedwarehousesehemehelptosolvealotofthase )

. problems?

Certamly it does, but at the same time many people have taken”

advantage of the bonded ware house scheme to leak fabrics into the
localrnarket and thatI thinkis abrg;mblem thatthe govemmenthas

Does this buylng houses factor apply to a large number of
factorlesortoapartlcular factory

We.ll itdoes to themajority of small firms who are totally under: the

eontrol of the buying houses. )
But the buying houses offer them certain facllltl? .

Of course, they do provide a service, but at the same time we had
become aindustry justselling quotas and production capacities, and
notselling garments. They don'tsortof goout and sell. Many of these
factories don't even know who their buyer is, they have never gone
out and met the,m They only have contact wrth the buying house
whichis bad.

Whlle on the quota system ltself ; there have been varlous sug-

"gestions about quotas and we were recently told that there was

.even asuggestion that they auction quotas, .
: WelLtoourrelxefthePresndentlnmselfmtervenedandthensquashed
that. Tt was Tucky that the World Bank people came here just before
» .andwentthroughonrenurefactory andmade astudy of thatandthey
totally agreed that the auctioning of quotas would be the death knell
ofthe mdusu'y,becauseourposmomsunhkeothercommes andno
"+ country auctions quotas in that sense. In our case we have got an
organised labour sector here. There is maternity leave, there is EPF
and ETF. We cannot lay them off as and when depending on the
quotas we get. Quotas by itself came as a result of a firm's perform-
ance. People do not seem to understand that even today there are

manyareaswheretherearenon—quotartems Unfornmatelynobody .
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looks at that area and concentrates attention on it. Why other
companies, and even we, built up quotas was purely because we
sought out areas where there were no quotas and we went out,

contacted buyers, and sold these items and we built up performance -

so that when quotas came we had a track record. Now that is how
quotas were obtamed Butwhatothers are trymgto doisthey wantto
grabthese quotas.

The other most ftmdamental thing is we have to plan producuon. 1f
we are not going to be certain of our markets this will upset all our
schedules. Otherwise, even with the existing buyers if by chance if
we donotsucceed in getting the quotathat wehave been performing

themwhathappens? Becausenowmoreimportantly the factisthatif |

again we are looking at. 1991 and beyond we see the need to
specralrse Earlier when we were trying to build up our quota levels
wedldeverythmgthatcameoutway ButnowasfarastheUSmarket
is concerned thére areno non-quota areas, soitis agood time now (0

- exchangequotas and enable firmsto specialise in certain categories.

Isthere anyspeciﬁc basisfor allocating quotas between theFTZ
exporters and those outside the Zone?

The Free Trade Zone is certamly an rmportant area for garment
exports froni Sti Lanka. As you may know when the zone was
originally established there were no US quotas and the understand-
ing was ciearly-that they would be entitled to not more’than 40
percent of the quotas allocated to Sri Lanka.

But about3@manufacturers within the Free Trade Zone continue to
get a growth factorwhich manufactures outside the Zonedo nt get;
simply because outside the Zone we also need new blood coming
into the industry and we have allowed the Ministry to take that 6
percent growth factor for new comers or whatever policy uses they
may have, likerelocating of industries inother provincial areasetc, I

. think, following a recent decision, that the FTZ growth factor will

also be considered for such purpose.

the quotas allotted tothem?

Well itis s diie to the seasons and the fact that in certain times of the
year and in certain year$ we have certain categories of garments’
selling very well. Ithink thatmoreimportantis the factthat firstly the

- distributionofquotas was bad. Lastyear, for instarice, certain people

gotquotas forreasons other than their ability to perform; there again
our Association has held discussions with the Ministry of Textiles
Industries in order to evolve a system whereby we could have a
proper monitoring; the Ministry has already taken action, though

. they do not yet have the personnel, the Minister has agreed to geta
- simple computer facility and the same software as used for monitor-

ing in the FTZ wher¢ they could monitor the quota performance. It
was also agreed to have the ‘Assistant Secretaries 16 get more
involved in the industry. None of these persons in the Mmlstry of
Textiles visits a garment factory and what they intend to do is to get
them to come out and have alook at the operations, see what itis all
-about, and then formulate a scheme that is practical and workable.

Therewasanother Issue thatneedéd toberesolvedandon whlch
you imade representations. That was the proposed tax of 3.06
percent on apparel exports to the US, announced by the Minis-

“ter of Finance in his recent Budget Speech. Does the proposal

stlllstand"

That was unfortunate and much has happened on this proposal since
then. Sri Lankamade arequest to the US authorities to withdraw the
3.06 percent countervailing duty and suggested that we impose this

* tax here. But fortimately for us the Ministry of Trade and Shipping

sumrhoned ameeting of all those connected with the industry. [ had

. anoppormnuyofexp-essmgmyvrews, whrchbasrcallyrevolvedon

A

o Weren't there also Issues arlslng about exporters not lulﬂlllng :
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8 THE VIEW FROM THE GCEC

. Mr. AJI'l‘ DIAS, President of the Sri’
‘Lanka Free Trade Zone Manufactur-
ers Association, discussed with the
: Economickcmwtheposmonol‘theap-

®. parel factories in the Zone and their
. " businessoperations.
mmmwomdhwemexm

this tax to those in the Free Trade Zone, Now if you take the 3.06
percent countervailing duty imposed in the United States, 2.0 per-
cent is as a result of assistance provided to those in the FTZ. The
balance, as far ag the Investigating Committee that recommended
. the tax was concemed, was on the assistance to those outside the
Zone. S the Zone exporter had a bigger subsidy. Now all the
factories in the FTZ have an agreement with the GCEC which
specifically prohibits the imposition of any taxes, development
cesses, or whatever, by the Sri Lanka Government. The only waythe
SankaGovmnemoouldunposeanxonﬂlmwouldbewbmg

in legislation with retrospective effect. That, in this current climate

where Sri Lanka is keen on attracting foreign investment, is totally
impossible. SotheGovemmemwceptedmvwwnndwehnvcmw
wilhdrawnthe request for areview as it was not feasible,
. ButI'thirk amore significant fact about these counteryailing duties
isthatatthetimeitwas unposedonSanhsumllruxelextmdmg
. to.as much as-22 percent were imposed on many other Sountries
Bolivia, Indonesia, Venezuela, Taiwan all had hiigher duties.

Sothereisalikelihood that the tax itself willnot be imposed?

Yes, because it is not practicable. Youmtunposeuforaﬂyone
sector, like in the case of the existing Rs 1/- per piece quota fee;
.whereonly ﬂwseoutndetthomhnvetopnytluslevyofRs 1/.

Whatnboutnewmarhu.ltappearstlmtherehave beenmoves
to cultivate the Japanese and Australlannrarkets How mich
success havewehad onthese initiatives?

I havebeen on those missions to ‘both Australia and hpm. The
Australian market is somewhat difficult because the jon is
small and the quotas are with the Australian i importers. Itis aglobal
quota. Also, the Australian Government has now found, that this
quousyslemhnsresultedmthequotaholdermakm;nlotofnmey
Yet aggressive marketing has enabled Sri Lankan exporters to
penetrate lhese markets

'I'hemmdnfferuwemﬂwhpmuemnkem that unlike the US or
the EEC, Iapuwseclnbuyfmmwhueevermeywish Conse-
quently, the prices must be very.competitive, the quality extremely

- highanddelivery absolutelyontime. My owncompany spentalarge

amount of money in the first two years in taking samples o Japan,
.andonly onthe third visitdid we meet with success. The market also
_ needscareful culuvauon and avery promptresponse system.

But why Is it that we concentrate so much on the traditional

. items where there is so much competition, and quotss, while we ° -

stillproduce solittle on the less 'sensitive’ items?

Wellformelhmgmsﬂlemdmmmhmﬂmhwenvuylngenm
_ Any factory that can run profitably can do so only when it has such
;" large runs. When you get on to smaller runs it becomes more
expensive and your profitability is much reduced. But that does not
- meanthat exporters are not going for smaller runs becauseI think the
uu\dmdwfummﬂbelchmgeﬁmnmuswodumnm
pmducmgmshonﬂ'nmsofvuym;nylu
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The Katunayake Export Processing Zone has been in'ope-
ration. for more than 10 years. The facilities and conces-
sions offered at the KEPZ were intended to attract a wide
range of industries, but more than 1/3 of the number of
.industries and over 80 percent the value of KEPZ exports
are from the garments sector. Why is it that there has been
a concentration in this type of industry?

All Export Processing Zones in the Asnan region, in most.

instances, started off with Garments, as was the case in Sri
Lanka. This was basically -due to countries wanting labour
intensive industries to start off operations in the respecti-

_ ve Export Processing Zones. However, in Sri Lanka today

there are around 27 - 28 Garment factories out of a total
of 77 Enterprises at Katunayake. The GCEC has not been
encouraging Garment Industries in recent years and is pre-
sently trying to attract investment in’areas where higher
technology is used. In fact the last few pro;ects have been

in Electronics, Ceramics, Carnival Rubber Masks, Ski.

Gloves‘and Rubber ‘O’ Rings.

In 1980 the Minister of Finance told a Select Committee .

of Parliament that the only attraction in Sri Lanka for in-

" vestors from Hong Kong, South Korea and Singapore was

to collar thé quotas still available for Sri Lanka. Is this po.
sition correct and 'what is the position today? _

This is totally incorrect for when thc Zone was started,
there were quotas imposed only on a few'items and that
too for the EEC market. Quotas to USA were imposed
after production started in the Zone, and all Companies
‘inside and outside the Zone were allocated quotas based
on their performance at the time quotas wére imposed.

A wide range of infrastructure facilities-were provided by
the .Sri Lankan government with the hope that it would
greatly benefit Sri Lanka’s economy. Could you say that-
‘these hopes have been reahsed"

| thmk its best I quote from the Asian ‘Wall Street Journal
of February this year “in which part- of the World can .

.Five Hundred Million Rupees (15 Million Dollars) bé in-
vested, which yields a return of Rs. 7 Billion, a thirteen

fold increase in 10 years? It may be any cdpitalist’s dream -
~but it is nof a fairy tale, The Sri Lanka Export Processing *

Zone Authority the Greater Colombo Economic Commis-
sion achieved just that”

N

- The local industrialists have been of the view that the

country would have benefitted far more if local industria-
lists had a_monopoly of this export business. Wllnt are
your views on this ?.

. There is a basic mxsconi:eption that all factories in the

Zone are owned by foreign companies. This is far from

the truth and there are many local industrialists who have .

factones in the Zone, and in some instances outside as
well. Similarly some of the Garment Factories outside the

Zone are FIAC approved, which means they too have fo- °

reign investors. Basically, if one looks at the whole indus-
try, the greater share of the business is probably in the
hands of local industrialists, .
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. In the early stages and even more recently the equipnient
" and machinery brought into the KEPZ by foreign inves-
tors were said to belong to a past generation. Is it possible
to face the growing ‘global competrtron with.such facili-

' . ties ? Would these factories not requrre more mtensrve A

’ modermzatlon ?

. There were ‘some industries that started off with second
‘hand equipment and machinery, and these factories never-
. really .got off the ground and in fact some of them have .
.since closed down The present policy of the GCEC is not
to encourage any secondhand machinery and some of the
factories that started off with 'used machinery have since
* purchased ‘new machines and carry out busxness success-
fully. . .

There are complaints that the KEPZ apparel industries
have not established backward linkages within the country
and hence the value added is comparatively lower and fo-
reign exchange earnings are being re-routed back to the
" investor’s country. Why is it that noie of these investors
considered re-investing in a textile industry in Sri Lanka ? -

The KEPZ investors in garments, do not necessarily'have Q.

the experience or business interest in manufacturing items
feeded for their trade. However, there is one large factory
in Biyagama ‘which manufactures their own cloth, dyes
and finishes the fabric for the manufacture of their end

product. The reason why Sri Lanka does not have any A.

.modern textile Mills is due to the vast amount of capital
that is needed, arid I think it is extremely unlikely that
.anyone in Sri Lanka will be interested in investing such

large sums of money especially at the present moment, Q-

due to the. prevailing problems we have in the' country.”

When the MFA exprres in 1992 and if quotas are lifted )

will the KEPZ industries be able to survive global competi- A.

tion ? . <

I-think the KEPZ factories are very capable.of surviving
the problems in the event of the. MFA expiring in 1992.

This has been accepted by the Authorltles in Sri Lanka,
and they are encouraging factories outside the Zone to -
_prepare-themselves as well. -

Q.

"Various incentives have been’ offered by the govemment
to investors in the KEPZ. Are there any dis-incentives
which obstruct the smooth functioning of the apparel in- ;
dustry ? Also, is there a time limiit on incentives offered to
each investor within the Zone.and how will they adjust
.when this txme limit expires ?

. The major mcentlve offered to 7one factories haa. been
the fax holiday period. This has since expired in most

cases, and some factories have opted to pay a percantagé Q.

of their turnover as a tax, whilst others have opted to pay

the -income tax rates applxcable to all compames in Sri .-

Lanka.-

The biggest problem we has is w1th telecommunications A.

i.c. teléphone, telex and fax. When the Zone started a
special exchange was put up .for the Air _Port and the
Zone, but unfortunately several. connections have been

given to people along the-way and the exchange is Jammed' '

' and thrs i$ causing a serious problem to the mvestors
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Q. ‘There have been various complaints about wages "and

other welfare conditions-of the workers in the KEPZ.
How has this affected the workers in the apparel industry?
It is a well known fact that wages for all grades, inside the
Zone are much higher than the wages elsewhere in the
country.

We all understand and appreciate that our greatest asset is
our work force and we are vety unhappy about the type
of lodgings that are available to our staff. This is a very

_ serious problem and we have brought this to the notice of

the Govérnment on many occasions, Basically, the people
around the Zone have exploited the situation by over
crowding. boirding houses and charging exorbitant rates
from our workers. The Government at long last is looking
into this problem and as-a first step the .GCEC is trying to

. work on a scheme of approved boarding houses, and there
"are some organisations which are puttmg up or willing to

put up hostals etc. In fact the ILO is also trying to help
our Government by starting a pilot project, and based on
the success of this project they are hoping to start several
large dormitory/hostel type facilities for our staff.

How do the terms and conditions offered to employees in

‘the KEPZ compareé with tliose in the newly industrialising

countries‘in the Far-East ? Also, how does labour produc-
tmty of labour in the NICS ?

My experience is that the working conditions-offered to
“our employees are far superior to those in the NIC's. How-
ever I feel our productivity is much lower. "

What is your. view of the future of Sri Lanka's apparel in-

" dustry over the-next three years, particularly with regard
to competition ?

1 feel the Sri. Lanka Apparel I‘ndustry can take on. the
future with confidence, provided the problems we are en-
countering in ‘the country are settled in the very near
future. Most factories have gone through difficult times
.due to the closures they were subjected to in the recent

.past, and some major buyers have lost confxdence in the -

country s ability to ship goods on time. -

How .would you foresee Sri Lanka’s garment industry by
the end of this century and are we gearing our industry to
adapt to conditions that will exist 11 years from now ?

Everyone involved in the garment trade must look to-~
wards modernisation -and new methods of production if
we are to keep up with our competitors, This may well-
mean that at the turn of the century this industry need

. not necessarily be as labour intensive as today

" There are reports that our investors in the GCEC have also
-opened apparel industries in the Middle East and Bangla-

desh ? What is the reason for this move ? ?

There are investors both in the GCEC and outside who

‘have established factories in the Middle East, Bangladesh
"and other countries, Most of these factories are employing

Sri Lankan labour and management, and have been estab-

" lished with a view to obtaining quotas as. and when they -

are enforced by the various foreizn countries
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