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he role played by the garment
industry in Sri Lanka is sig

nificant in several respects.
The contributions made by this in-
dustry to foreign exchange earnings
and the employment generation are
the most important among them.

The garment industry is generally re-
ferred to as a ‘foot-loose” industry
moving from country to country
where the cost of production is low.
This is evident by the closure of a
large number of garment factories in
Europe and the United States when
developing countries commenced the
export of garments produced at a low
cost,due to low cost of labour, and
the relocation by those manufactur-
ers who have been running the fac-
tories in the developing countries. It
is well known that there are several
such factories with internationally re-
puted Européan brands of garments
also in Sti Lanka at present.

The manufacture of garments is a
labour-intensive production and is
not depended on heavy capital in-
vestment or Jong lead times to train
and establish a manufacturing facil-
ity. Neither is a long gestation pe-
riod needed to commence produc-
tion. Fabrics or textiles are the single
largest input used in this industry ac-
counting for 60-70 percent of the
finished products and are readily
available world wide at competitive
prices. Therefore, the competition of
the product output in the market
mainly depends on the cost of labour
and the cost of overheads. The com-
parative advantage of the location of
industry is another vital factor to en-
ter the market competitively. How-
ever, the quality of the finished goods
has to be considered as a very im-
portant factor when it is marketed
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in developed markets like USA, Europe
and Japan.

In case of technology, compared to
textile manufacture or any other Indus-
try which has scope for enormous ap-
plication of new technology to reduce
the labour, the garment industry is
highly labour intensive and needs a lot
of manual labour. The possibility of
the garment industry to be a high tech
capital-intensive industry is remote, al-
though some labour intensive automa-

tion is being already adopted.

As long as the cost of labour is low
any country may be able to run this
industry as a profit-making venture.
This is why this industry is vital for Sri
Lanka, During the past SO years after
independence various large-scale heavy
industries as well as medium scale in-
dustries were established in Sri Lanka.
But with the increasing competition
they face with the gradual opening up
of the economy, products of those in-
dustries have been marginalized from
the market and many industries have
been closed down due to non-profit-
ability, and others have become a bur-
den for the country. Inability to acquire
modern technology, needed to produce
goods that are competitive in the
market was the main reason for their

failure.

Comparatively, the garment industry
has become one of the fastest growing
industries during the last decade in Sri
Lanka. Growth has been stimulated by

a very large installed capacity, a high
level of technical and managerial skill.
However, still there are excellent in-
vestment opportunities in the pro-
duction of up-market higher qual-
ity and better-designed garments to
meet the needs of sophisticated and
rich markets around the world, which
may not be affected by the problems
expected after 2005.

The capacity to cater to those mar-
kets is not a problem for Sri Lanka
with its intelligent, educated and en-
ergetic workforce that is familiar with
modern production techniques and
having acquired a high level of skill.
In fact, Sri Lanka has a very high
quality workforce at wage level af-
fordable to the industrialists in the
region.

Another encouraging factor for the
development of this industry is the
infrastructure facilities, which, as
mentioned earlier is another impor-
tant requirement for the expansion
of this industry. Sri Lanka is among
the countries with very good infra-
structure facilities in South Asia. The
port has facilities to handle large ton-
nage of containers and trans-ship-
ment of cargo together with the lo-
cation of Colombo as a major ship-
ping hub. The telecommunication
facilities with modern technology
and the non-interrupted power gen-
eration through hydro and thermal
generation and central location of Sri
Lanka in the South Asian tegion are
the other major advantageous factors,
in this regard.
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Table 1 - Utilisation Summary of Garment Quotas - As at 24-07-1999
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Source : Textile Quota Board
However, all these encouraging fac- " , In table I under the column “mis-
tors could be utilized towards the de- W.G.S. Waidyanatha match” gives the amount of recent
velopment of the industry only with Research Department, People's Bank. exports of garment under counter-
commitment and genuine effort. feit documents. This fraud was
Matters like the recently recorded in- the export of garments of low stan-  discovered when the Textile Quota
cidence of export of garments using dard the industry would not bring Board found US. import figures of
counterfeit or forged documents and credit. Sri Lankan apparel exports were
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8 Textlle and Garments Expoﬂs (1994-98)
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much more than the export figures
maintained by the Island’s customs
department. The Minister of Indus-
trial Development, Mr. C V
Guneratne who took immediate ac-
tion on this, branded the group who
involved in this racket as an Apparel
Mafia’. According to the information
available there are some 71 errant
exporters who were suspected of
making fraudulent exports to USA
of among 800 exporters. Fortu-
nately, there is no immediate danger
of the US government imposing an
embargo, because Sri Lanka is still
within her textile quota. If the quota
is exhausted before the end of the
year and an embargo imposed, it
would be a serious problem for the
genuine exporters. Government
quota allocation for 32 quota cat-
egories of garments among some 800
registered exportets is done in a trans-
parent manner by the officers of rel-
evant government authorities like the

Quota Board, Ministry of
Industrial Development,
BO], EDB and representa-
tives from the Inc.lusu'ialists.

Earnings of Foreign Exchange

Sri Lanka was heavily de- .

pendent on the traditional
exports of tea, rubber and
coconut for foreign ex-
change earnings until the
eatly eighties when non-tra-
ditional exports emerged as
a leading foreign exchange
earner. The reason for this

high growth in the non-tra-

dirional sector was the high .

contribution made by the
garment sector to this sec-
tor. In 1975 garment ex-
ports amounted to only 4.9
per cent of the total value
of exports of all manufac-
tured goods. In 1976 and
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1977 these exports rose to 9.6 per cent and
10.6 per cent respectively. In 1978 and 1979 it
was ranging between 20 and 30 per cent. Ac-
cordingly, it has recorded a growth rate be-
tween a minimum of 36 per cent and a maxi-
mum of 150 per cent in-this period. The latest
statistics show that this industry is responsible
for over 69.4 percent of the total industrial
exports. The lavish incentive packages that were
given since the liberalization policy was an-
nounced, in 1977, helped the export garments
manufacturing industry to expand rapidly, The
opening of the Free Trade Zone, the implemen-
tation of the 200 garment factories in 1988
and the 50-garment factory project in 1997
could be identified as important milestones of
the development of this sector. The share of
world trade in clothing is valued at about US$
133 billion and Sri Lanka's share in that how-
evet, is just above one percent. Hence, the op-
portunity and the openings for Sri Lanka in

the world garment trade are immense.
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of the Picture
Manufacturers point of View -

Lack of Implementation

" The Govemment has now implementéd a ‘Duty

Free” system for textile imports instead of en-
suring that the problem faced by the Domestic
Textile Manufacturing Sector are remedied,
thus providing a level playing field for these
sector o compete and survive in a market oni-
ented economy. Unless immediate remedial
action is taken, so this Duty Free System will
necessarily wipe out this vital manufacturing
seclor.

It is strange that soms of the measures like
Pre-Shipment Cargo Verification Scheme
which would have gone a long way to mitigate
the problems faced by this sector, have still
not been implemented by the Govemment.
Further, it is petplexing to note that even the
agreed course of action to bring the BOI im-
ports under custom’s control has not been
implemented.

Exit of Quota System In 2005

Presently, except for a few units, most of the
export Garment Manufacturing Units are sur-
viving because of the “Quota System" edopted

by U.S.A. and the European Unlon, and it is rel-
avant to nofe that, by year 2005, the "Quota Sys-
tem” will cease fo exist in terms of WTO Agree-
ment.

Instead of ensuring the atfainment of the concept
of backward integration” in the form of more and
more textile manufacturing industries in the coun-
try which will provide the required raw material
for the Export Garment Manufacturing Sector by
the time removal of "Quota System” is put In
place, the Govemnment's action in the form of
“Duty Free” Textiles is paving the way for the clo-
sure of existing Domestic Textile Manufacturing
sector and eventually, even the closure of major
percentage of Export Garment Units after the
*Quota”is removed by 2005 onwards.

The removal of the “Quola System" will mean
that the prospective buyers of garments will pur-
chase their requirements from countries who can
supply their requirements at short notice and at
competitive prices, Our Export Garment Manu-
facturing Sector has to depend for 95% of it's
input on foreign countries and in the absence of
any other comparative advantages, this sector will

automatically be left behind
vis-a-vis Export Garment Or-
ders. Countrigs like India,
China, Pakistan and Indonesla,
with thelr backward integration
right up to spinning as well as
raw material base elong with
other comperative advantages
will benefit af the expense of
Sri Lanka Garment Export
Units.

Foreign Investments

Ifon the other hand, the off-
cials think that there will be an
influx of Foreign Investment
into the Textile Manufacturing
Sector of the countrywhen the
textile imports are made "Duty
Free", it will be a dream only.
With all the concessions like
Tax Free Status, Duty Free
Imports of Spares, Raw Mate-
rials etc., apart from intemna-
tional investment promotion
campaign by BOI, there has
not been any significant forelgn
investment in the toxtile sec-
forin Sri Lanka.

The industrial output in 1998 re-
corded a weaker growth of 7.5 per
cent compared with 10.2 per cent in
1997. Similarly, the exports of the
apparel industry, which continued to
expand in the face of global compe-
tition, tended to slow down towards
the end of the year. However, this
situation has become a global phe-
nomenon mainly due to depressed
global trading environment follow-
ing the East Asian financial crisis and
subsequent economic problems in
many developing countries and de-

veloped countries including Japan, | "

Russia, South and Central America.

When the quota system is fully

phased out by 2008, international f ]

competition is likely to be intense.
In order to face this future Hchal-
lenges successfully, the industry needs

to invest in new technology and en-
hance its skills to improve productiv-
ity. Improved information systems
would help the industry respond
quickly to changing market conditions
patticularly in preferences and designs.

Among the contributing sectors to the

value of industrial production, the ma-
jor set back in 1988 was recorded in

the textiles, ap;rel and leather pro-
ducers sector, which consists of three
major industries, namely, apparel, tex-
tile and leather. The apparel sector

(Table 3).

According to Table 3 contribution
made by the Apparel Indsutry to the
total value of industrial production
has recorded a considerable decline
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from 18.7% in 1997 to 4.5% in
1998. If the depreciation of the Sri
Lanka rupee against US$ is adjusted,
this value would further decline.

The Textile & Garment sector ben-
efitted from the package of incen-
tives introduced in the 1998 Budget,
which made all intermediate and
. capital goods used in the industry
non-dutiable. Textile and garment
exports continued to be the leading
export sub category, contributing 69

per cent to total industrial exports
in 1998.

The BOI appérel and garment en-
terprise registered an output growth
of 4.6 per cent during the year 1998.
The amount of quotas increased
from 73.6 per cent in 1997 to 74.1

per cent in 1998.

Export of Apparel and Use of
Quotas

The performance based quota sys-
tem, introduced in 1995, was con-
tinued in 1998. The Shipment of
products under quota categories is
allowed only on proof of payment
of EPF and ETF contributions in
allocating new quota. Priority was
given to exporters who made new
investments or expanded their exist-
ing capacities. Immediately after the
. allocation of performance quota, the
remaining quotas were allocated un-
der the main pool quota scheme on
a pro rata basis of the number of
employees, and preference was given
to exporters to no quota countries
and exporters of non quota items to
quota countries. The under-utilised
categories in the previous year were
declared as ‘cold’ categories and al-
located on the condition that ship-
ment would be made within seven
working days. The various schemes

that have evolved under pool quota sys-
tems reflect cumbersome procedures
that require close supervision and moni-
toring to achieve maximum utilisation.
As mentioned before, quota adminis-
tration had been in some disarray in
1998 as quotas to the USA for some
items such as men's and boy'’s jackets
and shirts were over utilized, and the
Textile Quota Board had to take ac-
tion to avoid the possible imposition
of an embargo by the USA government.

The USA was Sri Lanka’s biggest mar-
ket, followed by EU. However EU
stands mainly as a non-quota market.
Exports of textiles and apparel from
Sri Lanka to the USA accounted for
2.1 per cent of the USA requirement

Export of apparel to USA increased
by 3.4 per cent from 322 million
square meter equivalents (SME) in
1997 to 333 SME in 1998. Of these,
77 per cent are under quota. The
value of these exports increased by
8.7 per cent, from US dollars 1,204
million in 1997 to US dollars 1,308
million in 1998. There was a price
gain of 5.5 per cent. This was a
favourable development compared
with a decline in the overall import
price of apparel to the USA from all
countries. Manufacturers were mov-
ing to higher value added items and
Sri Lanka's apparel attracted higher
prices in the USA under a highly
competitive market environment.

Other textile exports to the USA

Emerging COUntries; Cambodia

considere

Today one of the emerging garment manufacturers to be
cf as a threat to Sri Lankan garment exports is Cambodia.

According to information garment factories are mushrooming along -
the roads and across the rice fields around Phnom Penh, which 1s

still in infant age. More than 90 per cent of the

ments

manufactured in Cambodia exported to USA which are product in

rang of US brand-names.

The growth of the Cambodian garment sector is surprising. In 1996
the value of their garment export was only § 79 million. f;1 1997 it
increased to $ 227 million and in1998 to § 378 million showing a
250.6 fpm:mt and 66.5 percent growth respectively 1998. Further the

value o

Cambodia’s garment exports surged 96 per cent to § 275.5

million in the first half of the year, compared with the same petiod

last year.

There are 100,000 workers employed in about 170 garment fac-

tories, many of them owned by manufacturers from South Korea,

Hong Kon
only 70 factories (Reuters)

laysia, Taiwan and Singapore. In 1997 there were

Now the garment has become the leading export sector of Cam-
bodia. In January the first quotas was imposed on Cambodian
garment export to the US after seine surge in Carmbodian

garment to US.

The avera%montbly salary of a garment worker in Cambodia

owever this is

is § 40.

0 to 50 higher than in Indonesia.
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increased from 157 SME in 1997 to
195 SME, indicating 24 per cent
growth. Exports of non-quota items
increased by 25 per cent.

The total availability of quotas in
1998 increased by 4.5 per cent with
a 3.2 per cent increase in the US
quota, 13.3 per cent increase in the
EU quota and 7.8 per cent increase
in the Canadian quota. The quotas
in respect of shirts and blouses,
nightwear, underwear, terry and other
pile towels, shop towels and fabrics,
such as spun cell, woven and poplin,
to the USA increased significantly
during the year. In the EU matket,
the availability of quotas, except
for men's and boy’s woven shirts, in-
creased in 1998. The reduction of
quotas in the men’s and boy’s woven
shirt category did not have signifi-
cant impact on apparel exports be-
cause the utilization rate of this cat-
egory has been below SO per cent.
There were significant increases in the
quotas for coats, jackets and rainwear,
sleepwear and bath robes and bed
sheets to the Canadian market, How-
ever, the quota in respect of high
value added items such as coats for
women and men, dressing gowns and
trousers, did not reflect an adequate

growth in 1998.

As in the previous year, the rate of
utilization of quotas shifted from low
value added items to high value added
items. The quotas in the US market
were fully utilized in respect of some
items of coats, men’s and boy's non-
knit shirts, trousers and dressing
gowns. In the Canadian market, the
utilization rates were high in the case
of quota items of trousers, overalls
and shorts. The largest demand for
other quota items in 1998 was in the
categories of skirts, nightwear, un-
derwear, shop towels and trousers.

The utilization rates in respect of low
value added items such as pillowcases,
dish towels, non-knit shirts and blouses
were low, as manufacturers shifted into
high value added items. However, the
lower utilization rates in respect of par-
kas, amoral, wind-cheaters and fine suits
have been mainly due to the inadequacy
of the necessary technology and skills
in Sri Lanka to manufacture these items
with the required quality at competi-

tive prices.

Quota availability to the USA, the EU
and Canada rose by 3 per cent, 13 per
cent and 8 per cent respectively, under
the flexibility provisions. Accordingly,
overall quota availability increased by
S per cent in 1998. The overall quota
utilisation rate remained at around 74
per cent as in the previous year. The
utilisation of quotas varied widely
across different categories and coun-
tries. The under utilisation was partly
due to insufficient demand for par-
ticular items and local producers used
their capacity to produce high value
added garments under other quota cat-
egories or to produce non quota gar-
ments, This was evident from the in-
creased garment exports by the non-
quota garment sector, and over
utilisation of some popular categories
to the USA and Canadian markets.
Quota utilisation increased significantly
for certain items such as men'’s and boy’s
jackets, men's and boy's shirts, women's
and gitls’ coats and dresses, shirts and
blouses, women's and gitl's suits, and
shirts, nightwear, dressing gowns, coats
and trousers. To the same market, allo-
cation and utilisation were higher than
in 1997 for other items such as skirts
and towels. At the same time, even
though the quota availability was raised
for certain items, utilisation was much
lower for those items. The quota
utilisation rates for all items to the
EU declined, despite the rise in the

available quota. With regard to the
Canadian quota, only a few catego-
ries indicated satisfactory quota
utilisation. In spite of the 9 per
cent growth recorded in garment
exports to quota countries, the share
of garment exports under the quota
system declined from 63 per cent in
1996 to 62 per cent in 1997, Ex-
ports under quota to the USA de-
clined from 88 per cent in1996 to
8.3 per cent in 1997, while quota
shares to the EU and Canada re-
mained at 28 pet cent and 87 per
cent respectively.

Quotas continued to be an impor-
tant regulator of trade in textiles and
garments. Until quotas are fully
phased out in 2005 under the Uru-
guay Round Agreement on Textiles
and Clothing, optimal utilisation of
quotas needs to be ensured to reap
the full potential benefits under the
existing framework. Hence, the quota
administration needs to be done ef-
ficiently. Although matket based
quota distribution through auction-
ing of quotas would have other tar-
gets. Certain other objectives, such
as the need to promote new invest-
ments, regionalise industries and gen-
erate more employment, have entered
into the quota administration in Sri
Lanka. Although a fundamental
change in the quorta allocation sys-
tem may not be necessary, it should
be the responsibility of quota admin-
istrators to ensure the smooth func-
tioning of the system, so that the
growth of the textiles and garments
industry and trade will not be inter-
rupted. This is all the more impor-
tant as the global competition among
suppliers has intensified in the con-
text of depressed world market con-
ditions and there needs to be smooth
transition to face more intense com-
petition in a quota-free trading envi-
ronment after 20085.
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