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INDUSTRY

: Ithough the performance of
the Sri Lanka textile and ap
eparel sub sector has been im-
pressive over the past 10 years, its near
total reliance on the export quota
system found under the MFA may
result in the sub sector being only
superficially sound. In order to an-
ticipate the impact of the abolition
of the MFA in 2005 more accurately,
the value of exports under the quota
system must be known and included
in discussions on this subject. This
paper examines this issue with respect
to the major export destination of
Sri Lanka's textile and apparel,
namely the USA.

The apparel and textile trade is fac-
ing a crucial period with the ongo-
ing phasing out of the Multi Fibre
Arrangement that covers about three-
quarters of the global trade in these
goods. In particular the quota sys-
tem under the MFA could pose prob-
lems for policymakers in countries
that export apparel and textile items.
This would not be as great a prob-
lem if the quota system remains.
However, this is not the case; by 2005
the system as we know it will end.

One specific problem is that under a
quota regime, in the short run, re-
sources tend to get allocated away
from their long-term optimal uses.
In other words, in the case of tex-
tiles and apparel, major restructur-
ing of the sector will have to be un-
dertaken in 200S. This will pose
major problems for policymakers if
left unattended.

Manufacturers could easily become
dependent on the allocation of ex-
port quotas and may not focus on
exporting outside this protective de-
vice. There are short term factors that
inhibit the manufacturers in this
manner and hence make them vul-
nerable to sharp adjustments in the
longer term, First, at a conceptual
level, there is quota rent that accrues
to the suppliers. Second, the vulnet-
ability is enhanced by the global con-
text where input costs such as yarn,
fibre and fabric have declined partly
as a result of the initial phase out of
the MFA as well as the East Asian
crisis. This situation is augmented
by the fact that the quota itself is
enhanced during the phase out, and
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could give rise to complacency on the part of the
manufacturers inhibiting the changes that the sub sec-
tor needs.

Another contributory factor to the current predica-
ment of the sub sector is policy prescription that
recommends the optimal utilization of the quota in
order to ensure the full potential benefits under the
existing international trade framework This could be
generally interpreted as maximizing the exports un-
der quora although the essential course of action
shou?d be to reduce the quota dependence of this
sub sector between now and 200S.

Industrlal Sector Performance 1989-98

The basis of Sri Lanka's industrial policy and strat-
egy was the policy reforms of 1978 that envisaged
industrialization of the economy led by exports of
manufactures. At that time industrial exports ac-
counted for only a mere 3.6 percent of total exports.
Since then the transformation of the economy has
gradually taken place. In I987, for the first time the
share ofy industrial exports surpassed that of agricul-
tural exports, which was the major export category
till then. It took almost another 10 years before a
similar structural change occurred in the economy.
In 1996, for the first time real output of the mining,
manufacturin% and construction sectors together sur-

passed that of agriculture.

The main features of the industrial sector are sum-
marized in Table I below. Over the period 1989-98,
the industrial sector’s output grew from $1.8 billion
(26 percent of GNP) to $ 5.6 billion (36.4 percent
of GPNP). Value added at current prices grew more
slowly, from $ 0.7 billion (10 percent of current
GNP) in 1989 to § 2 billion (13 percent of current

( Tabls 1, $riLanka's Manufacturing Sector A
1089 1980 1991 1992 1983 1994 1695 1996 1997 1088

Vel o ndustial

Outputat Current

Prices $ Bn 18 22 25 31 36 39 45 48 54 S8

Share of

GNP(%) 260 218 28.6 326 337 33.9 350 358 36.2 384

Valuo Added at

Cument Prices

$Bn 0.7 08 08 11 13 14 16 1.7 19 20

Share of GNP(%) 10.4 9.8 104 121 123 12.3 124 126 127 130

Emgloyment

inmilllons 08 06 06 07 07 08 08 03 09 095

Shareintotal{%) 10.0 100 11.0 116 1.5 12.2 14.7 14.6 156 154
Total Vatue of

Future Prospects for Sri Lanka’s
& Apparel Sector

Industria) Exports

$Bn 09 12 13 19 23 25 30 32 37 39
Shareof GNP(%) 114 13.2 14.3 18.5 20.5 20.8 22.3 22.0 23.1 23.0
\Saum: Central Bank of Srl Lenka Y,

GNP) indicating that
the sector lagged be-
hind in this respect.
Employment in the
sector rose from 0.6
million persons (10
percent of the labour
force) to 0.9 million
rersons (1S percent of
abour force) over this
period. Exports from
the industrial sector
rose from $ 0.9 billion
(11.4 percent of cur-
rent GNP) to $ 3.9
billion (23 percent of
current GNP) over the
same period.

The performance of
the Sri Lanka indus-
trial sector has been
influenced consider-
ably by the impressive
expansion of the tex-
tile and apparel sub
sector during this pe-
riod as seen from Table

2.

The textile, apparel
and leather sub sector
grew threefold in
nominal terms over the
period 1989-98. Its
share in industrial out-
put rose from $ 612
Mn (34 percent) in
1989 to $ 2,484 mil-
lion (44 percent) in
1998 as seen in Table
2. In value added
terms the contribution
of this sub sector rose
from $ 159 Mn (22
percent of manufac-
turing value added) to
$ 735 million (37 per-
cent of manufacturing
value added) over the
same period. It em-
ployetr an estimated
315,000 persons or
one third of the
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industrial workforce. The closeness
of the relationship between industrial
output and the output of textile, ap-
parel and leather goods can be seen
from Chart 1.

Apart from this, the export sector too
has also been 51gnxﬁcantly influenced
in terms of its growth and exports
magnitudes from the expansion of
the textile and apparel sub sector
during the same period.

Total national exports grew by three-
fold, from $ 1,556 million to $ 4,742
million as seen in Table 3 during the
period 1989-98, while the exports
of apparels and textiles grew by more
than five times, from $ 489 million
to $§ 2,466 million in this penod
Thus, the apparel and textile exports
share in total national exports rose
from 31 percent to 52 percent while
the share in industrial exports grew
from 62 percent to 75 percent from
1989-98. The share of exported tex-
tiles and apparels out oF the total
industrial output grew from 27.2 per-
cent in 1989 to 40.7 percent in 1998.

Apparel exports alone accounted for
$ 468.6 Mn in exports or 95 per-
cent of all textile and apparel exports
in 1989. By 1998 it had increased
to $ 2,203 Mn, but its share in all
textile and apparel exports declined
moderately to 89 percent. However,
during this period its share in indus-
trial exports rose from 59 percent to
62 percent, while its share in indus-
trial output rose ﬁom 26 percent to
39 percent.

As also seen from Table 3 the growth
rate of the textile and apparel sub
sector exceeded that of the growth
rates of national exports as well as
that of total industrial output.
Therefore, by any standard of eco-
nomic activity the textile and apparels

sub sector, especially the latter, has been
a significant factor in determining in-
dustrial and thereby national output ex-
pansion and growth in past ten-year

period.”

The Multi Fibre Arrahgement and SriLanka's

Position

Restrictions on textile and apparel ex-

ports have a history back to the 1930s

when the USA and Britain took action

to limit textile exports from Japan. In
the Fost war years, the emergence of

developing countries that exported ap-
parel items also took place. This led to
a series of negotiations or “arrange-

ments.” The Multi Fibre Arrangement
(MFA) came into force in 1974 replac-
ing the Long term Arrangement in the
world textiles and cotton trade.

It re-

mained a major departure from the

principles of GATT in endorsing quan-
titative import restrictions (Sodestern
and Reed I994) The MFA has about
40 signatories including the European
Community as one member. It covers
about 75 percent of the world’s trade
in textiles. The most notable feature
under the MFA is the system of quo-
tas allocated among textile and apparel

producing nations.

Following the Uruguay Round, the
textile and apparel exports were to be

integrated into the GATT in four
phases commencing 1995 and end-
ing in the year 2004. What this
means is that the developing coun-
tries will lose their pnwﬁage of or-
dérly access through quotas to the
developed countries altogether by the
begmmng of 20085. The schedule for

integration is shown in Table 4.

Sri Lanka's textile and apparel exports
are largely governed iy the MFA
(Fernam{(; 1997, Kelegama and
Foley 1996). The principal problem
that while the MFA gave ordetly ac-
cess to developed country markets,
it tended in the short run to gunde
resources in the exporting countries
away from their long term opnmal
uses in the post quota phase. This is
the essential problem that policy
makers in these countries are con-

fronted with.
Where Sri Lanka is concerned, 96

percent of these exports will remain
under quota, and thus largely unaf-
fected, in the first three phases laid
out in Table 4 (Fernando 1997). This
also means that the prospect of Sri
Lanka being burdened by sharp,
rapid adjustments is very likely, un-
less measures are taken ? Om now on
to anticipate accurately the impact
of the post quota phase.

To this end there have been stud-
ies initiated and a wide range of

1989
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dant resource in developing countries. Therefore,
the production of labour intensive commodities, in
this case, apparel items, will yield comparative ad-
vantage.

4 This could also be seen in the manner in which for-

] eign investment flowed into the apparel rather than
~ textile manufacturing sector. Many of these foreign

suggestions have been made: their ob-
servations may be classified as issues
related to the macro, micro and en-
terptise levels,

At the macro level, there is no immi-
nent prospect of cheaper labour or
depreciation of currency in order for
this sector to gain long run competi-
tiveness. This 1s an implicit assump-
tion in the studies done recently. At
the micro level, following measures
have been commented on and in
some instances already implemented.
Productivity improvement
Improved access to raw materi-
als
Marketing capabilities,
Imposing access

At the sectoral level, the following
measures have been suggested and in
some instances already implemented.
+  Free flow of fabric
Strict monitoring of weak enter-
prises
Manufacture of branded prod-
ucts and the use of the Sri Lanka
label
Conformity to shipping schedule
to meet client deman
Secking and promoting the buy-
ers of Sri Lanka apparel such as
the chain stores.

The importance of these suggestions
is hei Etened by the fact that al-
though there are some variations, 80-
90 percent of the fabric requirements
and 70-90 percent of accessoties
used in garments, are imported. The
bias towards manufacturing garments
rather than fabric is premised in the
factor proportions ent in trade
theory. Apparel manufacture is labour
intensive by nature while fabric and

textile manufacture is relativel{ capi- | g

tal intensive (Foley and Kelegama

1996). The factor proportions |,

theory would hold that, in the ab-
sence of market distortions, com-
parative advantage lies in producing
commodities using the abundant re-
source. Typically, fabour is the abun-

investors were motivated by the availability of un-
used quotas in Sri Lanka as the quotas in their home
countries were fully utilized. This type of behaviour
has been described as quota hopping (Foley and
Kelegama 1996). While the possibility of exporting
under quota was potentially available for both ap-

arel and textile exports, foreign investment has
[:n'gely been in enterprises that engaged in the ex-
port of apparel.

The depressed global conditions after East Asian
currency crisis in 1997 and to some extent the im-
act of the first two phases of the MFA phase out,
ve given tise to lower input costs of yarn, textile
and ffbric. Incidentally, this is also borne out by the
expetience of the domestic textile manufacturers who
have experienced adversity after textile and fabric im-
ports were made duty free in November 1997.

Both the currency crisis and the MFA phase out
have a potentially favourable impact on the profit
margins of the garment producers in the short run.
This may well inhibit the adoption of the above
suggestions. The dedlining trend in prices of yarn,
fabric and fibre after 1995 gives some credibility to
this argument (Table 5). This will once again guide
the resources in this sub sector away from their long-
term optimal uses.

Direction of Textile and Apparel Trade with USA

The USA is one of Sri Lanka’s major export mar-
kets and it is the principal export market for ap-
parel. All such textile and apparel exports from Sri
Lanka to USA go under the MFA. Total exports of
all goods from Sti Lanka to USA between 1989-98
rose from US$ 400 Mn (25 percent of national
exports) to US$ 1,890 Mn (40 percent of national
exports), Out of these, a substantial quantity, in vol-
ume terms as well as value terms, was textile and

apparel exported to USA under MFA.
The share of Sri Lanka’s textiles and apparels in

total exports to USA
accounted for 91 per-
cent in 1989 as seen in
Table 6. This declined
to 79 percent in 1998
indicating greater ex-
port diverstfication to
USA. Similarly, the
exports of textiles and
apparel to USA ac-
counted for 74 percent
of all exports of tex-
tiles a:? apparel in
1989. This share had
fallen to 60 percent by
1998 as also seen in
Table 6. Both these are
positive trends that re-
duce the dependence
of exports on the tex-
tile and apparel sector
upon one destination.

Nevertheless, total ex-
ports to USA from Sri
Lanka under the MFA
more than tripled in
volume terms from
129 Mn square metre
equivalent (sme) in
1989 to 527 Mn sme
in 1998 as seen in Ta-
ble 7. The value of
these exports to USA
rose by more than four
times, from $ 362 Mn
in 1989 to § 1,488 Mn
in 1998 and this
growth rate was higher
than that seen in the
volumes of these ex-
ports as seen in Table

7.

The gradual increase in
the average values ($/
Sq. metre) obtained by
exports of textile and
apparel can also be seen

om Table 8. The unit
value of the total ex-
ports under MFA to

(Tabiss. ~imports of FbreeYam adFabre to S Lankd. .

L a0, dodt 1692 19087 1004”1098 1998 AgeF- 3

Quantty
Flbre gsl.l(g),:.-

Yam!
‘Fabrc (m.Sqmir): 269.0°381.1 385.9 486.2 887,785

?unnc?;‘_‘ . »..: ;"_ L l “_r. \ -
Foe(Siniig) . 200" 290 19f“i8: 479 .
Yam (SiniKo) © .. -388 483 371 2473594440 3.
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+,
g Yo LN
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USA rose from $ 2.74

"7 to § 2.82 over the pe-

riod 1989-98. The unit
value of apparel ex-
ports to USA grew by
33 percent from $ 2.93
per sq. metre to $3.93
pet sq. metre while the
| non apparel exports,

3 ! ! J under MFA to USA
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rew byvjuSt under 33 percent from
§ 0.65 per square metre to § 0.92
per square metre.

Out of the share in the volumes of
apiarel and non apparel, as seen from
Table 7, apparel exports have con-
tinued to dominate during the pe-
riod 1989-98 but this share has been
gradually diminishing from 92 per-
cent to 63 percent. This also means
that over this period non apparel ex-

ports to USA have increased to one

third of the volume of such exports.

However, when it comes to the share

| in the value of these exports, the non

apparel sector growth is much less

impressive. Non apparels exports to -

USA, which consist mainly of items
made up of textile like sheets, pillow
cases etc grew from 2 percent to 12
percent of the total value of textile
and apparel exports to USA. The
apparel sector retained a greater
dominance although it declined in the
total value of textile and apparel ex-
ports to USA during ‘the period
1989-98. :

It can therefore be seen that volumes
and values of apparel and non ap-
parel exports to USA do not have a
one to one relationship and depend-
ing on which magnitude is being dis-
cussed, the impression of the growth
patterns of these exports cin be de-
ceptive. It would therefore also be es-
sentially correct to state that apparel
exports to USA have retained their
dominance while non-apparels ex-
ports have remained less significant.

However, the vital pieces of infor-
mation in attempting to anticipate
the impact of the post quota phase
the values of exports of textile and
apparel from Sri Lanka that enter

USA (or any other countr{) under the
quota. By contrast the volumes of ex-
ports that go as quota and non-quota
has been commonly published but these
do not necessarily correspond to the
value associated with these exports.

The details regarding the MFA apparel
exports to USA under quota were ob-
tained from the US Commerce Dept
and are shown in Table 9. The value of
MFA apparel exports to USA under
quota grew from § 335.8 Mn to $
1,192 Mn over the period 1989-98. It
accounted for 93 percent of MFA ex-
ports in 1989 but declined to 80 per-
cent of MFA exports in 1998. Its share
in all apparel exports from Sti Lanka
declined from 72 percent to 54 per-

cent.

The average value of MFA apparel ex-
ports to USA under quota rose from $
2.9 per sq. metre to $ 3.8 per sq metre
over the period 1989-98 as seen in Ta-
ble I0. In this same period non quota
exports of apparel outpaced the aver-
age value of quota exports and rose
from § 4.6 to § 6.4 per square metre in
this period. This higher average value
may generally be ascribed to these ex-
ports being up market items

As seen from Table 11, apparel exports
under quota are the dominant export
category in both value shares and
volume shares. These apparel exports
under quota accounted for 99 percent
of the quantity apparel exports to USA
in 1989. By 1998 it still accounted for
94.6 of these exports. -In value terms
apparel exports to USA under quota
accounted for 95 percent of the total
value of apparel exports. By 1998 it
still accounted for 91 percert of these
exports. There was also greater corre-
spondence between volumes and val-
ues in respect of exports of apparel

1993] 1994

Total Exports to USA (all Items)] 399.5] 494.27558.3

$37.3] 1007.2|1115.0] 1354.11 1394.9) 1666.3] 1890.3]

As % of total national exports 25.7] 25.8] 28.1

34] 35.3] 34| 356 34| 3591 ws)

Hj’l;nllo & Ap.pnrcl Imports

[by.USA under MFA

Total under MFA 361.5| 437.6] 50S.1

635.2] 840.3] 892.4] 1025] 1138.8] 1362.3] 1487.7];

78.3( 83.4] 80| 18.7] 81.6] 81.8 %] N

A# & share Io total exporis 90.5] 88.5{ 0.5
to USA (%)
As a share of all SL textils 73.9] 69.7] 62.8 54 59.5] $71.5 $5.3 59.8] 65.6] 603}

& garment exports (%)

under quota and non-quota, when
compared to overall MFA exports to
USA, as seen from Charts 3 and 4.

Total exports of apparel accounted
for 98 percent of :ﬁe value of MFA
exports to USA while exports under
apparel quota accounted for 93 per-
cent of the value of MFA expotts in
1989 as seen already. Therefore only
S percent of the apparel exports to
UgA went outside the quota at that
time. By 1998 this position had al-
tered and apparels exports under
g:xota accounted for 80 percent of
e value of MFA exports to USA.
Meanwhile, total exports of apparel
accounted for 88 percent of the value
of MFA exports to USA by this time
indicating that the share of non
quota apparel exports had increased
marginally to 8 percent of this value.
Therefore, notwithstanding the
growth in the absolute value of non
uota apparel exports, as well as its
gi her al\:frage x:(l?xe. the performance
of this particular sub sector remains
overrated.

Prospects for the Future

The future of the sub sector depends
on how it deals with the realities of
the world apparel and textile mar-
ket in the post quota phase. This
includes the very strong likelihood of

an excess supply in the world textile

Cuns
Vol of Apparel Bxparts 0 UBA: Ouste
o Jea Cuunta {8 Mn)

W W0 MY WX WD Mee THS WE W7 W
QM QMG BVALLE | M

Onart s
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F Table 7 Total MFA Exports to USA that were referred to earlier. At
present there is a special quota levy
Total MFA To USA Apparel Under MFA Non Apparel Under MFA for applicants who intend to export
MnSq. Value MnSq. Value Volume  Value | MnSq. Value Volume Value | under quota and this may therefore
Meters $Mn | Meters $Mn Share(%) Share(%)| Meters $Mn (%) (%) | be reviewed in order to arrive at the

1989 | 1320 gmg 1210 354 917 8;9 :;g 1;; 13&3; gg ot
1990 | 160.0 7. 1431 4251 894 A i d i ; . .
1991| 1906 5051 | 1607 4861 843 9.2 29 190 157 38 |2 Where enterprises export di-

1992| 2216 6552 [1922 6349 867
1993| 2858 8762 [237.0 8410 829
1994| 3281 8924 [2541 8319 774

1995/ 398.3 10250 2807 9281 705
1996 4274 11388 | 2845 10066 666
1997| 4794 13623 | 3221 12039 672
1998| 5276 1487.7 | 3330 13082 631

9%.9 24 203 133 31
9.0 488 352 1741 40
932 740 605 226 6.8
90.5 1176 969 295 95
884 1429 1322 334 116
884 1573 1584 328 116
879 1946 1795 369 121

and apparel market as the MFA
phase-out takes place. The possible
interactions and the dynamics in-
volved within this process have been
mentioned in the earlier section.

The consequences of a surplus, by
the year 2008, upon the export sup-
ply curve of a small textile and ap-
parel-manufacturing nation could be
analyzed in two steps. First, a down-
ward intercept shié! will be brought
about due to the closure of firms.
Second, the growth pattern of out-
put that follows the initial decline will
also be dampened by the surplus con-
ditions in the market in the post
quota phase.

The closure of firms may arise for
different reasons. First, firms may
cease to operate altogether under the
pressures of competition. Second,
they may relocate in countries that

fy better incentives or they may
sw:tch away into other lines of pro-
duction. The magnitudes of tEese
movements will depend therefore on
the ability to withstand competition
internationally as  well as on the
elasticity of substitutability of the
industries in apparel and textile with
the other sectors.

l Table 8
Average Value of MFA Exports to USA
($/Q.metre)

Total MFA  Apparel  Non Apparel

Under MFA  Under MFA
1989 274 293 065
1990 2.74 297 0.74
1991 265 3.02 063
1992 296 3.30 0.69
1993 3.07 355 0.72
1994 272 327 0.82
1995 257 3.31 0.82
1996 2.66. 354 093
1997 284 374 1.01
1998 282 3.93 0.92

One indicator is the performance of
the non quota exports of textile and
apparel. As these items are already ex-
ported on a competitive basis, their per-
formance so far, will give an insight to
the ability of the sub sector to with-
stand gl Zally competitive conditions,
USA is the principal destination once
again. Exports to the EEC take place
mostly under quota. Exports to
Canada are mostly non quota, but ac-
count for a very low share of export
earnings.

As seen already, the value of exports of
apparel outside the quota remained low,
in spite of the fact that the latter were
up market products. If this area is to
be developed it will require consider-
able policy attention. The necessary
policy measures will have to be imple-
mented over the next few years up to

2005 to reduce quota dependence.

Of these categories of exports it was
already seen that it was the appare] ex-

orts outside the quota that fetched
Eigher average unit values partly due the
up market character of these goods.
Therefore, this sector is the oEvious
priority and making it a policy target
for promotion is justifiable, as it is the
proven export commodity. The spe-
cific incentives that should be provided
remain to be worked out in detail, but
the following measures may be consid-

ered for the future.

rectly and totally on a non quota
basis, further incentives could be
given in the form of direct grants for
research and development of design,
marketing and training of labour, or
their enhancement to the extent that
such incentives exist. Such incentives
will not come into conflict with the
WTO requirements, especially if Sri
Lanka passes the $1,000 per capita
GNP mark by 200S. Ideally, all non
quota exporters should receive this
benefit. However, it will not be prac-
tlcally possible to prondc sucE in-
centives if the same enterprlsc engages
in exporting part of its output un-
der the quota as well as exporting the
remainder outside the quota.

3. A potentially beneficial effect of
an incentive package, stated in 2
above, is that more enterprises that
engage in exporting totally outside
the quota arrangements may emerge.
The monitoring of cntcrpnscs, there-
fore, must include monitoring the
non quota exports it makes and
the emergence of solely non quota
exporters.

While the parameters are not known
with any precision in order to esti-
mate the switching away from textile
and apparel exports into other lines
of production, the incidence of clo-
sure for relocation in other regions
is bound to be fairly high for an-
other reason: several of i foreign
investors may pull their investment
out especially the quota hoppers.

As mentioned already these quota
hopping investors were largely moti-

I. The imposition of a realistic ex-
ports cess on textile and apparel under
quota. In principle the justiﬁiation here
is that exporters under quota receive
an economic benefit in the form of
quota rent and part of this is being

taxed. The proceeds of this cess will be

used to provide or increase the support

for implementing the recommendations
that emanated from the several studies

Inside View of a Garment Factory

32

Economic Review April/May 2000

oM e ]

v




Table 9 - Apparel Quota Exports to USA $ Million

1989 1990 1991

1992

1993

Apparel Quota Exports | 3358) 4173) 4732
1o USA S Mn
AppnrelOoo"u Exports
under MFA 10 USA

as share of all

MFA exports from SL)%
Apparel Quota Exports
‘under MFA 1o USA

as share of total
exports to USA Y%
Appuelonou Enpuru

u-der MFA to USA .

6137

7710

vated by the availability of the quota
in Sri Lanka and may pull out once
this incentive has effectively ended.
This possibility must be included in
the monitoring of entcrprlses that
have been recommended in the stud-
ies done on this sector. The inci-
dence of such an outcome would be
further reduced if non quota exports
rose to a dominant position as non
quota exporters, by definition, will
not be relying on the incentives of a
quota system.

Conclusion

The onset of the MFA phase out and

its culmination in 2005 with the to-
tal abolition of the quota system
clearly poses problems for policy
makers in developing countries like
Sri Lanka. Such nations have sub-
stantial textile and apparel exports,
but their performance may prove to
be only superficially sound due to
several structural features of the do-
mestic as well as the international
trade in textile and apparel. This in-
cludes, in the case of Sri Lanka, the
high preference for apparel manufac-
ture for export and the sector’s
reliance on imported inputs. More
importantly, this includes the sector’s

almost singular reliance on export quo-
tas. Consequently, a major policy prob-
lem crops up i.e. the short term alloca-
tion of resources away from their long
term optimal uses.

Finished handioom Products
Incidentally the global textile and ap-

parel trade has a definite framework for
identifying the short term, which is the
period up to 2005 after which the long
term post quota phase begins. It is in
this short term that the domestic policy
measures have to be implemented with
a view to solving the problems of this
sub sector. The thrust of the policy
measures to be taken is clear; it should
reduce the country’s quota dependence,
rather than exploit the quota system
fully in the short term. This is some-
what contrary to popular perception
on this subject.

Table 10 Apparel Exports to USA : Quota and Non Quota Breakdown

Apparel Exports under Q

Non Quota Apparel Exports
Value

In order to formulate an appropri-
ate policy response, account has to
be taken of emerging realities in the
global textile and apparel trade, prin-
cipally the phased abolition of the
MFA. During the phase out, export-
ing countries may find themselves
more deeply entrenched in the quota
S‘VS((‘XTI to [h(' extent thﬂ( It exists.

There are two specific reasons that
were identified in this study for an-
ticipating this outcome, apart from
other exogenous factors that may
aggravate the problem. First, there
is the enhancement of the quota n
the short term; second, the cheaper
prices of apparel inputs like fabric
that arise as a consequence of the
initial phase out of the MFA. There-
fore, the creation of incentives for in-
creasing exports outside the quota,
as well as monitoring of such exports,
must be accorded priority in policy
making for the stable growth of Sri
Lanka’s textile and apparel sub sec-
tor in the post quota period.

Table 11 - Share in MFA Apparel Exports to USA

Non Quota Apparel
Eworts

Value Volume Value

Share Share Share

Apparel Exports under
Quota

Volume

Share

992
99.0
98 .4
968
962

949 08 LX)
982 0 | 18
973 18 27
96.7 CY N
917 a8 83
93.8 5.0 62
928 54 74
1906] 95,1 926 49 74
1997 949 925 5.1 75

1989
1902
1991
1992
1903
1994 95.0
1995 946

Source

+ Based on US Commerce Dept. data
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