The IPZ seemed to provide the spring
board for the new leap forward in Sri
Lanka's garments export drive. Nine of
the first 13 factories in production were
making garments for export and upto the
end of July this year another 30 such
ventures had received approval.

The Katunavake Investment Promotion Zone
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READY MADE GARMENT)
DEVELOPMENT BEYOND

CONTROL

The British Government decided
by mid-July to impose new import
restrictions on several low-cost
Asian textiles. One of the countries
seriously effected by this was Indo-
nesia. The Indonesian Trade Minis-
ter threatened retaliation against
Britain but finally President Su-
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harto intervened to stave off what
appeared to be the dangerous pos-
sibility of a trade-war over the
currently sensitive ‘textiles issue’.
The British government’s ex-
planation was that plagued by
‘crippling unemployment in the tex-
tile industry’ and pressures from
both unions and manufacturers it
had no alternative but to slash im-
ports of Indonesian jeans, blouses
and woven shirts to less than half

their current levels and also im-
pose similar restrictions on seve-
ral items of clothing from other
Asian exporters such as Hong Kong,
Taiwan and Macao. In this instance
the issue surfaced with the angry
reaction of the Indonesians, but
it is only one more sign of what
has been going on in many West-
ern countries, both European and
American, where deepening reces-
sion has aggravated their unem-
ployment problems and added
strength to their protectionist
cries. While buyers contemplate
more restrictions on demand for
textiles and garments from Asian

producers, fledgling industries of
many suppliers are now coming
on stream and face not merely

more competition among themselves
but also restricted demand in the
major Western markets. Still an-
other significant factor in the sup-
ply situation is the entry of China
into the international markets and
her agreement with the US at the
end of July, which permits her a
substantial increase in exports to
the American market over the next
three years; while the US is now
making a strong bid for entry into
the specialised European fashion
market.

In the light of these develop-
ments Sri Lanka’sready-made gar-
ments 1ndustry will no doubt have
to go through a critical phase in
the two or three years ahead. The
American authorities restricted Sri
Lanka's exports to the US from
May this year and half the quo-
tas it permitted Sri Lanka have
been allotted to manufacturers in
the G.C.E.C’s IP Zone. Protests were
raised that these manufacturers
were belng given favoured treat-
ment over the long-time local
manufacturers who spearheaded
the country’s garments export
drive. But, the local manufacturers
were told they had still to fulfil
their EEC quotas and even the US
quotas were comparatively large.
If capacities installed In this coun-
try were held at the 1978 level
this reasoning may have been ten-
able; but with approved capacities
today of over 1000 million pleces
and a maximum possible export
market of about 100 million pieces,
(as shown later in this discus-
sion), the position is bound to grow
far more competitive and less op-
timistic. Other ecritical issues that
arise from Sri Lanka’s point of view
are that the major thrust of the IPZ
has been through the garments in-
dustry and its future hangs very
much on this sector. Again, the
highest priority in the programme
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of the Government is the providing CHANGING PATTERNS IN INTERNATIONAL CLOTHING TRADE
of employment and the growth of

the IPZ and the garments sector IMPORTS EXPORTS

is due to play a vital role here. It

is in the face of this situation and 4o X O% 100
the most recent crisis in the inter- [ 2 X 2 P & A — : 4 J

national garments trade that we

stempt to exploe he postion botn. (N I |
locally and abroad.
Development of the Clothing
Tndustey - &

Clothing has come next to only
agvalvveniai Syl a2 NN
for the sustenance of human life.

Although the prime purpose of clo-

B e e meny LR o7 A |
body from climatic hazards, many 197

people have worn clothing more for )

rather than for covering the body.

But no one knows exactly why or
when man first wore clothes. It
is probable that from the very in-
ception clothes were worn for the
same reasons why we wear clothes
today; and as for the period when
people started wearing clothes, it
has been datea” back- to  nearly
100,000 years by various authorities,

Evidence 1s. avallable to prove
that man started to use the needle
by.the end of the old stone age, i.e.
about 25,000 years ago.

Upto the years of the indus-
trial revolution, about the 19th
¢entury, man had not wused o
machines for stitching clothes. Once Source: Tables
the use of the iron needle came . L. I1, IIL, IV and VI
to be,known a change in clothing [ peveloping Market Economies
manufacture occurred. The {ron
needle wds easier to- handle, faster, - . i
and enabled smooth and intricate [ Developed Market E¢onomies
stitching to be done. Still most fami-
lies mal.;ie htheit own clothingth

Until the second half of e <4
19th century individual tatlors had TABLE1 A SAMPL'NGB%';.#'SE% %@?ﬁg‘l’) ?ﬁMENT EXPORT SCENE
been stitching conslderable volumes
of clothing. They had worked either

Value in Million ‘Dollars

alone or with the assistance of ‘& . 1967 1972
few apprentice tallors or journey- Value % of world Value % of world 9, Growth
men. The goal of every apprentice
was to learn to stitch a complete World 3,209.2 100 8,364.4 100 21.2
garment as soon as possible and Developed Market Economies 2,639.4 85.3 5,608.8 66.1 184
to become a master tailor, Developing Market Economies 569.8 14.7 2,004.9 239 28.6
aat glng;eg:: ﬁlt}lal stages speclfall- Hong Kong ... wo T 3088 - 124 - 1,097 127 216 -
ave been a fea-
ture of the industry: and the crafts- K.orean Rep. ... 59.2 1.8 439.5 5.2 49.3
manship of a tallor would often Singapore . i 16.0 0.5 79.1 1.0 317
be limited to specific men’s and India s < e ‘120 - 04 67.3 0.8 414
wom;:l’st glarments. Journeymen Thailand L e 0.9 0.03 13.0 0.2 69.2
soug 0 learn as much as POS~ [an : 3.5 0.1 22,7 0.3 45.5
sible from the specialised master ST ) ’ " ' )
craftsmen. Egypt 34 0.1 - 194 0.2 41.7
change to Factoty System ubanon aese vor 3-0 O.I 16.7 0.2 41.2
During the latter part of the Morocco 1.2 0.1 12.7 0.2 519
18th’ c;nturly and early 19th cen- [srael 194 0.6 73.6 0.9 30.5
tury the invention of several
machines brought the clothing in- llzdmfl ' g: 0.01 2.5 04 137.0
dustry out .Of home and into in- €XI1CO L e TN 0.1 19.1 0.2 350
dividual workshops and factorles, Source: UNCTAD Handbook of International Trade & Development
4 . Economic ReviEw, Auvcusr 1980
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“TABLE IL. WORLD TRADE IN READY MADE GARMENTS 1974-1978
(In US $ millions)

o IMPORTS EXPORTS
CLOTHING COMMODITY 1974 1976 1976 1977 1078 1974 1975 1076 1017 1078
Mens Outerwear notknit 2,628 2,976 7,735 4,425 5,268 2,226 2,537 3,303 3,855 4.486
Womens Outerwear notknit 2,674 3,256 4218 4984 0,501 2,360 2883 3750 4,181 5,605
Mens Underwear notknit 974 1016 1320 1442. 1716 707 827 1108 1,000 1,431
Underwear Nonelastic knit 1,341 L6544 . 1,898 2,168 2,620 912 1,046 1,818 1,421 1,826
Outerwear Nonelastic knit 3530 3910 4,685 5203 5903 31004 9.044 4902 4700 5,319

Total Value ($ million) 11,156 12,702 15,856 18,222 22,014 0498 10,37 13,752 15,317 18,656

WORLD TRADE IN CLOTHING (NOT OF FUR) 1977-78

Percentage share of world’s leading exporters and importers

IMPORTERS 1977 1978
1. West Germany 203 21.1
2. USA 18.7 20.4
3. Netherlands 8.0 83
4. UK 6.0 6.6
5. France 5.7 54
6. Belg-Lux 5.1 5.0
7. Japan 3.7 4.3
8. Switzerland 34 an
9. Sweden 39 3.2
10. Austria 24 2.3
11. Canada 2.7 22
12. Norway 22 1.8
13. Denmark 168 14
14. Italy 15 13
15. Saudi Arabia 15 . 11
16. Hongkong 0% 1.0

WORLD TRADE IN CLOTHING (OF FUR) 1977-18

Percentige share of world’s leading exporters and importers

TABLE III

EXPORTERS 1977 1978
1. Hongkong 15.7 148
2. Italy 13.7 14.7
3. South Korea . 10.8 11.2
4. West Germany 9.1 9.1
5. France 7.8 15
6. UK. 5.5 5.6
7. Belg-Lux 4.0 3.6
8. US.A. 3.2 3.0 -
9. Netherlands 2.8 2.7
10. Yugoslavia, 1.0 2.2
11. Japan 25 1.8
12. Finland 19 18
13. India 1.8 1.8
14, Austria 1.6 17
15. Portugal 12 . 14
16. Singapore 11 13
TABLE 1V.

EXPORTERS 1917 1978
1. Hongkong 93 143
2. West Germany 10.0 10.8
3. Canada 8.6 9.7
4. South Korea 7.0 8.2
5. France 71 6.7
6. Uruguay 5.7 6.0
7. Italy 5.1 49
8. USA. 49 47
9. UK. ~-= 41 45
10. Denmark 42 43
11. Finland 24 30
.12. Brazl 29 | 29
13. Switzerland 24 2.5
14. Netherlands 24 23
15. Yugoslavia 2.8 22
16. Greece 3.1 2.0

CoaPD oW

IMPORTERS 1977 1978
West-Germany 42.6 42.6
Japan 10.1 12.2
Switzerland 75 .1
UsA 55 6.8
France . 8.0 6.1
Netherlands 5.8 46
UK. 36 38
Sweden 3.5 83
Austria 36 28

10. Belg-Lux 32 a7

11, Norway 25 a1

12. Denmark 13 11

138. Spain 11 1.0

14. Hongkong 0.6 08

15. Italy 0.6 05

16. Canada 08 0.

Source: 1978 Yearbook of International Trade Statisties. Vol. II UN

N.Y. 1879

with the introduction of the
sewing machine came the mass
production of apparel and rapid
changes in manufacture and
marketing of clothing. Today peo-
ple in most parts of the world can
buy ready-to-wear garments of
thelr choice, nmiade in large cloth-
ing factories. The clothing indus-
try is a giant business in many
countries. Clothing matérials are
important items of trade between
nations. Shoppers in many lands
buy Itallan Kknitwear, Australian
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wool and Japanese silk. Stores
throughout the world sell clothes
designed in London, Parls and
Rome; or Hong Kong. As a result
many people in different countries
can wear similar styles and fashions
of clothing during the same season.
The clothing industry as we shall
see took Airm root in the US and
West European countries over the
first half of this century though in
the 1960’s and 70's the Far East-
ern manufacturers were able to
make a major dent into the mass

market in these countries.

Expansion of the Industry

in US.

Throughout the first half of the
20th century the apparel industry
remained largely centralised in the
U.S., the UK. and Western Europe.
In US. the industry received an
enormous impetus from World wWar
II. The U.S. industry was divided
among six types of firms i.e.,

1. Contractors, who produced ap-
parel from raw material for a
jobber or manufacturer;

2. Jobbers, who purchased raw
materials they supplied to
contractors to make into gar-
ments;

3. Manufacturers, who bought
materfals and designed, made
and sold the products whole-
sale;

4. Manufacturer - , distributors
who sold their products through
thelr own retail outlets;

5. Vertical mills, which performed
all operations from yarn to
finished garments undér. one
corporate roof, and locally one
plant roof; and

6. Vertical mill - distributors, who
marketed their products
l;htrough their own retail out-
ets.

Made-up of about 29,000 firms
producing apparel and accessories,
the clothing industry is one of the
last strong holds of the small
businessmen in the United States.
In the 1960’s, however, there deve-
loped an unprecedented trend to
‘glantism’ — a moving into the
ranks of big business in the form
of diversification of products, mer-
gers, acquisitions and public stock
issues. Many women’s ready-to-
wear and accessory firms ventured
into additional lines or even into
men's wear, and some men’s wear
firms entered the women’s ready-
to-wear flelds. The changes tended
to refute a tradition that fashion
oriented traders do not lend them-
selves to the large scale operations
and the Impersonal management
policles of an organised industry.

‘In this period more than a
dozen companles in general apparel
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production surpassed the $100
million mark in commercial sales,
while those companies with annual
sales of over $10 million were gra-
dually raising their share of total
industry value.

Entry into garment{ manufac-
turing required comparatively little
capital. In the US men who start-
ed small have grown substantially.
However, few houses remained in
business for several years, with
about 17 percent of all apparel
companies going banknipt, merging
or re-organizing under another
name each year. Records reveal
that in the US the average ready-
to-wear company has survived
seven years.

The large firms in the US be-
gan increasingly to. use electronic
data processing and computers in
warehouse and office operations.
Scientific methods helped to gear
the glants for quality and conti-
nuity of deliverles, to gain wide-
spread acceptance for seasonal style
changes and minimize inevitable
uncertainity in the highly risky
fashion business. Moreover, diver-
sification and- fAnanclal strength
often helped to rescue these big
firms from the styling and other
failures of one division. New York
city is the leading clothing manu-
facturing centre, accounting for
about 70 percent of the total value
of national-production for women’s
dresses, coats and suits. Other im-
portant manufacturing centres are
Chicago, Los Angeles, Philadelphia,
Raltimore, Kansas City, Dallas-
Fortworth, Miami and Pennsylvania.

Clothing has been regarded as
one of the least changed, and least
changeable, trades in America. It 1s
said to be 1loyal +to particular
places (listed above) but especially
t>» 10 or 12 blocks around Seventh
Avenue in lower Manhattan where
the garment makers are for the
most part Jewish or Italian family
concerns which employ women and
Hispanics and do not pay them
much above the minimum wage.
These companies can stlll exert a
degree of political influence and
are behind the protectionist lobby
in the US. With increasing costs
of production the US industry has
been shrinking and moved its In-
vestment out into areas, particular-
ly in Asia, where labour costs are
more competitive,

In addition to their purchases
from domestic manufacturers, a
growing number of American stores
have been buying apparel all over
the world. After 1975 imports of
clothing into the US from the Far
East have doubled in value ' and
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US Clothing Imports

It is estimated that imports
may already account for half the
American market in shirts and
blouses. In place of the $400 suit.
which every respectable manu-
facturer would expect a respec-
tanle client to buy at least once
in a li etime, the largest stores
are tending to offer sults from
Korea or Poland at half tfae
price. Since 1972 the federal gov-
ernment has negotiated bilateral
agreements with 18 countries to
keep clothing imports at a limi-
ted growth rate of no more than
8 percent a year, well above the
growth of the domestic market.
But these quotas have been large-
lv exceaded. Imports of casual
and dress trousers, for example,
rose by almost 70 percent in the
first half of 1878. At the same
time, domesfic production of
trousers fell by almost 20 percent
from its level in 1977.

Yet the brunt of the export
deluge from the less-developed
countries has been taken by
Europe (where ldc imports ac-
count for 30 percent of final con-
sumption) rather than America,
where they account for 10 per-
cent. The American clothing in-
dustry has survived, until now,
behind an average tariff rate of
more than 30 percent, higher
than for any other rategory of
imports. Woollen skirts and dres-
ses, knitted dresses and trouser
suits, over which there is a high
degree of trade jealousy, some-
times carry tariffs of 57 percent.
In short, the iIndustry has been
well protected. Although the 1978
trade deflcit in clothing, $4.2 bil-
lion, was surpassed only by olil
and car exports this year have
even begun to rise and imports
to fall. The weakening dollar has
helped; 8o, too, has a deliberate
shi t towards sending good pro-
ducts abroad rather than bulk-
loads of the double-knit which

" of the industry is probably bet-

American women no longer want
to wear.
Por these reasons, the health

ter than admitted. A long run of
& standardised item which s
common and indeed desirable in
a textile mill, is something Ame-
rican garment-makers tend to be-
ware of. This gives them an im-
portant edge over tre present
flow of clothes from overseas,
for these are both standardised
and, in more cases, Several
months behind the fashion. The
most successful recent tactic by
clothing makers has been to
strike agreements with fashion
designers to use the name as &
label, thus appealing to domes-*
tic snobbishness that cannof,
they trust be copled in Taiwan.

The fact remains, however,
that the clothing industry |is
hardly attractive to workers. An
agreement at the end of May
1978 ralsing the wages of 131,000
seamsiresses and floor-workers
in the North-East, still guaran-
tees them only $450 an hour.
The average hourly manufactur-
ing wage, by contract,.is $6.47.
Conditions of work, -though they
are better than in many south-
ern textile mills, are sometimes
appalling; the recent widespread
conversion of lofts in Manhattan,
for example, has caused the evic-
tion of whole companies of wor-
kers. In Miami, clothing compa-
nies have found their emigre
Cuban workforce slipping steadi-
ly away to more respectable
jobs. Over the country as a
whole, 76,000 jobs were lost in
the garwent ind-stry in 1977,
Yet California ga'ned 28,000 —
perhars, as many suspect, be-
cause companies in the south of
the state are filling their sewing
shops with illezal aliens.
SOURCE: The Economist,
14, 1979.
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today account for about half the
US market in shirts and blouses.

In 1978 the US continued to
be the world’s second largest im-
porter of clothing (after West
Germany) and its imports of tex-
tiles and apparel amounted to $4.8
billion, mostly from Asla, which
has raised protests from the Ame-
rican garments industry (See Box).

Progress in other countries

By the 1950’s other countries

in Western Europe were beginning

to expand thelr apparel industries.
Besides, the U.K. the Netherlands,
Canada, South Africa, Japan and
Australia also expanded ready made
clothing manufacture Another de-
velopment of the 1950's was the
expansion of many firms inside the
Industry into other areas, for ex-
ample men’'s clothing manufactur-
ers entering the women’s wear
field.
United Kingdom
Traditionally Britain has been
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in the fore-front of the textile and
clothing industry for several de-
cades. In- more recent years how-
ever, it has found difficult to keep
pace with the newer and more ag-
gressive competition and today
ranks as the fifth largest impor-
ter and sixth largest exporter of
clothing in the world. Its domestic
industry has also- been steadily on
the decline and a spate of factory
closures has been making - head-
lines in the UK in recent months.
The clothing industry in the Uni-
ted Kingdom which has only mar-
ginally increased its production in
the last five years, is lately con-
centrating its attention on exports,
thereby creating a gap on the dom-
estic market. Approximately 40
per cent of apparent consumption
of knitwear .is accounted for by
imports. mainly originating in the
Far East, principally Hong XKong.
The knitwear sector (outer gar-
ments and _other articles) has
particularly felt the impact of im-
port penetration, especially in the
man-made fibre sector. The lar-
gest position of imports is aimed
at lower and middle market levels.

Imports from developed coun-
tries more than doubled in value
during 1974-1978. In 1978, approxi-
mately 45 percent of knitwear im-
ports originated. in developed
countries. Italy was the largest
supplier of these. garments, with 17
percent of the market, mainly for
good quality. mid-market goods
Other main suppliers were Ireland
(6 percent) and Portugal (4 per-
cent). )

While imports from develop-
ing countries, which accounted for
54 percent of total imports In 1978,
rose 70 percent in value during
the same five-year period, .yet
the share of the United
Kingdom market held by these
countries has steadily declined.
Major suppliers from these coun-
tries include Hong Kong, with @
market share of 25 per cent and
the South Korea with 11 per cent.
Other Asian countries accounted
for .7 per cent. The table below
summarises the position in 1978
by quantities and sources of supply.

SOURCES OF UK CLOTHING

IMPORTS, 1978 BY VOLUME

Source Clothing
(U.8.)
million
Ttems

EEC 51,

Other developed

countries . .28

Low cost countries 200

Tatal 368
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A revised Multi-Fibre
ment (MFA) has been in
since January, 1, 1978. This ag-
reement, negotiated between the
EEC and over 30 low-cost supply-
ing nations under MFA, places
import restrictions on cotton yarn
and fabrics, spun synthetic fabrics,
knitted shirts and T-shirts, jer-
gseys and pullovers, trousers, woven
shirts and blouses, which toge-
ther account for 60 per cent of
the low-cost imports of the United
Kingdom.

There is & general feeling
among the textile and clothing
sectors in the UK that. the MFA
which imposes - restrictions vary-
ing in severity on the growth in
low cost imports of more than 100
items has worked tolerably well
in its first two years of opera-
tion. The industry nevertheless
points to a number of loopholes
which it claims have Iimited the
effectiveness of the overall pro-
tection afforded to the industry,
and discouraged forward planning
and investment. The industry points
out that though global cellings
set by the UK have been maintain-
ed, the EEC countries were pre-
pared to overturn these arrange-
ments to suit some of thelr trading
partners.

Agree-
effect

Britain has also been much less
adept than the French or Italians,
for example, in developing non-
quota methods of protecting its
textile industry, and has been re-
luctant to follow the Germans or
Dutch in exploiting the possibilities
of outward processing. For all these
reasons control of low-cost Im-
ports through EEC mechanisms as-
sumes. & much greater importance
in Britaln than other Community
countries.

The share of the home mar-
ket taken by UK clothes manuface-
turers i1s likely to.decline further
by 1982, according to the latest
report of the Industry’s economia
development committee. It  says
the industry’s share will be down
to 67 percent by 1982 combarerd
with 79 percent in 1975,

The projection — heavily de-
pendent on future UK develop-
ments, world economics and en-
forcement of the GATT mmiti-
fibre arrangement — assumes a
40 per cent rise in imports bet-
ween .1978 and 1982 at 1975 prices.

Exports in the same perlod ar:
expected to Increase 18 per cent
in’ value and production to decline
1 per cent.

.

Priorities for the industry.
says the report, are effective mar-
keting and creative design so that
its products are right for its mar-
kets.

France

France concentrated on the
production of high fashion gar-
ments, especially in the form of
selected original designs sold to
manufacturers abroad to be copied
and mass produced locally. During
the year 1976 there had been 1,400
firms producing men's and boy's
outerwear. Of these 420 had ac-
counted for 90 percent of the turn-
over of these items. The total
value of manufacturers' sales of
men’'s and boy's outerwear in 1978,
including exports, was put at 8.700
million francs (at manufacturers'
selling  prices, excluding value
added tax), representing an increase
of 11.5 percent over 1977. In volume
terms, sales on the domestic market
remalned static In 1978. Retall
turnover in men’s and boy’s outer-
wear grew by slightly over 9 per-
cent which is equivalent to the in-
crease In prices. Particularly note-
worthy in 1978 was a renewed in-
terest in town wear. Suits with
walst coats sold best and- there
was lively demand for cloth wind-
cheaters. In the lelsure wear sec-
tor, velvet garments ' were very
popular and sales of denim jeans
remained at the high levels pre-
viously recorded.

-~

The workforce in the entire
textiles Industry during the year
had come down to, 350,000 from
about 500,000 and in the garments
sector it amounted to about 79,000

of which 85 percent consisted of
women. West Germany has been
the traditional best market for

French men’s and boy’s outerwear.

We observe that more recently
Belglum turned to be a good mar-
ket. Trousers and jeans are the
most valuable export item of the
country and ‘a considerable part
of these exports are re-exports of
countries, especially of South-East
Asia. Almost half of all cotton trou-
sers sold in France originate from
abroad.

Dyring the year 1975 nearly
2,600 ,ﬂrms were.. manufacturing
women’s and girl's clothing fn
France. Forty six percent of the
firms had accounted for 93 per-
cent of the total turnover while 6
percent accounted for 44.6 percent.
The bulk of the industry was cen-
tralised in the Ile-dé-France
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where 1,570 firms in the area had
been producing 63 percent of the
domestic turnover. Women’s town
and sports clothing has accounted
for 78 percent of total turnover in
1976, and girls clothing 10 percent.
Nearly 63 percent of the total ex-
ports of these items had been dis-
posed off to other E.E.C, coun-
tries. Overall production was
export - led, demand from ab-
road increasing by close on 15
percent during 1978 to result in
French manufacturers’ export sales
of 2,979 francs. Demand from EEC
countries in particular was buoyant,
with sales rising to 1,810 million
francs (+ 16 percent). Belgium re-
mained France’s single best. custo-
mer- for women’s and girl’'s outer-
- wear and sales rose to 705 million
franes (+ 184 percent). Other main
buyers were West Germany, Swit-
zerland, the Netherlands and the
United Kingdom. The United States
is currently France’s third best
customer for women’s and girl’s
apparel. Prospects for French gar-
ments have improved among Mid-
dle Eastern countries, which took
up 168 miilion franes worth of
French made women’s and girl's
outerwear in 1978, 35 percent more
than in the previous year.

.  The French Industry com-
plains, however, that foreign im-
ports of low-priced goods into the
French  market-with the added
worry that the large part of thess
have come from inside the EEC,
has caused it considerable damage.
This' year French textile and cloth-
ing producers face the possibility
that for the first time over half
their domestic market will be in
the hands of non-French suppliers.
The aim of the industry is to weld
the more efficlent of the 3.000
companies in textiles and clothing
into a logical and complementary
industrial framework. By the mid
1980's the French hope to have re-
shaped what is still a traditional,
19th century based industry into
the textiles equivalent to their
motor industry. In line with its
strategy of concentrating on adding
value to textile products, the
French Industry is now involved in
attempts to double the value of
its exports.

Netherlands

The Dutch clothing industry
underwent difficulties from the be-
ginning of the decade of the 70’s
and declined at a faster rate than
in any other country of Europe.
The downward trend in production
of clothing in the Netherlands con-
tinued throughout 1978, albelt on
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a more moderate scale. ‘The total
value of manufacturers’ sales was
thought to have remained static in
1978 at around 1,850 million francs.

The Netherlands has been a
considerable re-seller of clothing
items. Around a fifth of Dutch im-
ports of clothing is re-exported to
neighbouring countries; notably
Belgium and West Germany. These
shipments consist largely of pro-
ducts originating from the EEC and
Aslan countries with the Nether-
lands maintaining its position as
the world’s third largest importer
of (non-fur) garments.

Imports of clothing (excluding
knitwear) increased from 2,378 mil-
lion francs in 1977 to 2,674 million
francs in 1978 (+12.4 percent). Ex-
ports rose to 786 million francs
from 764 million franes in 1977
(+2.9 percent). Imports from low-
cost countries reached around 480
million francs of which 421 million
francs came from Aslan countries
(mainly Hong Kong, Talwan, In-
dia and Thalland). Germany has
been the Netherlands main trading
partner — the share of West Ger-
man industry in total Dutch cloth-
ports in 1978 was 45 percent and
its share in total Dutch clothing
exports was 32 percent (in both
cases by value). Imports from Bel-
glum, the second trading partner,
rose to 320 milllon francs in 1978,
accounting for 12 percent of the
total value, and close on 45 percent
of Dutch clothing exports went to
Belglum/Luxemburg in the same
year. Approximately 30 percent of
Dutch exports to Belgilum are of
Asian origin. Italy made up 7 per-
cent of Dutch imports in 1979 and
the United Kingdom 6 percent.

The level of import of these
low-priced products (mainly knit-
wear T-shirts, blouses and shirts),
has been giving both domestic and
neighbouring manufacturers cause
for alarm and the Dutch industry
has asked the Government to take
measures to limit these deliveries,

While the Dutch manufac-
turers’ subsidiaries in Eastern
and North African countries (main-
ly Tanzania) were prospering, there
has been a notable decline in the
amount of clothing finished with-
in the country and in Belgium
for Dutch industry. The low-wage
countries have undercut inefii-
cient Dutch producers, while even
West Germany has taken a large
share of the Dutch quality tex-
tile and clothing market.

Belgium
The Belglum clothing industry
is represented by two distinct trade

associations. The Comite Central
de las Bonneteri Belge (CCBB)
represents the knitting industry
though some of its members have
diversified into clothing, made up.
from knitted fabrics. The other
trade assoclation is the Federa-
tions Belge des Industries de I'Ha-
billement (FBIH), whose members
buy woven (warp and weft) or
knitted fabries for the manufacture
of clothing items. All companies aje
members of onhe or the other trade
associations according to their
main actlvities.

Belgium has retained its posi-
tion in recent years as the se-
venth largest exporter of (non-
fur) clothing and also the sixth
largest importer, only after Ger-
many, USA, Netherlands., UK and
France.

Total sales by Belgian cloth-
ing manufacturers (le. those who
are members of the FBHI trade
associations) fell by 3.6 percent In
1978, from 103.2 million units to 99.5
milllon units. In value, sales rose by
0.7 percent from Belgium francs
(BF) 30,635 million in 1977 to BF
30,847 million in 1978.

Belgium’s foreign trade deficit
widened from BF 5.2 billion in 1977
to BF 6.9 billlon in 1978 as the re-
sult of a' 4.4 percent increase In
imports and a 2.3 percent decrease
in exports during-that year. The
trend in foreign trade in 1978 may
be summarised as follows:
= A deterioration of Belgium’s -

competitive position in the

EEC, which is essentially duz

to the growing gap in the bal-

ance of trade with West Ger-

‘many and the Netherlands.

The rise in imports from West

Germany and the Netherlands

is mainly due to these cown-

tries’ re-exports of low-cost im-

ports of finished or partly

finished goods originating in

Eastern Europe.

* A decrease in direct imports
from Eastern Europe;

» A stabilisation of imports from
South East Asia due to the mul-
ti fibre agreement (MFA);

¢* Increased imports from Malta
whereas imports from other
Mediterranean countries re-
mained static.

Apparent consumption of cloth-
ing rose by 5.3 percent in value to
BF 37,743 million in 1978. Belglum
manufacturers’ share of the home
market increased from 24.8 percent
in 1977 to 25.5 percent in 1978.

Italy

Italy became a major producer
ot knitted outerwear and all types
of women’s wear, especially panty

EcoNOMIC REVIEW, AUGUST 1980



-

‘and Luxerburg have

hose. The export- of goods varied
between 15 and 20 percent of total

production. Production of knitted

outerwear accounts for nearly three
quarter of the total output of the
country. The annual growth in
production in terms of value - has
ranged between 2 percent and 3 per-
cent and value-wise the growth
rate has varied between 11 to 12
percent. The largest buyer has
been West Germany purchasing
about 40 percent of Italy’s ex-
ports. France, U.S., Nethehrlands,
Japan, UK Switzerland, Belgium
been the
other key importers. Exports to
these ¢ountries have amounted to
about 85 percent of the total ex-
ports of the country. Italy imports
about 10 percent of its domestic
garment requirements, Iimporting
mainly from  Eastern European
countries. In 1977 the overall pro-
duction of clothing grew by 2 per-
cent in volume, as a result of an
increase in demand abroad, which
pushed exports up by 14 percent
despite static demand in the home
market.

On the whole, there is an ex-
cess of production capacities in par-
ticular in the fleld of traditional
men’s outeryear and men’s shirts,
brought about by .the boom which
took place in this sector in the
early 1960°s, which promoted many
manufacturers to effect a rapid ex-
pansion of their production pro-
grams. . In the 1970's, however chan-
ging fashions caused a fall in de-
mand for classical men’s wear, in
favour of more casual clothing.

In 1978 the general level of pro-
duction is estimated to have fallen
by 5 percent in volume, orders from
the home market fell by 16 percent
from 1977 levels, while those from
abroad showed a growth of 20 per-
cent.

As in the case of many other
Western Europe producers Italy
too has encountered problems in

‘facing up to lower priced ®extiles

and garments imports. and ther:2
have been regular reports of fac-
tory closures. .

Exports of clothing continued
to move ahead in recent years and
in 1977 the value of exports increas-

.ed by 44 percent over the previous
‘'year, whereas in 1978 the increase

was 40 percent. Outerwear account-
ed for 69 percent of the total ex-
port in 1977 and for 72 percent in
1978.

By 1979 Italy is reported to have
-ousted Hong Kong from first place.
to emerge as the world’s largest
exparter of clothing.
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TABLE V.
1972 1973

Men’s outerwear . 4,024 3927
Women's & children’s
outerwear (b) 6,987 6,798
Lingeric foundations
garments .. 1,948 2,002
Work\glcar, spogswear .
other clothing

i 4,153 4,206
Total © 16,956 16,787

Total (c)

West Germany

The production of clothing in
West Germany is undertaken by
two different industrial sectors:
the clothing and the knitwear in-
dustries respectively. The distinc-
tion between the two is mainly In
manufacturing techniques. Cloth-
ing manufacturers are members
of the “BUNDESVERBAND BEK-
LEIDUNG INDUSTRIE” while
the knitwear producers are group-
ed in the “GESAMTVERBAND DER
DEUTSCHEN MASCHEN INDUS-
TRIE": )

Germany is the world’s lar-
gest Importer of ready made gar-
ments and sometimes production
statistics include considerable im-
ported items. Over 40 percent of
the world’s imports of fur-hased
clothing and over 20 percent of
non-fur clothing are imported by
Germany. As an exporter too West
Germany ranks among the four
leading nations in the world ac-
counting for about 10 percent of
the total global exports.

About 80 percent of the em-
ployees In the industry are com-
posed of women and one sixth
of them are salaried personnel while
the rest are wage earners.

Consumer surveys have estab-
lished that around 30 percent of
German women make thelr own
clothes.

TABLE VI. PERCENTAGE OF

16,802

Total tunover by West German Clothing Induslry 1972-1978

(DM million) (a)

change
1977 1978 77/78%

3957 3840 -3.0
8,587 8,813 +2.6
1.650 1,657 +0.4

1974 °1975
3,807 3,947
6,736 7,148
2,115 1,963

1976
31mm
8,302
2,245 )

4,388 4,295

17,047

4,536

17.949 19,141 19,328 2.0

(a) At manufacturer’s selling pri-
, ces, excluding value added tax;

(b) Prior to 1976, boy's included

with men’s outerwear; from
1976, boy’s outerwear with
women's and children's outer-
wear;

(¢) Total adjusted downwards to
take account of double count-
ing among preceding industry
segments; 1976 total for com-
panies with 20 or more persons
employed: DM 17,919; revised.
Source: Bundesverband Bek-

i leldungsindustrie (BB).

The total turnover of the West
German clothing industry (sales by
industrial enterprises with 20 or
more employees on domestic and
foreign markets, including items
finished-off abroad) grew by 1 per-
cent In 1978 compared with 1977,
from DM 19,141 milllon to DM
19,328 million. Since manufacturer's
prices rose during the same period
by an average of 3.5 percent, real
turnover actually declined between
1977 and 1978.

* Foreign trade figures for 1978 in-
dicate that both imports and ex-
ports moved further ahead during
that year. The total value of im-
ports (excluding hats) rose from
DM 5,914 million to DM 6,413 mil-
lon, an 84 percent Increase,
whereas exports rose by only 5
percent from DM 2,615 milllon to

TOTAL VALUE OF WORLD'S

GARMENTS TRADE 1969-1978
(Shares of Developed Market and Developing Market Economies

over 10 year period)
IMPORTS EXPORTS
Developed Deve!oplng Developed Developing
1969 9224 1.8 74.04 25.96
1970 - 92.08 7.92 7272 27.28
1971 93.08 8.92 70.68 29.34
1972 93.48 6.52 69.18 30.82
1973 93.66 6.34 65.46 8454
1974 ~ 92.30 17.70 62.90 37.10
1975 91.12 8.88 . 6092 30.08
1976 91.08 8.83 54.04 45.96
1977 89.34 10.66 67.84 . 42.16
1978 89.3¢4 10.68 §7.70 42.30

Source: Yearbook of International Trade Statistics N.Y. 1979.




THE CHANGING FACE OF ASIAN TEXTILES

Textiles has in the past three
decades become Asia’s most im-
portant export industry and,
apart from agriculture, its lar-

" gest provider of jobs; so it is

hardly surprising that the sector
has also become one of the
major interfaces between indus.
try and government. More sur-
prising is the lack of cohesion
and ‘the ineffectiveness and im-
practicality which characterise

" many governments’ attempts to

regulate their most important in.
dustry. .

In Taiwan, government in.
centives have ' pushed parts of
the synthetic fibre industrv into

. massive over production In the

face of slack demand, while cot-

. ton manufacturers have been

coerced into retiring machinery
while demand Increased. . Ban-
gladesh, a couniry well suited to
cofton production, currently im-
ports more than 97 percent of its
cotton and. has only just begun
a major expansion programme.
In Thalland, the problems of
synthetic fibre manufacturers
faced with cost increases .of 100
percent a year weré exacerbated
by a 30 percent surcharge on
synthetic. yarn which was onlv
partially lifted last year. In India
the recently ousted Janata gov-
ernment’s attempts to decentra-
Uise economic power and reduce
unemployment led to efforts to

- expand and diversify handloom

textile . production by artficlally
restricting the mechanical sector
at an enormous cost in efiicien.
¢y and lost production.

Despite its growth and pre-
sent- slzve, Asla’s textile industry
{s not particularly healthy. Seen
in the 1950s and 1960s as the
eary path to industrialisation for
what were then called underde-
veloped countries, textile manu.
facturing -becamethe cornerstone
of most Asian countries’ attempts
to move thelr populations out of
the fledds and into the facto-
ries. I+ had many attractions:
the level of technology required
was within- the grasp of most
nations; raw materlals such as
cotton and jute were often grown
locally; the Ccapital expenditure
heeded was low in relation to
other forms of industrialisation;
the Industry was enormously
labour intensive, promising to
solve upemployment problems;

demand appeared almost  infinite

and textiles foréign earnings
potentia} in terms of much-need-
ed dollarg, pounds, marks and
francs seemed assured by the in-
efficiency of the European and
Americap textile industries.

For many years these opti-
mistic projections were borne
out in’ practice. The textile .in.
dustry became the engine of in-
dustrialisation in many Asian
economies and has remained pre-
eminent iu most of them. But
its very success had led to two
major prodblems.

The first, and most obvious,
i{s the rise of protectionism in the
West. No longer are fhe .deve-
lozed countries prepared to take
unlimited quantities of low-pric.
ed goods. particularly when these
can be seen to create unemploy-
ment in domestic industry. Poli.
tical realities dictate trade res-
traints. The second problem is
thot the successof the industry in
Iess obvious, but more insidious,
underdeveloped countries has
led to a preponderant reliance
on textiles, both as.an emplo-
ver and a source of foreign ex-
change, to the detriment of the
development of more sophistica-
ted industrial processes. But as
the success of the industry rais-
es income levels and standards
of living within the economy, the
country gradually . becomes less
competitive in low-technology,
labour intensive industries stich

" as textiles, . )
Until the bhreaking point

occurs there is Mlttle incentive
for the industrialists to forsake
textiles for a more capital in.
tensive, - hi ‘her value-acded pro-
duct. Nowhere is this trend more
apparent than in Hongkons,
where the textlle idustrv provi-
des 33 percent of manufactur-
ing jobs and 46 percent of the
territory’s export revenue.

At the other end of the scale
—-- a8 far as continuing develov-

" ment is concerned — is Japan,
where the tevtile industry was

once: the major industrial exvort
sector. Now it is called “struc-
turally depressed” and its ships
only 7 percent of Japan’s exports
by value as more technologically-
advanced electronic and engl-
neering products have taken
over.

Paul Wilson in the Far Eastern

Economic Review Qf 28. 3. 1980
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|DM 2748 million. The negative

foreign trade balance widened to

"{ DM ‘3,665 million or by 11 percent,

and the proportion of 1978 turn-
over accounted for by sales ab-
road was put at 142 percent for
the whole of the clothing industry,
a slightly higher proportion than
the 13.7 percent in the previous
year.

World Trade in Garments

In the 1960’s the garments in-
dustry in almost all of the West-
ern producing countries underwent
a rapld development but more sig-
nificant was the nature of the
changes taking place at the time.

‘| New countries which entered the

industry sustained the most speedy
growth, A major part of the
export trade shifted to the Far
East during -this period.

In a large number of industrialized
countries producers in Europe,
North and South America, Austra-
lia, New Zealand, South Africa and
Israel had turned to be self sup-
porting. In addition there was a
tremendous expansion in world
trade. (See Tables I-IV). At the ini-
tial stage goods produced in UK,
France, Italy, Spain, Sweden and
West Germany held a significant
position in world traderFrom Table
‘I (on page 4), itis observed that
during 1967, seventy five percent-
of the world trade comprised ex-
ports from these industrially de-
veloped countries. There occurred
‘s high value of international trade
among developed nations because
eath country concentrated on spe-

cialized production of particular:
categories of garments.
During the late sixties and

early seventies however. the pro-
ducts of Asian countries too be-
gan to be progressively directed
into the world garments trade. At
fArst, Japan came onto the scene
followed by Hong Xong, South
Korea, Talwan and later by the
Philippines, Singapore, Indonesia,
Thailand, Malaysia, Pakistan, India
and new producers like Sri Lanka.

It is evident from Table II
that by the year 1972 the develop-
ing nations share of the world gar-
ments trade rose to 23.9 .percent
from 14.7 percent in 1987. The
growtl: rate of developing coun-
tries reached 28.6 percent while
that of developed  countries stood
at 18.4 percent.. _

The increasing: significance of
the developing countries is appa-
-rent from the data in Tables I,
[II and IV. The figures are glven
at 1975 current prices.
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The percentﬁge value of appa-

rel exports which stood at 76 per- }

cent for the - developed countries
and_ 25 percent for the developing
countries in 1969 changed dramatl-
. cally. over the next ten years. In
1978 the developed countries share
of the value of exports had come
down to 57.7 percent while that of

the developing countries now stood -
(See - Figure 1).

at 42.3 percent.
The average growth rate of
Aslan countries and Latin Ameri-
can countries had undergone very
Tapid increases. For instance Ecua-
dor 78.7 percent, E1 Salvador 34.8
percent, Malaysia 51.5 percent, Phi-
lippines 136.7 percent, Thailand
127.5 percent etc.’
Over the 1960’'s and 70's some
of the Asian’ countries which took
- to the textiles Industry not only
became substantial suppliers of gar-
ments but also became increasingly
- dependent on the garment trade.
The export oriented . development
strategles of these countrles open-
ed their economies to the full im-
pact .of world ‘trade and invest-
‘ment, with their expanding Free
Trade Zones, which kept confidence
high in this industry. The textiles
industry had established itself
during’ this period as Asla’s most
important export industry, .and
apart from. agriculture, also ' the
largest provider -of jobs. It is clear
from the data .that during ‘the

period between 1973 and 1979, Hong .

Kong became nearly 50 percent,
India nearly 25 percent, South
Korea nearly 36 percent and Pakis-
tan approximately 55 percent de-
pendent on export of textiles and
garments for their total export in-
come. More than any industry,
textiles. was sald to be responsible
for Asia’s progress in Industriali-
sation and rapid inflow of foreign
exchange earnings. But thig - very
factor has urged -the West to put
up its protectionist barriers, for-
cing Aslan textile manufacturers
ta put on a new race — abandon-
ing cheap, low. quality lines and
substituting high quality fashion
goods. (See Box “The changing face
of Asian textiles” and “Furs Help
‘Hongkong”).

It is ironic that only a century
earlier the cheap textiles mass pro-
duced.in the then industrialising
western world should have swamp-

ed the markets of the colonies. The

industries of the West then ruined

the textile Industries of what are’

today the Third World countries,
- but these very same nations have
reversed the role today. _The effi-
ciency of their industries is wreck-
ing havoc among those of the

Economic _ vamvg, Avucusr 1980.
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FURS HELP HONG KONG IN THE FASHION MARKET — Dog Furs

Hong Kong realised by the end of the 1870's that the utility apparel

market was getting too tight. Bouth Korea and Taiwan too had enter-

ed in a big way and new producers like Singapore, Philippines,
land, India and Indonesia were moving in rapidly, while quotas
-up in the West. With labour and other

other barriers were coming

Thai-
and

costs. also rising Hong Kong realised that the most profitable way

out was to expand into the

Hong Kong):

A “three dog night” is one so
cold that the- only way to sleep
warmly is to invite three dogs in-
to your bed. Such a night is rare
in- Hong Kong, but the idea is
serving exporters here well,

Workers in steamy factories
are tugging and sewing stiff dog

* hides into fluffy ‘coats and jack-

ets. “China wolf”, the garments
are selling by the truckload in
Europe's colder. capitals. Thou-

sands of Europeans are weathering.
Jtheir winters with the aid of well

over three dogs -~ 18 gkins are
needed for one jacket., And-Hong
Kong is getting a big boost for

" its newly prosperous fur export

industry.

Fur is not just a fad here. It's
another  illustration of Hong,
Kong’s shuffle to survive. With

higher labour costs, garment manu-

" facturers in Hong Kong ¢can no

longer compete with Taiwan
and South Korea in exports of
cheaper garments like white

‘shirts. Everyone 1s looking for a

higher-value or upgraded product
and some have found it in fur.
Take VYick Fung Garment
Factory Ltd. Seven years ago . it
was selling $20 nylon ski jackets.
Now it's shipping dog skin jackets
for $200. And Yick Fung is on the

‘low end. More than 50 percent of

the furs exported from Hong Kong
last year were of animals like mink,
which wholesales for more than
$1,000 2 garment. And, unlike " ski
jackets or most other garments, fur
products are free from import quo-
tas world-wide.

But these manufacturers run .

the risk of every businessman who
jumps on a bandwogon: a sudden
shift in demand or supply can top-
ple the cart. This lesson is a fami-
liar one in Hong Kong, where
small factorles often enter a busi-
ness just in time to see the demand
their product evaporate.
While orders are still good for
furs, ' especially the cheaper dog
and rabbit coats, the supply of
animal pelts is drying up.

With no native skin supplies,

more sophisticated but exacting fashion
" market. In looking for a higher-value product Hong -Kong seems %0
be finding it in fur, according to an interesting account by An-
thony Spaeth in the Asian Wall Street Joumal

He writes

Hong Kong imports all the skins
it needs.....

When Japan started sub-
‘contracting fur garment work
to Hong Kong in the early 1970's,
Hong Kong manufacturérs began
to see their chance. By 1877 ex-
ports hit $48 million; they grew
by 75 percent and 80 percent in
the next two years, reaching $147
million in 1979.

Japan is still the most impor-
tant market: 50 percent of the
total exports, mostly the expen-
sive furs llke mink and fox, go
there. And the Japanese are good
customers. They pay 20 percent
more for furs than the Euro-
peans and prefer the more con-
servative styles, saving Hong Kong

- from the fur fashion race...

—

In the past three years, the
growth in fur exports has been
fueled by the cheaper furs: rabbit,
lamb and dog, sold usually in Eu-
rope and the U.S. A rabbit jacket
may wholesale for only $60, but

of rabbit jackets going out.
The dogskin  jacket which
wholesales for $200, has. been the
biggest growth item. The demand
for fox garments was strong in
Europé three years ago but the
price of the skins was too high.
Dogskin was the solution.

“It looks like fox"”, says Jim-
my Kar, managing director of
Peking Fur Factory (H.XK.) Ltd,,
“but it's only 10 percent the price”.

Half the dog pelts, and the
best ones, are imported from
North Korea; the rest come from
China. “It's very strong,” says
Mr. Kar. “You can wear it for
10 years compared to one or
two years for & rabbit skin”.

Squeamish consumers are a
problem. ‘We never tell them
these are dogs”, confides one fur-
rier. The coats are labeled “China
wolf” or “gae wolf” (gae in Kor-
ean means dog). “But whatever
the name i3 it doesn’t make any
difference” shrugs another expor-
ter. “They'ré dogsking anyhow”.
(Aslan Wall Street Journal 19-6-80)

(from

- there are hundreds 'of thousands °
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“Growth and Regulatlon of Exports

HONG KONG - -

Over the past two decades the
textile industries of Hong Xong
“have proved to .be the backbone
of this territory’s industrial and
economic growth. .From a com-
" paratively small producer of
textiles and clothing in the early
60's the British colony moved in-
to position of -Asia’s leading ex-
porter of ' ready made . garments
by the end of that decade. By
1973 Hong Kong had overtaken
Italy as the world’s leading sup-

plier of clothing ‘exports. By 1975
", garments had become the - big-

gest, money spinner .in the colo-

percent of Hohg Kong's exports
of all products during that year:
and Hong Kong was ranked as
the world's biggest exporter. Hong
Kong’s reputation as a producer
of garments built up largely
from the massive volume .it ex-
ported in the latter part of the
70's though the quality of 1its

garments has also become a lead- -

ing factor in recent years. The
garment menufacturers in' the
colony launched a drive to up-
grade -quality which resulted in

‘a greater sophistication of its

finished goods Hong Kong's
Trade Development. Council also
launched aggressive - promotion
campaigns and began, turning out

ready made garments from the’

designs of France’s Plerre Car-
din and Balmain; Britain’s -
Ossie Clark and Hardy Amies;

Italy’s Emilio Pucel and the Uni-
ted State’s Cathy Hardwick
By the end of 1975 there were

‘more than' 6,500 factories in Hong

Kong employing over 200,000 per-
sons, who turned out ready to
wear garments mainly for export.

. The United States was by far

the largest single . market ac-
counting for 30 percent of Hong
Kong’'s global knit wear exports.
Other large markets ~ were Bri-
taln, West Germany, ' Australia,
Cahada, the Netherlands, Swe-
den, Switzerland, Japan and Ni-
geria; while markets were -.grow-
ing in Middle Eastern states such
as  Libya, Sa.udi Arabla and the
United Arab Em_lrates

The rapidity of its g'rowth
and its ruthless efficiency gave
Hong Kong’s textile industries a

definite competitive edge over the

established industries of the
Western world whose limitations
were now being bared. 'I"he' pro-

nearly 45

‘Times reported in July,

. tectionist ,cry from these . coun-

‘tries grew stronger and by 1974

came the regulation’ of the inter-
national textile trade in the form
of the Multilateral Fibre . Agree-
ment (MFA), which by ite nature.
is restrictive to Asiar exporters.
The clothing and. textile indus-
tries in Hong Kong have conti-
nued to grow despite-.the MFA's
restrictions and comparatively fee-

ble competition from other Asian -

producers. In 1879, however, Hong

. Kong moved down to position of

the second largest exporter of' clo-
thing — having been ousted from
first place by Italy. Yet the
value ‘of ifs exports in 1979 was

' 98 percent higher than in 1978,

although in real tferms the in-
crease was & far more modest 5

" percent. The major markets re-

mained the U.S., which account-
ed for 35.8 percent of Hong

R Kongs $5 billion worth of gar-

iment’ exports, West Germany
with a 179 percent share and the
UK with 14 perc_e_nt.

MULTI FIBRE AGREEMENT
Yet, -as the ‘London Financial
Hong
Kong’s clothing and ‘textile manu-
facturers are finding th'emselves
under growlng pressure on ' a
number of fronts. Their opportu-
nitles for growth are being
squeezed by agreements made un-
der ' the Multi-Fibre Agreement

(MFA); competing countries such °

as Talwan and South Korea are
eating ihto their markets par.
gicularly in the fleld of cheap,
bulk clothing, where Hong Kong

~ has "traditionally been strong; and

they face rising costs, falling
world demand because of the eco-
nomic downiturn in the West plus

what some of them see as a
* serious . labour shortage.
Perhaps the chief eause of -

concern — certainly the one that
rouses most indignation — is the
working of the MFA. Most of
Hong Kong’s clothing and
textile producers recognise that
the import quotas imposed by
the. US and the European Eco-
nomic Community countries of-
fer them a stable and guaran-
teed market with some jn-built
element of growth. .

But they' believe the charac-
ter of the MFA has been slowly
changed over the past three or
four .years so that it increasing-
ly operates to the disadvantage
of manufacturers in the colony.

" Recently Miss Lydia -

. the - multi-filbre

Dunn, of
Hong Kong's Swire group speak-
ing in Brussels to a conference on

. thternational. frade in clothing and
- textiles,
“a systematic erosion of the spi-

claimed there had been

rit and the letter of the MFA”. It
was being transformed into “an
instrument of discrimination prac-
tised by the developed countries

" against the developing countries”.

Miss Dunn listed some of the
Hong Kong manufacturers’ chief
complaints against the working
of the MFA as follows:

¢ Importing countries can im-
pose restrictions on textile and
clothing suppliers on the grounds
of actual or threatened disruption
te their domestic markets. Hong
Kong producers claim they often
act without giving adequate proof
of disruption.

» Importing nations introduce
restrictions against a number of
supplying countries on the grounds
of market disruption. They fail to
make a case for restraint against
each one individually-as is required,
under the MFA.-

+ European countries and the-
U.S. restrict imports from de-
veloping nations but not from
other industrialised states, Hong
Kong claims that the latter ' do
far greater damage.to the im-
porting countries' domestic mark-
ets.

® Importing nations are cut-
ting back the quotas for .more
advanted developing countries —
such 'as Hong Kong — su as to
give the less developed states
more access to their markets. The
practice “was describd by, . Miss
Dunn as “charity to developing
countries by developing coun-
tries” .

* Importing nations are some-
times by-passing the terms of the
MFA altogether by making tough
bilateral agreements under its
“reasonable departures” clause.

India, on behalf of all deve-
loping countries, has maintained
that the Third World is deter-
mined that the “reasonable de-’
parture” clause should not  be-
come a& permanent feature ‘of
arrangement
(MFA). This clause permits any
couniry to completely halt growth
of textile and clothing imports if
they damage the interests of local
producers. The clause was includ-
ed in the MFA on the under-
standing that it would be wused
only by the EEC against imports
from very - dynamic Third’ World
exporters such as Hong Kong,
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South Korea, Taiwan and Bra-
zil. :
However, a study prepared for
GATT shows that the clause has
been used by almost all indus-
trialised countries, including the
Scandinavians, Canada and the
. US., to impose various kinds of
restrictions against textile im-
ports from & large group of deve-
loping countries:
From the point -of view of
the “longer term, Hong Kong 18

trying to develop new, unres

tricted markets such as South
America, and the Middle Xast.
It appears to be having some
success in terms of export growth
rates. Last year the colony’s ex-
ports to Saudi Arabia for ex-
ample — nearly all clothing —
were £203m as. compared to
£15.2m in 1978, Exports to Saudi
in the first quarter of 1980 were
£18m, ]

A more pressing worry for
some of Hong Kong's textlle
and clothing producers is the
difficulty of attracting and re-
taining an adequate labour force.
Despite higher wages, improved
working conditions and a variety
of incentive schemes, there are
companies which say their em-
ployees still -desert them for other
industries — especially electro-
nics where the hours tend to
be shorter.

The impact of the recession
in the West was beginning to be
felt in Hong Kong in 1979-80, but
the most recent reports show that
Hong Kong's garments firms are
weathering the world-wide econv-
mic slowdown. During the first
half of 1980 garments exports rose
22 percent from" the year before
the HK$ 10,59 billion (US$2.16
bn). Another yardstick to mea-
sure the health of the textile busi-
ness is the utilization of textile
quotas. Trade flgures show the
value of exports; when the value
rises, it reflects, in part, inflation
and the shipping of more costly
goods each year. But trade ag-
reements restrict exports quanti-
tatively, by pleces or square yards.
If a country uses all of its quotas,
it has exported as many textile
products as in the previous year
— more, usually, because most
trade agreements have growth allo-
cations.

In the first seven months of
1980, garment exporters used 52
percent of the total quota for the
U.S., Hong Kong’s largest export
market. A year earlier, 49.88 per-

cent of the U.S. quota had been
used. For the colony’s second
largest  market, West Germany,
the midyear quota utilization for
all textile exports was slightly
ahead of the year before. For
Britain, the third-largest mar-
ket, wutllization had  slipped,
from 54 percent in mid-1879 to 43
percent this year.

Traditionally, garment ex-
ports pick up in the second half,
and, although observers say that
growth could still flatten out this
year, many people in the in-
dustry say that Hong Kongs
garment business "has weathered
the recession and speedily adopted.
SOUTH KOREA

Tha textiles industry in South
Korea accounted for nearly one-
third of its export earnings m
1979 and was proudly regarded
as the fastest growing  sector
among its fast growing  export
industries. South Korea’s textile
policy has favoured synthetic
fibre production as an offshoot
of its petrochemical industry de-
velopment and as a result man
made fibre production is reported
to have risen 308 percent in the
five years to the end of 1979.
Its phenomenal growth in  the
apparel exports sector has been
held up as an outstanding illu-
stration of South Korea's = ‘ex-
port miracle’. From clothing ex-
ports worth US$ 171 million in
1969 the value of this country’s
exports had almost reached the
US$2,000 million mark in 1979,
Over the five years from 1973 to
1978 export values increased al-
most three fold. These export
values for the years 1974-78 are
an indication of the rapid wup-
ward movement.

South Korea’s Apparel

Exports
(In US$ million)
1974 —_ 740
1975 - 869
1976 —_— 1.464
1977 — 1,579
1978 — 1,940

In terms of the total share of
the value of world exports South
Korea accounted for 123 percent
of the total value In 1978 as com-
pared with only 4.3 percent in 1974,
By 1978 almost 25 percent of
men’s underwear (non knit) and
13 percent of mens outerwear (non
knit) of entire global exports ori-
ginated from South Korea.

This element of success through
its ‘export miracle’ and under-
standable reliance on this strategy

" Jects would not be allowed to

has now come to be regarded as
a cause for a possible faltering
in South Korea's economy in the
1880’s. To quote the London Fin-
ancial Times, Far East Editor,
Charles Smith's comment in June
this year on this phenomenon.
“The weak points of 8. Korea's
economic performance in the years
from 1975 to 1979, or perhaps
throughout the decade of the
1970’s, were an over-reliance on
cxports as the engine of growth,
o pre-occupation with quantity
rather than quality and an inabi-
lity to deal with the bottlenecks
and distortions that were bound
to result from o 12 per cent
real GNP growth rate. More gene-
rally, Korea’s economic managers,
as well as its businessmen, c¢an
be criticised for simple and sheer
over-confidence,

When problems arose in the
fextile and light industry sectors
because of the declining compet!-
tive strength of 8. Korea in
world markets, it was assumed
that the nation could “invest its
way” out of the difficulties by
massive development of heavy
industry. The investments were
made (by the leaders of hig busi-
ness groups who were usually
personal  friends of the Presi-
dent and who therefore had good
veason to believe that _their pro-

fail),

But markets frequently failed
fo mateh production capacity (as
in the case of the 8. Korean motar
industry where capacity utilisation
is now well below 40 per cent)
and technology and infrastructure
often proved harder to accumu-
late than the optimistic planners
had expected.

The economic problems which
confront 8. Korea in the after-
math of its perlod of high eco-
nomic growth includes serious bal-
ance of payments weakness (gene-
rated by high oil prices but also
due in part to weakening ex-
ports), high inflation (caused ini-
tially) by production bottlenecks
and subsequently by ol  prices,
and unemployment (caused by a
deliberately created recession de-
slgned to get rid of inflation).

In the coming months the Gov-
emment will face the unenviable
choice of letting the recession
deepen further and seeing unem-
ployment rise above its already dis-
turbingly high levels. or of re-
flating and allowing prices to start
rising faster than ever.
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western world. The difference, how-
ever, is that a century ago the
colonles had no alternative but
to accept the cheap mass produ-
ced goods from the West while their
raw materials were ceaselessly
drained out, today the West can
still dictate the terms and raise
their protectionist barriers without
the slightest notice.

The main form of regulation
of the international textlle trade
was through the Multilateral Fibre
Agreement (MFA), which by its
very nature has been restrictive
to Asian exporters. This agreement,
originally negotiated between the
EEC and over 30 exporters mainly
from Asla and South. America,
placed. import restrictions on knit-
ted shirts and T-shirts, jerseys and
pullovers, trousers, woven shirts
and blouses. It set a celling of at
least 6 percent on the growth of
exports from these newer produ-
cers. The quota limits placed on
the exports of the bigger Asian
producers made the.market pros-
pects. for their zooming production
seem bleak. Meanwhile, many new
producers such as Thalland, the
Philippines, Indonesia and &ri
Lanka were yet not in a position
to fully -utilize the quotas avallable
to, them.

In the 1960’s the garments in-
dustry of the whole world under-
went rapld expansion, but more
significant were the changes taking
place at this time.. The newer pro-
ducing countries were showing.spec-
tacular increases in output and ex-
ports in the 1960's- and the great-
est volume of the export trade
shifted to the Far East during this
decade. This trade was shared prin-
cipally among four producers: Ja-
pan, Hong Kong, Taiwan and South
Korea. The value of apparel ex-
ports of these four countries in
1969 was Hongkong $680 million;
Japan $451 milllon; Taiwan $295
million; and South Korea $IT71
million, while Japan moved away
from textiles and garments, over
the 1970’s, Asla’s ‘Blg Three’ manu-
facturers (Hong. Kong, South Xorea
and Taiwan) established themselves
as leading suppliers of apparel ex-
ports in the international market.
The phenomenal rise of Hong Kong
and South Korea within the space
of the last decade is particularly
ﬁz)‘iklng (see box on pages 12 and

Another significant trend of
the 1960's and 70's was the ex-
ransion of US and West European
firms Into some Asian and South
American countries such as Hong
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Kong, South Korea, Taiwan, Sin-
gapore, Philippines, Brazil and
Mexico. In addition to partnerships
or outright ownership, many US
and European firms expanded their
operations, by selling their fran-
chise or exclusive styles and names
of their fashion houses.

In some of the Asian countries
the textiles and garments industries
developed so rapidly that they had
become a major source of their ex-
port incomes. These countries turn-
ed to mass manufacture of gar-
ments to feed the leading markets
of the world. This inflow of rela-
tively cheap products had an im-
pact on the garments industries in
the countries of the Western worid.
Manufaciurers in these countries
soon realised their non-competitive
position and expressed fears of &
shut down of factorles and mass
unemployment in this sector. (See
map). Most of the industrially deve-
loped countries in the West, from
USA, Canada, to UK the Scandi-
navian and EEC countries, all felt
the impact. A series of tariff and
non-tariff barriers were put up
against imports of the new Aslan
prducers. These restrictions con-
tinued to be tightened over the
1970’s while some of the major pro-
ducers, not to be outdone, began
resorting to various devices to get
over these restrictions.

Protectionist Barriers

The fact is that the clothing
industry is heavily labour inten-
sive, which 1s no longer suited to
conditions of the market economies
of the industrialised world. Tha2
resistance however, keeps mounting
agalnst low priced producers, par-
ticularly with the MFA due to
come up for renewal nhext year.
The cries of loss of jobs in tha
textile industry of the West keep
growing louder. :

‘“The spate of factory closures
is more than an unpleasant fore-
taste of worse to come,” states
Giles Merritt writing in the Finan-
clal Times from Brussels. He main-
tains that many of those collapses
are being caused by the flooding
of markets in UK and Italy with
artificially low-priced man-made
fibres that result “from cheaper
energy in the U.S.” He emphasises,
however, that the underlying
trouble is that the structure of
much of the European textile
industry has become too shaky to
withstand a real push. If the tex-
tile Industries of Western Europe
are to survive at all, however, it
is now widely agreed that they
mui(st shed jobs on an alarmingly
scale.”
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Many economists are agresd
on a conservatlve estimate that
3.5m-4m people are employed In
West European textiles industries
and it has been said that the live-
lihood of one EEC citizen in eight
depends on textiles.

The chances of a 1983-87 MFA
that is as protectionist as the pre-
sent agreement are being debated
now. Pressure from developing
countries for markets for thelr
own textile industries, which are
labour intensive and give a valu-
able boost to an unsophisticated
economy, is becoming increasingly
hard to resist. European .analysts
now reckon that by 1985 das much
as 25 per cent of all EEC textile
activity will have been “trans-
ferred” elsewhere and that 50 per
cent of all their clothing manufae-
ture will have been suppressed
by imports.

While EEC producers complain
loudest about imports from low-
wage  developing economies —
which to the tune of about 40
per cent in fact means Hong Kong,
Talwan and South Korea — - that
pressure is arguably as significant
as the threat posed by mass pro-
duction in the . East European
countries and the U.S. One com-
mentator states that:

“In International terms, EEC
textiles and clothing producers are

* caught between the pincers of U.S,,

and Eastern European economies
of scale and the low wages of the
Third World. To compete with both,
the wage content of items produ-
ced in Europe must drop from the
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present level of around 35-40 per
cent to 10-15 per cent”.

The industry’s answer to the
crisis they so greatly fear has
centred on demands for tighter
import controls. The EEC’s ple-
thora of trade associations conti-
nue to insist that the solution te
their members’ problems is the
blocking of community markets to
outside producers.

The UK industry is demanding,
for the next MFA, much tighter
global ceilings by setting limits on
the level of allowable imports of
- sensitlve products; a recession
clause enabling the average rate
of growth in imports (currently 6
per cent per annum) to be varied;
controls to be applied immediately
when previously uncontrolled pro-
ducts reach trigger levels; and
tightening of flexibility provisions
which allows developing countries
to switch between quotas and
to carry forward unused quotas
(A device Sri Lanka has contem-
plated availing of.)

Western capital invested 1In
the textile industries in the East
seemed to be largely responsible for
Asia’s rapld industrialisation and
the rapid growth of the export eco-
nomies of .the developing world.
But as a Hong Kong garments ex-
porter complained “we are being
penalised for our success”, the pro-
tection barriers were put up against
the most aggressive of the new
producers. Quota limitations and
other restrictions were imposed but
these moves have not stemmed ex-
pansion of the already established
producers. They saw an opportunity
out of -this situation by starting
ventures in those countries where
no limitations existed of where ex-
isting production was far behind
the possible quota limits of these
countries. Listed among such
countries are the Philippines, Thal-
land, Indonesia, Malaysia, Pakistan,
Bangladesh and Sri Lanka.

It was this factor that brought
them in a big way to Sri Lanka in
the latter part of the 70’s.

In these countries there always
existed a small scale clothing indus-
try to cater largely to the spe-
clalised needs of the domestic mar-
ket. But then the demand on these
industries began to grow rapidly
with import substitution becoming
an essential aspect of most of their
economies, which in turn led to an
upgrading of their industries, and
then with increasing costs of pro-
duction in the western world (where
the largest segment of the market
lay) they began looking outwards
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towards the export markets. This
was the general pattern of the pro-
gress of the garments Industry in
most Asian countries, and (as we
shall see) the case of Sri Lanka was
no different.
SRI LANEA’S
GARMENTS INDUSTRY

Sri Lanka has been a producer
ol ready-made garments from about
the mid 1950’'s when the output
from this industry first began to
cater to the demand of the local
market. Throughout the 1950's the
economy continued to be dominated
by foreign trade, while a laisse-
faire type of economic policy was
pursued and the private sector was
therefore reluctant to engage In
industrial investment in the face
of foreign competition at that time.
However, with the deteriorating
terms of trade and increasing de-
mand for consumer imports Sri
Lanka’s economy began to face 2
foreign exchange crisis. There was
then a reversal in policles and by
the early 1960’s, constrained by
foreign exchange resources, the eco-
nomy moved towards an intensive
programme of import control and
also a policy of Import substi-
tution in industry began to be pur-
sued. While major basic industries
were reserved for the State; a wide
range of consumer goods industries
were left open to the initiative of
the private sector which was pro-
vided with various investment in-
centives and a protected market.
This resulted in a marked import-
substitution-led growth and during
the 60's Gross Domestic Product
by the manufacturing sector at
constant prices (1959 prices) al-
most doubled and during the de-
cade its relative share in the GNP
moved up from 11.6 percent in 1959
‘to 13.8 percent by 1970.

Numerous light consumer in-
dustries sprang up during this im-
port-substitution phase of the early
60's and the foremonst position
among them came to be held by
the ready-made garments indus-
try. The largest single ftem pro-
duced by these industrialists was
shirts and among the pioneer ma-
nufacturers were Bentley Indus-
tries, Bernard Boteju Industries
Ltd.. Ceylon Dia Shirts Company,
Candy Garments, Ceylon Knit-
Wear Industry, Hentley Garments
Ltd, Hirdaramani Ltd., Lanka
Weaving Mills and Velona Indus-
tries, Noortex Garments Industry,
and Maxims Ltd. It was around
the mid 1960’s that Sri Lanka’s
ready-made garments began to
break Into export markets. Sri
Lanka’s shirts had found accepta-

bility in markets such as the UK
and the Soviet Union and & lead-
ing local manufacturer was export-
ing upto Rs. 2 milllon worth of
shirts annually to Russia under a
bi-lateral trade agreement bet-
ween the two countries.

By 1966 there were nearly 250
manufacturers (most of them
small) specialising in various forms
of wearing apparel, mainly for the
local market, while a few major
manufacturers exported in that
year to the value of Rs. 327,375
to markets in the USSR, France,
Pakistan, Maldives and Thalland.
The total value of output from
made-up garments almost doubled
in the two year period, from about
Rs. 25 millifon in 1965 to Rs. 46
million in 1967.

But the industry had to de-
pend entirely on raw materials and
accessorfes which were imported.
T.ocal manufacturers performed
very little more than the tailor-
ing duty. With the aggravating
forelgn exchange situation to-
wards the end of 60's, the raw mate-
rial component for the industry
had to be reduced. The industry
went through a recession phase
and acute under utilization of
capacity during this period; while,
the prices of products shot up.
Prices in the local market had even
to]be controlled at various inter-
vals.

The futility of such.a pro-
gramme was realised in the early
1970's and in 1972 an attempt was
made to re-structure the entire
pattern of industrial growth, with-
in the constraints of purported
self-reliant policles under the limi-
ted foreign exchange available. This
time attempts were made to cast
aside the existing policy for certain
sectors and to adopt an export ori-
ented approach for certain indus-
trles. A number of incentives for
export such as raw material re-
bates, fiscal and tax incentives,
larger allocations of raw materials,
CRA benefits, and special foreign
exchange allocations were made
avallable more liberally to export
oriented industries under the pack-
age of the early 1970's.

A policy decision was taken
in 1972 to provide a comprehensive
incentive package of fiscal and tax
incentives and tariff concessions
and liberal forelgn exchange for
the industrial enterprises manu-
facturing for export. Earmarked
for these Incentlves were 17 pro-
duct groups and ready-made gar-
ments fealured prominently among
the -priority products selected jn
this programme. These facilities
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TABLE VII

Sri Lanka’s Ready-made Garments Exports
—Quantity and Value 1972-76

Year Valuein Percent F-O.B- Value Percent
‘000 Dozs Growth (Rs- Million) Growth
1972 60 6.1
1973 100 67 14.1 131
1974 130 80 29.3 108
1975 190 6 30.7 5
1976 300 58 71.8 13
Source: Export Development Division,

Ministry of Industries.

and concessions encouraged a few
of the leading garments producers
to divert thelr attention more
fully to external markets, even
though they often had to starve
domestic demand. The fact that
they made full use of the incen-
tives offered came out clearly in
the rapid growth rate registered
in theilr exports over the five years,
beginning from 1972. Next to sea-
foods this sector was the largest
contributor towards industrial ex-
port earnings, The rate of growth
is evident in the table above.

It is significant that in the ap-
proval of -new units from the end
of 1971 the Industries approved were
largely those producing textiles
and textile based products. (See
Table below). Several factors were
. responsible for the steady growth of
this sector, apart from the various
incentives that were offered to
exporters., There were also hew
units being established  with foreign
capital/marketing collaboration:
dhe ptoduction in existing units
being upgraded through newlv im-
ported machinery and equipment
and modernisation of plant; the
wage/price inflation and imposition
of trade quotas on traditional Asian
suppliers of made up garments such
as Hong Kong, Talwan, South
Korea and Singapore by some west-
ern countries; and the compara-
tively low cost of manufacturing
n Sri Lanka.

A notable feature of the ex-
port oriented industries during the

early 70's is that investment moved
mainly into the food and textiles
sectors, and in the latter, partica-
larly wearing apparel and ready-
made garments. Even at that stage,
however, it was found that the raw
material consumption of the tex-
tiles sector was quite high; in 1975
it accounted for over 63 percent of
its value of production, What was
more disturbing was that the im-
port content of this material was
also high in 1875, more than 70
percent of material requirements
in the textiles. A 1976 UNCTAD
study commenting on this aspect
stated “Since new industries that
have sprung up in pursuance of
the export-led growth strategy are
highly import-dependent, the link-
age effect for secondary growth in
the economy is likely to be mini-
mal, and the net foreign exchange
saving to the country by encour-
aging such industries is unlikely t0
be substantial. On the other hand,
it may he suspected that the dom-
estlc resource cost of the pattern
of industrialization is high”.

The Export Development Divi-
sion of the Ministry of Industries
had mapped out in the early 1970's
a methodology to Identify and
select priority products for export
development. This approach took
into apparent consideration the
need to develop a strong diversified
export supply base in the medium
and- long term; at the same time
it encouraged those products with
export potential and capabilities
which could be developed in the
short term. The then Director of
the Export Development Division
writing about this programme 1in
a recent issue of the ITC journal
FORUM states that: this approach
“was neoessary both for the psy-
chological reason of creating an im-
pact in the shortest possible time and
thus establishing the oredibility of
the export. development pro-
gramme, and for quick economic
gains from the ‘world market situa-

TABLE VIII. New Local Private Industries Approved by the Ministry of Industry 1971-1975
(No. of units)

1971 1972 1973 1974 1975 (Jan.)

1. Food and beverages . 23 37 33 23 21
2. Textile and textile-based industries ... 8 194 402 1,059 195
3. Chemicals and chemical products 16 41 26 27 20
4. Leather, rubber and wood products 16 45 44 27 16
5. Non-metallic products 14 34 12 6 5
6. Base metal industries ... 15 11 22 27 6
7. Transport equipment and machmery 16 29 42 23 5
8. Electric goods 4 6 8 2 1
9. Miscellaneous manufacturmg Industries 2 13 30 11 1

Total . 114 410 619 1,206 276

Source: Information supplied by the Ministry of Industries and Scientific Affairs,

quoted in report of UNCTAD mission on “Transfer and Development of

Technology in Sri Lanka”.
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tion for several items that were
available for export at the time.”

“Examples of how the diffcrent
aspects of these policy issues were
taken into consideration ¢an he seen
in the following cases. Readymade
garments were selected because
they were labour intensive, ra-

quiring few skills, and exports
sales could be increased quickly,
thereby lending credibility to the

export drive; although, because the
materials had to be imported the
net foreign earnings were only
apprroximately 20 percent to 25 per-
cent. On the other hand, bicycle
tyres and tubes and rubber pro-
ducts were selected because in addi-
tion to gmenerating guick returns,
the raw material was indigenous
and theilr development wnruld help
the country in threr ways: the
utilizatlon of resources would be
increased, technical skills would
be developed and greater added
value through processing into
finished products would increase
the net forelgn exchange earn-
ings.”

It could be seen from this
statement that a primarv con-
sideration in promoting ready-made
garments, despite only a 20-25
percent net foreign exchange earn-
ing, was “to lend credibility to
the export drive”.

The series of policy changes in-
troduced after 1977 resulted in an
initial sharp increase in industrial
oulput, because -of avallability of
imported inputs althongh -by last
year the initial spurt was petering
ont. In 1977 the Central Bank esti-
mated that industrial output had
increased in real terms.by as much
as 11 percent as compared with 1
percent both in 1976 and 1977; while
in 1979 the real rate of growth
was estimated at about 4 percent.
Capacity utllisation ton which was
about 61 percent in 1977, and had
bheen below the 50 percent level
prior to that year, is estimated to
have reached 70 percent in 1978.
But it was the industrial exports
which showed the biggest increase
in value terms doubling 1n value
to reach Rs. 1,963 million in 1978
and again almost doubling to Rs.
3.701 million in 1979. The major in-
creases were recorded in textiles
and ready-made garments, ceramic
products and processed ‘foods. Fur-
thermore, the shars of exports in
overall industrial _production in-
creased from 22 percent in 1978 to
35 percent in 1979; indicating that
over one-third of the eruntry’s in-
dustrial production was exported -
last year.

EcoNoMiC REVIEW, AuUGUST 1980



Marketability, Capacity and Approvals

The 1978 export target set by
authorities for all types of ready
made garments was 10 million
pieces. At the end of that year
the target was well exceeded by
the industry which had achieved
an export level of 13 million
pieces. More and more indus-
trialists were anxious to enter
what seemed a lucrative market
and a stream of applications
were coming in for financing
of these ventures. The People’s
Bank Research Department there-
fore undertook a study in 1978
and estimated that the market-
ability of the popular items of
manufacture (on which quotas
had been applied for exports of
leading Asian producers) was 16.1
million pieces in 1979 and would be
18 million pieces by 1882. (See
table below). Some officials, how-
ever, were sceptical of these fore-
casts, and estimated marketability
as at least 2 or 3 times more than
the 18 million forecast.

TABLE 1
Estimated Marketability and
Capacities (in milllon plzces)

Total
oy, N Capacitles
Projected (Based on
Year Marketabi- existing
' - lity and pew-
ly approved
' capacities)
1979 16.1 649.2
1980 16.7 671.8
1981 17.9 693.1
1982 18.0 " 7184

(Estimates from Report
on “Capicity, expansion and
market potential in the export
oriented made-up garments
industry of Sri Lanka — the
situation for 1979”).
~Still on existing capacities ap-

proved at that time (and some
not yet in production) it was
possible to produce over 700 mil-
Jion pieces by 1982. The Peo-
ple’s Bank Study therefore, cau-
tioned as follows:

Table 2°

" area) all of which are

“Clearly there has been a de-
gree of over investment. Most of
the foreign collaborators both with-
in and outside the FIZ are from
Asian countries which have rea-
ched saturation point in thelr
quotas. Our study strongly sug-
gests that there has been an un-
planned growth of investment in
ready-made garments manufactur-
ing. The general impression i3 one
of a lack of centralised coordina-
tion over the contracted for and

- existing capacities. Our projections

of future demand are based on
certain assumptions. Even if these
assumptions were to change so
as to increase the market poten-
tial In certain key areas (say for
instance in the U.S. market) we
still feel that there has been over
capacities in the garment sec-
tor. Consequently caution has to be
exercised in any further invest-
ment in the industry.”

‘This estimate has been revised
upwards, considering the progress
made in exports during 1978 and
1979, but still the 1982 figure

TABLE ¢

“Table 3

Estimated Exportability in terms of

quotas and growth rmtes possible
under the Multi Fibre Agreement

1980 1981 1982
EEC 9.78 10.11 1047
Sweden 1.07 1.07 1.07
Norway .. 0.56 0.56 0.56
Switzerland 0.72 0.76 0.81
USA. .. 174 1859 19.89
Canada ... 0386 091 0.96
Socialist Rep. 1.4 1.10 117
Middlc East 1,16 1.24 1.31
Total .. 3259 3434 3624

approved by the GCEC to be set
up within the IPZ. Many of these
may hope to produce non-quota
items but here too limits can be
reached and competition among
them can grow unhealthy.

If the capacities of these new-
ly approved projects are also
taken into account the project-
ed total capacities could well ex-
ceed 1,000 milllon pleces. Although
in the meantime the establish-
ed big Asian producers were re-
sorting to wvarlous devices to
bypass their quota restrictions
and the newer Asien producers
were expanding fast, authorities

EXPORTS OF MADE-UP GARMENTS AND OTHER TEX-
TILE ARTICLES 1977-1979 (By Value — Rs, million)

Made-up Garments

Other Textile Articles

Total Textiles Articles

Made-up articles exports (Percent)

only doubles to 36 million pleces.
(See Table 3).

This report was circulated at
the end of 1978, but as the table
2 below shows approvals continu-
ed unabated in 1979 and 1980.

Between 1979 and June 1980
nearly 1,100 projects had been ap-
proved by the LIAC (several ot
them ultimately hoping to break
into export sometime); 20 projects
had been approved by the FIAC
(with foreign collaboration and to
be set up outsidle the GCEC
export
oriented; while 23 projects were

Ready Made Garmgnts Units Approved

and Value of Investment 1978 1979 1980 (Jan-Jupe)
78-80 (June)
(Total est.
1, Local Investment Advisory investment)
Committee (LIAC) 822 982 116 Rs.mn.177
2. Foreign Investment .
Advisory Committee (FIAC) 7 28 1 Rs.mn.759
3. Greater Colombo Economic
Commission (GCEC) . 16 9 14 Rs.mn.641

Source: Ministries of Textile Industries LIAC; ]
Ministry of Finance & Planning FIAC; & GCEC

1977 1978 1979
139.7 4753 1,094.3
.12 14 1.6
284.6 734.0 1,430.8
49.5 64.9 76.8

Source : Sri Lanka Customs Returns
were still optimistic that Sri Lan-
ka's manufacturers could wel
switch over to ‘non-sensitive’ or
non-quota regulated items and that
there were ever expanding mark-
ets in areas like the Middle East.
(Hong Kong, however, discovered
this in the 1970’s and was export-
ing £15.2 million worth of clothing
to Saudi Arabla alone in 1978. In
1979 Hong Kong raised its value
of exports £203 million). The
argument also runs that though
quotas werc flxed by some Euro-
pean countries and the USA for
-certain categories of items Sri
Lanka’s existing production was
still not capable of meeting thess
limits. Proof of the growth pot-
ential is always shown in the ex-
port values of this sector as
given in table ¢ above. However,
projected capacity of already ap-
proved Inaustries are of a magni-
tudes much higher than these
figures. Once (and if) they come
into production marketing will
be an acute problem.
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During 1978 and 1979 nearly
4,500 industrial units were granted
approval by the various authorities
of which about 4,200 were essen-
tially local investment. From among
these as many as 2,013 received
approval from the Local Invest-
ment Industrial Committee for
setting up of establishments to
manufacture textiles and wearing
apparel of which about 1,800 were
for the manufacture of garments
A further 82 industries recelved
approval during these two years
«for setting up with foreign colla-
boration outside the GCEC) from
the Forelgn Investment Advisory
Committee. Here too nearly 30

are for the manufacture of gar-
" ments, mainly for export. The
most significant level of Invest-

ment and production, however, was
to come in the form of mvestment
within the Greater Colombo Econo-
mic Commission or Industrial Pro-
cessing Zone (IPZ) area. Over the
two years 1978 and 1979 as many
as 83 IPZ projects had recelved ap-
proval and agreements had been
signed on 43 of them. Of the 43
as many as 25 were for manufac-
turing ready-made garments. By
December 1979 only 13 were in ac-
tual production, but of these as
many as 9 were manufacturing
réeady-madé garments. Nearly 6000
persons were employed in these 13
IPZ ventures and over 90 percent
or 5500 were employed in the ready-
made garments industry. The total
investments in these 13 ventures
was Rs. 197 milllon of which over
85 percent or Rs. 164 milllon was
from IPZ investors in the ready-
made garments sector. Of the 69
foreign investors due to come into
the IPZ as at December 1979 as
many as 19 or over 70 percent are
from Hong Kong and 8 from the
USA. Investments in the ready-
made garments industry followed
almost the same pattern. It was
these investors who wers largely
responsible for the doubling of the
value of exports. over both 1878
and 1979 and who gave Srl Lanka’s
ready-made garments a major
thrust into the US market in 1979.

During 1980 still more projects
for manufacture of ready-made
garments were being approved by
the GCEC authorities. Upto July
31, 1980 there were 14 more added,
bringing the total number of GCEC
approvals for garments projects at
this date to 39. By the end of 1978
when the first 16- projects for gar-
ment manufacture in the IPZ were
approved a People’s Bank study,
which was widely circulated, cau-
tiloned of possibilities of enormous
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overcapacity as compared to the
market potential. Despite this
warning a further 9 projects were
granted approval in 1979; and as
many as 23 more projects have
been approved since 1979, (See
Box on page 17).

Garments and the GCEC

The Katunayake IPZ has large-
ly depended on ready - made gar-
ments for its initlal growth and in
1979 a major part of its earnings
were from these industries. A view
has been expressed that leading
Asian clothing manufacturers who
had exhausted their quotas were
moving Into areas llke 8ri Lanka
where there was still scope for ex-
ports of certain items restricted to
them. A member of the G.CEC.,
himself was of this view and felt

that if similar incentlves were
given to local industrialists then
‘all the garment industries would

have done very much better than
anyone else’. In January last year
a member of the G.CEC. Mr.
A. Y. S. Gnanam who appeared be-
fore the ‘Select Committee which
Examines Suitability of Candidates
for Posts’ stated as follows when
questioned on this aspect by the Hon.
Minister of Finance Mr. Ronnie de Mel

Hon. de Mel: For how many indus-
tries have you signed agreements?

Mr. Gnanam: 51 have been ap-
proved. So far agreements have been
signed In respect of 31. Out of that
nearly 13 will be garment industries.

Hon. de:Mel: In other words, up to
date the only attraction in 8ri Lanka
is to collar the quotas which are still
available to Sri Lanka. Korea has ex-
hausted her quota, Hong Kong has
exhausted, Singapore is exhausting, so
the only thing they found attractive
in Sri Lanka is to collar Sri Lanka's
quota. Do you agree?

Mr. Gnanam: I agree.

Hon. de Mel: Could Sri Lanka
industrialists not have got this quota
and done this industry without any
foreign help?

Mr. Gnanam: If you had announ-
ced your offer of a five-year tax
holiday to industrialists in your last
but one Budget, then all the gar-
ment industries would have done very
mueh better than anyone else, be-
cause Sri Lanka has got the best
garment industries. The one run by
Mayura garments is equally good as a
foreign garments industry. If they were
allowed to export, they would have done
without the Free Trade Zone.

Hon. de Mel: In other words, the
Free Trade Zone has only deprived
the Sri Lankan industrialists.

Mr. Gnanam: I do not want to talk
against my own conscience.

Hon, de Mel: You will have to
tell us. We are a fact-finding Com-
mittee

Value Added in Garments

No accurate estimates could be
made of the actual value added in
the textiles export sector, though
this sector has been constantly held
up as an example of Sri Lanka’s
“booming industrial exports” in re-
cent years. The table below of im-
ports and exports of textiles and
textlle articles gives some indica-
tion, but two other important fac-
tors that have to be taken into
consideration, (when viewing this
data) is that a considerable part of
imports goes into domestic con-
sumption, while there has been an
enormous illegal import market for
textiles and garments officially esti-
mated by the Customs authorities
at about Rs. 1.2 million per day.

TABLE IX
IMPORTS AND EXPORTS OF
TEXTILES AND TEXTILE
ARTICLES 1977-79

IMPORTS EXPORTS
(Rs. mn) (Rs. mn)
1977 458.7 248.6
1978 1,217.6 734.0
1979 2,323.0 1.430.8

Source: Sri Lanka Customs Returns
Growth of Exports

Taking an overall -view of Sri
Lanka’s ready-made garments pro-
duction and exports in the 1970's
we observe that spectacular growth
rates were recorded from around
1976. The average growth rate for
the period 1975-1979 was about 103
percent, giving ready-made gar-
ments the fastest growth in out-
put for any single industrial pro-
duct manufactured in this country
over a sustained period. In 1975
garment exports amounted to only
4.9 percent of the total value of
exports of all manufactured goods
In 1976 and 1977 these exports rose
to 9.6 percent and 10.6 percent res-
pectively of the proportion of total
industrial exports. In 1978 and
1979 it was ranging between 20
and 30 percent. Tables X - XII
Allustrate how the growth rate
for particular products has ranged,
between a minimum of 36 percent
and a maximum of 150 percent.

Over the last several years
shirts have been the leading ex-
port item and In 1973 accounted
for nearly 57 percent of the .total
quantity of ready-made garments
exported. There were only two
other major items being exported
at that stage: namely, blouses and
lackets (34%), and tee-ghirts (9%).
Between 1974 and 1979 nearly 20
items of ready-made garments
came to be exported. From 1974
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Table X. Quantities of Garments Exported 1975-1979 (Number of Pleces)
1975 1976 1977 1978 1979
Q Q Q Q Q
PCS % PCS % PCS % PCS % PCS %
1. Shirts 662,468 382 1,361,090 353 1,800,247 354 3,677,019 28.2 6,106,823 23.1
2. Tee-Shirts 297 324 172 319,704 8.3 148,489 8.0 134,589 1.1 514,469 1.9
3. Boy’s & Gent’s trousers 410 704 . 23.7 805,764 209 654,284 12.5 2,344,098 179 3,202,955 12.1
4. Shorts ... —_ 63,939 1.7 551,794 10.5 1,440,805 11.0 2,866,107 10.8
5. Bikini Briefs — — 124,478 32 111,670 22 12,780 0.1 524
6. Jeans - - — — 311,548 59 — —_ - —_
7. Skirts .. — —_ —_ — 29,626 0.7 489,357 3.7 1,009,189 38
8. Blouses & Jackets ... 361,860 209 1,235346 294 1,287,334 24.6 8,500,000 26.8 8,173,736 30.9
9. Pantaloons — —_ — — —_ —_ 296,685 2.3 109,849 04
*10. Dresses — — —_ — — —_— 455,241 s 713,543 2.7
11, Children’s Garments —_— —_ — — — — — - 946,527 3.6
= 12. Others ... — —_ 48,916 1.2 65,023 1.2 710,794 54 2817660 10.7
Total 1,732,356 100.0 3,856,232 100.0 5,230,015 100.0 13,061,476 100.0 26,461,379 100.0
Sources: Ministry of Industries & Scientific Affairs
Ministry of Textile Industries.
Table XI. Values of Garments Exported 1975-1979 (Value in Rs. Million)
1975 1976 1977 1978 1979
Value % Value % Value % Value % Value %
1, Shirts 8.7 349 20 31.7 .~ 356 38.1 80.6 9.12 2222 24.7
2. Tee Shirts ... 0.8 33 1.2 1.8 1.7 19 30 0.7 13.8 1.5
3. Boy’s and Gents’ Trousers 11.7 470 304 438 220 23.6 1200 28.5 196.5 21.8
4. Shorts " — —_ 0.6 09 5.8 6.3 324 1.7 332 37
5. Bikini Briefs .. —_ —_ 0.2 0.4 0.2 0.1 0.3 0.1 0.0
6. Jeans - - —_ 6.5 6.9 -—_ — —_ —_
7. Skirts & Maxies —_ — — 0.2 0.3 22.5 53 38.3 43
8. Blouses & Jackets 3.6 14.8 14. 2 20.5 19.7 21.2 106.8 25.3 3062 & 240
9. Pantaloons ... - - — — — — 18.0 43 6.8 0.7
10. Dresses — — —_ — —_ —_ 13.8 33 24.7 2.7
11. Children’s Garmems —_ — —_ —_ — —_ — . * 204 23
12. Others —_— — 0.7 0.9 1.6 1.7 24.8 5.7 33.0 37
Total *~ 24.3 100.0 69.3 100.0 93.5 100.0 421.5 100.0 9000  100.0
Sources: Ministry of Industries and Scientific Affairs, ©
Ministry of Textile Industries.
Table XII. Exports of Garment Products other than shirts, blouses and jackets, jeans and trousers (Quantities) by destination 1979
Tee-Shirts %  Children’s % Bikinies 9% Maxi- % Pantaloons %  Dresses %  Others %
L garments panchoes skirts
E.E.C. 124,655 4.3 334,520 353 370 710 299,891 29.7 97,987 88.2 230,08;1 325 212804 7.6
U.S.A. 2,668,854 94.22 485,736 51.3 —_ 43,440 4.3 393,426 55.1 2,486,590 88.3
Norway —_ — — —_ — 45812 4.5 —_ 172 00 34,575 1.2
Sweden 2,510 0S5 28994 3.6 —_— —_ 84,194 8.3 6,749 6.1 26998 38 10,142 04
Canada —_ —_ — —_ - — —_ —_ — 19,366 2.7 —_ —
Others 42,598 1.0 97,327 129 150 29.0 532,151 53.2 500t 47 44,689 6.1 63,367 2.2
Total 2,866,107 100 946,527 100 521 100 10,091,189 100 109,849 100 713,534 2,817,660 100

to 1977 shirts accounted for about
35 percent of the quantity export-
ed. In 1978 shirts took up only 29
percent and in 1973 .23 percent of
total exports. By 1979 blouses and
jackets, which have always been a
major item of export, moved into
leading position and-accounted for
nearly 31 percent of the total
quantity of garment exports. The
other significant export item has
been boy's and gent’s trousers which
in 1975 took up nearly 24 percent
of total exports, and In 1978 ‘ac-
counted for 18 percent and in 1979
for 12 percent of the. total quantity
of garments exports. The other
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main item has been shorts which
has accounted for around 10 per-
cent of total garment exports. A
notable feature in the pattern of
Sri Lanka’s garment exports has
been the position of shirts, blouses
and jackets which taken together,
have always accounted for over 50
percent of the total exported.

In considering the growth of ex-
ports in the ready-made garment
sector we observe that the increas:
in values has been faster than the
increase in volume. The average
growth rate for the period - 1975--
1979 has been about 170 percent, as.
revealed in Table XI. The unprece-

100

dented rise in 1978 to Rs. 420
million from about Rs. 94 million
in the previous year was largely
the result of the devaluation in the
currency that year. It is clear,
however, that the guantity export-
ed shot up from 5.2 milllon pieces
in 1977 to 13.1 million pleces in
1979, and even well exceeded the
export target of 10 million pieces
set by the Ministry of Textiles that
year. The growth for 1979 has been
considerably higher, with exports of
GCEC projects also joining in. In
terms of value the increase was from
Rs: 422 million to Rs. 900 million and
in terms of gquantity it moved from

19




13.1 million pleces to 26.5 million
pleces. The nagging question has
been how far could this rate of
growth be maintained.

The highest proportion of ex-
ports both quantity-wise and value-
wise was golng into the EEC
ecountries. But by 1979 GCEC ex-
ports moved into a dominant posl-
tion and the US market became
very slgnificant. The IPZ has S0
far depended heavily on garments
for its growth and nearly half its
earnings have come from the U.S.
Meanwhile the US government; in
its desire to curb Aslan tex-
tile exports, decided to clamp down
quotas on Sri Lanka’s garment ex-
ports from 1980; which is posing a
threat to garment exporters both
within and outside the GCEC area.

Quota Impositions

For the present the EE.C,
Sweden, U.S.A. and Canada have
imposed quota restrictions on 8l
Lanka’s garments. The detalls of
EEC quotas are given in table XIII.

to be effective from January 1978,
extending for a perlod of 4 years.

In 1977, at the time of the
signing of this agreement, 20.1 per-
cent of our garments exports went
to E.F.T.A. countries. Among them
Sweden was the largest purchaser
of Sn Lanka garments; while Nor-
way held third position. Both these
coantries have attempted agree-
ments with Srl Lanka. Second
position was held by Switzerland
which purchased heavy quantities
wof men's and boy’s outer gar-
ments. The Swedish Government
announced that they were prepared
to accept the renewal of the Multi
Fibre Agreement only after they
conclude as many bilateral agree-
ments as possible. Sri Lanka had
a trade agreement in regard to
garments exports with Sweden for
a one year period from August 1977
to July 1978, which embraced only
some items; namely, shirts and
blouses with a quota of .44 mil-

Quotas imposed on Sri Lanka garments by E.E.C.

Table XII
Item ' Quota
1. Men’shirts 3.10
2. Women's blouses 2.75
3. Men's & Women'’s
Trousers 1.60
4. Jerseys, Pullovers 0.70
5. Tee Shirts 1.00
Source: Dept. of Commerce.

7

In addition to the above EE.C.
quotas, the Federal Republic of
Germany offered a bilateral trade
agreement quota of 1 million pleces
each for shirts and blouses.

Products of other groups were
to be dealt with separately, under
a “basket” treatment, which meant
that if the export of these products
to the EE.C. exceeded a certain
_specific proportion over the pre-
vious year's exports, the E.EC.
would inform the supplier country
to negotiate immediately and ag-
ree on quota requirements. This
programme is named an “automa-
tic trigger mechanism” which could
bring such items under the quota
system once they reach big propor-
tions. Under this system the per-
mitted growth rates of exports to
the E.E.C. are as follows:

Group I — 0.2 percent
Group II — 1.5 percent
Group III-V — 4.0 percent

An agreement to give this ef-
fect was signed in December 1977
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(Quantity:

Allowed annual rate of growth %

Million pieces.)
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lion and .55 milllon pleces respec-
tively.

In order to renew this bilate-
ral agreementa Swedish negotiating
team arrived in Srl Lanka in June
1978, for talks. Sweden divided the
14 categories of textile products for

Table XIV

which they had requested consul-
tations, Into two separate groups.
Three products; namely shirts,
blouses and trousers (excluding
shorts), were included in the first
group, and on these items the
Swedish negotiators were unable to
increase the existing quotas.

However, trousers (other than
shorts) were not subjected to quo-
tas, but the Swedish side stated
that due to Increased imports of
this item from several sources they
might have to impose quotas in
the near future. A quota of 180,000
11;:;1gce:s for trousers was negotia-
ed.

The balance 11 (named the
‘rest’ group) products included 8
garment jtems and three textile
items. Among these only tee-
shirts and costume dresses were of
interest to Sri Lanka. In these
items there was agreement to allow
60 tons of the “rest group” to
be exported to Sweden. The agree-
ment with this country was only
for another one year, from August
1978 to July 1979.

Sri Lanka had an agreement
with Norway for two years, extend~
ing from May 1976 to April 1978.
Sri Lanka had to voluntarily limit
exports of shirts to Norway during
the first twelve months to 65,000
pleces. During the second twelve
month period this quantity was
increased by 5 percent.

The Norwegian government as
well as the other governments of
the Nordic group, declded to agree
to a renewal of the Multi Fibre
Agreement only after they had ne-
gotiated bilateral agreements with
2 number of exporting countries.
A delegation from Norway visited
€ri Lanka in January 1978 and
after, negotiations a pact was
signed with Norway to be effective

Export quotas imposed by Norway, under 2 Groups

Group I Items

Woven shirts & blouses .
Knitted shirts, blouses and tee shlrts
Knitted jackets, pullovers

Woven slacks, jeans, trousers

Knitted stocking, socks etc.

Group I

el S

6. Woven skirts .
7. Woven dresses, house coats, frocks .
8. Knitted costumes, dresses, suits

9, Kanitted night garments, overalls, woven shorts, swim wear etc. ...

(Quota (Pieces)

130.000
120.000
100,000
60,000
v 48,000 (pairs)
30,000
30,000
25,000
20,000
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from January 1978° upto December
1982. Under this agreement theve
were two groups of items which
were classified as most sensitive
and less sensitive. Of the 25 cate-

gories covered, Group I consisted of.

10 items and the other 15 were
included In Group II. All items
in Group ¥ and -some items in
Group II were brought under quota
as shown in the Table XIV on
page 20). . .

The items in Group 1 were to
be subjected to a 0.5 percent an-
nual growth and Group II to an
annual growth of 2.5 percent. The
items of Group II, which were con-
sldered sensitive items in the Nor-
weglan market, were treated as
under the “trigger mechanism” sys-
tem. Items not yet selected for ex-
port by Srl Lanka were also to
come under this system. If any
items of Group II exceed 2.5 per-
cent of the previous years total
exports of that item, immediate
negotiations should take place and
quantitative imits established
. The other export quotas-to the
USA and Canada permitted to Sri
Lanka at present are as below:

CANADA

The Trade Minister who head-
ed the negotiating team  -to Wash-
ington’ to discuss the US regula-
tory move stated on his return,
according to the Ceylon Daily News
of May 7, that the imposition of
quotas by US' on seven of the 17
locally made items to the US wiil
not disrupt the local industry and
that there will be no displace-
ment of labour.

The problem of displacement of
labour, on account of this issue of
US quotas, gained much publicity
and the Ceylon Observer of June
24 reported.

“Shock waves have rippled through
the garment manufacturing industry
following appointment of the U.S. ex-
port quota between IPZ factories and
production units outside. The quota has
been roughly split fifty-fifty between
the IPZ and outside and the Minis-
try of Textile Industries- has already
farmed out the quota allocated for
non-Zone factories. The GCEC,
meanwhile, is working out the Zone

distribution. The immediate fear is

that retrenchment, at least in° the
short-term will become inevitable with
some factories who have programmed
production schedules on the basis of

Ytems Quota orders in hand for which fabrics
(No. o;‘“;’ieces) have -been imported, taking a crippling
Shirts I 3,072,000  Plow.” .
Blouses & Jackets ... 5,580,000 The Secretary of the Garments
USA \
Ttems Quota (No. of Pieces)  Growth Rate
Cotton Shirts , 4,200,000 f Eﬁ 7%
Cotton Blouses 4,320,000 fere 7%
Cotton Coats 1,200,000 E g 7%
Trousers & Jeans 2,400,000 3 7%
Synthetic Shirts ... 960,000 T L4
Synthetic Blouses * ... 4,320,000 - 7%
In addition to this cotton blou- Manufacturer's Association, Mr. K.
ses upto a himit of 840.000 pairs has Wignarajah, was reported as saying

also been allowed.

The U.S.A. quota has been dis-
tributed among exporters within the
F.T.Z. and outside the FTZ (local
Industrialists) as in the table be-
low. Quotas for other countries are
reserved for domestic producers
only. .

This quota which came into ef-
fect from May, 1980 had to be
shared by FTZ and local indus-
trialists.

“manufacturers outside the zone ap-
preciated the priority the govern-
ment has given to attracting foreign
investment and therefore had no quar-
rel ‘about the need for giving some spe-
cial consideration to IPZ units.

But 60 factories in production out-
side the IPZ had 27,000 employees
(22,000 trained workers plus 5,000
trainees) against 9 IPZ units employ-
ing 5,400 girls and 4,000 trainees. Five
more IPZ factories were also due to
come on stream shortly.”

Items Quota (Doz. pieces) FTZ (Doz) Local (Doz.)
Cotton Shirts ... 350,000 175,000 175,000
Cotton Blouses 360,000 120,000 240,000
Cotton Coats .. 100,000 30,000 120,000
Trousers & Jeans 200,000 60,000 140,000
Synthetic Shirts 80,000 38,000 42,000
Synthetic Blouses 360,000 240,000 120,000
Cotton Gloves 700,000 425,020 275,)))
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He argued that in terms of perfor-
mance the IPZ should have got only
10 per cent of the quota and the bal-
ance allocated to factories outside; but
added.

“We are not saying give them just
10 per cent., We say give them more
than twice that for the current year
on a loan basis. But we algo say that
thie factories outside must be given
a better deal”

Comparison of Quotas with
°  Actual Exports

In the following table (Table
XV) the actual 1979 export perfor-
mance of those categories of gar-
ments on which quotas are imposed
is compared with quotas for the
year 1980. The objcctive here is to
examine how far the exports could

»be expanded, and for what items
markets are saturated.
(a) For the year 1980 marketable

. quota lmits of cotton and

synthetic shirts to the EEC,
allowing for the growth rates,
is 3.19 million pieces. During
1979 a quantity of 3.2 million
pleces were exported, over
27,000 pleces in excess of this
year's quota. It is evident from
this situation that the mar-
ket in the EEC for shirts from
Sri Lanka is saturated. There
13 some hope. however, in the
extra one million pleces of-
fered by West Germany.

The quota for blouses and
Jackets to the E.E.C. for 1980
is 2.83 million pileces and a
total of 1.90 milllon pleces -
was exported in 1979. Here
there is scope for the ex-
port of another 0.7 milllon
pleces of this category 1In
1980. A further opportunity is
available in the additional
one milljon pleces offered hy
West Germany.

The jeans and trousers quota
for 1980 to the same region
has amounted to 1.76 million
pleces and actual exports in
1979 have been 1.53 million
pleces. Here a further 0.23
million pleces could be ex-
ported in 1980,

A notable feature of the quo-
ta for jerseys and pullovers is
that it has never been " met.
The full amount of 786,520
pleces could be exported 1in
1980.

While there is a 1.21 million
pleces quota for Tee Shirts
our performance has been .
0.17 millionn pleces. Here a
substantial quota of over 1
million pleces has not been
met.

1))

(c)

(d)

(e)
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Table XV

Relationship between Quotas for 1980 and Actual Performancelof Gnrments Exportets durmg
1979

~

The U.S.A. has brought 7 items
under quota though they are ac-
tually reduced to five items, when
cotton and synthetics are put to-
gether It must be noted however.
that these 5 items are the most
popular and fastest expanding for
local manufacturers; and. though
nearly 10 of the 17 items exported
to the US have no restrictions
future- growth in the US market
will be seriously effected by the
quotas- placed on exports of the
popular items. Exports of shirts
during 1979 relative.te the 1980
quota was less than 50 percent. In
the .case of blouses another 3.04
million pleces can be exported.

. Much larger quantities in the case
of jeans and trousers can also be
exported. A cohsiderable balance
for coats and gloves remalns to be
met in 1980.

Sweden

During 1979 a lit{le more than
half of Sweden’s quota for shirts for
1980 was exported. A relatively
. larger amount of blouses and jeans
were exported. From the jeans and
trousers quota too nearly . 60,000
more pleces had to be: exported.

Canada

Canada has a.llowed for export
_of 256,000 pleces of shirts but only

Area Shlrts Blouses  Jeans Jerseys 'l‘ee Coats
: Jackets Trousers Pullovers Shirts Gloves
} .

EEC quota 1980 3193690 2,833,115 1764000 786520 1210000

Achie%gg .. 1979 3220726 1,905,185 1530688 — 175987
Difference - * ... ‘ 27036 917,930 233312 1034013

USA Quota ... 1980 5160000 8640000 2400000 . — _ 1,200,000
Actual 1979 2256479 5603431 833384

Difference 2003521 3036569 1566616
. Canada Quota 1980 256000 465000

Actual .o 1979 149252 100077

Difference . 106748 364923

Norway Quota 1980 230000 100000 60000

Actual’ . 1979 20837 88333 4166

Difference 209168 21667 55834

U.S.A. 149,000 were exported in 1979. The

difference in the quota and Dper-
formances in blouses and jackets
is very much larger and considerable
expansion is possible here. Canada
has released all other items from
the quota restrictions.

Norway

A very small proportion of the

quota set for 1980 for shirts was
exported to Norway last yéar. Blouse
exports have less scope.for expan-
sion while exports of jeans and
trousers could be increased a con-
slderable extent.

It is apparent from (Table XVI
below) that 96 percent of the total
exports of -shirts: 99 percent of
exports of blouses and jackets; and
78 percent of the exports of jeans
and trousers have gone to those
areas where quotas are in force.
We observed earlier that growth
rates allowed on existing qiiotas are
very low. In these circumstances we
cannot expect the same growth
rates of ready made garments ex-
ports to countries where wuotas
have been imposed.

Future . Possibilities

Three possibilities emerge from
the foregoing discussion.

Table XVI

Export Quotas and Actual Expons of Major Apparel Products to Quota Countries-1979

1) 03] 3) @ (5)
Category - . Quota for 1980 Total exports Exportsto  Proportion
1979 Quota of 4 to 3
. Countries’79
Shirts - 9,279,690 6,106,823 5,879,484 96.3
Blouses & Jackets . 12 1483 115 ‘ 8 3 736 8 uo 039 . 992
Jeans & Trousers 40 000 3, 2 955 2, 489 406 7.7
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. 1. Export quota lévels have to be

met for some countries on par-
ticular cufegories of 1items.
There are immediate possibili-
ties for industrialists to divert
into these lines.

2. There are several other pro-
ducts which have not been
very popular among local in-
dustrialists, and are regarded

" as non-sensitive- products. This
potential needs to be ex-
plored.

8. There are other European, At-
rican and Middle East markets
where quota measures and im-
port barriers have still not
come up. The greatest possibi-
lities for the newly expanding
production ‘appears to be Iin
these areas. '

‘" There are many reasons why.

we have not heen able to fulfill
the outstanding balances of quotas

allotted for some countries. Ong
is that the factorles with large
rated capacities are not in full

production as yet. Several approved
factories were expected to be com-
pleted by the end of 1979 but are
still not commissioned. The tradi-
tional garment manufacturers in the -
Asian reglon have resorted to various
measures to circumvent the quota
restrictions placed on their exports,
while comparatively new Asian -
producers such asthe ASEAN group
of countries have moved in -ag-
gressively into the US and Euro-

‘pean market in recent years. This

has created a degree of saturation
in the market. Meanwhile, pro-
ducers In some’ of these import-
ing countries are bringing pres-
sures on thelr governments to put
up more protectionist barriers. Both

‘these factors are making greater

penetration in Srl Lanka’s existing
markets more difficult. Further, local
producers have at times not been
able to service the markets as
demanded by importers. There are
other reasons such as political re-

.lationships, transport, marketing,

management and general competi-
tiveness which have to be given
close consideration if the existing
investment in Sri Lanka’s garment
industry is to be well utilized and
other cruclal factors in the eco-
nomy are to gain support from this
industry.
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