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It is a great pleasure to introduce this book on the Ready-Made Garment Industry in Sri Lanka: Facing the Global Challenge. It is a book with 11 Chapters, run into 282 pages and a paper back edition. I would like to set the book in the current perspective.

Sri Lanka’s garment industry has grown rapidly since the late 1970s under the assured market guaranteed from the quota system governed by the Multi-Fibre Arrangement (MFA). The quota system will come to an end on 31 December 2004 – 150 days from today. What is going to happen to the industry which accounts for nearly 6 per cent of GDP, nearly 40 per cent of industrial production, more than 50 per cent of overall exports, and provides employment for nearly 5 per cent of the labour force of the country?
There are two schools of thought on the future of the ready-made garment (RMG) industry in Sri Lanka. One school of thought is based on control of export share by industries. Available data show that the first 12 per cent of the ready-made garment firms control 72 per cent of exports.  It is argued that these firms are well established and in a position to take advantage of a quota free regime.  This is because the demand for ready-made garments globally is increasing. It is based on this assumption that the Five Year Strategy for the Industry forecasts a 12 per cent of growth during the next three years. It is further argued that these firms will expand and consolidate themselves and in that process will be able to make use of some of the small and medium garment factories either by acquiring them or by using them for subcontracting activities. And such a process will contribute to some employment dismissals from the garment sector but not a significantly large number.

The other viewpoint is that whatever the percentage of exports that is controlled by the top 12 per cent firms, the ready-made garment industry is not competitive enough to show solid performance in the post-2004 period. From the global demand front it is said that the threat from China will be overwhelming because the global share of ready-made garments controlled by China is expected to increase from the current 20 per cent to 50 per cent by 2010. Moreover, the share controlled by other Asian countries is expected to shrink from the current 32 per cent  to 20 per cent by 2010. So there will be competition among Asian countries to capture part of this shrinking share and in that process Sri Lanka may not necessarily be a winner. Also, inadequate preparation for the post-2004 period due to the backloading factor of the MFA phase-out is also highlighted by the pessimists. From the domestic supply side,  the inadequate development of backward linkages, weak forward integration, low labour productivity, increasing cost of production, etc., are shown by the pessimists to highlight the lack of competitiveness. Those who argue on these lines show that at least 100,000 workers will lose jobs and various new mechanisms will have to be devised to look into the fall outs from the garment industry.
Sometimes what appears as a threat may really not be a threat. Recall in the year 1999 there was panic in some sectors like banking about the impact of the Y2K bug, but in reality since we all knew about it and took the necessary safeguard action, we found by early 2000 that it was not a major problem as it was supposed to be. Similarly, before the formation of NAFTA, pessimist argued that it would lead to a substantial garment trade diversion in the US market and Sri Lanka’s market share in USA will get eroded. This did not really happen. Will it be the same in the post-2004 period for ready-made garments or is the situation more serious ? That is the question.
In order to see this picture clearly, more light should be shed on issues such as backward and forward integration, labour productivity, cost of production, emergence of China as a major supplier of ready-made garments, trade diversion due to regional arrangements, the impact of the Phase-out of the Multi-Fibre Arrangement, and so on.  At present there are a lot of fragmented views that are emerging about the post-2004 period. The objective of the book is to put some of this in perspective and shed more light on the on-going debate  at a time when the count-down to a quota free regime has started.
Some of the key messages that come from the book are the following:

(1) Ready-made garment exports of Sri Lanka now amounts to more than 50 per cent of the country’s overall exports and this sector is about to undergo a drastic transformation soon. However, Sri Lanka does not benefit from any special privileges in her major markets. Countries that belong to the LDC category and Afro-Caribbean Pacific countries (ACPs), for instance, benefit from duty free or preferential access in the EU market, the former under Everything-But-Arms (EBA) and the latter by ACP preferences. ANDEAN, CBI, and AGOA countries benefit from duty free access to the US market.  Sri Lanka is a small open economy which is vulnerable to the fluctuations in the global economy. It is as vulnerable to global events like Bangladesh and Nepal but these two countries benefit from EBA. It is vulnerable to global events like Kenya and Botswana but these two benefits from AGOA. Thus Sri Lanka should carve out a special status in regard to market access for small open developing countries which do not belong to any preferential system that depend more than 50 per cent of exports on ready-made garments.

(2) Market access to ready-made garments should be linked to poverty alleviation in international negotiations. This will receive support from agencies such as ILO, Oxfam, etc. Let us look at this issue in the context of the contemporary scenario: (1) International institutions are increasingly emphasizing the need for poverty alleviation: World Bank is emphasizing PRSP, IMF wants the PRGF put in place, UNDP is emphasizing the MDGs, and so on, and (2) economists are increasingly emphasizing the trade-poverty nexus: they are talking in the language of “trading out of  poverty”, “make trade work for the poor” and so on. Given this situation, Sri Lanka is in a strong position to ask for better market access to the garment exports because any serious threat to the industry can have a telling impact on the livelihood of the people. Here I think we have to work out a deal with EU for deeper GSP preferences for meeting labour standards and ask for more flexible rules of origin under GSP.
(3) Sri Lanka has already faced the threat from China on certain categories of garments that came out of quotas in 2002.  Yes, China’s threat is real but it may be a bit over exaggerated in the general statements that have appeared in the media so far. WTO has devised special China specific rules and regulations at the time of China’s entry into the WTO in 2001. These can be used by major importing countries like USA to have some degree of control over Chinese garment exports.  Moreover, Economist knows that one country cannot have a comparative advantage on all products – not only sector wise but also sub-sector wise. So there is always room for a small economy like Sri Lanka to maintain its comparative advantage on particular type of garments in its already well-established markets.

(4) Regional Trading Arrangements (RTAs) and bilateral Free Trade Agreements (FTAs) can certainly assist our garment sector but  it depends on how the RTAs are designed, for example, the rules of origin (ROO) governing it, how non-tariff barriers, para tariffs are treated in the RTA. The Indo-Sri Lanka Bilateral FTA (ILBFTA) became a “non-starter” for the RMG sector, among other factors, due to not very favourable rules of origin, NTBs and para tariffs.  In a case, like a possible US-Sri Lanka FTA the gains will come to the RMG sector under very relaxed ROO which may be difficult to bargain with USA. Even if we were granted favourable ROO, such a FTA can have unfavourable effects on the other sectors of the economy. It is vital to look at the political economy dimensions of an FTA without narrowly focussing on the benefits of an FTA for one particular sector like garments.  FTAs are not panaceas for lack of competitiveness.
(5) Large dependence on imported inputs does not necessarily imply that there are ample opportunities to develop input supplier industries. In other words, backward linkages will not automatically develop nor would they emerge due to interventionist measures by the state like imposing local content regulations.  Chapter 5 shows that backward linkages will come only with industrial deepening in the country, i.e., when the environment is conducive for more capital intensive industries to grow.

(6) Much more has to be done to improve the supply capacity of the industry.  Best time to judge our supply capacity is when big orders are directed to Sri Lanka. Such an instance came recently during when the SARS virus was increasingly spreading in East Asia, but Sri Lanka was not in a position to meet such orders and consequently those orders went to India, Pakistan and Bangladesh.

(7) Although the WTO-Agreement on Textiles and Clothing came into operation in 1995, due to the backloading phase out the industry remained very complacent by the assured market provided by the quota system and did not make necessary preparation to face the quota free world until about mid-2001. The book shows that the first wake up call came after the airport bomb attack in July 2001 where a social engineering process took place in the industry in the face of surcharges and war risk premiums that came into operation. This trend was strengthened after the 9/11 event in th US that contributed to a decline in global demand for garments in late 2001 and early 2002..  The second wake-up call came with the formation of the Joint Apparel Association Forum in 2002. I think we were a bit late in coming to terms with the post-2004 period, but we could certainly make up for it in the coming five months by building on the work that has already been done by the Joint Apparel Association Forum.
I would now like to make some general remarks about the book.

The IPS has been working on the ready-made garment industry since the early 1990s but not on a continuous basis. Some of our work was published in international refereed journals in the late 1990s. Meanwhile, the well-known researcher at the Post Graduate Institute of Management, Dr. Tilak Fonseka, was looking at issues of the ready-made garment industry at the firm level from a more business and management perspective and presented his research work at IPS seminars. Subsequently, two of his papers were published in the Sri Lanka Journal of Management.  The culmination of IPS research work on the garment industry was the Institute getting involved with some others in the preparation of the 5 Year Strategy for the Garment Industry in 2002, and the Market Intelligence Unit of the Joint Apparel Association Forum being located in the IPS from late 2002 to early this year.  Around late 2001, I decided that it was high time to bring some of the material under the command of the IPS as a book as there was no comprehensive book on the history, progress, problems, and prospects of this leading industry in Sri Lanka. What was started in 2001 could not be completed in 2002 or 2003 due to various other work commitments, so the task got delayed till mid-2004. 

The book does not target a particular audience, say, only economists, or only the garment exporters or managers of the industry.  The audience the book has in mind is mixed, because some Chapters deal with the question at stake at a deep level whereas some other Chapters deal with them at a less comprehensive level. It is basically a collection of essays written for various audiences. Needless to say, industrialists view the situation from their perspective; government officials may view it from another perspective while the academia may view it from some other perspective. The book basically reflects a viewpoint from the academia.
The book of course does not venture in giving a list of recommendations at the end; rather it highlights issues and makes alternative policy options that could be considered by further debating the issues.

Some of the Chapters in the book were written in the late 1990s (Chapter 3 and 7) and may be a bit outdated from the data that has been used. However, the main arguments in these Chapters and the issues highlighted still have contemporary relevance. Some of the details of the past are maintained for historical documentation purpose. There is repetition among the Chapters, especially in the introduction parts because each Chapter was written to stand on its own. While this may benefit readers of specific Chapters it will be irritating for a person who reads the entire book. I as the editor have made no attempt to alter this situation and had I planned for this the book would have got further delayed. There is no overall conclusion in the book because each Chapter has its own conclusion.  However, the basic line of argument in the book can be captured in Chapter 1 titled: Purpose, Preview, and Scope.

I will be failing in my duties if I do not mention the people who assisted me in the task of bringing out this book. Janaka Wijayasiri assisted me in editing and co-authoring a number of Chapters, Roshan Madawala, Priyanga Dunusinghe, Bilesha Weerartne, and Danuska Nanyakkara from the IPS research staff, readily assisted me with data and cross- checking Tables. Suneetha Kannangara assisted me with updating a number of Chapters and DDM Waidyasekera assisted me in editing the manuscript.  Premila Gamage and her team at the IPS library made available literature whenever required. And members of the IPS support staff -- Iloka, Asuntha, Manu, Ayoni, Sharmini, Malini, Nirmala, and others -- many of them are present here today -- supported the production of the book and organizing this event. To all of them I would like to record my special thanks.  
I would also like to thank the sponsors of this event, viz., DFCC, Sampath Bank, NDB Bank, Commercial Bank, People’s Bank, CITI Bank, Brandix, and Unilever. Their generous support has gone a long way in organizing this launch.  
I would like to thank Hon. Sarath Amunugama, Minister of Finance for accepting our invitation and being present here as our Chief Guest and to Dr. Vidanapatiran and Prof. Lakshman for agreeing to make their comments and observations on the book. Finally, I would like to thank all the participants for having accepted our invitation and being present here today.

I thank you.   
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