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ABSTRACT

The relevance of outward looking/export-oriented strategies over
theinward looking/import-substitution (1-S) strategiesishighly debated
in policy circles. This paper tries to locate the Textiles and Clothing
(T&C) sector in five mgjor countries of South Asiain the light of these
theoretical debates. The main focus of the paper is to analyse the
sustainability of export performance of T& C in South Asian countries,
particularly inthe context of universal tradeliberalisation. Wealso try to
explore the various factors determining the particular pattern of export
growth registered by the countries of South Asia. The demand factors
such as the question of market access, some competitors turning
immensely powerful and shrinkagein the growth of demand on theworld-
scale, and supply factors including the nature of industria structure in
each of these countries are dealt with in this paper. From our analysisit
is evident that the overall exports of T&C in al South Asian countries
grew faster than the world exports in this sector during 1985-2003.
However, the growth in the post-1995 period islower than the growthin
the pre-1995 period, which coincides with the world trend. China has
emerged as a major competitor to South Asian countries in the EU and
the US markets. Our case study of T& C sector shows that the proposed
export-led industrialisation has not yielded the expected returns to the
South Asian countries. Thus the developed countries are not only
“Kicking away the ladder” of protecting domestic industries in the
developing countries but also designing a protective shell around
themselves preventing market accessto thelatter. Further the paper argues
that labour cost alone cannot explain the rel ative export performance of
SouthAsia. Rather, it isdetermined by other factors such astheindustrial
structure, suppliers’ service capabilities, preferential agreements, etc.
The need is emphasised of drawing up country-specific trade and
industrial policies rather than adopting a universal trade liberalisation
policy or proposals for SAARC integration with a view to build
sustainable industrial structures.

Key Words: South Asia, Textiles and Clothing, WTO, Trade and
Industrial policy

JEL Classification: F13, F14, L67.



Introduction

The relevance of outward looking /export-oriented strategy over
theinward looking/ import-substitution (I-S) strategies are highly debated
inpolicy circles. Oneof themain criticismsonthel-S strategies (Prebisch
1959) was with regard to their limitations for building up diversified
industrial structures and for diversifying exports (Hirschman 1992).
Another important criticism was on the infant industry protection (List
1856) adopted by countries as part of the industrialisation process. It
wasargued that universal tradeliberalisation would make industriesmore
competent and FDI-driven export-led industrialisation policy was
recommended (Little et al 1970; Bhagwati 1978; Krueger 1978 and
Balassa 1980). Another line of argument has been that historically the
devel oped countriesthemsel ves have taken recourseto protective policies
of industrialisation, which are now being denied to the less developed
countries under the paradigm of universal trade liberalisation (Amsden
2001; Chang 2002; Chandrasekhar & Ghosh 2005; Shaffaeddin 2005).
Let us now look at the impact of trade liberalisation on the export
performance of Textiles and Clothing (T&C) sector in fivel major
countries of South Asiain the light of these theoretical debates.



T&C sector has served as an engine of growth for most South
Asian countriesin terms of value addition, employment generation and
foreign exchange earnings.? The quotasimposed by devel oped countries
had a determining effect on the export expansion of this sector.2 The
devel oping countries had agreed for the inclusion of Textile trade under
GATT on groundsthat the exports of this sector from devel oping countries
to devel oped countrieswould be greater without aMulti-Fibre Agreement
(MFA)* (UNCTAD 1994). Thus the new Agreement on T&C under
World Trade Organisation (WTO) dismantled the extensive network of
bilateral quotas completely on 31 December 2004. While the new
agreement aimed at removing quota restrictions, it has other non-quota
provisions such as tariff and non-tariff barriers, which can be used as
tools to protect the domestic producers of the developed countries.
Restrictions through non-tariff barriers may be introduced in the form
of rules of origin, anti-dumping duties and safeguard provisions, labour
and environment standards. Moreover, therising expectations of retailers
in terms of suppliers’ service capabilities and locational proximity, and
changes in the international regulatory context of the Clothing sector,
arelikely toincrease barriersto new devel oping country suppliers entry
into Clothing Global Value Chains (GVCs) (Palpacuer, Gibbon &
Thomsen 2005). Existing literature on this sector in South Asia can be
grouped into country-specific studies: Chatterjee & Mohan 1993;
Uchikawa 1998; Bagchi 1998; Ramaswamy & Gereffi 1998; Roy 1998;
Venkatesan & Katti 1999; Chandra 1999; Khanna 2000; Sinha and
Sasikumar 2000; Verma 2002; Hashim 2005 and Tewari 2005 on Indig;
Musleh-Ud& Abbas 2000 on Pakistan; Bakht 2000; BEI 2004 on
Bangladesh; Kelegama & Unamboowe 1994; Kelegama & Foley 1999;
Weerakoon and Wijayasiri 1999; Kelegama 2005; on Sri Lanka; and
Ministry of Commerce, Nepal 2000 on Nepal aswell as region-specific
studies on South Asia as a whole by Kathuria et a 2000; Beena 2002
and Das 2004. Das (2004) argues that there is scope for industrial



restructuring in South Asia through regional integration. Most of the
recent studiesmainly focussed on the supply-related reasonsfor the poor
performance of the growth of this sector. There are some studiesdealing
with the questions related to demand constraints (i.e., market access or
the question of tariff and non-tariff barriers in particular) imposed by
developed countries. But none of these studies analyse the export
performance of South Asian countries during the post-1995 period vis-
a-vis the global trend in a comparative perspective. This study aims at
filling this gap drawing comparisons with the earlier phase (i.e., 1985-
1995). The main thrust of our study isto analyse the sustainability of the
export growth of T& Cin SouthAsian countries, particularly inthe context
of universal trade liberalisation. We seek to explore the various factors
determining a particular pattern of export growth registered by the
countries of South Asia-demand factors such as the emergence of
powerful new competitors and shrinkage in growth of demand on the
world-scaleand supply factorssuch asthe nature of theindustrial structure
in each of these countries. We would further explore how the removal of
guotarestrictionswould have differential impact on each of the countries
in South Asia.

This paper isdivided into six sections. The pattern of world trade
in the T& C sector during 1985 to 2003 is analysed in the first section.
The export trend of this sector in South Asiais examined in the second
section. Themarket potential for the T& C sector of South Asian countries
in two major destinationsi.e., the European Union (EU) and the United
States (US) and their rel ative strengths and weaknessesin various product
categories (at HS 6-digit level) has been analysed in the third section.
Thefourth section gives an overview of agreementson T& C before and
after the Uruguay round and the extent of successin their implementation.
The fifth section discusses the supply-side factors such as the structure
of T&C industries in South Asian countries. The last section discusses
summary of magjor findings and policy implications.



Section |: TheWorld Scenario of T& C Sector

In this section we shall discuss the growth pattern of world trade
in T& C during 1985-2003 and the dynamics of export behaviour among
the leading T& C exporting countries since 1980s. Our analysis of the
overal international trading patterns of T& C sector during the period
1985 to 2003 showsthat the world trade has been increasing at an annual
averagegrowth of 7.14 per cent. Interestingly, the overall tradein Clothing
hasincreased much faster thanin Textiles. Thismay indicate that countries
are generally shifting to higher value addition activities.

Table1l: Growth Patternof T& C Tradeat theWorld L evel (Figures

in per cent)

Items 1985-90|1990-95| 1985-95| 1995- |1985-
2003 | 2003

Textile Fibre and

Waste (26) 7.29 6.41 6.85 | -5.87 | 0.99

Textile Yarns,

Fabrics etc. (65) 14.62 792 | 11.22 | 0.76 | 6.45

Clothing and

Accessories (84) 18.13 844 | 1318 | 4.04 | 9.02

Total T&C 1511 8.01 | 11.53 |19(14*| 7.14

Source: Data Compiled from UN International Trade Statistics,
Volume I1, Various I ssues.

* Thefigurein bracketsisthe growth rate for China

Asfar asthe devel oping countries as a whole were concerned, an
expansion of Clothing exports had begunin 1960sitself. Thiscould also
be partly due to the fact that, the exports of cotton manufactures and
Clothing did not fall under the Long Term Arrangement (LTA)
(Chandrasekhar 1981). Another reason for the dynamic growth of the
Clothing trade is that this sector has vast differences in comparative



advantage across countries (arising to a substantial extent from labour
costs), offering large opportunities for international trade flows (EXIM
Bank of India1995). Special tariff provisions such as Offshore Assembly
Processing (OAP) and Outward Processing Trade (OPT) have aso
speeded up the globalisation of apparel trade. Further the evidence shows
that thetotal exportsof T& Cintheworld grew much faster during 1985-
95 as compared to 1995-2003. The annual average growth for the former
period was 11.53 per cent whereas the latter period recorded only 1.9
per cent growth.

Table2: Leading TextilesExportersintheWorld (Top 15) during

1980 to 2003
Share in World Exports

Countries 2003 1998 1993 1980
Germany NA 878(1) | 1053(1) | 114 (1
Italy NA 863(2) | 885(2) | 7.60(3)
China 15.9 849(3) | 7.70(4) | 4.60(8)
Korea, Rep. Of 6 747 (4) | 7.96(3) | 40(9)
Chinese Taipei 55 7.30(5) | 7.26(5) | 3.20(10)
United States 6.4 6.11(6) | 5.31(8) | 6.80(4)
France NA 501(7) | 4.78(9) | 6.20(6)
Belgium NA 495(8) | 5.75(7) | 6.50 (5)
Japan 5.6 395(9) | 593(6) | 9.30(2)
United Kingdom NA 3.60(10) | 3.63(10) | 5.70 (7)
India 38 3.47(11) | 257 (12) | 2.10(11)
Pakistan 34 2.85(12) | 3.10(11) | 1.60 (12)
Top 5 NA 40.67 42.3 30.80
Top 15 NA 68.76 79.82 85
Total world exports 100 100 100 100

Note: Figuresin brackets indicate ranking of countries. NA stands for
‘Not Available'.
Source: WTO, International Trade Statistics, Various | ssues.
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A similar trend is observed while we analyse the growth pattern
for Textiles and Clothing separately. However, China's average export
growth during the 1995-2003 is 14 per cent, which is much higher than
theworld growth during the corresponding period. In 1980, as per Tables
2 & 3, Chinawasin the eighth position in terms of its sharein the world
exports both in Textiles and in Clothing. As of today, it has overtaken
every other country in the world in Clothing exports. Apparently, high
growth rates and entry into WTO regime on 15 December 2001, have
contributed to the present status of Chinain T& C exports.

While analysing the pattern of the top 15 Textiles exporting
countries (see Table 2), we observe that Germany, Japan, Italy and the
USweretheleadersin Textileexportsin 1980. Korea, Chinaand Chinese
Taipei significantly improved their positions as leading exporters in
Textiles in 1993. It is further noticed that China pushed Korea down,
emerging as the third largest exporter in 1998 and the similar trend
continued even for the year 2003.

Another observation that can be drawn from Table 2 is that the
concentrationin Textile exportsat theworld level has decreased between
1980 and 1998. But the trend was reverse when we take the top five
countries. The export share of China has increased sharply since 1990s
and it has emerged asthethird largest largest Textiles exporting country
in the world in 1998.

Similarly from Table 3, it can be observed that the concentration
of Clothing exports of top 15 countriesin theworld market has decreased
and marginally so even in the case of top five countries. Italy, Hong
Kong and Korea were the export leaders in the Clothing sector at the
worldlevel in 1980. However, Chinaovertook these countries and became
the top Clothing exports leader by 1993 and continued to hold the top
slot in 1998 and further.

Thusfrom the above analysis, we observe that the growth of world
trade in T& C during 1995-2003 is relatively low as compared to the
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Table3: LeadingClothing ExportersintheWorld (Top 15) during

1980 to 2003
Share in world Exports

Countries 2003 1998 1993 1980
China 23 16.69 (1) 1438 (1)| 4(8)
Italy NA 8.19 (2) 9.22(2) | 11.3(2)
Hong Kong,
(Dome.exports) 3.6 5.37 (3) 7.27(3) | 11.5()
United States 25 4.88 (4) 3.91(6) | 3.1(9)
Germany NA 4.27 (5) 523(4) | 7.1(4)
Turkey 4.4 3.92 (6) 3.36(8) | 0.3(13)
Mexico 32 3.67 (7) NC NC
France NA 3.19(8) 359(7) | 5.7(6)
United Kingdom NA 2.73(9) 2.66 (14)| 4.6 (7)
Korea 16 2.58 (10) 484(55) | 7.3(3)
India 29 2.41 (11) 2.81(12)| 1.5(11)
Belgium NA 2.24 (12) NC NC
Top 5 NA 39.4 40.94 43.2
Top 15 NA 65.82 71.25 85.8
Total world exports 100 100 100 100

Note: Figuresin bracketsindicate the ranking of countries. NA stands
for ‘Not Available’. NC stands for ‘Not Collected'.

Source: WTO, International Trade Statistics, various i sSues.

earlier period. A similar trend is observed even in the case of South
Asian countries. South Asian countries in genera are not in picture
excepting India, and Pakistan, to some extent, in theleague of theleading
world T&C exporters. One of the factors contributing to China's
emergence asamajor exporter could be that the labour cost per hour for
Hong Kong and South Korea has increased in the 1990s as compared to
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that in the 1970s. The corresponding cost per hour for Chinaisquitelow
during the 1990s as compared to the level prevailing in the 1970s
(Ramaswamy and Gereffi 2000; Texcon 1997; Chandra1999). However,
the changes cannot be explained with the cost comparative advantage in
terms of wage rate alone. For instance, labour cost for Apparel industry
in South Asian countries (i.e. 0.7 US $ per hour for India, 0.6 US $ per
hour for Sri Lanka, 0.2 US $ per hour for Pakistan and 0.2 US $ per hour
for Bangladesh) are much lower than that of China (0.9 US $ per hour)
(ILO 2003 ascited in Tewari 2005). So there is aneed for seeking other
explanationsfor the better performance of China'sexportsin this sector.®

An attempt has been made in the forthcoming sections to analyse in
detail the export performance of this sector in South Asian countries.

Section |1: Export Competitiveness of South Asian Countries

Thissection discusses export performance, which ismeasured here
in terms of growth of T& C exports, the relative strength of T& C sector
in their total exports, share of T&C exports in world exports and the
revealed comparative advantage indices of the South Asian countries.

Pattern of Growth

With an export level of the US $ 13.80 billion in 2003, Indiawas
far ahead of other South Asian countries, with Pakistan at US$8.4 hillion,
Bangladesh at US $ 4.1 billion, Sri Lanka at US $ 2.71 hillion, and
Nepal at US $0.3 hillion.

Total exports of T& C have been growing continuously since 1985
for Sri Lanka, Bangladesh and Nepal, athough the growth has been
from amuch smaller basein comparisonto Indiaor Pakistan. It isfurther
evident that the overall exports of Textiles and Clothing during 1985 to
2003 in all South Asian countries grew faster than the world exportsin
this sector (see Table 4). A similar trend was observed in the case of
exports of Clothing whereas, the export of Textile yarns and Fabricsin
Bangladesh was quite low as compared to its world trend.



Table 4: Annual Average Growth of Total Exports of T& C in South Asian Countries

Items Code Period India Bangladesh Si Lanka Pakistan Nepal
Textile Fibre 1985-95 16.02 -4.28 2.66 -5.83 -3.39
and Waste (26) | 1995-2003 22.60 197 6.01 -5.96 -34.63
1985-2003 9.04 -1.55 3.65 -5.89 -18.79
TextileYarns, | 1985-95 15.44 1.66 25.65 15.92 19.43
Fabricsetc. (65) | 1995-2003 5.83 -2.57 2.79 4.45 -5.28
1985-2003 11.07 -0.24 13.31 10.67 7.74
Clothingand | 1985-95 16.26 27.94 20.39 20.60 14.98
Accesories(84) | 1995-2003 6.14 7.96 7.83 3.88 9.23
1985-2003 11.65 18.64 12.99 12.86 12.39
Total T& C 1985-95 15.58 14.21 20.18 13.90 16.97
1995-2003 6.14 6.41 7.45 3.99 2.25
1985-2003 11.28 10.67 12.74 9.39 10.18

Source: UNCTAD, UN Trade Statistics, Volume 1 and I1. Handbook of International Trade and Devel opment
Statistics (Various Issues) .

€1
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Our analysisfurther revealsthat thetotal exportsof T & Cin South
Asiagrew much faster during 1985-1995 as compared to thetardy growth
in the post-1995 period. A similar trend has been noticed for Textile
yarn & Fabrics and Clothing. It is argued that the domestic firms in
India played a major role in the internationalisation of Indian Textiles
and Apparel vis-avis the role of major external drivers such as global
buyers, FDI or preferential trade agreements (Tewari 2005). The possible
reasons for the stagnation in the exports of T& C during the post-1995
period could be the slow growth in world trade during the period. Added
to this was the emergence of powerful competitors.

Significance of T& C Sector in theTotal Exportsof Individual
Countries& World Exports

Export performance of South Asian countriesis analysed herein
terms of its share in the economy’s total exports (Table 5). India is
relatively stronger in Textiles than Clothing.

Whilethe T& C sector in Pakistan registered almost 66 per cent of
itstotal exports, Textiles dominated, with as much as 47 per cent of the
total exportsin 2003.

Although the countries studied here have a meagre share in the
global trade in Textiles and Clothing, the sector is important for the
individual countriesbecauseit hasasignificant shareinthetotal exports
of the economy in question. It is, however, interesting to note that the
export share of T& C in all these countries, except Pakistan, showed an
increasing trend in world exports during 1985-2003 (see Table 6).

Thus, from the above exercise, we can conclude that the growth of
exports of T&C in South Asian countries was quite high during 1985-
2003 as compared to its growth at the global level. However, thereisa
declining trend during 1995-2003 period for all countries, which
coincideswith the world trend. We may be ableto account for the better
performance of Nepal by considering its exports to a major non-quota
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Table 5: Export Share of T&C in Total Exports of South Asian

Economies
Item Code Country 1985 | 1990 | 1996 2003
TextileFibreand | India 0.71 284 | 142 0.48
Waste (26) Pakistan 16.41 899 | 204 1.88
Bangladesh | 12.64 7.69 | 2.08 1.94
Sri Lanka 132 092 | 0.67 0.66
Nepal 1.98 026 | 051 0.01
World 0.87 0.68 0.6 0.30
TextileYarns, India 1153 | 1215 | 1475 | 10.88
Fabricsetc. (65) | Pakistan 3548 | 47.78 | 52.86 | 47.49
Bangladesh | 37.66 | 21.64 | 12.57 7.33
Sri Lanka 133 13| 414 331
Nepal 21.84 | 52.37 | 46.85 | 16.46
World 2.85 3.07 | 297 2.55
Clothing and India 10.17 | 1412 | 12.64 | 1054
Accessories (84) | Pakistan 9.34 | 1845 | 21.66 | 17.78
Bangladesh | 17.21 | 41.43 | 62.69 | 75.93
Sri Lanka 219 | 3362 | 46.24 | 51.69
Nepal 2147 | 32.63 | 3148 | 34.60
World 241 303 | 314 3.32
Tota T& C India 2241 | 29.10| 28.81 | 21.89
Pakistan 61.23 | 75.22 | 78.75 | 66.47
Bangladesh | 65.50 | 70.76 | 77.35 | 85.19
Sri Lanka 2456 | 35.84 | 51.05 | 55.67
Nepal 4529 | 85.27 | 78.84 | 51.07
World 6.14 6.78 | 6.71 6.16

Source: Same asin Table 4.1



16

Table6: Export Shareof South Asian Countriesin theWorld Trade

inT& C Sector
Code Country 1985 | 1990 | 1996 | 2003
Textile Fibre and
Waste (26) India 037 | 209 | 144 149
Pakistan 262 | 206 | 053 0.74
Bangladesh 071 | 044 | 022 0.45
Sri Lanka 0.09 | 0.07 0.07 0.16
Nepal 0.01 | 0.001 | 0.005 | 0.0003
TextileYarns, India 185 | 197 3.03 3.99
Fabricsetc. (65) | Pakistan 174 | 240 2.73 131
Bangladesh 065 | 027 | 027 0.20
Sri Lanka 003 | 002 | 009 | 0.094
Nepal 0.05 | 0.07 0.10 0.06
Clothing and India 193 | 232 2.45 297
Accessories (84) | Pakistan 054 | 094 0.98 101
Bangladesh 035 | 053 | 128 1.62
Sri Lanka 059 | 059 | 0.99 112
Nepal 0.05 | 0.04 0.06 0.10
Total T& C India 416 | 639 | 693 8.47
Pakistan 491 | 541 4.25 3.06
Bangladesh 173 | 126 1.78 2.27
Sri Lanka 0.72 | 0.69 1.2 137
Nepal 005 | 005 | 008 0.16

Source: Same asin Table 4.
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market i.e. Japan. Asfor Sri Lanka, theindustry wasdominated by foreign
multinationals and their already existing demand-supply chain at the
international level might account for the country’s better performance.
Bangladesh, being a L east Devel oped Country, had better market access
to the EU under the Generalized System of Preferences (GSP) and that
might explain its better performance.

Revealed Compar ative Advantage Index

The revealed comparative advantage for a country in a particular
product is measured by the product’s share in the country’s exports
relativeto product’s shareinworld trade. Thusthe Revealed Comparative
Advantage Index (RCAI) would indicate the advantage of the country
inthat product. It has sometimes been argued that under the quota system,

Table 7: Revealed Compar ative Advantage I ndex

Code Country 1985 1990 | 1996 | 2003
Textile Fibreand | India 0.82 4.19 2.36 16
Waste (26) Pakistan 18.78 | 13.29 8.59 6.27

Bangladesh 14.47 | 11.36 347 6.47
Sri Lanka 1.52 1.36 0.97 2.2
Nepal 2.26 0.38 0.79 0.03
TextileYarns, India 4.04 3.95 4.97 4.27
Fabrics etc. (65) | Pakistan 12.44 | 1554 | 17.77 | 18.62
Bangladesh 13.2 7.04 4.24 0.26
Sri Lanka 0.47 0.42 1.27 1.29
Nepal 7.66 | 17.04 | 14.98 6.45
Clothing and India 421 4,67 4.02 3.17
Accessories (84) | Pakistan 3.87 6.1 6.63 5.36
Bangladesh 712 | 13.69 | 19.96 | 22.87
Sri Lanka 9.07 | 1111 | 13.45 | 1557
Nepal 8.89 | 10.79 9.98 | 10.42

Source: Same asin Table 4
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comparative advantage has been created artificially. However, it may be
noted that even countries that benefited from the quota system had to
maintain competitivenessinterms of price, quality etc. vis-a-viscountries
that were their counterparts. So we hold that RCA remains a reliable
indicator to measure competitiveness.

Table 7 shows the product category-wise RCA indices for South
Asian countries. On the basis of RCA, a consistent improvement is
observed in the case of Clothing for Nepal, Sri Lanka and Bangladesh,
although the same has declined in the case of India and Pakistan during
1985t0 2003. RCA of Textilesin Pakistan and Sri Lanka, to some extent,
showed consistent improvement, while Bangladesh and Nepal lost their
position in 2003. The index for Textiles is quite high for Pakistan and
Nepal as compared to other countries.

In the next section, we would look into the export performance of
these countries in their two major export destinations, namely, EU and
the US during the 1990s.

Section I11:  Export Behaviour of South Asian Countriesin the US
and the EU Markets

The global T&C industry has faced one of the most regulated
international trade regimes during the past several decades. And it has
been believed that the Uruguay Round (UR) agreement on T& C would
offer significant opportunities for the expansion in T&C trade from
devel oping countries by 2005. Though the abolition of quotas might, on
the one hand, create opportunities for the devel oping countries through
the principle of non-discrimination, the implications of changes in
conditions of market access or export opportunitiesmay vary for different
developing countries and regions.

This section is aimed at exploring the prospects for South Asian
countries®, in two major destinations, namely the US and the EU. It
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includes the pattern of distribution of export items of South Asian
countries to those markets and the major competitors of these countries
there. The analysis focuses on those items, which registered more than
10 per cent export share either in the EU or the US marketsin any of the
years between 1993 and 1997.

Relative Importanceof South Asian T& C ExportsintheUSMarket

Thethree big suppliers of Textilesin the US market in 1981 were
Japan, Chinaand India. However, Japan and Indialost their position by
2003. Themajor gainersin 2003 were China, Canadaand Mexico (WTO
2004). Similarly, in the case of Clothing, Hong Kong, Chinese Taipei
and Korea were the major suppliers to the US market in 1981. The
scenario is seen to be different in 2003 and there are more countries
exporting Clothing to the US. China and Mexico have become major
import suppliers of the US. It is also evident that the regional trade
arrangements like North American Free Trade Area (NAFTA) and the
Offshore Assembly Processing (OAP) provisionsled to the rapid growth
of non-Asian supplies to the US Clothing market.

While analysing the distribution of export to the US market from
South Asian countries, we notice that a relatively large share of T&C
products are having less than 10 percent export share in the US market
asin 1993 as well as in 1997. Further, we observe that in the case of
most of the South Asian countries, more than one-third of the total number
of T& C products exported to the US market showed a decreasing trend
in their export shares during 1997. But the scenario is encouraging for
Pakistan, for which the increase is as high as 73 per cent (see Table 8).

Now let us examine the distribution of export items from each
individual country to the US.

In the case of Bangladesh, two-thirds of the items occupy 10-20
per cent share in the US T& C imports (see Appendices 4 and 8). The
major competitorsfor many of theitemsare India, Italy, Chinaand Hong



20

Table8: Growth Distribution of Exported T& C items to the US
from South Asia (1993-97)

Increased Decreased Total Exported

T&C items*

No Per cent No Per cent

Shareto Shareto

Total No Total No
India 54 51.92 50 48.08 104(385)
Pakistan 63 73.26 23 26.74 86(291)
Bangladesh| 15 53.57 13 46.43 28(162)
Si Lanka 16 59.26 11 40.74 27(203)

Source: Data Extracted from TRAINS, UN Database. Thetotal imports
from South Asian countries have been considered as the total
exports of South Asian countries.

* The figures in brackets represent the total number of items
imported to the US market.

Kong (Beena 2002). In the case of I ndia, almost 50 per cent of thetotal
items occupied 10-20 per cent sharein the US market (see Appendices 2
and 6). The bulk of these items fall under the Textile category, which
shows India's growing competitiveness in this sector. Italy, China,
Pakistan and France are the major competitors for those items, which
recorded 10-20 per cent export share in the US T&C market (Beena
2002). For Pakistan, two-thirds of the items occupies only 10-20 per
cent shareinthe UST& Cimport basket. M gjority of theseitems showed
a steady/sharp increase in their export sharesin the US market over the
period 1993-97. Theincreaseis also seen in case of the Textileindustry.
Japan, China, Canadaand Indiawere some of the competitorsfor Pakistan
in the US market (Beena 2002). For Sri Lanka, majority of the items
showed a sharp or steady increase in shares. However, most of these
items captured only up to 20 per cent share of thetotal UST& C imports.
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Out of 16 items, 12 fall under the category of Clothing (see Appendices
3and 7). India, Chinaand Mexico were the major competitorsfor many
items and the competition showed an ascending trend during 1993-97
(Beena 2002).

Relative Importance of South Asian T& C Exportsin the EU
Market

In the case of Textiles, European Union itself controls the
production in the major import supplying countries of Textiles to the
EU. Chinaand Turkey emerged as major import suppliers of Textilesin
1998 pushing Switzerland and Austria down (WTO 2000). India and
Pakistan have emerged as major import suppliers among non-EU
suppliers by 2003 (WTO 2004). Similarly, in the case of Clothing,
European Union countriesthemselves control the major share of imports
of the EU. Chinaand Turkey have emerged as major import suppliers of
Clothing to the EU in 1998 pushing down Hong Kong and the Republic
of Korea and the similar trend continued even in 2003 (WTO 2004).

Table9: Growth Distribution of Exported T & C Itemstothe EU
from South Asia (1993-97)

Increased Decreased Total
Country No of Items| per cent | Noof | per cent| Exported
Shareto Items | Shareto Items
Total No Total No
India 138 63.89 78 36.11 | 216(652)
Pakistan 61 57.55 45 42,55 | 106(411)
Bangladesh 16 72.73 6 27.27 22(229)
Si Lanka 9 47.37 10 52.63 19(310)

Source: Same as Table 8. Figuresin bracket represent the total number
of itemsimported to the EU market.
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Turkey'sjoining the EU Customs Union and the bilateral agreement
of EU with Central and East European Countries (CEECs) had amajor
roleto play in bringing about these structural changes. It isbeing argued
elsewhere that the reason for the declining trend in trade between Asia
and Eastern Europe could be the significant expansion of Clothing
production in Eastern Europe, especially in Bulgaria and Romania
(UNCTAD 2000, p.82).

Further it is noticed that as also in the case of the US market, a
large share of exported T& C items from South Asian countries to the
EU had less than 10 per cent market share. However, arelatively large
share of these items from India and Pakistan had more than 10 per cent
market share in the EU market unlike in the case of Bangladesh and Sri
Lanka. Similarly, just as in the case of the US market, more than one-
third of theitemsexported from South Asian countriesto the EU showed
adeclining trend (Table 9).

Let us take the country-wise T& C export share of South Asiato
the EU. Inthe case of Bangladesh, half of the T& C export items occupy
10-20 per cent share in the EU market. All these products show steady
or sharp increase in export shares. A significant number of items fall
under the category of Clothing (see Appendices 12 and 16). China, Hong
Kong and Indiaare the major competitorsfor Bangladesh (Beena 2002).
When welook at the trade between | ndia and the EU closely, we notice
that majority of the items occupy a 10-20 per cent sharein EU imports.
Around 50 per cent of the items showed a sharp declining trend during
the period 1993-97. A great many items showing sharp declineisacause
of mgjor concernfor India. Further, it isobserved that only asmall number
of items, i.e. 44 items out of 216 fall under the Clothing sector (see
Appendices 10 and 13). But interms of valuereturns, this sector isfound
to be more significant in the Indian export basket. China, Turkey and
Pakistan are the major market leaders for those itemsin the EU market
(Beena 2002). For Pakistan, more than fifty per cent of the products
occupy 10-30 per cent shareinthe EU T& C market in 1997. Magjority of
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the products showed steady or sharp increases and place Pakistan in a
better position as compared to India. Only 10 out of 106 itemsfall under
the Clothing category (see Appendices 9 and 14). Turkey, US, China,
India, Indonesia and Egypt are the major competitors for a majority of
the items (Beena 2002). For Sri Lanka, two-thirds of thetotal products
exported to the EU from Sri Lanka occupy 10-20 per cent share in the
EU T& C market. Most of the items showed steady or sharp increase in
export shares (see Appendices 11 and 15). China, Hong Kong and the
US are the major competitors for many of the T&C exports from Sri
Lankato the EU (Beena 2002).

To conclude Section 111, we may put forth the major findings as
below: Majority of the products fall below 20 per cent of the export
sharesin these two markets. This might point to the untapped potential
of South Asian T& C exports to these markets. More than one-third of
the products, which had more than 10 per cent export share showed a
decreasing pattern in their exportsto the EU and the US markets. Thisis
mostly steady or sharp, which is quite discouraging. Further it isworth
noting that South Asian countries lack product diversification in T&C
industries.” Evidence revealsthat Chinaisthe major competitor to South
Asian countriesinthe US and the EU markets. The ability to make amost
any type of Clothing at any quality at competitive prices has helped
Chinabecome aleading world exporter in this sector (Pal pacuer, Gibbon
& Thomsen 2005, p.412). Moreover, China's exports have been more
diversified and |l ess dependent on quota countries such asthe US and the
EU and more dependent on non-quota countries like Japan. Now let us
look at how the export markets of T& C in South Asiais constrained by
the tariff and non-tariff barriers imposed by the quota countries,
particularly the US and the EU.

Section 1V: Agreement on T& C Sector and the Issues on
Implementation

This section intends to deal with three aspects related to the trade
in T&C in an historical perspective. Firstly, we deal with agreements
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initiated since 1960s and the constraints that cropped up as a result of
these agreements. Secondly, we discuss the subsequent removal of the
MFA regimein phasesthat wasinitiated since 1994. Thirdly, we seek to
analyse how far the quota system, the phasing out of the MFA regime,
tariff and non-tariff barrierswere used in practice and with what results?
Moreover, we examinewhether the ATC facilitated greater market access
and whether it has enhanced the demand for the T&C products from
South Asiain the world market.

TheAgreement since 1960s

The policies pursued during the 1950s had a major roleto play in
the performance of T& C trade in developing countries. A large number
of devel oping countries had emerged as exportersof T& C sincethe 1950s
due to their comparative advantage in terms of low production costs,
especialy in the wage component. But it had adversely affected the
growth of investment and employment in the Textile production of the
developed countries. With the aim of restructuring industries of
the developed countries, agreements on Textiles were signed since
1961.8

Thus, discriminatory restraints were introduced to control
international trade in cotton textiles. The agreement was first called the
short-term Cotton Arrangement in 1961 and subsequently, the Long-
Term Cotton Arrangement during 1962-73. Themost important objectives
of thesetransitional arrangementswere: to significantly increase access
to restricted markets; to maintain orderly accessto markets; and to secure
restraint on exporting countries to avoid disruption (Hughes 2000).
Numerous changes were adopted in the operation of the arrangement
during the period, 1974-1994. The restraints under the MFA were
negotiated in cases of unilateral actions at short intervals. By 1994,
bilateral quotas from the EU and the US handicapped almost all
devel oping countries, which were the largest set of exporters of Textiles
(Bagchi 1998). It wasargued that the existence of export quotarestrictions
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acted as a disincentive for developing countries in adopting new
technology with comparative easein the Clothing sector. It has caused a
diversion of FDI to the T& C sectors of the countries, which were less
restricted under the quota system. The quota system under the MFA has
encouraged economies like Hong Kong to continue production in spite
of having arelatively low comparative advantage in the | abour-intensive
Clothing sector (Kathuria et al 2000).

Thus a formal decision to phase out the three and a half-decade
long quota trade in T& C was taken at the end of the UR negotiations.
The prescribed obligation for each WTO member was to integrate
products accounting for 16 per cent of imports at the beginning of the
first stage (i.e. January 1995), 17 per cent at the beginning of the second
stage (i.e. January 1998) and 18 per cent at the beginning of the third
stage (i.e. January 2002). The rest of the 49 per cent were integrated on
the expiry of the ATC, i.e. on 1 January 2005.

An Evaluation on the Implementation of the New Agreement

Now let us analyse how far the removal of the provisions relating
totrade barriers (namely, phasing out quotas, tariff and non-tariff barriers)
have actually been implemented and to what extent they have facilitated
market access to the South Asian countries.

Phasing out Quotas

We shall now analyse the implementation of the phasing out of
guotas. From the review carried out by the Council for Trade in Goods,
it is observed that the proportion of the integrated trade relating to
products that were under restraint was in the range of 0 to 3 per cent of
the 1990 imports of products covered by the ATC (GOI 2000). Itisalso
argued elsewhere (Bagchi 1998) that the EU and the US have removed
guotas on imports, accounting for merely 3.15 per cent and 1.3 per cent,
respectively at the beginning of the second stage in early 1998. Further,
integration of Clothing, which involved higher value added and was
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subject to higher protection (tariff peaks), was left to the final stage of
the phasing-out (Shafaeddin, 2005; p.184). Further it was revealed that
theinternational traderegimein T& C continued to impose adistortionary
tax on Indian exports for instance. Thus the Export Tax Equivalents
(ETEs)? for Indian Garmentswere high in the US, in the range of 28-37
per cent over the years, 1993-96 (Kathuria 1998). The range was 14-19
per cent for the EU. The weighted average ETEs for cotton were
substantially higher than those for synthetic garments in the case of the
US. But ETEs for synthetics were higher than those for cotton in the
EU. The ETEs for the US were higher than the actual tariffs levied by
the US on imports of T& C (Kathuria 1998). In fact the US lags behind
the EU in terms of reduction of restrictiveness of the quota regime. A
detailed analysis on the implementation of quota integration in stage |
and stage 11 in the US and the EU and the significance of these for the
export performance of South Asian countriesisexaminedin thefollowing
section.

Extent of Integration under WTO Regime Relevant to South
Asian Countries

As Table 10 reveals, it is worth noting that the list earmarked for
the integration stages | and 11 by the EU and the US markets did not
include those products, which had a significant presence, i.e., morethan
10 per cent export share from the South Asian countries. Moreover, we
found a discrepancy in the EU proposal for integration under stages |
and Il.

None of the items under stage | were integrated during that period.
Wheresas, four itemswhich had been earmarked under stagel | wereintegrated
during the stage | period (i.e. 1995-98).10 The argument that it has been a
‘win-win game' for both the developed and the developing countries does
not hold ground as we examine the integration process so far.
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Table 10: Number of Itemsto beintegrated

Sagel Sage 1l Total Imported Items
Countries us EU us EU us EU
India 79(32) |28(12) |154(38) [130(28) | 385(104) | 652(216)

Bangladesh | 27(9) | 10(5) | 69(13) | 70(0) | 162(28) | 229(22)
Pakistan 48(4) | 13(2) | 92(5) |112(19) | 291(86) | 411(106)
Silanka | 24(6) | 11(0) | 80(12) | 81(0) | 203(27) | 310(19)

Note: Figures in brackets represent the number of items, which had
more than 10 per-cent export share in the US market.

Source: TRAINS DATA and WTO, Geneva.

Tariff Cuts

Now let us go into how far the proposed tariff cuts were achieved
in practice. The tariff cut on Textile items during the post-UR period in
all devel oped countrieswasonly 22 per cent whereasthis cut was 40 per
cent on industrial itemsin all developed countries (Ahmed 1997). The
average tariff on Textile productsin all developed countries has been 12
per cent during the post-UR period, which is 3 times higher than an
average of 3.9 per cent onindustrial goods. Thetariff rateon T& C sector
in the US was 14.6 per cent, which is till above the rate for devel oped
countries as a whole (Ahmed 1997). It is important to note that these
rates are higher in developed countries and were reduced to a lesser
extent in the course of the UR negotiations as compared to those in
developing countries.

Anti-dumping

WTO allows anti-dumping measures to be used by the member
countriesto protect their respective national interests and also to ensure
a‘level playing field’ among al the countries. Its traditional users such
asthe EU, the US, Canada, Australia, etc. are now joined by a number of
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other developing countries such as Argentina, Mexico, India, Brazil,
Turkey, South Africa, etc. However, it is developing countries that are
most often found to be at the receiving end of anti-dumping initiations.
Indiafaced itsfirst anti-dumping caseinitiated by the EU on the exports
of synthetic fibre in 1990 (Baruah 2004). There are around 175 anti-
dumping cases related to Textile products (which account for 7 per cent
of all the anti-dumping cases) initiated by all countries during 1995 to
2004. Textiles and Textile articles accounted for 13 per cent of al the
anti-dumping cases against India during 1995 to 2004. Whereas in the
caseof Pakistan, Textilesaccounted for 78 per cent of all the anti-dumping
cases initiated by all countries during 1995-2004 (WTO Anti-dumping
database). India and Pekistan faced the relatively larger share of anti-
dumping cases against Textile articles initiated by the EU. Further, we
observed that none of the South Asian countriesexcept Indiaand Pakistan
faced any anti-dumping cases so far (Govt. of India 2002-03).

Rulesof Origin

The long-term goal of the Agreement on Rules of Origin was to
harmonise non-preferential rules of origin so that the WTO members
apply the same criteria, whatever the purpose for which they are applied.
But the US move, supported by many other devel oped countries, was to
influence the Harmoni sation Work Programme (HWP) so asto suit their
interests of universally imposing protectionist rulesof origin. According
to the new US proposals on rules of origin, countries speciaising in
processing operations such as dyeing, printing, etc. will be denied
originating status. The origin of yarn and fabrics, regardless of dyeing,
printing and so many other processing operations done el sswherewould
be traced back to the country of spinning and weaving. Thus the new
proposal would give adiscriminatory advantageto the domestic producers
vis-a vis foreign sources of yarn and fabrics (Harilal & Beena 2005).
Such upstream protection proposed by the USthrough new rulesof origin
will not only protect their own T&C industries but also fail to attract
foreign investment to this sector in the South Asian region.
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Similarly the rules of origin under the EU-GSP (Generalised
System of Preferences) scheme stipulate a value addition criteria for
non-Textilerelated exportsto the EU and aprocessing criterion for T& C
products (BEI 2004, p.25). While the processing criterion isintended to
encourage backward integration in the domestic economy, the existing
stringent rules of origin do not allow Bangladesh and other LDCs to
access the benefits permitted under the preferential regime as there is
clear evidence that the expansion of backward integration has been very
dow (BEI 2004). The low level of the EU-GSP (i.e. 35-40 per cent)
utilisation suggests that the stringent rules of origin provisions act as
constraining factors in expanding Bangladesh’s exports to the EU (BEI
2004, p.25). Further it isalso argued that the criteria proposed by the EU
rulesof origin could result in therel ocation of Textile millsfrom Pakistan
to Sri Lanka and Bangladesh which would have adverse impact on the
Pakistan economy (Rana 2005).

Other Non-tariff Barriers

Here we deal with other forms of barriers, namely, environmental
standards and labour standards. The greater emphasis on ecology and
labour practicesis an impediment for the growth of T& C exports from
South Asia. For instance, the readymade garment industry in Bangladesh
faces stringent regulations in the European market regarding dyes and
chemicals used in the fabric. Germany particularly prohibits apparels
containing Azo dyes. Given this situation, garment exporters in
Bangladesh are obliged to comply with the requirements of environmental
standards put forward by other agreements. Similarly, the Customs
department of Germany has stopped importing certain products from
Indiaon the groundsthat their production involved the use of child labour
(Apparel Online 2000).11

Thusit can be concluded that the new agreement, which had been
designed to encourage more fair and open trading, was not effectively
implemented. The question of market access for developing countries
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may now have moreto do with non-tariff barriers. Our evidence supports
the view that anti-dumping measures, rules of origin, and other forms of
non-tariff barriers could gain popularity when liberalisation of the trade
regime takes place (Spinanger 1999; Edwards 1996; Bagchi 1998).

Section V: Structureof T& C Industry in the South Asian Countries

This section dwells on the country-specific supply-side factors,
including the respective industrial structures of the South Asian
countries.

Bangladesh: In Bangladesh, although afew unitswere registered
with the department of Textilesin the 1970s, the Clothing industry really
started at the end of that decade with the establishment of Daewoo-Desh,
a joint South Korean-Bangladeshi venture (World Bank 1987). The
Clothing industry today accounts for 37 per cent of the total industrial
production and 80 per cent of total foreign exchange earnings (GOT
2003 ascited in BEI 2004). Thus Bangladesh transformed itself from an
aid-dependent to trade-dependent country (Rahman 2001 ascited in BEI
2004). The presence of Textile firms is seen across all size classes —
large, medium, small and cottage sectors. There has been a tremendous
growth in total employment, estimated approximately at 2 million by
2003. Of this, almost 90 per cent comprised women. The spectacular
growth of the Garment industry wastriggered by the relocation of trade
by East Asian exportersto Bangladesh. Thiswas an attempt to circumvent
binding quotarestrictionsintheir own countriesimposed under the Mullti-
Fibre Arrangement particularly for the North American market. This
resulted in Bangladesh’'s Garment exports remaining focused towards
the USA and Canada. Bangladesh was unsuccessful in penetrating the
market in the growing economies of ASEAN and the Newly
Industrialising Economies (NIEs), as is evident from the fact that its
export sharesto thisregion declined from 5.5 per cent in 1980-81to 3.5
per cent in 1998-99 (Bakht 2000). The reason for the export growth of
this sector in Bangladesh is partly the MFA quotas and the relatively
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better market access to the European Union countries as a result of its
LessDeveloped Countries (LDC) status under the GSP (Financial Times
1998).

However, the stagnation in the growth of the Garment sector in
Bangladesh could be dueto lack of backward linkages and its failure to
climb up the value ladder. It has been found that the diversification into
higher valued jackets, shirtswith complicated designs, and branded items
etc., has been slow. At present, 60 per cent of its inputs are imported.
Export-oriented readymade Garments industry uses only less than 15
per cent of the fabric from the domestic sources (Bakht 2000). The
industry may be able to compete more effectively on delivery termsand
price if it can source its fabric and other inputs locally by investing in
yarn spinning and Textile mills.

India: Indiaisone of thefirst LDC to export cotton textiles on a
significant scale (Nayyar 1976, p.61). At present the T& C sector accounts
for about 4 per cent of the GDP, 14 per cent of industrial production, 20
per cent of the total labour force'? and 21 per cent of the export earnings
in the Indian economy (GOI, 2005). It is also the highest net foreign
exchange earner with barely 2-3 per cent import intensity (Hashim 2005).
Although the mill sector traditionally dominated with respect to the export
market share till the eighties, this share has decreased significantly in
the nineties. The number of closed mills at the end of March 2001, was
383 and thishasretrenched 344 thousand workersin this sector (Financial
Express 2001). The sectoral share of handloomsin exports has not been
significant’® and this has decreased in the nineties as compared to the
eighties (Uchikawa 1998; Venkatesan & Vijaya Katti 1999). India's
exportsof cotton textileswere stagnant throughout thefiftiesand sixties.
Thiswasdueto theincreasein the cost of productionin Indiarelativeto
other major exporters such as Hong Kong, Taiwan, South Korea and
Pakistan and the relative profitability of production for the domestic
market as compared to exports (Chandrasekhar 1981).
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The powerloom sector has had amajor share of the export market in
thenineties. It also accounted for anincreasingly large share of total Fabrics
production in the nineties. The significant characteristic of Garment
(Clothing) export is that it is largely based on the Fabric made by the
powerloom sector because small exporters have a limited volume of
demand for specific Fabrics for specific purposes. An interesting feature
of the Indian Garment industry is that it subcontracted production to the
extent of 74 per cent of its output. The corresponding figures were 36
percent for Taiwan, 28 percent for South Korea, 20 percent for Thailand,
18 percent for Chinaand 11 percent for Hong Kong (Khanna 2000). The
productivity of the Indian Garment (Clothing) industry isfound to bequite
low as compared to her major competitors such as South Korea, Hong
Kong, Taiwan, China and Thailand as the latter countries have invested
relatively large share of capital in machinery. Theexporting Apparel firms
in Indiahaveinvestment aslow as $250 per machine, compared to $3,510
in Hong Kong and $1,500 in China (Verma 2002). Another study has
shown that capital, energy and materials suffered deterioration in
productivity in Indian T& C industries. It is further argued that the main
reason for poor productivity performance in Garment was diseconomies
of scale and inefficiency whereas in the case of cotton yarn, it was due to
thelack of technological upgradation!* (Hashim 2005). However, many
small-scale garment export units have been quite competent to handle
complex designs, multiple product lines and volatility in orders cost-
effectively. A recent study (Tewari 2005) based on the interviews carried
out in three Apparel hubs across the country between 2000 to 2005,
observed that Indian firms prefer to work with buyers who placed small
ordersfrom Gap, BananaRepublic, Liz Claiborne, Ann Taylor, Abercombie
and Fitch and department stores such as Dillards and JC Penny from the
USrather than with bulk buyers especially by massdistributorsand discount
retailerslike Sears, Target and Walmart.

Nepal: The T&C sector is the second largest export earner for
thecountry (Ministry of Commerce, Nepal 2000). Theindustry accounts
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for 34 per cent of the total industrial production and 40 percent of the
total export earnings. It employs more than one lakh persons directly
and accounts for more than five per cent of the total employment of the
manufacturing sector. The T& Cindustry consisting of spinning, weaving
and finishing has afairly long history in Nepal. The main devel opment,
however, took placein the 1970swhen anew cotton mill was established.
Later, a number of Textile mills with modern spinning, weaving and
finishing mechanisms were set up. In addition to the weaving capacity
of the mills, there are handlooms and semi-automatic powerlooms
operating in different areas of the country and now they are mainly owned
by the Nepalese. Thetotal production of Textilesat present is merely 20
per cent of the total demand and the balance is met by imports from
India and other countries. Textile products are imported not only for
domestic consumption but also for production of export Clothing.1

Pakistan: The T & C sector accounts for 27 per cent sharein the
value added of the manufacturing sector, 8.5 per cent of the GDP, a
whopping 60 per cent of total export earnings and employs 38 per cent
of theworkforcein the manufacturing sector (www.pakboi.gov.pk). This
industry started from almost non-existence in 1947 with a meager size
of 78,000 spindles and 3,000 looms, and that too largely in the
unorganized sector. The growth in the size of the Textile industry has
been mixed: the number of millsand spindles doubled during the period
1972-73 to 1998-99, whereas the number of looms fell by more than
half during the same period. The expansion of thisindustry wasfacilitated
by the price advantage that Pakistan had in cotton textiles, due to the
domestic availability of raw cotton and cheap labour. Apart from this,
fiscal incentives, high rates of protection and export subsidies also
enhanced the profitability of investment in thisindustry (Din & Abbas
2000). However, there is stagnation in the growth of thisindustry dueto
both demand and supply factors.16

Pakistan can increase its export earnings only by improving its
quality standards starting from raw cotton to finished products enhancing
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efficiency of resource use and productivity, in order to attain
competitiveness in all segments of the industry in terms of both unit
price and product quality. Efforts should be focussed on producing high
value-addition products rather than concentrating on intermediate
products. Only creating a strong and modern weaving and processing
base can achieve this. Production capability of synthetic blends should
be strengthened in the country to take advantage of the growing market
for man-made fibres and products (Din & Abbas 2000).

Sri Lanka: The Garment industry in Sri Lankaaccountsfor 6 per
cent of GDP, 39 per cent of theindustrial production, 33 per cent of the
manufacturing employment and 52 per cent of total export earnings of
the country (Kelegama 2005). More than 2.3 lakh employees work in
thisindustry. Sri Lanka's T& C sector comprises export-oriented Garment
units and domestic market-oriented Textile units. There are afew large-
sized spinning and integrated mills and a large number of small and
medium-scale powerlooms. The large mills were set up in the public
sector to servethe domestic market. However, privatisation of old Textile
mills and aggressive pursuit of FDI for modernisation became the key
policy emphasis since the early 1990s. Contracts for production under
license were signed in 1993 with leading international Clothing brand
names such as Van Heusen, Ralph Lauren and Pierre Cardin. By 1994,
the Clothing sector becamethe main source of foreign exchange earnings.
The evidence al so suggeststhat import liberalisation did have anegative
rolein the growth of the domestic Textile sector. According to the Central
Bank Industrial Survey, in 1978, ayear after theliberalisation of imports
out of 1300 firms on its mailing list in this sector, 200 firms informed
the closing down of business (Kelegama& Unamboowe 1994). Estimates
prepared by the Ministry of Textiles on the unorganised handloom Textile
sector suggest that out of about 110,000 handloomswhich existed in the
country, about 30,000 had ceased to function by 1980. The number of
handloom units under operation was 20,000 in the 1990s. The
corresponding employment losses in this sector were also quite
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significant. According to the ministry estimates, the handloom sector
employed 150,000 workers in the 1970s. The total employment in this
sector in the 1990sis put at less than 25000 (Kelegama & Unamboowe
1994).

The Clothing sector of Sri Lankafaceslack of backward linkages.
The extent of backward linkages is quite low, as 65 per cent of the raw
materials of thisindustry are imported (Kelegama & Foley 1999). The
small-scale units are being unableto supply garment inputs at competitive
prices due to disincentives caused by economies of scale factor. New
local investors are capital-constrained to establish large Garment input
industries. The representatives of multinational enterprises have an
important rolein selecting suppliersinthe Sri Lankan Garment industry
asthey account for almost half of all Garment export earnings (Kelegama
& Foley 1999).

From the above analysis, it becomes clear that T& C industries have
played acrucia rolein the economies of the South Asian countriesin terms
of employment generation, export earnings and contribution to the GDP.
However, during thenineties, thetraditionaly important Textilesand Clothing
millsin India, Pakistan and Sri Lanka have been facing closureresulting in
major retrenchment of labour particularly due to the restructuring of this
industry. In fact, the pattern of FDI inflow in to this sector in South Asiais
quite insignificant ascompared to the pattern of FDI usein regionslike East
Asa However, Bangladesh has been fairly successful in attracting FDI to
its Export Processing Zones, particularly in theready-made Garments sector
(ESCAP 1998 ascited in Sobhan and Zaman 2004, p. 158). Although quota
system under MFA has, apparently, helped Bangladesh, Sri Lankaand Nepal
to develop their export-oriented Clothing industry, these countriesfaced the
problem of the absence of sufficient backward linkages for this sector.1’
Pakistan faced the problem of absence of sufficient forward linkagesfor its
Textiles sector. Indiais the only country where there have been relatively
better forward-backward linkagesinthe T& Cindustriesand therefore holds
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out better prospects. Market access would depend not only on low costs, or
freer trade, but ontheability of local suppliersto meet increasingly stringent
buyer demands for quality, customisation and short lead times (i.e., full
package supply) (Tewari 2005). Even though many factors such as firm's
strategies in product design and marketing, new entrants from low labour
cost countries, enforcement of non-tariff barriers etc., have their specific
impact on competitiveness, many of them appear to be closely related to
technology (Kell & Richtering 1991). A recent survey reveds that the
South Asian manufacturersin this sector are not well prepared to face the
competition that emergesfrom the phasing out of MFA (Das 2004). From
theresistance shown by the US on thefirst-quarter surgein Textile exports
tothe USfrom Chinaindicatesthat the US could not restructuretheindustry
despite 45 years of protection. Even countriesin the EU (such as France
and Italy) are using the US resistance to the Chinese export surge as the
basisfor ademand for greater protection for their own textile production
(Chandrasekhar & Ghosh 2005). In fact, the US originally practised the
theory of infant industry protection in order to protect their industry from
theimportsfrom Britian (Shafaeddin 2005, p.139). It isargued elsewhere
that the US Textile industry was rarely competitive at world prices during
the 200 years spanning 1800 to 2000 (Amsden 2001, p.49). It has also
been pointed out that these privileged nationsthat have historically adopted
protectiveindustria policy regimen are, inturn, “Kicking away theladder”
(Chang 2002) in their relations to the developing countries by denying
them the opportunity to protect their own industries. Therefore we would
recommend that the governments of all the countries of South Asia should
creatively intervenein providing at least promotional support tothisindustry
keeping in view their own respective national interests.

Section VI: Summary of Major Findingsand Policy I mplications

In this section, we sum up the major findings of the foregoing
sectionsand suggest policy implications. Although South Asian countries
in general do not figure among the leading T& C exporters in the world
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except Indiaand Pakistan to some extent, this sector assuchissignificant
for these countriesin termsof export earning, contribution to employment
and GDP. However, the performance of the T& C industry in South Asia
has been rather unsatisfactory and many units have been closing down
in India, Sri Lanka and Pakistan. The export shares of T&C in world
trade for all South Asian countries, excepting Pakistan, have increased
consistently during 1985-2003. The export growth of South Asian
countriesin T& C sector during 1985-2003 is quite high as compared to
their overall trade growth at the global level. However, their growth as
compared to pre-1995 period is much lower in the post-1995 period.
And this lower growth rate may be considered as coinciding with the
trends in international trade of this sector.

The emergence of China as an immensely powerful competitor
and of others such as Bulgaria, Romania and Turkey, and the mismatch
between excess capacity in T& C ontheworld level, on the one hand and
the shrinking demand growth on the other are crucial factorsthat underlay
thelow growth pattern of the T& C sector in South Asian countries during
post-1995 period. As for the shrinkage in demand growth, more than
one-third of the products, which had more than 10 per cent export share,
showed adecreasing pattern intheir exportsto the EU and the US markets
during 1993-97. This is mostly steady or sharp, which is quite
discouraging. The evidence reveals that Chinais the major competitor
to the South Asian countriesin the US and the EU markets. Our evidence
further supports the argument made by some other studies that a
significant level of protectionism remains both in the US and the EU.
Therefore we would argue that besides “Kicking away the ladder” the
developed countries are also designing a protective shell around
themselves, so as to deny market access to the developing countries.

Now, coming to the supply factors, we would recommend that
the countries of South Asiacould also adopt specific tactics of industrial
policy that have been adopted by successful countries, not only on the
production-related aspects of improving R& D and productivity but also
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engaging in more effective promotional activities such as developing
brands, delivery ontime, etc. With regard to the country-wise industrial
structure, we observe that Pakistan has a clear advantage in the Textile
sector, whereas Bangladesh and Sri Lanka showed a relatively better
advantage in the Clothing sector. While Pakistan faces lack of forward
linkages in the Textile industry, Sri Lanka, Bangladesh and Nepal face
lack of backward linkagesin the Clothing industry. Indiaisthe only one
country where there have been relatively better forward-backward
linkagesin the T& C industries and thereforeisin abetter position to tap
the benefits under the new dispensation. Apparently, if conscious steps
areadopted to rectify thelopsidedness of theindustrial structure, Pakistan
does have the potential to develop forward linkages. This is because
Pakistan hasrelatively well-devel oped Textiles sector and does not have
to be import-dependent to develop its Clothing industry.

Our case study of the T& C sector shows that the proposed export-
led industrialisation has not yielded the desired returnsto the South Asian
countries. To make an overall assessment of the export performance in
T&C of South Asian countries, we would say, it is a long way to go
before we tap the untapped potential and gear up to face the future
challenges. For the sake of the sustainability of this sector in South Asian
countries, wewould stressthe need to draw up selective, country-specific
industrial policies rather than adopting a universal trade liberalisation
policy or proposals for SAARC integration.
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Appendices

Appendix 1: Nature of Increasing Shares of Pakistan’s Exportsto

US (1993-97) (Numbers)
Range of Sharp Seady Fluctuation Total
Export
shares

Text.| Clot. | Total | Text. |Clot.| Total | Text.| Clot.|Total

>50 11 0 11 1 0 1 1 1 2 14
40-50 2 0 2 1 1 2 2 0 2 6
30-40 4 0 4 0 1 1 1 0 1 6
20-30 8 0 8 4 1 5 0 1 1 14
10-20 7 0 7 10 1| 11 5 0 5 23
Total 32 0 32 16 4| 20 9 2|11 63

Source: TRAINS DATA

Appendix 2: Nature of Increasing Shares of India’s Exportsto the

US (1993-97) (Numbers)
Range of Sharp Seady Fluctuation Total
Export
shares

Text. | Clot. | Total | Text. |Clot.| Total | Text.| Clot.|Total

>50 5 0 5 41 0| 4] 0 0| O 9
40 -50 0 0 0 0 0| O 0| O 0
30-40 8 1 9 1 1 2 1 0 112
20-30 4 0 4 2 1 3 1 0 1 8
10-20 2 2 4 | 15 2| 17 3 1| 4|25
Total 19 3122 22| 4|2 | 5 1 51|54

Source: Same as Appendix 1
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Appendix 3: Natureof Increasing Sharesof Sri Lanka'sExportsto

the US (1993-97) (Numbers)
Range of Sharp Seady Fluctuation Total
Export
shares
Text. | Clot. | Total | Text. | Clot. |Total | Text.| Clot.|Total
>50 0 0 0 1 0 1 1 0 1 2
40-50 0 0 0 0 0 0 0 0 0 0
30-40 0 0 0 0 0 0 0 0 0 0
20-30 1 1 2 0 0 0 0 0 0 2
10-20 1 2 3 3 5 8 0 0 1] 12
Total 2 3 5 1 8 9 1 1 2| 16

Source: Same as Appendix 1

Appendix 4: Nature of Increasing Shares of Bangladesh’s Exports

totheUS (1993-97) (Numbers)
Range of Sharp Seady Fluctuation Total
Export
shares

Text. | Clot. | Total | Text. | Clot. |Total | Text.| Clot.|Total

>50 3 0 3 oOo| 0| 0| O 0| O 3
40-50 0 0 0 oOo| 0| 0| O 0| O 0
30-40 0 0 0 0| 0| 0| O 1 1 1
20-30 0 0 0 oOo| 0| 0| O 0| O 0
10-20 1 3 4 1 5 6| O 1 1|11
Total 4 3 7 1 5 6| O 2 2115

Source: Same as Appendix 1
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Appendix 5: Nature of Decreasein Shares of Pakistan’s Exportsto

the US (1993-97) (Numbers)
Range of Sharp Seady Fluctuation Total
Export
shares

Text. | Clot. | Total | Text. | Clot. |Total| Text.| Clot.|Total

>50 0 0 0 0 0 0 0 0 0 0
40-50 1 0 1 0 0 0 1 0 1 2
30-40 0 0 0 1 0 1 1 0 1 2
20-30 1 0 1 1 0 1 0 0 0 2
10-20 12 0| 13 1 0 1 3 0 3| 17
Total 14 1115 3 0 3 5 0 5| 23

Source: Same as Appendix 1

Appendix 6: Natureof Decreasein Sharesof India's Exportstothe

US (1993-97) (Numbers)
Range of Sharp Seady Fluctuation Total
Export
shares

Text. | Clot. | Total | Text. | Clot. |Total | Text.| Clot. |Total

>50 0 0 0 1] 0 1 0 0| O 1
40-50 1 0 1 0| O 0| O 0| O 1
30-40 1 1 2 1] 0 1 1 0 1 4
20-30 2 1 3 1] 0 1 2 0 2 6
10-20 | 12 7 119 4| 3 7 8 4 |12 | 38
Total 16 9|25 7| 3|10 | 11 4|15 | 50

Source: Same as Appendix 1
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Appendix 7 : Natureof Decreasing Sharesof Sri Lanka'sExportsto

the US (1993-97) (Numbers)
Range of Sharp Seady Fluctuation Total
Export
shares
Text. | Clot. | Total | Text. | Clot. |Total | Text.| Clot.|Total
>50 1 0 1 0 0 0 0 0 0 1
40-50 0 0 0 0 1 1 0 0 0 1
30-40 0 0 0 0 0 0 0 0 0 0
20-30 0 0 0 0 0 0 0 0 0 0
10-20 3 3 6 0 2 2 1 0 1 9
Total 4 3 7 0 3 3 1 0 1| 11

Source: Same as Appendix 1

Appendix 8: Nature of Decreasing Shares of Bangladesh’s Exports

totheUS (1993-97) (Numbers)
Range of Sharp Seady Fluctuation Total
Export
shares
Text. | Clot. | Total | Text. | Clot. |Total | Text.| Clot.|Total
>50 1 0 1 oOo| 0| 0| O 0| O 1
40-50 0 0 0 oOo| 0| 0| O 0| O 0
30-40 0 0 0 0| 0| 0| O 0| O 0
20-30 0 0 0 1, 0 1, 0 0| O 1
10-20 4 1 5 0 2 21 0 4| 4| 11
Total 5 1 6 1 2 3| 0 4| 4] 13

Source: Same as Appendix 1
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Appendix 9: Nature of Increasing Shares of Pakistan’s Exportsto

the EU (1993-97) (Numbers)
Range of Sharp Seady Fluctuation Total
Export
shares
Text.| Clot. | Total | Text. | Clot. |Total| Text.| Clot.|Total
>50 9 0 9 3 0 3 1 0 1| 13
40-50 0 1 1 0 1 0 0 0
30-40 4 0 4 0 1 3 0 3 8
20-30 |10 0 | 10 2 1 3 2 0 2| 15
10-20 6 0 6 | 11 0|11 6 0 6| 23
Total 30 0O |30 | 18 1|19 12 0|12 | 61

Source: Same as Appendix 1

Appendix 10: Nature of Increasing Sharesof India’s Exportstothe

EU (1993-97) (Numbers)
Range of Sharp Seady Fluctuation Total
Export
shares

Text.| Clot. | Total | Text. | Clot. |Total| Text.| Clot.|Total

>50 10 0 | 10 4 1 5 2 0 2| 17
40-50 | 10 0| 10 0 2 3 0 3| 15
30-40 4 1 5 1 0 1 0 3 9
20-30 | 11 3|14 6 1 7 3 1 41 25
10-20 | 10 3113 | 21 5126 | 26 7133 | 72
Total 45 7 |52 | 34 7 |41 | 37 8 | 45 (138

Source: Same as Appendix 1
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Appendix 11:Natureof I ncreasing Sharesof Sri Lanka'sExportsto

the EU (1993-97) (Numbers)
Range of Sharp Seady Fluctuation Total
Export
shares
Text. | Clot. | Total | Text. | Clot. |Total | Text.| Clot. |Total
>50 1 0 1 0| 0o 0| O 0| O 1
40-50 0 0 0 oOo| 0| 0| O 0| O 0
30-40 0 0 0 1 0 1, 0 0| O 1
20-30 0 0 0 oOo| 0| 0| O 0| O 0
10-20 1 3 4 2|1 0| 2 1 0 1 7
Total 2 3 5 3| 0| 3 1 0 1 9

Source: Same as Appendix 1

Appendix 12:Nature of Increasing Shares of Bangladesh’s Exports

tothe EU (1993-97) (Numbers)
Range of Sharp Seady Fluctuation Total
Export
shares

Text. | Clot. | Total | Text. | Clot. |Total | Text.| Clot.|Total

>50 0 1 1 0 1 1 0 0 0 2
40-50 0 1 1 0 1 1 0 0 0 2
30-40 1 0 1 0 0 0 0 0 0 1
20-30 0 1 1 0 1 1 0 0 0 2
10-20 0 0 0 9 0 9 0 0 0 9
Total 1 3 4 9 3 |12 0 0 0| 16

Source: Same as Appendix 1
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Appendix 13:Nature of Decreasing Shares of India’s Exportstothe

EU (1993-97) (Numbers)

Range of Sharp Seady Fluctuation Total
Export
shares

Text. | Clot. | Total | Text. | Clot. |Total | Text.| Clot. |Total

>50 0 0 0 2| 0 2 1 0 1 3

40-50 4 0 4 0| O 0 1 1 2 6

30-40 3 0 3 1] 0 1 0 1 1 5

20-30 3 0 3 2 1 3 0 1 1 7

10-20 (20| 10 | 30 | 11 2 |13 | 8 6 | 14 | 57

Total 30| 10 |40 | 16| 3 |19 | 10 9119 | 78

Source: Same as Appendix 1

Appendix 14:Nature of Decreasing Shares of Pakistan's Exportsto

the EU (1993-97) (Numbers)
Range of Sharp Seady Fluctuation Total
Export
shares

Text. | Clot. | Total | Text. | Clot. |Total | Text.| Clot. |Total

>50 0 0 0 0 0 0 0 0 0 0
40-50 0 0 0 0 0 0 0 0 0 0
30-40 1 0 1 0 1 1 0 0 0 2
20-30 1 0 1 41 0 4 0 0 0 5
10-20 |16 5121 6 2 8 8 1 9| 38
Total 18 5123 | 10 3 |13 8 1 9| 45

Source: Same as Appendix 1



46

Appendix 15:Nature of Decreasing Sharesof Sri Lanka'sExportsto

the EU (1993-97) (Numbers)
Range of Sharp Seady Fluctuation Total
Export
shares

Text. | Clot. | Total | Text. | Clot. |Total | Text.| Clot. |Total

>50 0 0 0 2|1 0 2] O 0| O 2
40-50 0 0 0 0 0| O 0 0| O 0
30-40 0 0 0 0 0| O 0 0| O 0
20-30 0 0 0 o 0| 0| O 0| O 0
10-20 2 2 4 1 2 3] 0 1 1 8
Total 2 2 4 3 2 51 0 1 1| 10

Source: Same as Appendix 1

Appendix 16: Nature of Decreasing Shares of Bangladesh’sExports

tothe EU (1993-97) (Numbers)
Range of Sharp Seady Fluctuation Total
Export
shares
Text. | Clot. | Total | Text. | Clot. |Total | Text.| Clot.|Total
>50 0 0 0 0 0 0 0 0 0 0

40-50 0 0 0 0 0 0 0 0 0 0
30-40 0 0 0 0 0 0 0 0 0 0

20-30 1 0 1 0 0 0 1 0 1 2

10-20 2 1 3 0 0 0 1 0 1 4

Total 3 1 4 0| 00O 2 0| 2 6

Source: Same as Appendix 1
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Notes

1 We have taken up the study of only five mgor countries in South
Asa namdly, India, Pakistan, Bangladesh, Sri Lankaand Nepal and
have left out of our purview Bhutan and Maldives, particularly
because of thenon-availability of dataon thesetwo small economies.

2 The exports by South Asian Countriesto the EU and the USwere
governed by quotarestrictions under the MFA in operation since
1974. Infact, T& C sector fallsinto an important |abour-intensive
product category, which accounts for about 60 per cent of the
total exports of manufactured goods from devel oping countries
(Shafaeddin 2005, p.183).

3 Therapid expansion of cotton textile exportsfrom Less Devel oped
Countries (LDCs) during the late 1950s, threatened not only the
exports, but also the domestic markets of North American and
West European countries. And this had prompted the devel oped
countries to negotiate a trading arrangement with the less
devel oped exporting countries, in order to regul ate the expansion
of trade in cotton textiles (Nayyar 1976, p.64).

4 This meant the end of MFA that was in operation since 1974. A
study by the United States International Trade commission
estimated that the value of exports of currently constrained
suppliersto the United States market would rise by 20.5 per cent
for Textiles and 36.5 per cent for Clothing or an average of 35
per cent in both product groups (UNCTAD 1994, p. 108).

5 It is noticed that China’s export growth was not restricted under
MFA, by the quotasimposed by the US and the EU, asthey were
not the main destinations for China's exports. It was estimated
that therewere 100 joint ventures and wholly Japanese companies
manufacturing Garments to be shipped to Japan (Koshy 1997).
Chinese expatriates from Hong Kong, Taiwan, Europe and the
UShave played very constructiverole of ‘ market makers' aswell
as producers with factories in China (See Chandra 1999, p. M-
22, for details).
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11

12

13

We could not include Nepal for this analysis because of the non-
availability of data on this country.

Our analysis reveals that the top 30 itemsin terms of total value
in 1997, contributed more than two-thirds of the total exports of
SouthAsian countriesto the US market. A similar trend is noticed
even in the case of South Asian exports to the EU except in the
case of India. For India, the top 30 products accounted for two-
thirds of the total exportsin 1993 and this share has declined to
the level of around 34 per cent during 1997.

Infact, during the post-War period , thedevel oped countrieshad adopted
such redtrictionsin order to ease their balance of paymentscrisis.

ETEsareameasure of the restrictiveness under the quotaregime.

These are synthetic yarn, synthetic staple fibre, artificial staple
fibre and handkerchiefs, other than knitted or crocheted. Thus
the evidence shows that the targeted phasing out of quotas was
not effectively implemented.

Although labour and environment issues are of serious concern,
application of trade barriers on these counts could only lead these
countries into a vicious cycle of further marginalisation and
faltering on these issues yet again.

This industry provides gainful employment to about 35 million
persons. In addition, job opportunities are indirectly provided to
over 55 million people in cotton farming and processing, stores
and accessories and awide network of marketing of Textiles and
alied products (Ministry of Textiles 2005). By contrast although
Indiaisthe leading IT software exporting country in the world,
the high profile IT sector employs only 1.2 million workers, 6.5
lakhs in the booming Business Process Outsourcing industry
(NAASCOM as cited in Tewari, 2005, p.7).

The handloom exports which were previously exempt from the
purview of quotas under the MFA that had come into existence
in 1974, became subject to greater export restrictionsin the US
and the EU markets after 1977 (Chatterjee and Mohan 1993).
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A major reason that has been put forward by Hashim (2005) for
the limited growth of medium and large firms in the Garment
sector wasthe existing policy restrictionsrelating to the production
of Garments, which is reserved for the small-scale sector.
However, as per the Textile policy of 1985, investment in this
sector upto Rs. 3 crores in plant and machinery and an FDI-cap
of 24 per cent were permitted, subject to an export obligation of
50 per cent of total production. So it has not been that this sector
was completely reserved for the Small and medium enterprises
(SMEs) even earlier. Further, the projected aims of the New Textile
Policy, 2000 which replaced the 1985 Textile policy was further
encouraging large and medium firms to enter this sector,
promoting multinational enterprises (MNEs) and a healthy
relationship between the large and the small sectors through
linkages such as sub-contracting and marketing.

The development of the Clothing sector in Nepal began with the
initiativeof Indian entrepreneurswhowere heavily restricted by quotas
inthemgjor devel oped country markets. Theexport of Yarnsand Fabrics
isquiteamdl involumeterms. Of dl theexport destinations, theUnited
Statesisthe most important market with a share of 83 per cent in the
total exportsin1996-97. Thecurrent bilaterd agreement containsquotas
on nine categories. Seven categoriesbelong to the Clothing group and
there are two quotas on made-up products. The EU does not apply
bilateral restraint but has placed atariff quotaunder its GSP (Ministry
of Commerce, Nepa 2000).

Pakistan's T& C sector experienced low level of quotautilisation
rates. Although Pakistan was among the top five cotton-producing
countries in the world, its share in world exports of Textilesis
only about 3 per cent, i.e., less than half of the share of Korea
(8.6 per cent) (WTO 1997 as cited in Ud Din & Abbas 2000).

Nevertheless, the viability of the industrial structure of Indian
T&C can not be attributed to FDI-driven, export-led
industrialisation policies (See also Tewari 2005).
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