
Post Box No. 19366
254 Lamtangeen Marg

Baluwatar, Kathmandu, Nepal
Tel: 977-1-4415824/4444438

Fax: 977-1-4444570
E-mail:sawtee@sawtee.org

Web: www.sawtee.org

BR
IE

FIN
G 

PA
PE

R
A 

Pu
bli

ca
tio

n 
of 

 So
ut

h 
As

ia 
W

atc
h 

on
 Tr

ad
e, 

Ec
on

om
ics

 &
 E

nv
iro

nm
en

t (
SA

W
TE

E)

No. 4, Year 2007Textiles and Clothing Sector
in South Asia

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

Current  Status  and Future Potent ia l

The textiles and clothing (T&C) sector is a major source of export earnings, government
revenue and employment, especially for women, for a majority of South Asian countries.
The sector also contributes significantly to the gross domestic product (GDP) of these
economies. The expiry of the Agreement on Textiles and Clothing (ATC) leading to
the removal of global quotas on T&C exports has had different levels of impact on
these countries depending on their level of competitiveness, factor endowment and
marketing calibre. The data for the first two years after the phasing out of T&C quotas
show that the temporary safeguards imposed on China have provided a breathing
space for the relatively less competitive countries in the region. However, the landscape
of T&C trade in the region is likely to change after the elimination of these safeguards
in 2008.

Against this backdrop, this Briefing Paper analyses the competitiveness of the South
Asian countries in the post-ATC period. The Paper highlights the challenges confronting
South Asian T&C exporters and examines the future potential of the T&C industry in
the region as well as the strategies that can be adopted by these countries to increase
their exports.

South Asian countries in the
post-ATC period
The intense competition which resulted
from the phasing out of T&C quotas has had
varying impacts on the T&C exporting na-
tions in South Asia. Bangladesh, India, Pa-
kistan and Sri Lanka are among the players
that have been able to withstand the pres-
sures of the transitional phase and sustain
their exports to the key T&C markets in the
world. However, other countries in the
region have not been as fortunate.

Within the region, the competitive advan-
tage of India and Pakistan lies in their ver-
tically integrated production structure. The
government support provided to the T&C
industry has also played a critical role in
helping these countries maintain their com-
petitiveness in the post-ATC period. Low
labour costs have been and continue to be
an advantage for Pakistan. However, it is
not necessarily so in the case of India as
wages have been rising due to almost one
and half decades of high and sustained eco-
nomic growth and the increase in workers'
productivity.

Sri Lanka does not have the advantage of a
vertically integrated production structure

or low wages, and power tariffs are consid-
erably high. However, its efforts to diver-
sify into niche products and build its image
as a location for manufacturing ethical gar-
ments have considerably enhanced its repu-
tation in the global market. The major ad-
vantages for Bangladesh are low wage and
a highly competitive exchange rate. Both Sri
Lanka and Bangladesh have also benefited
from a generous state support programme,
though the level of support is higher in the
case of Bangladesh.1

Nepal and the Maldives, which lack com-
parative advantage in the T&C sector, are
among the countries severely affected by the
quota phase-out. Although their exports
had been declining since 2003, the removal
of quotas has hastened the process. While
the Maldives has been completely wiped off
the global T&C map, Nepal is likely to face
a similar fate in the near future, if correc-
tive measures are not taken (Table 1).

It is striking to note that China safeguards
have benefited all the T&C exporting coun-
tries in the region. While India has taken
advantage of the safeguards imposed on
China to further increase its T&C exports
to the global market, Pakistan has capital-
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ized on the safeguards to recapture the lost market as evi-
denced by its dwindling exports in 2005 and impressive
growth in 2006 (Table 1).

Bangladesh and Sri Lanka too have benefited from the safe-
guards as demonstrated by their performance in 2006, when
safeguards were applied throughout the year, as compared
to 2005, when quotas were not fully operational. The rate of
decline of Nepalese exports has also decelerated in 2006,
compared to their lacklustre performance in 2005. The case
of the Maldives is slightly different because the country has
given up its hope for the revival of this sector (Table 1).

Problems facing the T&C sector in South Asia
Despite being one of the most competitive regions in T&C
exports, the South Asian region faces several problems in har-
nessing the potential of its T&C sector. While the magnitude
may differ from country to country, the nature of problems,
i.e., demand- and supply-side problems, is the same for all
the six countries discussed in this paper.

Demand-side problems
Demand-side problems, which are synonymous with market
access barriers, can be divided into two types: tariff barriers
and non-tariff barriers (NTBs). While some of these barriers
serve the genuine and legitimate interests of importing coun-
tries, most of them are blatantly protectionist.

Tariff barriers
Low industrial tariffs in the developed countries, particularly
the European Union (EU), Japan and the United States (US),

mask a questionable and often indefensible protectionist un-
dercurrent prevalent in the T&C sector. Moreover, discrimi-
natory tariffs applied to various countries through a spate of
trade preferences and free trade agreements put South Asian
countries in general and the least developed countries (LDCs)
in the region in particular in double jeopardy. For example,
a comparision of the tariffs imposed by the US on T&C im-
ports from South Asia with those imposed on countries that
have preferential market access to the US, including a devel-
oped country, Canada, reveals that Bangladesh is subject to
a tariff of 17.12 percent to access the US market for woven
apparel whereas imports from Canada are charged a tariff of
only 0.16 percent for the same category of product (Adhikari
and Weeratunge 2007).

Non-tariff barriers
Of the several NTBs, only three, namely trade remedy mea-
sures, rules of origin (ROO), and regulatory/standard-related
barriers, which are of prime concern to the South Asian coun-
tries, are discussed in this sub-section.

Trade remedy measures: Trade remedy measures could be
abused for protectionist purposes. Out of the three WTO-
sanctioned trade remedy measures, anti-dumping measures,
which involve imposing additional duties at the border on im-
ported goods that have been allegedly 'dumped' into the do-
mestic market, are the most pernicious. Anti-dumping mea-
sures can be applied to select firms in targeted countries with
almost absolute impunity (Adhikari and Yamamoto 2005). As
documented by Adhikari and Weeratunge (2007), countries
such as Pakistan and India have been routinely subjected to

2004

9,461,874

6,831,769

5,438,136

2,646,975

229,322

81,369

1,201,698

772,406

947,329

212,298

18,921

3,999

2005

11,507,150

6,996,613

5,396,611

2,730,672

189,349

4,788

1,337,550

805,724

1,001,657

206,713

13,358

262

2006

12,900,207

8,955,417

6,091,683

2,990,699

174,736

4

1,458,859

947,082

1,107,659

219,204

11,708

0

2004–2005

21.6

2.4

-0.8

3.2

-17.4

-94.1

11.3

4.3

5.7

-2.6

-29.4

-93.4

2005–2006

12.1

28.0

12.9

9.5

-7.7

-99.9

9.1

17.5

10.6

6.0

-12.4

-100.0

Annual growth rate (%)

Value (in 1,000 US$)

Country (ranked by

2004 value of imports)

India

Bangladesh

Pakistan

Sri Lanka

Nepal

Maldives

India

Bangladesh

Pakistan

Sri Lanka

Nepal

Maldives

Volume (in 1,000 kg)

Source: Yamamoto (forthcoming)

Table 1: US and EU combined T&C imports from six South Asian countries (2004–2006)
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anti-dumping measures in the EU market with bed linen items
from these countries being the main target.

ROO: Although South Asian countries, in theory, receive pref-
erential access to some of the developed country markets,
notably the EU, the effectiveness of such arrangements is lim-
ited due to the imposition of onerous ROO requirements by
the importing countries. For example, under the Everything
but Arms (EBA) initiative of the EU, all the LDCs, including
South Asian LDCs, are eligible to export their T&C products
to the EU market duty free. However, South Asian LDCs that
lack textile- and other raw material-producing capacities are
handicapped because they cannot meet the minimum ROO
thresholds.

Regulatory/standard-related barriers: As far as South Asian T&C
exports are concerned, there have been a few instances of
the imposition of regulatory/standard-related barriers on T&C
products. Some of the prominent ones are the barriers im-
posed on Indian-made garments, including ghagras (skirts) and
rayon scarves on the grounds of non-conformity to flamma-
bility standards, and the import of textiles and carpets from
India and Nepal for having been treated with azo-dyes and
pentachlorophenol (Gupta 1997; Adhikari and Weeratunge
2007). Regulatory barriers imposed by the governments, de-
spite their protectionist intent, provide an element of predict-
ability in terms of market access. However, the emergence of
private standards, mainly relating to consumer safety, envi-
ronment and labour, which differ from firm to firm, can im-
pose a huge burden on South Asian T&C exporters.

Supply-side problems
South Asian countries have to contend with severe supply-
side constraints, which hamper their prospects for increas-
ing exports, including those of T&C products. Some of the
major supply-side constraints facing the South Asian coun-
tries are as follows.

Human capital
South Asian countries have made limited investments in hu-
man capital, particularly in education and skill development.
Therefore, most of these countries are locked into the pro-
duction of basic items, with low value addition, in which com-
petition tends to be the most intense. Although the compen-
sation for South Asian garment workers is lower than for
Chinese garment workers, the latter are far ahead in terms
of productivity.2

Infrastructure
In South Asia, the quality of infrastructure, including road,
communication technologies, power supply, port services, etc.,
does not necessarily meet global standards and, therefore,
contributes to reducing the competitiveness of T&C exports.
As illustrated by Organization for Economic Cooperation and
Development (OECD) (2005: 4), “Indian companies suffer a
37 percent cost disadvantage in shipping clothing from

Mumbai to the US compared with Shanghai purely as a re-
sult of the delays and inefficiencies of Indian ports.”  Simi-
larly, in the case of Bangladesh, International Monetary Fund
(IMF) (2007) asserts the inadequate infrastructure in general
and the poorly functioning Chittagong port in particular as
the major reasons behind the higher lead-time for garment
exports.

Trade facilitation
Trade facilitation relates to the easing of formalities or sim-
plification of procedures associated with trade transactions,
with a view to reducing the cost of trading across borders.
The cost of inefficient trade procedures can be very high. It
takes 57 days to import a consignment to Bangladesh, com-
pared to countries with most efficient trade facilitation mea-
sures such as Denmark or Hong Kong where it takes only
five days to import a consignment. Similarly, it takes 44 days
to export a consignment from Nepal whereas these figures
are five and six days for Denmark and Hong Kong, respec-
tively (World Bank 2006; World Bank 2007a). These delays
result in increased cost of doing business as well as the loss
of business opportunities for the majority of South Asian
countries. Hummels (2001), for example, argues that lengthy
shipping time imposes costs that impede trade, and import-
ers exhibit a significant willingness-to-pay to avoid the cost
of such delays.

Cost of inputs
For countries dependent on imported inputs, three factors
contribute to increased costs: high tariffs, infrastructural bottle-
necks and inefficient trade procedures. Realizing the contri-
bution of the T&C sector to the national economy, many
governments have made a provision for duty-free import of
raw materials used for export processing. Most countries in
the region have also made use of bonded warehouse facili-
ties to contribute to a smooth flow of goods and help ex-
porters save costs. However, due to infrastructural bottle-
necks and inefficient trade procedures, it is almost impossible
for T&C exporters to access imported raw materials at short
notice.

Access to credit
Banking systems in most South Asian countries and par-
ticularly in the LDCs are rudimentary and tend to charge
an unreasonably high interest. To further complicate mat-
ters, a majority of banks demand a high level of collateral
or personal guarantees, especially for financing term loans.
Both these factors limit the access to credit of T&C pro-
ducers, particularly small and medium ones. More impor-
tantly, the legal system is often too weak to guarantee a
credible enforcement mechanism to recover money in the
case of defaults (WTO 2005). This is reflected in World
Bank (2007b), which ranks South Asia as the region with
one of the lowest access to credit, second worst in the
world after Africa. It further mentions that the average per-
formance on the index of credit information is only 2 on a
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0-6 scale. Credit registries (both public and private) cover
only 1 percent of the adult population on average, the low-
est in the world, compared with an average of 69 percent
and 35 percent in OECD countries and Latin America, re-
spectively (World Bank 2007b).

Future potential, options and strategies
In order to sustain their exports to the key T&C markets in
the world, the South Asian countries compete among them-
selves while competing with leading suppliers from other
regions and countries that receive preferential treatment.
Moreover, these countries must now prepare for the next
phase in the T&C industry, post 2008. While competing on
price and quality is of utmost importance, cost-competitive-
ness alone will not help exporters capture a greater market
share in the future. Several additional non-price and institu-
tional factors are key to the competitiveness of textile and
apparel producers (Tewari 2006). Therefore, the South Asian
countries must seek new avenues to retain their position in
this dynamic sector either by implementing new initiatives or
by emulating the successful models in the region or elsewhere,
some of which are discussed below.

Regional cooperation
The South Asian region has the potential to be developed as
a global T&C hub through regional cooperation on trade, in-
vestment, skill development, and technology transfer (Adhikari
and Weeratunge 2007). Although there are several hurdles
to overcome, the case for developing a strategy based on in-
creasing trade links among the South Asian T&C exporters
is rather compelling (Box 1).

Other regional groups such as the Association of South-East
Asian Nations (ASEAN) are utilizing their regional trading
arrangements (RTAs) for reducing trade barriers in the T&C
sector. However, in the South Asian region, most T&C prod-

ucts have been placed on the ‘sensitive list’ of each country
under the Agreement on South Asian Free Trade Area
(SAFTA). Bangladesh, India and Pakistan have included most
of the T&C items under their sensitive list whereas Sri Lanka
and the Maldives have a relatively shorter sensitive list for
T&C products.

According to SAFTA, products included in the sensitive list
are exempted from tariff reduction commitments whereas tar-
iffs on all the other products will be reduced to between 0
percent and 5 percent by 2016. Most importantly, the option
of maintaining the present level of tariff on the exempted prod-
ucts is available to the Member countries (Adhikari and
Weeratunge 2007). However, rational decisions should be
taken on which products need protection and the products
for which tariff liberalization will be more beneficial.

Enhancing the flow of intra-regional investments, improving
cross-border cooperation and trade facilitation as well as pro-
viding access to and transfer of technology and skills are im-
portant elements of developing the region as a competitive
T&C trading block. For example, foreign direct investment
(FDI) could be an effective means of channelling the required
resources to further develop the vertical production struc-
ture in the region and enable a greater degree of specializa-
tion within these countries. FDI could also be an instrument
for countries which cannot fulfil stringent ROO requirements
to take advantage of Generalized System of Preferences (GSP)
provisions by establishing backward linkages.3 While FDI can
also play a role in the transfer of technologies, the govern-
ments and the private sector in the region should explore
the means of building partnership to provide skill develop-
ment and training to the T&C sector employees.4 To ensure
the credibility and sustainability of such reforms, SAFTA
Member countries should develop a proposal to liberalize
intra-regional investment and technology transfers within a

The trading patterns among the South Asian countries sig-
nify the prospects for developing an intra-regional value chain
in T&C. As the T&C trade within the region is mostly con-
centrated in raw materials and intermediary products it only
makes sense to remove barriers to trade in these inputs.

Given the lack of vertical integration in most of the coun-
tries in the region, building a regionally integrated value
chain will enable the South Asian countries to enhance the
efficiency of sourcing inputs by reducing input costs as well
as lead-time. It would help strengthen the firms engaged in
the production of raw materials, thereby creating more em-
ployment, increasing revenues and enhancing access to
more secure markets.

Fostering regional trade in raw materials and building ver-
tical integration within the region will also increase the com-
petitiveness of firms to engage more effectively in global T&C
supply chains. Similarly, sourcing raw materials from the
region will allow the South Asian countries to obtain re-
duced or zero duty under the regional cumulation rules as
per the EU GSP/EBA scheme.

The access to a wider range of raw materials in the do-
mestic market as a result of the elimination of tariff barri-
ers would also help diversify the T&C products manufac-
tured for the domestic market as well as develop low-vol-
ume, high-priced export items from small-scale producers
in the region.

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

○

Source:  Adhikari and Weeratunge (2007)

BOX 1: Why regional cooperation on T&C trade in South Asia?
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broader economic cooperation framework (Adhikari and
Weeratunge 2007).

Focus on niche products and markets
Realizing that the post-ATC period will be characterized
by the domination of a few countries, particularly in lower
value-added items, some countries have successfully diver-
sified into higher value-added niche products where com-
petition is limited. Sri Lanka is the only South Asian coun-
try that has benefited and managed to partly offset the
export losses in the post-ATC period by focusing on niche
products. Taking advantage of the relatively high level of
education of its workers,5 coupled with their fast learning
aptitude, Sri Lanka started focusing on a distinct segment
of apparel, i.e., women’s undergarments. This has led the
country to make significant inroads in terms of product
diversification.

Between 2004 and 2006 (Table 2), Sri Lankan T&C export-
ers were able to achieve the fastest export growth in the US
market in the cotton briefs and panties category. After regis-
tering a strong growth of 910 percent in the first nine months
of 2005 compared to the corresponding period in 2004, this
category attained an export growth of 58.7 percent in the
same period of 2006. In the case of the EU market, the im-
port of brassieres showed a steady growth. It increased by
18.6 percent in the first eight months of 2005 and registered
a growth of 52.2 percent in the same period of 2006 (Adhikari
and Yamamoto 2007).

Ethical clothing
Capitalizing on the campaign for ethical clothing initiated by
consumer, environmental and labour groups in developed
countries, a few Asian countries have adopted ethical cloth-
ing as a corporate strategy with varied degrees of success.
These cases are discussed below.

Improved labour standards: Case of Cambodia
Cambodia’s access to the US market from 1999 to 2004 was
contingent on its compliance with labour standards, with quota
rates increased every year based on successful compliance
(Adhikari and Yamamoto 2005). In order to help Cambodia
meet this requirement, the International Labour Organization
(ILO) supported the country to establish a corporate social
responsibility programme, which is currently known as Better
Factories Cambodia. This initiative aims to improve the work-
ing conditions in Cambodia’s export-oriented garment facto-
ries. It combines independent monitoring with finding solutions
through suggestions to management, training, advice and in-
formation.6 The programme helps Cambodian garment facto-
ries constantly improve the conditions of labour by strictly
adhering to the national labour legislation as well as interna-
tional conventions that Cambodia has signed as a Member of
the ILO. It sets minimum standards as agreed by the decision
of a tripartite body comprising the government, the private sec-
tor and trade unions (ILO 2005).

Cambodia’s ability to achieve an overall export of US$2.2
billion in 2005, an increase of 11.7 percent over the 2004

Product description

Women's or girls' briefs and panties of

cotton, knitted or crocheted

Women's or girls' briefs and panties of

man-made fibres, knitted or crocheted

Brassieres of all types of textile materials

 

Product description

Women's or girls' briefs and panties of

cotton, knitted or crocheted

Women's or girls' briefs and panties of

man-made fibres, knitted or crocheted

Brassieres of all types of textile materials

HS

610821

610822

621210

 

 HS

610821

610822

621210

Jan–Sep

2004

5

18

64

 

Jan–Aug

2004

17

11

28

Jan–Sep

2005

53

22

89

 

Jan–Aug

2005

13

9

33

Jan–Sep

2006

84

35

79

 

Jan–Aug

2006

20

22

51

Change (%)

2004–2005

909.9

22.1

38.9

 

Change (%)

2004–2005

-22.4

-19.5

18.6

Change (%)

2005–2006

58.7

60.7

-11.5

 

Change (%)

2005–2006

53.4

143.3

52.2

Imports into the EU market (in million Euro)

Source: Adhikari and Yamamoto (2007)

Table 2: Sri Lankan exports of women’s undergarments

Imports into the US market (in million US$)
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figure,7 lends credence to the contribution this programme
has made to increase garment exports. The import figures of
the EU and the US for 2006 show that Cambodia has done
extremely well in both markets; annual imports to these two
markets have increased by 15.8 percent and 25.1 percent,
respectively.8

Improved social and environmental standards: Case of Sri Lanka
Several initiatives have been taken by Sri Lanka to promote
the T&C sector as an ethical manufacturing centre. The coun-
try has commenced producing organic cotton clothing de-
signed by Katherine Hamnett (a designer known to promote
and produce under ethical manufacturing and agricultural
practices) for United Kingdom (UK) retailer Tesco. Sri Lanka
is also manufacturing Fairtrade clothing for Marks and Spen-
cer, a leading brand in the UK. Fairtrade fabric and clothing
items are produced in the country by certified manufactur-
ers using Fairtrade cotton imported from India and Africa.
Its strict labour standards and efforts made in relation to green
production have given Sri Lanka a competitive advantage in
this high-value niche market (Samaraweera 2007a).

Due to the growing concern regarding the negative envi-
ronmental impact of industries and pressure from buyers
to adhere to environment-friendly standards, two of the larg-
est garment manufacturers in the country have planned to
build a 'green factory'. The factory will be designed to en-
sure that environmental impacts are minimized, especially
through the reduction of energy and water consumption
(Samaraweera 2007b).

Other initiatives include the 'Garments without Guilt' cam-
paign, an image-building programme co-funded by the gov-
ernment and the private sector. This programme is aimed at
promoting Sri Lanka as an ethical T&C manufacturer. Being
the only country in Asia which is a signatory to 39 ILO con-
ventions, Sri Lanka is at an advantageous position in terms of
carving out a niche as a T&C producer that can meet the
ethical expectations of international consumers. The coun-
try has made conscious efforts to adhere to stringent labour
standards, prohibit child labour, and ensure better working
conditions (Samaraweera 2006; Sri Lanka Apparels 2007). Fur-
thermore, larger manufacturing firms have also established
their own corporate social responsibility programmes such
as women’s empowerment programmes, professional, tech-
nical and vocational training programmes for employees, and
tsunami disaster relief and rehabilitation projects to enhance
the well-being of their own employees as well as to promote
community development (Tait 2007).

Market diversification
In the context of intensified competition in the two major mar-
kets (the EU and the US), some countries have attempted to
diversify their markets. The efforts made by Thailand in this
direction are particularly noteworthy.

While Thailand was able to increase its garment exports to
the US, its exports to the EU declined in 2005. However,
Thailand, as a Member of the ASEAN Free Trade Agreement,
was able to export to its immediate neighbours to make up
for the losses it incurred in other large markets. It has be-
come a major supplier of fabrics to all other ASEAN coun-
tries, as seen from the profile of its fabric exports. Except for
Singapore and Brunei, which do not have strong T&C sec-
tor, Thailand has been successful in exporting T&C prod-
ucts to other ASEAN Member countries (Adhikari and
Yamamoto 2005).

Keeping in consideration the efforts made by other countries
such as Thailand, the South Asian countries should not de-
lay further in devising strategies to benefit from T&C trade
in the post-ATC period. The major constraints they face need
to be tackled with utmost urgency. Of late, at least one South
Asian country seems to have made some headway in this
direction. Failure to revive T&C exports to the US market
has led Nepal to diversify its exports to the Indian market,
albeit in limited quantities. For example, Nepalese export of
T&C products to India has increased from Nepalese Rupee
(NPR) 365.9 million in Fiscal Year 2004/05 to NPR 1,137.3
million in Fiscal Year 2005/06 (NRB 2006).

Value chain networks
Buyers’ incl ination towards lean retai l ing and the
outsourcing of purchasing have led to the emergence of
intermediaries which are 'sub-contracted' by large buyers
to perform critical tasks in the value chain. Drawing on tacit
knowledge gained from years of immersion in the garment
industry, their ability to master the process of fulfilling large
orders to the exact specification of their buyers and adher-
ing to exacting delivery schedules, as well as their specific
knowledge about production management, have led many
companies from East Asia (mainly Hong Kong, Korea and
Taiwan) to act as intermediaries for global buyers since the
1980s and 1990s (Tewari 2006). Their capacity to mobi-
lize and coordinate full-package manufacturing in the glo-
bal T&C value chain led to what is termed by Gereffi (1999)
as 'triangular production networks'. This implies that pro-
duction is done in one country (usually less developed),
organized and coordinated by firms in another country
(usually middle-income), and sold to a buyer in yet another
country (usually developed).9

Hong Kong-based companies such as Li & Fung Ltd. are emerg-
ing as successful intermediaries of such triangular networks.
This company, which has established backward linkages with
more than 2,000 Asian suppliers and forward linkages with
manufacturers and retailers, has managed to take advantage
of its network of Asian suppliers and growing familiarity with
logistics management to offer US retailers an efficient means
of sourcing products from Asian nations (Adhikari and
Yamamoto 2007).
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Entrepreneurs in the South Asian countries with a vertically
integrated structure (India and Pakistan) or a fast and relatively
efficient trade facilitation infrastructure (Sri Lanka) can estab-
lish 'triangular production networks' and act as complete ser-
vice providers for global buyers and engage all the major ac-
tors in the value chain network to deliver timely and efficient
services to buyers. Such South Asian regional networks should
be more competitive for the sourcing of T&C products than
the networks operating out of East Asia or South-East Asia.

Conclusion
The post-ATC period is characterized by the growth of T&C
exports of South Asia as a whole, though there are wide-rang-
ing variations among the countries in the region. It appears
that countries with a vertically integrated production struc-
ture have a distinct comparative advantage in this sector as
is clear from the examples of India and Pakistan. Neverthe-
less, countries such as Bangladesh and Sri Lanka have per-
formed reasonably well in the first two years after the phas-
ing out of quotas due to the imposition of temporary safe-
guards on China. Smaller LDCs such as the Maldives and
Nepal have lost tremendously in the post-ATC period de-
spite the imposition of safeguards on China, thus exposing
the vulnerability of their excessive reliance on quotas.

As competitive pressure intensifies after the phasing out of tem-
porary safeguards on China and the emergence of Cambodia
and Vietnam as major global players in the T&C sector, rela-
tively less competitive South Asian countries may find them-
selves in a precarious position. Although South Asia has enor-
mous potential to develop itself as a global T&C hub, various
demand- and supply-side hurdles would have to be overcome
to achieve this feat. Therefore, a multi-pronged strategy has to
be adopted by these countries to survive and achieve export
growth in a relatively freer world of T&C trade.

Recommendations

• Achieving a relatively freer regime for the T&C trade as
well as increasing intra-regional flows of FDI should be
the first priority of the South Asian countries.

• It is necessary for these countries to have a common po-
sition in the multilateral forum on removing market ac-
cess barriers.

• Investment in training workers, upgrading technology, re-
moving infrastructural bottlenecks and improving trade
facilitation measures is necessary to enhance the competi-
tiveness of the T&C industry. These issues, however, need
to be prioritized based on the availability of resources and
the capacity of each country in the region.

• The South Asian countries should also learn from suc-
cessful examples of market and export diversification strat-
egies. They should focus on ethical clothing and take ad-
vantage of the emergence of value chain networks for the
shared benefit of the T&C industry in the region. 

Notes

1 See Adhikari (2007) for an analysis of the support extended to
the T&C sector by select Asian governments.

2 See USITC (2004)

3 For example, Sri Lanka, which enjoys GSP facilities, has attracted
investment from Pakistan to build large textiles mills. See
EmergingTextiles.com (2006)

4 For example, training institutions in Bangladesh and Nepal could
establish partnership with institutions in countries such as India
and Sri Lanka with more advanced training facilities.

5 The literacy rate as well as education level of Sri Lanka are con-
sidered one of the best in South Asia. In 2004, the literacy rate
(ages 15 and above) was 90.7 percent, compared to 61 percent
in India, 48.6 percent in Nepal and 49.9 percent in Pakistan. The
only South Asian country to have a higher literacy rate compared
to Sri Lanka is the Maldives (96.3 percent). See UNDP (2006)

6 www.betterfactories.org (accessed July 12, 2007)

7 See Chan and Sok (2006)

8 Calculated from Eurostat and USITC Interactive Tariff and Trade
DataWeb, respectively.

9 See Morris (2006)
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