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Executive Summary – “It is necessary to import in order to export” 

Apparel is the largest labor-intensive manufacturing industry in South Asia, and is a major 

employer of women. Although South Asia’s apparel sector benefits from many of the same 

favorable conditions as East Asia’s, performance in South Asian apparel remains well below that 

of East Asia.  For example, South Asia accounts for 12 percent of global exports, compared with 

43 percent for China alone. South Asia has the opportunity to significantly boost employment in 

apparel, capitalizing on lower wages than in East Asia, especially in China. However, increasing 

apparel exports to global markets will require meeting ever more stringent buyers’ conditions in 

terms of cost, quality, lead time, reliability and social/environmental compliance.  

 

The objective of this study is to identify the policy changes necessary for South Asia to capitalize 

on this opportunity. We review the apparel sectors in Bangladesh, India, Pakistan and Sri Lanka, 

and compare them with Vietnam and China. The report uses quantitative data (analysis based on 

a gravity model, enterprise and buyer surveys) and qualitative information (interviews with 

leading firms) to identify changes in policies that would enable South Asia to meet the 

requirements of global buyers. 

 

Low productivity and poor trade logistics make it difficult for South Asia’s apparel sector to 

compete in global markets, despite a cost advantage due to lower wages than other major 

exporters. Leading firms exhibit that world class operational performance can be achieved in 

South Asia by investing in training and technology. These firms overcame constraints in the 

external environment by achieving economies of scale, and in the case of India and Pakistan, by 

integrating vertically to avoid barriers to sourcing high-quality inputs on the global market. 

 

Problematic duty drawback schemes in India and Pakistan make it difficult and time consuming 

for exporters to import textiles, imposing delays that are unacceptable to global buyers and 

increasing exporters’ concentration in lower quality, cotton-based apparel. This is the main 

reason for the markedly inferior export performance in India and Pakistan compared to 

Bangladesh (which has a very effective system of bonded warehouses to facilitate duty free 

import of textiles) and Sri Lanka (which has no import duties on textiles) – see table 1 below. 

 

Table 1:  Apparel exports per capita (US$, 2012) 

 

Sri 

Lanka 

Vietnam Bangladesh China Pakistan India 

216 171 147 108 23 10 

 

Sri Lanka should continue to improve its trade logistics to become the main regional hub for 

apparel. Bangladesh should expand its system of bonded warehouses beyond apparel to include 

other labor intensive industries such as footwear, where growth has been constrained by a lack of 

easy access to imported inputs. Bangladesh should also free up much-needed industrial land by 

resolving the dispute surrounding the 3,000 acre Korean Export Processing Zone in Chittagong. 

All countries should promote “Plug and Play” industrial zones with ready to use industrial 

buildings (to help SMEs grow out from substandard buildings in cities) and facilities to promote 

women labor force participation, as female workers would be the main beneficiaries of growth in 

apparel production.  
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1. Motivation and Approach 
 

a. Motivation 

The apparel sector is one of the most important employers in developing countries (figure 1). 

Export-oriented apparel production—which has long been a key industry in South Asia—has the 

potential to generate ‘good’ jobs that contribute to rising living standards and poverty reduction.  

In particular, increased apparel exports tend to boost female employment in the formal sector, 

and provide workers higher wages than they can earn in agriculture or other informal sectors 

(Lopez Acevedo and Robertson, 2012). Women employed in the formal sector tend to have 

fewer children, which reduces population growth and improves children’s health status, while 

women are more likely than men to dedicate their income to the health and education of children 

(The World Bank, 2015).  Increasing decent jobs for women is critical for South Asia, where 

close to one million individuals enter the workforce each month. Currently, only about 30 

percent of working-age women participate in the labor force, although female labor force 

participation rates vary considerably across the region (60 percent in Bangladesh, 40 percent in 

Sri Lanka, 30 percent in India, and 25 percent in Pakistan).  

  

Figure.1: Share of employment by industry along the development path 

 

Source: UNIDO (2013). 

 

Rising wages in China may improve South Asia’s competitive position in the global apparel 

market. China accounted for 41 percent of global apparel exports in 2012 (up from 25 percent in 
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2000), compared to only 12 percent for South Asia. However, China is moving up the value 

chain into higher-value goods, and out of apparel. A 2013 survey of leading global buyers in the 

sector found that 72 percent of respondents planned to decrease their share of sourcing from 

China over the next five years. To seize this opportunity, South Asia will need to compete not 

only on cost but also on quality, lead time and social/environmental compliance, which are 

increasingly important for buyers.  

 

b. Approach 

 

This study focuses on the apparel sectors in Bangladesh, India, Pakistan and Sri Lanka. It draws 

on the experiences of selected East Asian countries, particularly Vietnam and China, as 

comparators.  The analysis centers on the drivers of productivity for a typical firm, the impact of 

global market trends on the demand for products, and how policies in South Asia influence the 

capacity and incentives of firms to meet this demand.  

 

Figure 2: Overarching analytical framework 

 
 

The study is based on a combination of qualitative surveys, quantitative data and interviews.  

Product demand is assessed based on a global buyers’ survey that identifies key factors shaping 

buyers’ preferences, and thus firms’ competitiveness, in both South Asia and East Asian 

countries. The impact of policies on the capacity and incentives of firms to meet this demand  is 

analyzed using a series of databases, including the World Integrated Trade Solutions (WITS), 

Commodity Trade (COMTRADE), Office of Textiles and Apparel (OTEXA), United Nations 

Conference on Trade and Development (UNCTAD), Trade Analysis and Information System 

(TRAINS), World Development Indicators (WDI), International Finance Statistics (IFS), Labor 

Force and Household Surveys, World Bank Enterprise Surveys (with information on 

Firms 

Productivity  

(Section 2) 

Product demand 

Drivers of 

Competitiveness 

(Section 3) 

Labor Demand 

Women 

employment 

(Section 5) 

A: Qualitative factors affecting production  

Policies (Sections 4 and 5)  

  

Workers  Output 
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productivity) and national-level firm data. Interviews were conducted of major players in the 

global apparel value chain, including buyers, leading firms and apparel exporter associations in 

South Asia, as well as unions/workers’ groups, sector experts, policy makers and international 

organizations such as the International Labor Organization (ILO).  

 

2. Performance Analysis 
 

The performance of apparel sectors in India and Pakistan is poor. Per capita exports amount to 

one-tenth the level in Bangladesh, Sri Lanka, Vietnam and China. The two countries’ apparel 

sectors have a narrow product range,  as restrictions on the import of man-made textiles increases 

apparel producers’ reliance on natural fibers. And performance in quality, lead times, reliability, 

and social compliance is below average.  While wages in India and Pakistan are relatively low, 

this does not compensate for lower productivity than their competitors. 

 

a. Output and trade 

The apparel industry is one of the largest export sectors in the world, due to the size of global 

demand and the structure of production. Global value added ($355 billion in 2012) is managed 

by lead firms that undertake higher value-added activities such as design, branding, and retail, 

but outsource most manufacturing to a global network of suppliers.  While the United States and 

EU-15
i
 together accounted for 63 percent of apparel imports, the labor-intensive nature of 

production means that apparel manufacturing firms are usually located in developing countries. 

In 2012, exports represented 68 percent of the industry, and developing countries constituted 14 

of the top 15 apparel exporters (UN COMTRADE). 

Despite possessing a large workforce and ready supply of some raw materials (cotton/textiles), 

South Asia’s share of the global apparel market was only 12.3 percent in 2012, compared with 

43 percent for China. While Sri Lanka and Bangladesh perform at levels comparable to East 

Asian countries in per capita terms, Pakistan and India have historically exported at levels that 

are an order of magnitude lower, and recent growth rates are insufficient to catch up (Figure 3).  
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The main reason for this poor performance in India and Pakistan, and thus in the region, is an 

excessive concentration in cotton fibers, largely due to the difficulties involved in importing 

man-made fibers (see Figure 4 and discussion in section 4).       

 

Figure.4: SAR, unlike its competitors, focuses heavily on cotton 

(Composition of Apparel Exports by Region and Fiber Type, 2012) 

 

Source: UNSD (2014c). 

Note: Exports represented by world imports; classifications created by author. SAR = South Asia Countries. SEAB = Southeast 

Asian Benchmark Countries (Cambodia, Indonesia and Vietnam).  MMF = Man-made fiber.  
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Export unit values for most apparel products are low in South Asia (Table 2). Bangladesh 

exhibits low unit values but high volumes. India has slightly higher values but low volumes 

while Pakistan has both low unit values and low volumes. Sri Lanka, similar to China, manages 

to combine high unit values with high volumes (on a per capita basis).  

Table 2: World unit value cost comparison, 2013 

Export Rank/ 
Indicator/ 
Country 

World Unit Values (based on Number of Items, 2013) World Export Rank, by Product Category, by Value (2013) 

Trousers 
(1) 

Sweaters/ 
Sweatshirts 

(2) 

Knit Shirts 
(3)  

Coats 
(4) 

Woven 
Shirts 

(6) 

Dresses 
& Skirts 

(7) 

Trousers 
(1) 

Sweaters/ 
Sweatshirts 

(2) 

Knit 
Shirts 

(3)  

Coats 
(4) 

Woven 
Shirts 

(6) 

Dresses 
& Skirts 

(7) 

1 China $6.5 $7.7 $4.1 $17.4 $7.2 $8.5 1 1 1 1 1 1 

3 Bangladesh $6.3 $6.2 $2.9 $13.3 $6.2 $5.0 3 3 3 4 4 9 

6 India $6.9 $5.2 $3.8 $16.0 $7.8 $8.6 11 8 5 13 3 3 

11 Pakistan $8.2 $4.8 $2.8 $7.8 $6.7 $6.1 9 11 14 14 29 33 

10 Sri Lanka $7.5 $6.3 $4.6 $16.7 $9.2 $8.4 13 17 15 24 10 12 

5 Vietnam $7.0 $4.6 $4.6 $20.5 $7.2 $6.8 5 4 6 3 7 5 

8 Cambodia $6.3 $5.5 $3.9 $10.9 $6.2 $5.3 7 6 9 8 11 10 

7 Indonesia $6.0  $4.6 $4.2 $16.9 $7.6 $6.9 6 7 8 5 6 6 

World $7.8 $7.0 $3.9 $19.8 $8.3 $9.7       

Source: UNSD (2015); unit values based on number of items; unit values include cotton and MMF products. Numbers 

in parentheses after product categories indicate the product categories rank in 2013 in global apparel exports.  

 

The region is also less diversified than East Asia in terms of end markets (Figure 5).  

Diversifying end markets increases growth prospects and reduces the risk of any shocks to 

destination economies. This may be especially important as the top two markets (the United 

States and the EU-15) are mature and experiencing a slowdown in demand. The EU and US 

markets account for  77 percent of the region’s exports, compared to 58 percent for the SEAB 

countries (Cambodia, Indonesia and Vietnam) and 49 percent for China (UNSD, 2014a). Within 

the region, Sri Lanka’s apparel exports are the most diversified, which is especially positive 

given its greater focus on niche products, followed by Bangladesh.
ii
 Pakistan’s level of 

diversification is about average for the region, while India is heavily concentrated in a few 

economies. 
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Figure 5: China’s exports are the most diversified by end market 

(share of exports by value and region, 2012)  

 

Source: UNSD (2014a). 

Note: Numbers in figure above reflect export values in billions for 2012 followed by share 

 

b. Productivity and cost 

Wages in the South Asian apparel sector are well below that of China, but the difference in 

productivity levels is much greater (Figure 6).  Labor accounts for only one-fifth of the total cost 

of apparel production. Raw materials and other inputs to production, over which each apparel 

supplier has limited influence, make up two-thirds of total costs (rent and utilities account for 

most of the balance).  Fabrics are the most expensive input in apparel production, and the quality 

of textiles is directly related to the quality of the final product. However, textile production is 

more capital-, skill-, and scale-intensive than apparel production, which can pose a challenge to 

establishing domestic suppliers in South Asia (Staritz & Frederick, 2014). Furthermore, the 

global apparel industry is quickly diversifying across a broad range of textiles (man-made fibers 

in particular) in which the most efficient producers are located overseas. Thus, efficient import 

regimes, characterized by rapid clearance through customs and low duties (or effective duty 

drawback systems) are critical for export competitiveness. Sri Lanka and Bangladesh have 
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achieved considerable progress in improving their import regimes, while India and Pakistan have 

not reformed their regimes. 

  

Productivity is higher among exporters than non-exporters largely because exposure to global 

good practices fuels operational improvements (discussed in the next section). For example, 

value added per worker is $8,900 among Indian apparel exporters, compared with $3,800 for 

non-exporters. In Sri Lanka, large, export-oriented firms have high productivity levels and 

sophisticated production processes (National Stakeholders, 2014; Wijayasiri & Dissanayake, 

2008), as well as a more highly-skilled labor force, than in most other Asian countries (National 

Stakeholders, 2014). The high level of skills can be attributed to a good general education 

system, as well as education and training facilities for the apparel sector at different levels, 

including university degrees in technical areas and design.  

China’s experience shows that increases in productivity, driven by improvements in firm/cluster 

performance, can maintain competitive apparel prices in the face of rising wage levels.  Despite 

significant increases in wages, the average price of Chinese apparel exported to the United States 

in Fall 2013 was lower than in either 2012 or 2008 (Flanagan, 2014a).  And Chinese apparel 

manufacturers rank well above South Asian firms in dimensions of service other than price, such 

as quality, lead time and reliability, and social compliance and sustainability, factors that are 

important to global buyers (Table 3). 
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Table 3: South Asia less competitive than Southeast Asia in non-cost areas 

(Country Comparison: Non-Cost Related Factors Impacting Performance) 

 

Source: Based on data from (Birnbaum, 2013). 

Notes: Based on buyers’ and stakeholders’ surveys conducted for this study. Countries were ranked from 1-6 on each factor, with 

1 being the best and 6 being the worst. Ranks for quality and lead time/reliability are the same. Green indicates the top two 

countries, where the factor is not a constraint on competitiveness; yellow is for the middle two countries and indicates some 

problems; red is used for the bottom two ranking countries and indicates that factor is an important constraint. 

 

Quality: Besides being cost-competitive, suppliers must also be able to consistently offer quality 

products. Quality is influenced by the raw materials used, the skill level of the sewing machine 

operator, and the thoroughness of the quality control team. Based on combined results from the 

buyer surveys and interviews, countries can be placed in three groups according to the quality of 

apparel production, in order of strongest to weakest: (1) China, Vietnam, and Sri Lanka; (2) 

Indonesia, Cambodia, and Bangladesh; and (3) India and Pakistan. 

Lead time and reliability: Lead time
iii

 and reliability are greatly affected by the efficiency and 

availability of transportation networks and customs procedures. Based on survey and interview 

results (Birnbaum, 2013; Global Apparel Buyers, 2014), the countries can be placed in three 

groups, in order of strongest to weakest: (1) China, Vietnam, and Indonesia; (2) Sri Lanka and 

Cambodia; and (3) Bangladesh, India, and Pakistan. China has consistently had the shortest lead 

times throughout the last decade (Muzzini & Aparicio, 2013; World Bank, 2005, 2013b). 

Factories in China are cited as having the best productivity levels, technology, speed, and 

production capacity, supported by well-established industrial clusters and infrastructure systems 

(Frederick & Gereffi, 2011). 

Social compliance and sustainability: These criteria have become central to buyers’ sourcing 

decisions in response to pressure from corporate social responsibility (CSR) campaigns by 

NGOs, compliance-conscious consumers and, more recently, the increased number of safety 

incidents in apparel factories. Non-compliant countries risk damaging their country brand. In 

Cambodia, government brutality that led to the death of four workers induced major buyers to 

cut back orders or threaten to leave (Barrie, 2014). In Bangladesh, concerns over factory safety 

and the associated adverse publicity have deterred some buyers (Birnbaum, 2014a). 

Quality
Lead Time & 

Reliability

Social 

Compliance & 

Sustainability

China 1 1 3

Bangladesh 5 5 6

India 6 6 5

Vietnam 2 2 2

Cambodia 4 4 4

Indonesia 3 3 1

Country

Buyers' Perceptions of:
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Although environmental concerns and sustainability are more of a concern for the textile 

industry, they also pose issues for apparel, particularly in the areas of dyeing and finishing. 

Countries were ranked according to the result of surveys  on both social compliance and 

sustainability (from Birnbaum 2013), which generated similar results as the data from our global 

buyer’s survey. The countries can be placed into the following categories, in order of strongest to 

weakest: (1) Sri Lanka, Indonesia, Vietnam, and China; (2) Cambodia; and (3) India, 

Bangladesh, and Pakistan. 

The most important labor-related issue in all four South Asian countries concerns the rights of 

workers. A lack of freedom of association and collective bargaining, and thus unionization, 

contributes to low wages, long work hours, a large share of contract and informal employment 

(particularly in Bangladesh and Pakistan), and poor building and occupational health and safety 

standards (National Stakeholders, 2014). In addition, the limited capacity of organizations 

responsible for labor inspections impairs monitoring of the enforcement levels. 

 

3. Drivers of Competitiveness  

 

The achievements of the lead apparel firms in South Asia demonstrate the region’s considerable 

potential to innovate and raise productivity.   

 

a. Factor utilization 

Apparel is a labor intensive industry with low barriers to entry, and most successful firms in 

South and East Asia started very small and grew quickly out of retained earnings following 

intense competition with their peers.  For example, US Apparel of Pakistan, now employing 

more than 15,000 workers, started with a handful of stitching machines in 1974; Orient Craft 

from India employs 35,000 workers, started with one 200 square meter factory in 1976.  The 

keys to success remain to be low labor costs and high labor productivity, efficient use of 

materials and high quality of manufacturing.  High labor productivity was achieved through 

training and performance incentives, for example incentives to reduce absenteeism.  Companies 

often relied on foreign experts (for example, Bangladesh benefited from Sri Lankan expertise) to 

develop technical and managerial skills, or benefited from training abroad (for example, a 

generation of Bangladeshi entrepreneurs were trained in South Korea by Daewoo in the 1980s). 

Orient Craft of India, like most Chinese apparel manufacturers, helped reduce costs and motivate 

workers by setting up housing close to the factory, which reduced the time and money involved 

in commuting and facilitated the employment of migrant workers including female workers. 

Although the returns to scale are relatively low in apparel, larger players enjoy economies of 

scale in purchasing, environmental compliance, research and development, marketing, 

administration and training.  Smaller players can compensate by operating as part of a cluster of 

firms (discussed further below).  

b. Technology adoption and innovation 

Computerized cutting machines are essential in reducing material waste, and also are used for 

grading and marking (e.g. Pacific Jeans of Bangladesh). Skills are often acquired through the 

machine suppliers (e.g. Orient Craft) and innovation generated in partnership with buyers.  For 
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example, Pacific Jeans of Bangladesh and MAS of Sri Lanka developed their new products in 

partnership with leading brands from the United States, the EU and Japan.  Technology is also 

used to increase compliance with environmental standards (a must to sell to leading brands). For 

example, Pacific Jeans recycles its waste water through a very efficient effluent treatment plant.  

MAS of Sri Lanka has been developing innovative, high performance sport gears by investing 

heavily in research and development, as well as by importing world class textiles from around 

the world. US Apparel of Pakistan, which had difficulties in finding high performing textiles, 

developed its own textile production.  As a caveat, this is not a perfect solution to problems in 

obtaining textiles, as it narrows the range of products the firm can offer, and is not feasible for 

the many smaller apparel manufacturers in Pakistan.  

c. Agglomeration economies 

Smaller apparel manufacturers can compensate for their size disadvantage by operating in 

clusters.  This allows them to achieve economies of scale in marketing and thus attract large 

buyers. For example, Chinese buyers can find all they need in one trip to the Sialkot cluster in 

Pakistan. Clustering can help reduce transportation costs involved in obtaining inputs and selling 

outputs, as well as commuting costs for workers. Clustering can enable smaller players to 

comply with environmental standards by locating around a combined effluent treatment plant, 

like in Gujarat and Tamil Nadu. Clustering can also facilitate small and medium enterprises 

(SMEs’) access to ready-to-use industrial facilities, reliable utilities, good transport 

infrastructure, security, training, housing and administrative facilities, as in the Chinese Plug and 

Play industrial zones. A major challenge facing South Asian SMEs in labor intensive industries 

is how to improve performance and compliance with social and environmental standards by 

moving from informal clusters in dense urban centers (e.g. Dhaka) to formal industrial areas in 

the suburbs. The Indian government’s Scheme for Integrated Textiles Parks (SITP) has helped 

clusters of SMEs overcome the coordination and financing issues involved (Saleman, Jordan, 

2013). Figure 7 highlights the scheme. 
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d. Linking to Global Value Chains 

Catering to demanding customers drives exporters to achieve manufacturing excellence and 

move up the value chain by increasingly absorbing the functions of design, branding and 

retailing, starting with their home market. The leading firms in South Asia (e.g. Pacific Jeans, 

MAS, Orient Craft and US Apparel) have emulated the transition achieved by leading apparel 

firms in China and Turkey. As discussed in the previous sections, linking to global value chains 

requires access to the best possible inputs at the best possible price through seamless, efficient 

and predictable import procedures.  For example, imported inputs for Sri Lankan exporters clear 

customs in a matter of hours while it takes weeks in India and Pakistan.  The South Asian value 

chain is increasingly a source of competitiveness, especially for Bangladesh which imports its 

cotton from India, its denim from Pakistan and its technical experts from Sri Lanka (Figure 8).    
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4. Constraints on Competitiveness  
 

The main set of constraints facing South Asian apparel production involves trade policies and 

inadequate logistics, which greatly affect cost, quality and lead times. The second most important 

constraint concerns access to land, which limits participation by large foreign investors (who 

have a choice of countries to go to) and the ability of SMEs to move out of cramped city centers.  

Finally, the employment of women is limited by policies preventing overnight/overtime shifts 

and a lack of facilities to ensure their safety and well-being.  

 

a. Poor trade logistics – especially for imported textiles to India and Pakistan 

The capacity to import easily and cost-effectively textiles from around the world is increasingly 

important to succeed in the fast-moving apparel industry.  

High import tariffs on cotton and man-made fibers (Table 4), combined with ineffective duty 

drawback mechanisms, have been the main reason for poor performance by apparel firms in 

India and Pakistan. These policies have skewed exports toward cotton garments, which are 

heavily concentrated in the global spring/summer season, thus reducing capacity utilization 

(apparel factories in both countries operate only 6.5 months annually, while the global average is 

9 months--Jordan et al., 2014).  

Importing textiles into India is problematic. Most manmade fiber imports are subject to a 

customs duty of 10 percent,
1
 in the mid-teens for imports from Korea, China and other principal 

                                                           
1
 CBEC, “Custom Tariffs 2012-2013,” http://www.cbec.gov.in/customs/cst2012-13/cst1213-idx.htm.  
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producers due to anti-dumping measures.  Furthermore, excise duties on the production of 

manmade fibers are 12 percent, while natural fibers (cotton, wool and flax) are exempt.
2
  Total 

duty and tax rates for some fabrics reach about 30 percent.
3
 Exporters can be competitive in 

global markets only if they are exempt from these taxes on inputs. However, the provision of 

exemptions is prone with difficulties. The categorization of different inputs is subject to 

interpretation and negotiation, creating risks for firms importing critical inputs for the production 

of garments with tight production schedules.   When duties are paid up-front and exporters apply 

for a drawback, problems arise because the drawback is calculated on the cost of materials less 

the amount of duty paid—and no drawback on trim items is permitted. Administrative 

procedures are quite rigid.  For example, one firm described how it might obtain pre-clearance to 

import synthetic fabric listed at a certain weight, but since fabric production is inherently 

unpredictable, the actual consignment could contain a few items at a slightly different weight.  

Rather than accepting minor differences from the original application, customs officers would 

hold up the consignment on the grounds of applying a different tariff rate, or on suspicion of 

tariff violation (which carries very heavy fines).  In the meantime, the firm would be unable to 

complete production, even if these fabrics were only a small share of inputs (Jordan, Kamphuis, 

2014).  Similarly, in the advance license scheme  no duty is paid on imports used in export 

products, but compliance with procedures is extremely difficult and any error results in heavy 

fines (Birnbaum, 2013; National Stakeholders, 2014). 

 
Import barriers also affect the textiles industry which can only source purified terephthalic acid 

(PTA), which is essential to the production of polyester or synthetic fibers, from two Indian 

firms (one of them owns 79 percent of production capacity) (Jordan et al., 2014). 

Table 4: South Asia has higher import tariffs than Southeast Asia 

(In percent) 

Product category Bangladesh India Pakistan Sri Lanka Cambodia China Indonesia Vietnam 

Yarn 

Cotton (5203–5207) 5–10 10 5–25 0 0 5–6 (2) 5 5 

MMF (5401–5406/ 

5501–5511) 
5–25 10 (1) 0–10 0 0 5 0–5 0–5 

Woven fabric 

Cotton (5208–5212) 25 10 (1) 15–25 0 7 10–14 10–15 12 

MMF (5407–

5408/5512–5516) 
25 10–12.5 (1) 15 0–15 7 10–18 10–15 12 

Knit Fabric (60) 25 10 (1) 20–25 0 7 10–12 10 12 

MFN Avg. Applied 

Duties (2014) Textiles 

19.4 12.2 16.6 3.5 5.5 9.6 9.2 9.6 

12.9 8.5 

Source: OTEXA (2014); WTO (2014). 

Notes: Certain products are also subject to specific rupees per unit duty rates. Tariff rate quotas allow for imports of cotton and wool in limited 

quantities at reduced duties, ranging from 1 percent to 9 percent. Imports exceeding set quota levels are assessed at a much higher rate of duty. 

                                                           
2
 Central Board of Excise and Customs (CBEC), “Central Excise Tariff 2012-2013,” 

http://www.cbec.gov.in/excise/cxt2012-13/cxt_1213-idx.htm.   
3
 E.g., polyester staple plain weave and polyester filament.  Birnbaum, “Benchmark Study India,” p. 101.  

http://stat.wto.org/TariffProfile/WSDBTariffPFView.aspx?Language=E&Country=VN
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The situation in Pakistan is also problematic, even for exporters. Although the duty and tax 

remission for export program (DTRE) in Pakistan provides for post-export remission of duties 

and taxes on inputs, it does not work in practice. It can take some two to four months for textile 

imports, which imposes delays and uncertainties in production that are not acceptable to global 

buyers (Nabi & Hamid, 2013).  As a result, the Pakistani apparel industry is dominated by the 

production of low value, cotton-based garments, using poor quality textiles sourced domestically. 

The following is an extract from an expert evaluation of the duty drawback system in Pakistan
4
: 

 

“The present system of suspension of duties and taxes is governed by several Statutory 

Rule Orders (SROs) issued under Customs Rules 2001 for ‘DTRE and Manufacturing 

Bond Licensing’ and ‘DTRE Approval’. The approval process involves multiple, parallel 

and overlapping regimes; plethora of steps at each stage of which concerned officials 

have wide discretions; the system itself is not clear and with no standard operating 

procedures; intermediaries falsify the supporting documentation which maximizes the 

economic rent. The system involves physical verifications of business premises; 

calculation of ‘input wastages’ through physical checking by the Input Output Co-

efficient Organization (IOCO); drawing of samples of imported input goods and output 

goods meant for exports at the time of import and export – an archaic procedure; 

suspension or cancellation of DTRE by the Regulatory Collector as he may deem fit; 

extensive documentation requirements, and centralization of authority and approvals. 

The system complexities have led to extensive delays in processing of applications for 

DTRE, Manufacturing Bonds Licensing, and payment of DTRE claims resulting in the 

firms being unable to: timely import the quality inputs and meet their export orders; 

receive their blocked funds as well as pay the economic rent to the concerned officials 

rendering these enterprises (and the export sector as a whole) non-competitive - hence, 

there is need for fundamental changes in the present system of duty suspension schemes.” 

The apparel export associations of India and Pakistan have prioritized the reform of the import 

regime for textiles. These issues are placed at the top of their “wish lists” to the government. The 

first proposal submitted by India’s Apparel Export Promotion Council (AEPC) during an inter-

ministerial workshop held in April 2013 reads as follow: 

“Enlargement of the garment export basket by manufacturing garments (knitted and 

woven) from fabrics which are not widely available in India – Issuance of duty credit 

scrip (offsetting custom duties) on import of specialty fabrics at the rate of 5% for the 

export performance in the year 2012- 13 and in the entire 12
th

 five year plan.”  

In contrast, Sri Lanka has eliminated all import tariffs on textiles. Bangladesh has high tariffs on 

apparel inputs, but a system of more than 2000 bonded warehouses has achieved rapid, duty-free 

import of textiles for exporters (including SMEs), which has been critical to the country’s 

success in apparel.  Nevertheless, import restrictions continue to hamper the growth of other 

labor intensive industries. Not being able to import easily duty free inputs was the main 

complaint of Apex, Bangladesh’s leading footwear exporter. As a result, and despite its labor 

cost advantage, Bangladesh has only 0.1 percent of the world market share in footwear 

                                                           
4
 Evaluation completed by Ahmad Khan (former Member of the Federal Board of Revenue of Pakistan) as part of 

technical assistance provided by the World Bank to the Government of Punjab, Pakistan (July, 2014) 



18 
 

(compared to 5.2 percent for apparel). Apparel in Bangladesh, which accounts for 80 percent of 

the country’s export, is thus the exception which confirms the rule! 

Table 5 shows that Sri Lankan customs performs at East Asian levels, while Bangladesh does not 

fare much better than Pakistan and India outside the apparel sector (the measurement is based on 

the import of a container of auto parts – HS 8708): 

Table 5 (Hours to process an imported container through customs, Doing Business 2016) 

Sri Lanka China Vietnam Pakistan Bangladesh India 

130 158 170 294 327 350 

 

b. Difficulties in finding well located and well serviced industrial sites 

Easy access to conveniently-located and well-serviced industrial land is critical to attract large 

foreign investors who have a choice of country.  

The situation is particularly problematic in Bangladesh, which does not have any large lots 

available in its conveniently located and well serviced industrial zones.  As a result, large foreign 

investors have shifted investment to other countries (quote from The Financial Express, 16
th

 of 

November, 2014): 

"We had been receiving lots of big investment proposals from the world's leading 

electronics, automobiles, garment, footwear and other technical products makers till 

2012. The flow of such proposals now is lower than before," a director of BoI told the 

FE, preferring anonymity. He said the big investors like Samsung, KANANN Group, 

Velbon Corporation 3G Group were hammering them to manage plots in EPZs or to buy 

lands within the proximity of Dhaka-to-Chittagong belt. They failed to manage. 

"Persuasion of the industrial giants to manage industrial plots in Bangladesh has 

nowadays slowed down. So far as our information, at least five of those big investors 

have now got enlisted with the investment authorities of Myanmar and Vietnam and 

some other with others“. 

Access to conveniently located and well serviced industrial land is also becoming important for 

small domestic investors who are under increased pressure to comply with higher labor and 

environmental standards and are also looking to secure access to a reliable power source. 

Relocating informal apparel clusters from city centers to industrial zones is beneficial, but poses 

difficult financing and coordination issues at least initially (Box 1). 
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Box 1: Relocating to a Bangladeshi industrial zone  

Over the past few decades, the sporadic rise of ready-made garment factories in Bangladesh has 

taken place without adherence to a global compliance regime. Policy makers are debating ways 

to improve the situation, including encouraging firms to relocate to an industrial zone. A recent 

World Bank study suggests that the relocation should pay off over time. The study was 

conducted through interviews with medium-sized firms in Dhaka city that employ 500–2,000 

workers (about 90 percent of them were women). The study found that relocation involved the 

costs of buying land or renting factor premises; moving or buying equipment; transporting 

inventory, raw materials and equipment; halting and shifting production; rebranding, logistics of 

a new address, and printing business cards and letterheads; and financing relocation expenses 

for workers or severance packages. These costs have to be compared to the potential benefits, 

including access to improved infrastructure and adequate transportation facilities, good 

connections to ports, clustering of businesses to improve the ease of access for buyers, and 

improved access to  necessary facilities (such as bonded warehouses, wet/dry facilities, banks, 

and services). 

   

c. Constraints on female employment 

 

Although women make up a significant share of employment in apparel in most countries around 

the world, this is not the case in India and Pakistan where female employment in manufacturing 

is very limited (Table 6): 

 

Table 6: Proportion of female workers among full time production workers 

 

China Sri Lanka Vietnam Bangladesh India Pakistan 

38% 31% 28% 21% 11% 1% 
Source: World Bank Enterprise Surveys 

   

The constraints to female employment in India and Pakistan include labor policies which restrict 

night work by women as well as limits on flexible hours which affect women disproportionately. 

Other constraints include the lack of physical facilities to ensure the security and well-being of 

female workers. Such facilities include gender-specific toilets, day care facilities and safe 

transportation.  

 

Bangladesh has developed women-friendly industrial zones, including the provision of grievance 

mechanisms and counseling services - 63 percent of the workforce in Bangladesh’s export 

processing zones consist of women. Sri Lanka offered fiscal incentives (the 200 Garment 

Factories Program) to encourage apparel factories to locate in rural areas, which greatly 

facilitated the employment of women. Female employment in Sri Lanka and Bangladesh was 

also greatly enabled by significant progress in women’s education which is the critical first step 

towards economic empowerment. 



20 
 

d. Other constraints 

With the exception of the policies restricting flexible/night work time which restrict women 

employment as discussed above, labor regulations were not found to be a major issue to apparel 

employment in South Asia.  Minimum wages remain low, and firms have found ways to 

motivate workers through incentive schemes. It is interesting to note that Sri Lanka, which shares 

many of India’s “infamous” labor regulations, still manages to have the strongest export 

performance of all countries considered in this chapter in per capita terms (including China).  

Limited access to finance does not affect apparel  due to its labor intensive nature– the cost of 

machines represents less than 5 percent of production cost. As discussed earlier, successful firms 

were able to grow very fast through retained earnings. 

Table 7 summarizes the main constraints for each of the four studied South Asian countries: 

 

5. Policy Recommendations 

Facilitating imports for exporters 

Gradually eliminating duties on textile imports, as was done successfully in Sri Lanka, will help 

facilitate imports for exporters. In the interim, India and Pakistan should reform their duty 

drawback systems. One possibility is to rely on bonded warehouses, whereby exporters can 

import raw materials and inputs—which are kept in the bonded warehouse—without paying 

duties and taxes. This is the scheme Bangladesh used with great success in the apparel industry, 

which it should expand to other labor intensive manufacturing industries, such as footwear.  The 

duty drawback scheme should rely as much as possible on technology and risk-based inspections 

to limit the scope for interpretation and the risk of abuse by those looking to illegally benefit 
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from the system which has been a legitimate concern of the textiles industry and fiscal 

authorities.  

Regional, bilateral, and multilateral trade agreements could also be used to reduce import tariffs. 

These agreements are less preferable than unilateral reductions in tariffs and duties, because they 

may lead to trade diversion (that is, when trade is diverted from a more efficient producer to a 

less efficient one). But they may be easier to achieve politically than unilateral reductions.  

South Asia is one of the least integrated of global regions—intra-regional trade accounted for 

less than 10 percent of total trade in 2012. Political tensions, particularly between India and 

Pakistan, have slowed implementation of the South Asian Free Trade Area (SAFTA). In contrast, 

Southeast Asian competitors are part of the Association of Southeast Asian Nations (ASEAN), 

which was formed in 1967. ASEAN has negotiated zero or reduced tariffs with other key textile 

suppliers and apparel end markets, including China, Japan, Australia, and Republic of Korea.  

Liberalizing the import regime also would attract more foreign direct investment (FDI) to India 

and Pakistan, which receive lower FDI flows than Bangladesh and Sri Lanka. Historically, US 

investors played a key role in the initial setup of the apparel industry in Sri Lanka through joint 

ventures with local entrepreneurs.  In Bangladesh, investors from Sri Lanka and Korea helped 

improve access to capital and technology.  

Facilitating access to land for FDI and SME clusters 

Clustering strategies with industrial parks can reduce lead times by co-locating multiple steps in 

the chain and providing one-stop resources for common procedures. Clustering can also help 

provide infrastructure and facilitate compliance with stringent labor and environmental 

standards. We discuss in turn below the efforts pursued by India, Pakistan, Sri Lanka and 

Bangladesh to facilitate access to land and how they could be strengthened: 

 India has tried to provide better infrastructure through industrial parks, although only a 

small share of firms benefit from these initiatives (Saleman & Jordan, 2013). In 2005, the 

government announced the Scheme for Integrated Textile Parks (SITP) to consolidate 

individual units in clusters and provide state-of-the-art infrastructure to local and 

international manufacturers. SITP was created by merging two schemes initiated in 2002 

(the Scheme for Apparel Parks for Exports Scheme and the Textile Center Infrastructure 

Development Scheme). There are now 27 operational parks, and 13 more have been 

approved (TEXMIN, 2015). Investments in the EPZs have an export focus (Aggarwal, 

2007, 2010).  Going forward, the government should cooperate with the private sector to 

develop more facilities to promote female employment within the zones – e.g. child-care 

centers, local housing and safe transportation.  

 Pakistan is pursuing a similar approach with the support of Textile and Garment Cities 

(launched in 2004) to provide key infrastructure and common facilities, but the long-

awaited clusters have only recently begun to emerge (Flanagan, 2014b and MINTEX, 

2012). Thus far, only two garment cities (one each in Faisalabad and Lahore) are 

operational. The Karachi Garment City and Pakistan Textile City are still contending 

with numerous problems (litigation, non-supply of gas, water, electricity, and lack of 

funding), but Karachi is slated to be developed on a fast track basis (GoP, 2015). 
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Provincial Governments are now taking the lead to promote improved industrial zones in 

partnership with the private sector – e.g. the Apparel Park next to Lahore.  As in India, 

facilities should be provided to encourage the employment of women, who hold only 13 

percent of the jobs in Punjab’s large industrial zones. 

 Sri Lanka is promoting industrial relocation of the apparel industry to handle labor 

shortages. The 200 Garment Factories program has shown that from a social standpoint, 

female workers benefit from working in factories located close to their villages. Sri 

Lanka recently tried to tap into the more remote and war-torn areas in the North and East 

with incentives for apparel investments – the success of this program will also depend on 

improvement of the road infrastructure (National Stakeholders, 2014).  

 Bangladesh is now promoting private industrial zones and several should become 

operational over the next few years. In order to release the acute shortage of available 

industrial land in the short term, the government should quickly resolve the dispute with 

the Korean Export Processing Zone which has stranded 3,000 acres of vacant industrial 

land next to the Chittagong port. Bangladesh is also trying to move unsafe production 

units to formal clusters, in response to the Rana Plaza disaster (World Bank, 2013b). 

Recent interviews with Bangladeshi firms show that relocating ready-made-garment 

factories to an EPZ can benefit firms in many ways, including on the social front (see 

Box 2). For example, male workers in Bangladesh are attracted to EPZs due to the 

contract security (Zohir 2001a), and EPZs have been found to attract additional female 

workers (Zohir 2001b) – female employment in the BEPZA zones stands at 63 percent. 

All South Asian countries should learn from the Chinese experience where strategically located 

cluster development programs have been a key feature in developing the apparel industry, with 

apparel concentrated in the coastal regions. China has developed more than 1000 industrial zones 

following a gradual process of experimentation and decentralization, fueled by competition 

between provinces and local governments and led by private sector zone developers. One very 

successful model is the “Plug and Play” industrial zone, which provides ready built standardized 

factory buildings where SMEs can move in overnight by simply “plugging” their machines and 

paying rent.  This model considerably reduces the moving costs facing SMEs, and encourages 

the employment of migrant workers and women through daycare facilities and affordable 

housing next to the factories.  “Plug and Play” zones have been instrumental in enabling China’s 

SMEs to grow and employ more than 150 million migrant workers, of which 60 percent are 

women
5
. 

Promoting female employment and compliance with social and environmental 

standards 

South Asian countries should put in place labor policies which promote flexible work time and 

women employment, while guaranteeing fundamental workers’ rights. Buyers are under growing 

pressure to ensure compliance with labor standards, with increasing focus on adequate health and 

safety conditions following the Rana Plaza and Tazreen factory fire incidents in Bangladesh. 

Recently, Bangladesh passed a labor law that allows employees to form labor unions without 

                                                           
5
 Fostering Women’s Economic Empowerment Through Special Economic Zones (page 103), World Bank 2011 



23 
 

approval by the factory owner.  In 2014, there were more than 120 registered garment trade 

unions, compared to only three in 2012-13.
iv

  Greater internal pressure from labor unions should 

improve monitoring of compliance with health and safety standards. 

 

Box.2: Bangladesh takes steps to boost compliance  

Wages and working conditions have long been a source of concern in Bangladesh’s apparel 

sector. Strikes and labor unrest were frequent following the Rana Plaza disaster in April 2013—

the single worst incident in the history of the apparel industry, which killed around 1,200 

people—and other incidents such as the fire at Tazreen Fashions in November 2012. In response 

to these incidents, the industry, in collaboration with the government, foreign buyers, and 

development partners, has agreed to several policy measures to improve factory safety and social 

compliance.  

One recent initiative is the Accord, signed by mostly European apparel buyers along with two 

global trade unions.  This is a legally binding agreement between buyers and unions, in which 

companies commit to conducting independent inspections and developing stronger worker-

management committees in factories. It also includes financial obligations by buyers to help 

suppliers pay for safety upgrades (Anner, Bair, & Blasi, 2013; Gifford & Ansett, 2014). Another 

recent initiative is the essentially voluntary Alliance for Bangladesh Worker Safety, largely 

backed by North American buyers. Together, these two initiatives cover nearly half of the 

country’s total factories (1,600 factories for the Accord, and 600 for the Alliance). 

These initiatives are a positive step, but they have also been criticized for focusing primarily on 

large firms and on fire and building safety, rather than other major labor issues. To cover the 

remaining firms, the government and representatives from local employers’ and workers’ 

organizations have signed an integrated National Tripartite Plan of Action (NTPA) under the 

guidance of the International Labor Organization.  A “Better Work” program for the ready-made 

garment industry has also been announced. Achieving success in these programs will be 

challenging, as major changes in firm operations and substantial funds will be required. It is 

estimated that about half of the country’s apparel factories—mostly small and medium-sized 

firms that depend on subcontracting from large factories—will have difficulty adopting 

international standards and may be forced to close (ADB, 2014).  

 

In recent years, South Asian countries—with Sri Lanka at the forefront—have ratified a number 

of ILO conventions on labor conditions, such as workers’ safety. Interviews with firms in Sri 

Lanka highlight the importance they place on safety and enforcing the no child labor policy. 

However, compliance is poor in some cases across South Asia, despite formal adoption of labor 

standards and international conventions. Studies of the ILO’s Better Work program find that the 

highest rates of noncompliance across countries globally involve paid leave, social security, 

employee benefits and inaccurate payments (ILO, 2014). Policies to improve monitoring and 

penalizing noncompliance could improve the situation. On that front also, the promotion of plug 

and play industrial zones would considerably reduce the social and environment compliance cost 

for SMEs as well as facilitate monitoring. 
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The box below summarizes the main recommendations by country: 

Box.3: Main recommendations by country 

Bangladesh 

 Reduce import barriers, including tariffs, to ease access to inputs for exporters in other 

labor intensive industries (e.g. footwear), leveraging the successful bonded warehouse 

scheme in the apparel industry 

 Resolve the dispute with the Korean Export Processing Zone to unlock 3,000 acres of 

prime industrial land in Chittagong 

 Promote Plug and Play industrial zones for SME clusters, which will help SMEs comply 

with social and environmental standards 

 

India 

 Reduce tariffs and import barriers to ease access to man-made fibers for exporters  

 Promote Plug and Play industrial zones for SME clusters, leveraging the successful SITP 

model 

 Ease restrictions on flexible working arrangements, promote facilities to increase the 

security and well-being of female workers as well as continue to invest in the education of 

women as the first critical step towards their economic empowerment 

 

Pakistan 

 Reduce tariffs and imports barriers to ease access to man-made fibers for exporters 

 Promote Plug and Play industrial zones for SME clusters, which will help SMEs comply 

with social and environmental standards 

 Ease restrictions on flexible working arrangements, promote facilities to increase the 

security and well-being of female workers as well as continue to invest in the education of 

women as the first critical step towards their economic empowerment 

 

Sri Lanka 

 Continue to improve transport infrastructure to promote development of the industry in the 

North and East of the country 

 Continue to improve trade logistics to position the country as a regional apparel and textile 

trade destination for quality apparel 

 

Implementing these recommendations could have a major social impact by increasing 

female employment  

Boosting growth in the apparel sector will help South Asia create millions of better jobs, 

particularly for women. The impact on employment of increases in output in textiles and apparel, 

which are labor-intensive industries, is greater than in other industrial sectors. In Bangladesh, 

growth in the apparel sector leads to more rapid female than male employment: a one percent 

increase in foreign sales is associated with a 0.04 percent increase in female employment, 

compared to a 0.02 percent increase in male employment (figure 8).
v
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Figure 8: Export growth in Bangladesh has  a greater impact on female than male employment 

(percentage change in employment with respect to a 1 percent change in exports by gender, percent) 

 
Source: Calculations based on Bangladesh Establishment Surveys. 

Note: Annex 4E provides detailed regression results. 

 

Further, since apparel is a relatively low-skilled industry, these employment opportunities should 

benefit in particular low skilled women employed in very low paid jobs in rural areas. In effect, 

our analysis shows that in Bangladesh and Sri Lanka, where the labor market for women is well 

functioning, low-skilled women are more likely to increase their labor force participation 

compared to high-skilled women in response to an increase in wages (figure 9).  

Figure 9: Higher wages could especially draw low-skilled women into the labor force 

(Marginal change in female labor participation with respect to an increase in wage by skill type, 2012 or closest year) 

 
Source: Calculations based on household and labor force surveys of various years. 
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 The EU-15 includes Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, 

the Netherlands, Portugal, Spain, Sweden, and the United Kingdom 
ii
 Industry associations in Bangladesh were very effective in supporting market diversification in the context of 

reduced demand from the United States and EU-15 during the global economic crisis (National Stakeholders, 

2014)). 
iii

 Lead time represented the time between the arrival of fabric (ready to cut) to garments packed and ready to ship. 
iv
 www.ibtimes.com/despite-low-pay-poor-work-conditions-garment-factories-empowering-millions-bangladeshi-

women-1563419 
v
 Note that the magnitude of labor-output elasticities in Bangladesh is much lower when one differentiates between 

foreign and domestic sales, as opposed to looking at total output, perhaps because some firms answer the questions 

on total output, but not the questions on foreign and domestic sales. 


