
                                                                                     

 
 
 

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION  
Vienna International Centre, P.O. Box 300, 1400 Vienna, Austria 

Tel: (+43-1) 26026-0 · www.unido.org · unido@unido.org 

 

 

 

 

OCCASION 

 

This publication has been made available to the public on the occasion of the 50
th

 anniversary of the 

United Nations Industrial Development Organisation. 

 

 

 

 

 

 

 

 

 

 

 

 

 

DISCLAIMER 

 

This document has been produced without formal United Nations editing. The designations 

employed and the presentation of the material in this document do not imply the expression of any 

opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development 

Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its 

authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or 

degree of development. Designations such as  “developed”, “industrialized” and “developing” are 

intended for statistical convenience and do not necessarily express a judgment about the stage 

reached by a particular country or area in the development process. Mention of firm names or 

commercial products does not constitute an endorsement by UNIDO. 

 

 

 

FAIR USE POLICY 

 

Any part of this publication may be quoted and referenced for educational and research purposes 

without additional permission from UNIDO. However, those who make use of quoting and 

referencing this publication are requested to follow the Fair Use Policy of giving due credit to 

UNIDO. 

 

 

CONTACT 

 

Please contact publications@unido.org for further information concerning UNIDO publications. 

 

For more information about UNIDO, please visit us at www.unido.org  

mailto:publications@unido.org
http://www.unido.org/


• 

' 

• 

11-296 
UNITED NATIONS 
INDUSTRIAL DEVELOPMENT ORGANIZATION 

Distr. 
LIHI'lm 

PPD.104 
29 Deca!ILer 1988 

cm:cmw.: fN2JSlt 

INDUSTRIAL RESTRUCTURING POLICIES IM DEVELOPING ASIAN COUNTRIES 

WITH PARTICUIAR ATTENTION TO 

THE TEXTILE AND GARMENT INDUSTRY* 

Prepared by the 

Regional and Country Studies Branch 

* The designations employed and the presentation of the material in this 
document do not imply the expression of any opinion whatsoever on the 
part of the Secretariat of the United Nations Industrial Development 
Organization (UNIDO) concerning the delimitation of its frontiers or 
boundaries. Mention of company nameE. and coanercial yroducts does not 
imply the endorsement of the United Nations Industrial Development 
Organiz1ttion (UNIDO). This docunent hu not been edited. 

V.88-31850 



- i -

Table of Contents 

Chapter 

EXECVTIYE SUBllARY ......................................... ' 
• llTIODVCTIOI •.•••••••••••••••••••••••••••••••••••••••.••• 

• 
I. (a) IIDUSTRIAL RESTRUCTVRIIC POLICIES II ASIAI DEYELOPIIC 

COVITIIES: Al OYEIYIEV .. .. .. .. .. .. .. .. .. .. .. .. .. • • .. .. .. .. 1 

1. Introduction •••••••••••••••••••••••••••••••••••••••••• l 

2. Industrial development strategies in developing Asia •• 3 

3. Industrial restructuring policy issues •••••••••••••••• 5 

4. Emerging strategy issues for future industrial 
restructuring policy-making ••••••••••••••••••••••••••• 9 

5. Cone lus ions • • • • • • • • • • • • • • • • • • • • .. • • • • • • • • • • • • • • • • • • • • • • 10 

Ch) DEYELOPBEIT STRATEGY FOR IIDOSRIAL RESTRVCTVIIIC - ROLE OF 

THE ASIAI DEYELCPBEIT BAii CSUftllAIY) .......•...••......... 12 

II. (a) IIDUSTRIAL R!STRUCTURIIC AID TRADE POLICY II THE REPUBLIC 

or 10111 . • • . . . • . . . . . . . . . . . . • . . . . • . . . . • . • . . . • . . . . • • . . . . . . . . lJ 

1. Background to recent i11pe>rt liberalization •••••••••••• 13 

2. Policy approach to imports •••••••••••••••••••••••••••• 17 

3. Pattern of industrial development and impact of import 
libe-alization ······················~················· 23 

4. Cone lus ion • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • . • • • • • • • • • • • • • 31 

Cb) THE RELATIOISHIP BETWEEN SftALL AID ftEDIUft-SIZ! FIRftS AID 

LARGE FIRllS.................................... .......... 31 

1. Introduction •••••••••••••••••••••••••••••••••••••••••• 37 

2. The horizontal relation•hip ••••••••••••••••••••••••••• 37 



- ii -
Chapter Page 

3. The vertical relations •••••••.••••.•••.•.••.•••••••••• 37 

4. R~lated legal frameworks •••.•••••.••••••••..••••.••••• 38 

5. Future developments •••••••••.••••.••••...•.••.••.••.•• 41 

(c) IOTE 01 llAIAGIIG DEYELOPBEIT OF BASIC IIDUSTRIES II 

THE REPUBLIC OF IOREA ..............•..................... 44 

l. Emergenca of heavy and chemical industries in the 
Republic of Korea: Promotional measures and develop-
ment strategies •••••••••••••••••••••••••••••••••••••• 44 

2. Strategies and experiences of the Daewoo group in 
managing the development of heavy industries •••••••••• 45 

III. (a) TEXTILE POLICY ISSUES FOR DEYELOPIIG COUITRIES ........... 47 

l. Changes in the international textile industry: New 
parameters for developing countries •••••••••••••••••• 47 

2. Textile policies of developing countries: Individual 
expansion and 11e>dernization •••••••••••••••••••••••••• 53 

3. Textile policies of industrialized countries: 
Restructuring to meet low-cost competition ••••••••••• 55 

4. The restructuring of textile complexes in developing 
countries: Key areas and policy issues ••••••••••••••• 58 

Cb) RESTRUCTURIIG OF TEXTILE AID GAR!EIT IIDUSTRIES II ASIAI 

DEYELOPIIG COUITRI!S ..................................... 62 

1. Trends in Asian developing CLuntries in the last two 
decades ••••••••••••••••••••••••••••••••••••••.••••••• 62 

2. Changes in industry structure - textile •••••••••••••• 63 

3. Changes in industry structure - clothing ••••••••••••• 64 

4. Challenges facing Asian developing countries ••••••••• 64 

(C) l!f ISSUES FOR THE DEV!LOPK!IT or A POLICY FIABEWORI FOR 

TB! R!STRUCTURIIG OF TEXTILE AID GARBEIT IIDUSTRI!S ... ... 66 

• 



• 

Chapter 
- iii -

(d) TEXTILE AID GARftERT IBDUSTRY. DEVELOPftEIT OF IISTITUTIOIAL 

ilFRASTRUCTURE AID IIDUSTRiAL SERVICES ................... 70 

1. Support for processing a~d product development ••••••• 70 

2. Marketing ...•...•.•..•••••.•...•....•..•....•.••.••.. 71 

3. Training facilities •••••••••••••••••••••••••••••••••• 71 

(e) ACCUftULATIOI OF TECBIICAL llOW-HOW II THE TEXTILE IIDUSTRY 72 

1. Origins and growth of polyester production ••••••••••• 72 

2. Competitiveness of the synthetic textiles industry ••• 73 

3. Accumulation of technology........................... 79 

(f} IO!E 01 THE IftPACT 01 WOftEH OF THE INTRODUCTIOR OF NEW 

TECHNOLOGIES IR THE TEXTILE A~D CLOTHING INDUSTRIES -

WITH PARTICULAR ATTERTIOR TO THE IftPACT OF THE WOftEN 

LABOUR FORCE ARD SIILL REQUIREftENTS ......... ............. 101 

l. Textile industries •••••••••••••••••.••••••••••••••••• 101 

2. Clothing industries •••••••••••••••••••••••••••••••••• 105 

IV. STRUCTURAL ADJUSTKEIT or THE us TEXTILE ARD CLOTHING INDUSTRIES 

WITHII A GLOBAL PERSPECTIVE ................................... 113 

(a) Current eco11omic trends and adjustment strategies • • • • • • • • 114 

(b) The political dimensions of current adjustment strategies 123 

(c) Implications of current trends on the restructuring of the 
US textile and ~lothing industries ••••••••••••••••••••••• l14 

V. Ca) TH! EVOLUTION OF TH! STATE OF THE TEXTILES AND CLOTHING 

IIDUSTRIES II THE UIITED STATES AND THE EUROP!AN ECOIOKIC 

COftKUNITY, 1973-198' .. .. . .. .. .. . .. .. .... .. .. . .. .. .. . .. .. . :31 



- iv -

Chapter 

(b) TEXTILE TRADE AR3 TRADE BARRIERS II JAPAI 140 

1. General economic and trade background 140 

2. Developments in the textile and clothing industries 
and trade ••..•.••••...........•.....•.•.••••••...•..• 140 • 

3. Trade barriers ••••••••••••••••••••••••••••••••••••••• 142 

• 

VI. COUITRf PAPERS - IIDUSTRIAL POLICIES AID STRUCTURAL ADJUSTftEITS 

P!RTAIIIIG TO THE TEXTILE AID GARftEIT IIDUSTRY SECTORS ........ 144 

(a) Burma •••••••••••••••••••••••••••••••••••••••••••••••••••• 144 
(b) India.................................................... 146 
(c) Indonesia •••••....•••••••••..••••.•.•..•••••.......•.•..• 153 
(d) Malaysia •••••••••••••••••••••••••••••••••••••••••••••.••• 156 
(e) Philippines •••••.•••••••••••.••.•..••...•••.•.••••.•..... 158 
(f) Sri Lanka .•••••••.••••••••••.•.••.•.•.••.•.•..•.••.•.•••• 163 
(g) 'lbailand ••••.••••••••••••••••••••••••.••••••••••••••••••• 169 

VII. SUftftARf OF COICLUSIONS AID RECOftftERDATIORS OF THE SEftIIAR OU 

IIDUSTRIAL POLICY AID STRUCTURAL ADJVSTftERT ................... 173 

1. Key issues in restructuring the textile industry in Asian 
developing countries •••••••.••.•••••••••••••••••••••••••• 173 

2. Guidelines for the development of a policy framework 175 

3. Development of the institutional infrastructure and 
supporting services ••.•...•....••.•••....••.••••.•••.••.. 177 

Annex I Seminar programne ••..••.•••..•••..•.•....••••••.••••....• 180 

Annex II List of participants ...................................... 183 

Annex III Brief on Panwol Textile Printing Industry Co-operation 
Factory . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . • . . . . . . . . . . . . . 185 



• 

- v -

Executive sUD111ary 

This document is based on the papers presented and the recoomendations 
for:11Ulated at the regional seminar on "Industrial Policy and Structural 
Adjustment with particular attention to the Textile and Garment Industry 
Sectors", held by UNIDO and the Korea Development Institute in Seoul, Republic 
of Korea, on 9-15 September 1987. The papers had been prepared under the 
study programmes of the Regional and Country Studies Branch, UNIDO and the 
Korea Development Institute, respectively • 

The document outlines industrial restructuring policies in Asian 
developing countries. While import substitution was characteristic of early 
industrialization, the liaited size of domestic markets soon forctd these 
countries to adopt export-led strategies. Simultaneously, however, import 
substitution and domestic resource utilization have continued to receive 
attention. 

Government intervention has played an important role in industrial 
development of Asian developing countries. It has generally aimed at 
facilitating structural adaption of industry through market forces rather than 
at replacing these forces. Current issues requiring Government attention are 
the geographical balance of industrial development, employment, company 
efficiency and technological progress. Forward-looking strategies will have 
to include increased attention to international competitiveness and to giving 
a greater role for industry for improving domestic standards of living, 
especially in the countryside. The role of the Asian Development Bank in 
suppocting industrial restructuring is briefly described. 

Ab example of successful industrial development and restructuring is the 
Republic of Korea. Import liberalization has been one of the ways in which 
the Government of the country has tried to stimulate industrial 
restructuring. Although no specific pattern with regard to import-induced 
restructurin~ can be discerned, there is a strong indication that the 
liberalization programme has centricated to the shift from light to heavy 
industries that toot place in the 1970s and early 1980s. On the whole, 
adjustment costs have remained low, with firms adapting their production under 
the pressure of gradual liberalization. 

Various fonas of subcontracting have been pursued in the country's 
industrial development. The important but sometimes sensitive relationship 
between large, economically powerful firms and their smaller subcontractors 
w3s regulated by the Government. Some business areas were also reserved for 
small and medium-sized firms. Rapid technological change in the international 
productioh system now necessitates a review of existing measures and 
policies. While an overall framework for small and w~dium-sized firm 
development ~ould be retained, the main force for strengthening these is to be 
found in competitive efforts to improve technologies, management, marketing, 
and other business activities. The importance of a motivated labour force, a 
strong and aggressive management and technical assistance to subcontractors 
for the rapid growth of heavy industry is emphasized. 
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The central part of the document surveys several aspects of the 
development of the textile and garment industry in developing countries, and 
of Asian textile and garment industries in particular. 

First, the changes in the international textile industry are described. 
It is shown t~t, wh~le the world export shares of yarn and cloth decreased, 
those for garments increased. Also, an increasing share of world exports 
(man-made fibres excluded) is provided by developing countries. Although the 
role of the textile and clothing industries in the economies of industrialized 
countries has been considerably reduced, ~overnment restructuring progranaes 
have succeeded in retaining their competitiv~ness in a number of these product 
groups. The industrialized countries' protectionist measures are also 
limiting the exports of established developing country textile producers. 

Developing country textile policies are usually characterized by high 
tariffs on imports of intermediate and final goods (cloth, garments) and a 
variety of measures to stimulate exports, such as tax incentives. In the 
developing countries themselves markets will expand in the future. The 
introduction of sophisticated technologies and of design/quality improvements 
is becoming an essential feature of developing countries' production process. 
The need for better industrial services is an related issue. 

During the last two decades the textile industry has developed 
particularly rapidly in Asian developing countries. Integrated development of 
textile-clothing complexes however is as yet not very coimnon, and many Asian 
countries still rely heavily on imports, especially of intermediate textile 
goods. In textile production, especially man-made fibre produ~tion, 
technological developments have led to increasing capital intensity and 
industrial concentration. In the clothing industries, medium-scale enterprise 
is likely to remain coDDOn; technological advance however may lead to 
concentration and reduced demand for labour in that subsector as well. 
Meanwhile, international competition and import quotas have led lo the 
relocation of garment factories from the more advanced Asian countries to less 
developed countries. Future lllarket opportunities are likely to arise in 
high-quality goods and will be subject to rapid changes in style and fashion. 
Asian manufacturers will have to redirect their production accordingly. 

To enable industry to meet new technclogical and marketing challenges, 
appropriate structural government policies will have to be formulated. 
Policies also need to include and support traditional industries previously 
only serving the domestic market to be oriented towards overseas markets. 
This would also cequire improvement of ~roductivity and quality ~f output. 
Industrial services such as assistanr.e to product and proce~s development, 
design, quality control et~. will be of increasing importance to this end. 
The design and im'Plementation of such restructuring progrannes can be 
efficient only if all agents concerned, i.e. govel ·'Dent, labour and business 
are involved. Appropriate institutional arrangements thus need to be found. 

An example of successful restructuring in the textile industry is the 
conversion from natural to man-made fibres and blends in the Repubiic of 
Korea's industry. High productivity and a continuous ~oncern for the 
application of new technologies indeed cheracterize the Korean industry. 

• 
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The impact of new technologies on the skills and ger:der composition of the 
labour force in the textile and clothing industry is an important issue. In 
yarn and cloth production further technological progress will result in 
increases in labour productivity, affeccing the demand for labour. Demand for 
unskilled labour will fall. The demand for highly-qualified personnel~ on the 
other band, will rise. In the clothing industries, the introduction of 
micro-elP.ctronic processes aod automation of assembly operations is unlikely 
to be applied in the near future in developing countries. In the long run, 
hnvever, automatization technology will ha7e an impact also in these 
countries. The future skills requirements will be determined by the type of 
clothing produced. For standardized mass products unskilled labour, 
supervised by highly-skilled management and supervisors, will be used. for 
high-<t:iality, small-lot production, however, the use of well-skilled workers 
will be essential. 

Major structu~al changes have occurred in the textile and clothing 
industries in the USA, the EEC and Japan. The contraction of the industries 
in the USA bas been accompanied by a number of mergers, especially in 
textiles. Companies have carried out far-reaching modernization and 
penetrated special market niches (especially in high-quality clothing). 
Relocation of labour intensive operations to :ountries in the Cari~bean have 
been undertaken as we! l. While government policies in the USA have been 
confined tariff and non-tariff barriers, the EEC countries and Japan have 
pursued a mix of passive and active policies, including assistance to 
restructuring and relocation. The contraction of the industries has been 
stronger in the EEC than in the USA. In Japan, the industry's restructuring 
has not as yet led to any major contraction. Japan has a trade surplus in 
textiles, with import restrictions in textiles and clothing. Japan foresees a 
major role for the textile and clothing industries in its economy also in the 
future. 

Structural changes are being pursued in Burma, India, Indonesia, Malaysia, 
the Philippines, Sri Lanka and Thailand through vacious policy measures which 
reflect the differences in their development. In Burma, textiles is a leading 
industry, but its technological standard is modest, and exports are limited. 
Foreign investment may be expected to be crucial for rapid modernization of 
the industry. In India, a major textile exporter, modern textile mills are 
found side-by-side with traditional small-scale producers. Product 
reservation schemes help to protect the handloom sector, a major employer, 
fro• competition by modern mills. The Government is ~ctively inducing and 
supporting modernization of the fibre production. Strong export orientation 
characterizes the Indonesian as well as the Malaysian garments industry. 
Apart from updating technology and improving product quality, a better linking 
of export processing zone prot.uction to production outside the zones will need 
to be ensured. In the Philippines, the performance of textile mills need to 
be greatly enhanced in orrter to ensure suppl ieao to the garment f.1r-tor ies. The 
progr&Jlaf:s of restructuring need to be conceived jointly by goV·!rnment pol icy 
maker. and industrialists. Sri Lanka is faced with the proble1r of stimulating 
the labour-intensive, traditional industry and to increase intl!rnational 
competitiveness through design and quality improvements, especially for the 
garment export industry. A better supply of domestic textiles is also 
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needed. Thailand's industry is more advanced. and disposes of a large 
domestic market but is also under pr~ssure to adjust through modernization. 
In all countries. skill improvements will no doubt be a central issue for 
modernization in the textile and garment industries. 

Restructuring of the textile and garments sector thus is carried out in 
all countries through modernization of plant and equipment and quality 
control/design and other improvements. Development of indigenous fibres is 
being pursued. To enable these developments labour skill impro~~ment would 
need to be accelerated. 

The improvement of the institutional infrastructure for the industries 
would need to be assured as would a strengthening of information services. in 
particular with regard to exports and technology developments. More 
systematic interaction between the government and the private sector should be 
of great i•portance. International co-operation possibilities in the 
restructuring would need to be explored. 

• 
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Introduction 

During the last few years UNIDO has carried out a research progranme on 
industrial restructuring and structural policies. This prograBDe aims at 
highlighting major trends and disseminating information on the international 
restructuring process • 

In their early industrial development process. most developing countries 
in Asia have emphasized the establishment of consumer goods or "down stream .. 
industries. Capital and intermediate goods industries played a minor role. 
Inter-country linkages did not develop significantly in the region. With 
changes in the international economic enviro~nt in recent years and the 
resulting international competition and structural adjustment pressures in 
industry, Asian policy-makers are currently confronted with the need to 
conceive policies and prograanes to rationalize the overall industrial 
production structure and to upgrade and specialize production in some key 
subsectors. These subsectors are primarily those which experienced a high 
rate of expansion in the past, but which now nee1 to be consolidated and move 
towards new niches. Where~s these industries differ in terms of technology. 
markets, etc., they have a coamon need for far-reaching structural 
adjustment. One key issue is thereby how to i·econcile the national 
socio-economic and industrial development concerns with the inte:national 
trends and adj1--tment pressures. Another issue is how the national experience 
and new progra11111es and policies can be synchronized among leading producer 
countries in the region. 

One subsector of particular concern to the region's policy-makers is the 
textile and clothing industry. In Asian developing countries this sector 
generally is the single most important manufacturing industry. Research on 
development trends and issues in the textile and clothing industry sectors 
carried out by the Regional and Country Studies Branch provided an input to 
the delibe13tions at the regional Seminar on Industrial Policy and Structural 
Adjustment organized by the Korea Development Institute (KDI) and UNIDO, and 
held in Seoul. Republic of Korea, 9-15 September 1987. 

Within its International Development Exchange Progranme. KDI has since 
1982 organized seminars or "policy forums" in which the experiences of the 
Republic of Korea in regard to various aspects of industrial and trade 
policies and planning have been presented and analyzed. The regional Seminar 
on Industrial Policy nd Structural Adjustment was held in this context. 

The i11111ediate objective of the Seminar was to enable national 
policy-makers in Asia and the Pacific region (i) to share recent experience 
pertaining to industrial restructuring policies at the country level, with 
particular attention to the textile and clothing industry; (ii) to review 
options for future policies; and (iii) to assess pro5pects for regional 
co-operation. 

The Seminar was organized by Dr. Whang In-Joung, Vice President for 
International Co-operation of the Korea Development Institute, and his staff. 
The progranme included a field trip to selected industries and institutions 
central and eastern parts of the Republic of Korea. 
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This report contains the main presentations made at the Seminar relating 
to industrial restructuring policies in Asian developing countries with 
particular attention given to the experience of the Republic of Korea. Focus 
is given to the Seminar presentations and deliberations concerning 
restr~cturing policies in the textile and garments sector. In the last 
chapcer a summary of conclusions and recomnendati~ns of the Seminar is given. 
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CHAPTER I 

(a) Industrial restructuring policies in Asian developing countries: 
!/ 

An overview-

l. IITPODUCTIOH 

Economic growth in developing Asia has on the whole been satisfactory 
during the 1980s and compares favourably with that recorded for other 
developing regions. Bawever, some of the region's countries have shown 
signific~nt slackening after an exception~lly fast growth in the 1970s. 
J·,deed, the various sui>regions showed a son.:what different picture. The four 
major developin; economies of South Asia - Bangladesh, India, Pakistan ar.d Sri 
Lanka - all h2·'. GDP growth rates above the average of the developing countries 
as a whole for the period 1980-85 (Table 1.1). In all four economies foreign 
trade plays an important role, although India's economic structure is more 
domestic-demand-oriented and diversified than is the case in the other 
countries. The sharp decline in prices of some of the subregion's major 
export items, such as jute, jute goods and tea, has had negative growth 
effects, in particular for Bangladesh and Sri Lanka. On the other hand, in 
the case of all four countries, considerable inr.reases in earnings from 
non-traditional manufactured exports were recorded. 

Real economic growth recorded by China during the two final years of its 
sixth Five-Year Plan (1981-85) was among the highest observed in the world: 
between 12.5 and 14 per cent.~/ 

The economies in the East and Southeast Asia subregion are the most 
tradP.-oriented unes, and accordingly show the greatest susceptibility to 
international changes. While for some countries (including the oil-P.xporting 
ones) in the subregion 1986 represented a continuation of their lo~ or even 
negative rates of growth in 1985, other economies were able to incrt:ase their 
growth rates in 1986 after having recorded relatively low rates the previous 

!/ Based on a paper prepared by the Regional and Country Studies Branch, 
UNIDO, for the regional seminar at Seoul and on the discussions at the 
Seminar. 

However, the ra~id doubl~-digit growth during China's Sixth Five-Year 
Plan period also caused imbalances in the economy. Rising incomes and 
the sharp expansion of credit and consumption funds led to a widespread 
excess demand situation. A rapid incr~ase in investment demand created 
an unsustainable pressure on imports, which caused a £ubstantial ~rop in 
foreign exchange reserv~s. A marked acceleration of inflation was 
recorded, though it did not exceed manageable limits. 

In order to avoid excessive pressures on resources, the Government 
adopted a series of policy measures which moderated the growth of the 
economy and attempted to ease infrastructural constraints, especially in 
energy and transport. By 1986, controls were progressively rel3xed and 
incentivea restored to enable a more balanced growth. 
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Table 1.1. Real growth rates of GDP and MVA, 1970-1985 
(average annual growth ~ates in constant 1980 prices) 

GDP MVA 
1970-80 1980-85 1970-80 1980-85 

Bangladesh 3.9 3.6 2.5 2.0 
Burma 4.4 5.5 3.6 6.0 
China 5.8 9.8 9.5~/ 12.4 
Heng Kong 9.4 5.9 6.9 n.a. 
India 3.2 5.2 4.1 5.6 
Indonesia 8.0 3.5 14.6 6.4 
Korea Rep. of 8.2 7.9 15.9 9.0 
Malaysia 9.5 5.5 12.6 6.1 
Pakistan 5.4 6.0 5.6 10.1 
Philippines 6.2 -0.5 6.5 -1 -.... 
Singapore 9.1 6.5 10.9 2.1 
Sri Lanka 4.3 5.1 4.5 5.5 
Thailand 6.9 5.1 10.0 5.3 
All developing 

economies (all 
regions)!!/ 5.5 2.8 6.6 2.8 

Sources: UNIDO Data Base; World Bank, World Development 
Report 1987 • 

. !/ World Bank estimate for 1965-80. 

Excluding China. 

year. For instance, the Republic of Korea achieved a double-digit growth rate 
in 1986 after a subdued performance in 1Q85. For most of the economies of the 
region. 1985 and 1986 brought a difficult transition from the buoyant 
conditions of 1984, when both primary connodity and manufactures exports 
expanded favourably as a result of the recovery in industrialized countries. 
The appreciation of the yen from 1986 onwards constituted yet another most 
powerful stimulus for exports, especially of manufactures, from East and 
Southeast Asian developing economies. It was particularly economies such as 
Hong Kong, the Republic of Korea, Singapore and Taiwan Province, but also 
Thailand and the Philippines which gained most significantly. 

On the whole, developing Asia has experienced reduced economic growth 
during the 1980s compared with the previous decade. The region has 
nonetheleas, through timely structural adjustment and flexibility, performed 
better than other regions. So far industry in developing Asia has, indeed, 
been qui~e successful in adjusting to external pressures. Increasing 
uncertainties in the international systems of trade, finance, technology, 
etc., show however that the region's developing countries face growing 
challenges. Their continuing adjustment process will entail demands for 
entrepreneurial skills and effective national policy-making. 

• 
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The intention of this overview is to seek to identify particular features 
of the on-going structural adjustment process, to see what aspects will 
require particular attention by the policy-makers in the respective countries 
and what policies are be likely to be subject to particular attention and 
application in the future. To this end we need to first briefly review the 
past industrial strategies and policies pursued by the countries in the region • 

z. INDUSTRIAL DEVELOPftENT STRATEGIES IN DEVELOPING ASIA 

One coamon typology of the pattern of industrial policies is to 
differentiate between i~port-substitution versus export-led growth 
strategies. Since, however, import-substitution and export promotion - or 
inward versus outward orientation - cannot be viewed as mutually exclusive 
strategies, one needs to differentiate according to the relative contributions 
of import-substitution and increased exports to overall industrial growth. 

The most distinctive policy feature of the developing market-economies in 
east and southeast Asia has been the deliberate adoption of outward-looking 
industrial development. All countries began industrialization through 
import-subst~tution, in all cases (except Hong Kong) under cover of tariff 
protection. However, excessive reliance on import substitution gradually 
showed disadvantages. The limited size of the domestic markets, especially in 
small and relatively poor countries, soon limited the import~substitution 
pogsibilities and the protection of import-competing industries resulted in 
declining allocative effidency. Indeed, in that policy framework, 
entrepreneurs tend to follow the easier way of lobbying for more protection 
than to take measures to improve the efficiency of their firms. 

Export-led strategies on the other hand encouraged the development of 
industries which could utilize special comparative advantages to produce 
efficiently. Competition with other producers on both international and 
domestic markets constituted strong incentives to acquire and develop 
efficient product and process technologies. Uncertainties and drastic changes 
on the international market, on the other hand, also entailed risks to 
outward-oriented industrial growth. This was demonstrated during the recent 
worldwide recession when southeast and east Asi~n countries' exports were hit 
with resulting overall economic decline. The t~ndencies towards 111C're 
protectionist policies of t~e industrialized countries constitute another 
threat to the outward-oriented industrial sectors in the Asian countries. 

The countries in the developing Asia region currently pursue a strategy 
mix with policies promoting simultaneously import-substitution, export growth, 
and domestic resource utilization. The outward linkage is in any case seen as 
indispensible: Industrial growth requires both exports of manufactured 
products and the acquisition and efficient utilization of foreign capital, 
know-how and technology. 

Usually governments play c1n active role in inducing a rapid pace of 
industrialization and a desired pattern of this process. [n most countries in 
south, southeast and east Asia which have mixed economies, governments are, 
indeed, pursuing some degree of central development planning and influence the 
direction of investment flows in the private se~tor. The public sector 
continues to play an important role in the otherwise privately dominated 
industry Bectors. 
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The aain lessons to be drawn from the east and southeast Asian experience 
relate not to the degree, but to the kind of government intervention in the 
econO!!f. Much of the success of the east Asian cou~~ries has been due to 
effective macroeconomic policies and other measures, both in terms of pruJent 
fiscal and monetary policies and in the provision of education and other 
public goods. Industrial policy has relied less on governments' "picking the 
winners" than in phasing out losers and letting potential winners use 
financing and other facilities for investments and expansion. Labour and 
capital are supported to move from declining to growth industries. 

Government intervention in the east and southeast Asian economies has 
generally been designed to promote adjustment through market forces. Policies 
followed the precept that it is primarily through the incentive role of prices 
for goods, capital and labour, that adjustment and thus industrial development 
should be promoted. Or, as was observed: 'Getting relative prices right is 
not the end of development. But getting prices wrong frequently is' .l/ 

The Indian Government is currently using promotional and supportive 
policies which are formulated in co-operation with th~ industry sector 
itself. Thus the rationalization of industrial subsectors is carried out in 
consultation with the industry organizations concerned. Such interaction 
between government and industry is seen as essential for the proper design and 
implementation of adjustment prograDDes. 

The particular role of government planning is currently (again) is under 
debate. National industrial development plans and programnes are generally 
seen as essential instruments to supplement market signals in fostering and 
directing growth and to promote ~ perception of the on-going development 
process and its driving forces. It is on this basis that overall objectives 
and a framework fJr policies, and private sector decisions can be 
established. Successful national planning in this sense means greater 
transparency of policies and measures being applied and a continuing 
re-evaluation of progra11111es in the light of national and international 
developments. The most remarkable feature in developing Asia in this context 
has perhaps been the implici~ government direction of industry through 
measures such as channellin~ financing flows and technical innovation. This 
has been largely achieved through broad contacts and dialogues with the 
industry itself. 

The enormous complexity of modern industrial technology and high cost of 
R&D investment have caused new technical knowledge for industry to be largely 
subject to public or private propert,, rights. For developing countries in 
Asia the acquisition of new technol :' from abroad, whether through licensing 
or direct foreign inv~orment, constitutes an increasing foreign exchange 
cost. Technical cooperation among developing countries has ~.,,, :n suggested as 
one way of reducing this cost. The dominance of advanced industrial countries 
is likely to prevail, but progresr, of industrialising countries, especially in 
east Asia, will bring about incr1!as ing technological capability, including of 
relevant highly skilled human resources. 

l/ "Industrial Policy in East Asia 1950-1985", UNIDO/IS.636, 29 May 1986. 

• 
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3. IIDVSTRIIL RESTRUCTVRIIG POLICY TSSUES 

Parallel to the application of general policies and measures in support 
of industrial development. the developing countries had to design special 
policies in order to encounter a nwaber of constraints and disequilibria which 
emerged in the course of development. These constraints and the various 
approaches to overcome them are briefly outlined below. 

(i) Geographical dispersal of industry 

It is well known that industrial development in the various countries in 
developing Asia has in the past been characterized by a pattern of high 
regional concentration. in ~st cases, in particular in and around the capital 
city. Small and medium scale industries, especially the more modern type. 
have often followed the locational patterns of larger industries in and around 
major urban areas. Good infrastructure. the proximity of other industries 
(which may serve as suppliers, buyers or sources of information). qualified 
labour 3nd a large, concentrated consumer market attract firms. Such services 
as are available to industries will generally be located in the larger 
population centres. ~nd the same applies to government institutions. Policies 
have in most cases strengthened the tendency for economic activicies outside 
the primary sector to concentrate in ur~an agglomerations. The process of 
cumulative development in and around urban centres has its costs: congestion 
and pollution, growing spatial disparities in income levels and mass migration 
from the countryside to the urban centres. 

During the 1970s the need for a balanced spatial dispersal of industry 
was increasingly recognized in the developing countries in Asia, not only to 
improve the quality of the urban environment but also to spread 
industrialization over a wider base, taking advantage of the resource 
endowment in the country. The challenge to policymakers has been to redirect 
industrial expansion without reducing overall growth. Spatial dispers~l was 
sought not so much through restrictions on the ex~ansion of industrial 
activity in the metropolitan areas as through providing improved conditions of 
industrial development in the non-metropolitan areas. 

Several countries have developed selected "growth centres" in rural areas 
providing a complete range of infrastructure and support services. The 

necessity to provide a "critical mass" of services in such centres has been 
recognized and the temptatiC'ln to develop, or halfway develop, a large number 
of centres has been avoided. India initiated su.:h a prograrmie in the late 
1970s. "Nucleus plants" were established to stimulate ancillary industries in 
districts identified as industrially backward. The nucleus plants are 
designed to assemble the produ~ts of feeder units within their orbits, to 
produce inputs needed by the smaller units, and to make adequate marketing 
arrangements for them. Their twin objectives arc to disperse investment and 
employment and to provide up-graded technologies to the smaller units. 

A number of countries, e.g. Pakistan, Thailand and Malaysia provide 
special incentives for establishing industries in less developed areas. The 
incentive package may include exemption from custom duties on machinery 
imported for installation in less developed areas and tax exemptions and 
credits on investment in such areas. 
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To redress the spatial development balance, govern11ents have formulated 
and implemented various policies especially directed towards small-scale 
industry. SSls would also be best suited to acquaint rural populations vith 
industrial activities (laying the cultural basis for further 
industrialization) and to use scattered agricultural resources. Where a 
sufficiently developed and diversified industrial core is supplemented by 
essential private and Govenunent services, the .. service centres .. thus created 
can play a major role in the development of rural areas. Although auch can be 
done to supi1Qrt local initiatives to establish small industrial enterprises in 
such service-centres, SSI development will normally tend to follow and 
reinforce development initiatives in other sectors of the iocal economy rather 
than initiate or precipitate such develo(Jl9ents. Examples of SSI development 
schemes in rural areas are China's rural and township industries integrated in 
the agricultural collectives, India's policies to prOlllOte village and small 
industries and the Indonesian .. clustering" system of SSls in rural areas. 

Experience bas shown that policies to disperse industrial growth can only 
be succe~sful if they are implemented as an integrated package (improving 
rural infrastructure and education, vocational training, extension services, 
capital investment subsidies). Re-locating existing industries from urban to 
rural areas has generally proved to be costly and difficult; regional policy 
measures should therefore primarily focus on incentives for new enterprises 
(which do not depend on actual location in urban environments for inputs, 
labour and sales) and - primarily - on activiting and strengthening the 
existing rural entrepreneurial potential. 

(ii) Operational efficiency of enterprises 

Increasing international competition forces enterprises to continuously 
improve their cost efficiency. One issue for government policies is therefore 
inducing enterprises to adjust and modernize. Another major concern of 
governments in the region has been to raise the operational efficiency of 
public enterprises. The initiatives taken in this regard include granting 
greater autonomy and decision-making authority to these enterprises by 
relaxing controls exercised over them by government ministries, making 
enterprises increasingly responsible for their own profits and losses, giving 
managers greater discretionary powers in such matters as recruitment and 
dismissal, and providing material incentives in the form of bonuses to 
increase productivity. Thus far, the results of these measures have been 
mixed, and judging from the continuing concerns expressed by many Governments, 
the problem of establishing an 3ppropriate system of management and control of 
public enterprises has not been adequately resolved. 

Price distortions represent another problem which governments find 
difficult to solve. Many public enterprises operate in imperfect and 
monopolistic markets, and the prices of their goods and services therefore 
often are determined by central authorities. To hold inflation in check 
prices often tend to be fixed for long periods, without due linkage to changes 
in costs and international prices, such as imported inputs. The lack of 
adequate pricing can result in severe financial strains on public enterprises 
and dampen the motivation to increase production. Administered prices 
obviously make prof it a misleading gui~e in judging efficiency. Moreover, 
artificially low prices for products and services encourage their uneconomic 
use, and it amounts to subsidizing the group of users of these products and 
~ervices, i.e. mainly the urban popoulation, to the disadvantage of other 
groups. 
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Against this background several countries in developing Asia initiated 
measures aimed at overcos.ing price distortions. Privatizati~n measur~s were 
conceiVt!d in various foras, c~vering both the introi~ction of competitive 
forces and measures for forcing public entP.rprises to adjust prices and to 
take required unage1·ial decisions as well as - in some cases - the transfer 
of ownership and control of enterprises fro• the public to the private 
sector. Moreover, a number of other government-private collaborative 
arrangements vere pursued, such as the Cftablishment of joint ventures, 
leasing and management contcacts. The fact, however, that public enterprises 
have often been established in activities where the private sector is 
reluctant to enter, liaits the extent to which privatization could be 
pursued. In addition, the private sector may not be able to raise the 
financial resources for investing in public enterprises ~r provide the 
technical competence in the case of sophisticated plants. 

In China structural reforms towards the transformation of the enterprise 
system were also initiated. These policy measures aimed at correcting the 
aisutching of production and consumer demand and to induce State-owned 
enterprises to cOllbat their declining profitability. The measures included 
wider application of a factory director responsibility system and the 
transformation of State-owned enterprises into State-owned collectively-run 
enterprises, leased or contracted to individuals. 

(iii) Unemployment 

The unemployment problem in most Asian developing countries is 
significant and of growing concern. The Philippines, for instance, would need 
a 24.5 per cent annual growth of manufacturing, and India a 22.1 per cent 
growth, just to absorb future increases in the labour force resulting from 
population growth, apart from the absorption of currently une~ployed or 
underemployed persons. New industrial establishments alone would therefore 
not suffice to solve the problem, a problem which is aggravated by the 
prevalence of two potentially conflicting objectives - employment generation 
and technological innovation. There 1s a need for a two-pronged approach: 
Increasing the direct and the indirect employment prospects of industry. The 
service content in manufacturing and industry se~vices would be important 
target areas for development in this context since it would meet both 
objectives and dimensions. It would absorb labour outside and inside industry 
paper and would support industrial development through specialized services. 

In order to enhance the direct employment potential of the industrial 
sector, some Asian countries direct their policies at industrial sectors 
providing the largest degrP.e of flexibility in labour/capital trade-offs. 
Efforts have been made to examine the specific industrial operations and study 
the possibilities of replacing capital by labour, ensuring however that the 
substitution does not affect productivity beyond a reasonable limit of 
tolerance and does not create a permanent resistance to technical change. 

More systematic assessments of technology choices are also carried out to 
ensure optimal utilization of opportunities for absorption of labour. 
Obviously, in the policy-makers' analysis, employment imperatives should not 
preclude analysis of oth~r factors, such as effects of new technologies on 
productivity, quality of products and the state of modernization. 
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(iv) Technological capabilities, skills develop!!ent and technology flows 

The cOllbined, overall objective of the various policies being pursued can 
be described as raising manufacturing .. capabilities... ..Capabilities" Entail 
not only the acquisition of hardware - machinery and equipment - but also the 
actual operating and further development of a production systea. It incl~des 
technology and skills, infrastructure, the capability to conceive and 
implement industrial projects, stability in energy supplies~ etc. To improve 
these national capabilities, countries have to take measures across a wide 
front. 

Many countries in south, southeast and east Asia had a headstart in 
building indigenc·~s industrial development capabilities, as the 
industrializatioP. effort of these countries had been preceded and accoapanied 
by significant h...an resource development and rapid development of physical 
and institutionai infrastructure. These countries were then in good position 
to seize and utilize the opportunities which emerged in the national and -
above all - international markets. The required acquisition of industrial 
technology has in most of the developing Asian countries been related to 
fore!gn investment; only in a few cases has technology been bought outright 
and in feveL it.ill has it been the result of indigenous innovation. In Asian 
developing countries there is a growing awareness, however, of the urgent need 
to develop national capabilities for choosing and acquiring the technologies 
.:»st appropriate to their needs and on the best available terms and, above 
all, to build up indigenous research and development activities for generation 
of own technologies. 

Measures aimed at encouraging domestic technological innovation have 
therefore been moved into focus in recent years in most countries. Two 
specific examples can be used to illustrate the array of measures being used. 
In the Republic of Korea, the Government had pursued innovati~n support as 
integral part of overall economic development policies since the 19b0's. 
Technological innovation has been a major element of development planning with 
the Ministry of Science and Technology (MOST) as the central government body 
responsible for science and technology development, a Sp<;cial Research and 
Development Projects Scheme (created in 1980) providing financial support to 
enterprises and the Korea Technology Development Corporation (KTDC), 
established in 1981 with capital from both the Government and the private 
sector, providing funds for a variety of technol~gy development activities 
such as R and D, coaaercialization of R and D results, and prototype building. 

Singapore's process of technological innovation has been promoted through 
a network of incentive mechanisms and financial support schemes. Tax 
incentives - such as double deduction of R and D expenditure, accelerated 
depreciation over three years for all plant and equipment for R and D and 
investment allowance of up to 50 per cent of the capital investment in R and D 
excluding building costs - and financial for private firms investment in 
technological innovation belong to these support schemes. Other financial 
assistance schemes cover the direct development costs of projects which belong 
to "desired .. or "priority" industries for Singapore, i.e. mainly 
skill-oriented and CPpital-intensive industries. 
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4. EftERGIIG STRATEGY ISSUES FOR FUTURE IIDUSTRIAL RESTIUCTUIIIC POLICY-llAIIIG 

Current and anticipated changes in the international economy and of 
internal constraints vill make effective adjustments of prevailing structures 
in Asia necessary; forward-looking strategies and policies must therefJre be 
formulated. A dual goal is to be attained: (1) directing industrialization 
towards iaproving the living standards of the aasses and (2) achieving greater 
international coepetitiveness for locally aanufactured products. 

(i) Broadening industrial growth 

In ~he future, aore attention is expected to be given to raising the 
productivity and consumption standards of the vast aajorities of the 
population and thus to break past pattern of industrial development vith 
aanuf acturing concentrated in aetropolitan areas with fev linkages to other 
econoaic sectors, particularly agriculture, or to the dovnstreaa manufacturing 
and processing activities. Evolving strategies now seek to enhance the role 
of industry in tra •• _ ... .i.t:ting inputs :or aodernization throughout c!eveloping 
societies, and to de~ive greater support for industrial expi•nsion from 
increased domestic demand for manufactured goods. 

To a large degree, the product mix of industrial production has been 
deterained by the demand pattern of urban elites, for either direct 
consumption or for foreign exchange. Policies nov pursued by many of the 
developing Asian countries attempt not only to accelerate overall demand for 
manufactured co1111110dities but to shift the demand pattern. Thus the pace of 
industrialization vill to a certain extent be linked with successful 
implementation of rural development policies: education, health, 
infrastructure; and will _n turn contribute to these policies by providing 
employment and basic goods. Growth in benefits, as distinguished from growth 
of output, requires shifts in product mixes and methods of production -
particularly in the latter towards labour-intensive manufacturing. 

(ii) International competitiveness of industry 

In further developing and expanding these str~tegic goals, in~reased 
attention is directed to integrating industrial development with national 
capacities and capabilities. Such integration is a prerequisite for both 
strengthening the penetration of the domestic market and building up 
capabilities for meeting the demands of international markets giving 
particular attention to ways of i~novation and improvements in productivity 
and product quality. 

Being quite aware of the dramatic challenges of recent and coming years, 
industry in Asia's developing countries is relatively well prepared to remain 
competitive. The region's industrialists, competing with foreign 
manufacturing systems with well developed inter-production linkages, may, 
however, have to more carefully ~ssess their actual possibilities. This would 
in most cases entail not a broarl across-the-board production strategy but a 
strategy of product 'niches'. ln these efforts, close co-operation is needed 
between private industry and th~ government policy-makers in observing glotial 
trends and development patterns in various industry sub-sectors. The 
government could pave the way and provide support in various ways to the 
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industry which is meeting the challenges of the cbangine interna~i~nal 
competitive environment. An iaPQrtant benefit may be derived if the Asian 
developing countries could co-operate among themselves in sucn endeavours, 
sharing observations of trends and developing possible compleeentarities of 
production strategies. 

It is i11p<>rtant for th• successful realization of such schemes that the 
transparency of such assessments and resulting support measures be ensured. 
For the industrialists it would, f urlhermore. not only be a question of 
selecting product groups of specific "niches• holding particularly promise, 
but also of observing cost changes, effe~ts of technological changes, 
possibilities for increased flexibility in production, prospects for higher 
service content, and the forces which may negatively effect certain products 
groups. 

5. COICLVSIOIS 

Three observations may be put forward as an attempt to draw SOIRe overall 
conclusions: 

Firstly, much of the industry in developing Asia has given evidence of 
significant adjustability at the company level. This bas largely been 
possible due to a government policy framework which was effective enough to 
translate structural adjustment pressures into inducement and support for 
upgrading and modernization of production. 

Secondly, the skill endowment in the Asian countries is remarkably high 
and there is a very strong ability to a~sorb and utilize technological changes 
and advances. 

Thirdly, there bas been a significant awareness from the government side 
of the need to play an active role in providing a supportive environment for 
the ever-changing and flexible industrial development jointly with the other 
actors of development. 

For the countries in the region with a strong raw material base, future 
prospects may be found in an effective build-up and utilization of a 
combination of increased dom.:?stic demand and exports. It bas indeed proven to 
be of great importance that the export industries be firmly integrated in the 
domestic economic structure. The economic links 1\etween the export industries 
and other bran~hes of the national economy, particularly between processing 
industries and domestic sources of raw materiJls and other supplies, need to 
be strong. A further essential linkage is the one between large- and 
small-industries. '!bP establishment of indu~trial estates for ancillary 
production and sub-contracting would be one meas~re to enhance such a linkage. 

The remarkable growth of the east ~nd southeast Asian countries' 
economies was achieved while pursuing export-led ~industrialization strategie! 
based on their comparative advantages of low labour costs, rapid absorption of 
know-how capabilities and technology from abroad. However, despite continuous 
labour productivity gains in many industries, increases in labour coats have 
gradually reduced their advantageous competitive edge. Increasing attention 
is therefore being given to technological innovation and to improving quality 
standard¥ in production to pai·tly off set the decline in world development for 
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stautlardized goods. Research and development is thus seen as an effective 
menns of incrPasing coapelitive position~ in the world 11arket. 

At lhe same time, attention is being directed at the relatively li~ited 
role vhich the ~ndustrial sector of these export-led econ<>11ies has been 
playing in satisfying domestic intermediate demand. Input requirements for 
technology. basic capital goods 3nd intermediate inputs have been largely met 
by imports. This demand 3tructure vas advantageo11s in a booming world economy 
when the possibilities ~or expanding industrial e~ports were large. In the 
present situation of an increasingly difficult world 11arket it has bec09e 
important for these countries to increase their ability to satisfy their own 
demand for research intensive goods. by up-grading and restructuring their 
science and technology capabilities. 

This would. inter alia. entail the effective integration of newer 
technologies in production. through adoption and diffusion of 
aicroelectronics-based technology and development of international 
sub-contracting activiti~s in the electronics software field. etc. It would 
also mean a aore systematic sourcing of essential interaediate inputs for 
industry from the internal economy. 

Finally. a strong plea would be 111ade for a more effective surveillance by 
Asian countries of global trends and their driving forces vhich may -
~ositively or negatively - affect current industrial production structures. 
1n industrial subsector analysis on a regular basis could even be 
institutionalized as a joint scheme aaong Asian developing countries. 
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(b) Develop!lellt strategy for industrial restructuring - role of the Asian 
t> 

Development Bank - (sU111ary)-

The Asian De~relopment Bank (ADB) assists industrial development in member 
countries in various ways. Apart from traditional banking operations, the 
bank bas taken an active role in structural adjustment. The paper 
concentrates on three areas of structural adjustment: Promotion of the private 
sector, financial development and technological development. 

Assistance to the private sector is provided through the intermediary of 
existing institutions in member countries. This saves costs; also, the 
intermediaries' close knowledge of local conditions and potential is 
essential. Since inception, the ADB bas approved nearly 90 credit lines 
totalling US $2 billion to 31 financial intermediaries in 20 developing member 
countries. These credit lines have financed more than 12,000 SMI projects; 
the ~ingle largest industry involved is textiles, with 20 per cent of the 
t~~di amount. Technology upgrading is the objective of most projects. 

The bank'~ involvement in private sector development has been intensified 
in recent years. Assistance has been provided for privatization-related 
studies in a number of member countries. In 1983, ADB started making equity 
investments in private enterprises and financial institutions for private 
enterprises; since 1985 loans are made available ~ithout Government 
guarantees. Under the equity investment scheme, ADB has so far approved 18 
projects totalling US $14.4 million. Th~se include special SM: projects in 
which ADB and a domestic financial inter111ediary are joint shareholders. ADB 
is always a minority shareholder. Under the loan prograane, a total of 
US $27.5 million has been approved without Government guarantees. 

Financial development has taken the form of supplying credit to and 
strengthening existing development finance institutions and helping to 
establish new ones. These institutions can be connercial banks, venture 
capital companies, credit guarantee funds, etc. Member states can also apply 
for advice on policies and regulations for such institutions. Finally, the 
bank has initiated studies on developaients in financing to help prepare the 
way for further projects and measures. 

for developing country Governments and private firms, the high cost and 
high risk of R and D is a major obstacle to technological progress. In the 
Republic of Korea, where 111ajor R and D and technology application progra11111es 
are being implemented, ADB has provided support to Government efforts in the 
field. This has taken the form of providing equity investment in the share 
capital of specialized instituions financing technological progress in S~I. 
In addition, ADB could als~ provide loans to these institutions, ~quity for 
investment in technology-int~nsive SMis and assistance to technology policy 
and strategy fo~mulation, review, reform or implementation; thP. latter type of 
assistance could benefit from co·-operation with multilateral organizations 
such as UNIDO. 

Based on a paper presented by ADB for the seminar at S~oul. 
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CHAPTER II 

l/ 

(a) Industrial restructuring and trade policy in the Republic of Korea-

IlfTRODUCTIOI 

This paper examines the policy of import liberalization introduced in the 
late 1970s by the Government of the Republic of Korea (ROK) as well as its 
background. Section l reviews the background of Republic of Korea's import 
liberalization measures and their overall impact on the economy. Section 2 
examines the structure of Republic of Korea's import policy as well as the 
details of the import liberalization progranme. Section 3 examines patterns 
of changes in the industrial structure since the early 1970s and attempts to 
determine the impact of import liberalization on Republic of Korea's 
industries. Section 4 recapitulates the main developments and presents some 
suggestions for further action. 

l. BACKGROUND TO RECENT IKPORT LIBERALIZATION 

The Government of the Republic of Korea declared import liberalization to 
be official policy in 1967, but a serious attempt to implement it was not 
taken utntil 10 years later. At that time, the country had successfully 
ridden out the ditficulties caused by the first oil shock and the subsequent 
world recession.·1/ The economy was booming, with strong export performance 
in the light manufacturing industries, a high level of investment in heavy 
industry, and successful penetration of the Middle East construction market. 
As a result, the current account balance was improving rapidly. However, the 
government was worried that domestic demand pr.-osure was building up. Seeing 
import liberalization as one way to relieve this pressure, the government 
liberalized imports of a large number of comnodities in several successive 
phases between 1~78 and 1979.2/ 

In 1979, a dramatic downturn of the economy forced the government to 
discontinue import liberal{zation. The severity of the recession which the 
economy experienced in the subsequent tw~ years was largely the result of 
three factors: The second oil shock, the socio-political instability 
associated with the assassination of President Park Chung Hee and the 
establishment of a new government, and the unprecedented swnmer crop failure 
of 1980. A longer term structural problem, however, became apparent as well 
in the problems of decling export performance (dee Table~ l) and decreasing 
capacity utilization in many manufacturing industries. Those trends beg<in in 

Based on a paper presented by Dr. Yo1.mg S:>ogil~ Seni'Jr Fellow, Korea 
Development Institute, at the seminar at s~oul. 

See Kim (1984) for a discussion oi general e<'onomic conditions in 
Republic of Korea during the seventies and early eighti~s. 

See the next section for more details. 
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late 1978 and aggravate~ the effects of the triple shocks. These factors 
combined produced negativP growth of the economy in ~980. The downturn has 
been attributed larg~ly to the government policy that preceded it: The 

t . f h • d . l/ promo ion o ea"} Jn ustries.-

Table 2.1 Republic of Korea's share in total manufactures exports of the 
developing countries, 1963-84, selected vears 

(Per cent) 

Year 1963 1973 1977 1978 1979 1980 1981 1982 1983 1984 

P~r cen~ 1.1 11.9 16.9 17.3 15.8 15.3 17.0 19.0 19.4 19.5 

Source: Economic Planning Board, Major Economic Indicators, various issues. 
GATT, International Trade, various issues. OECD, Foreign Trade bI 
Conmodities, various issues. 

The dominant concern of the government authorities responsible for 
economic policies in the 1960s had heen promotion of exports. In the 1970s, 
and especially since 1973, however, they became preoccupied with the promotion 
of "non-traditional" industries, broadly defined as heavy industries. Exports 
were still considered to be important, but their promotion was seen as 
secondary to, dnd in fact contingent upon, the promotion of heavy industries. 
This change in policy priorities was accompanied by a vigorous campaign to 
promote investment in all the non-traditional industries, ranging from 
chemicals. non-ferrous metals and steel to machinery, electronics, automobiles 
and shipbuilding. Various Government incentives in the form of special tax 
treatment, preferential credit allocation, and provision of industrial 
infrastructure were introduced to promote investment in these industries. 
These industries were als~ protected from foreign competition by high import 
barriers. 

The policy was fully implemented but its effect seemed very different 
from that intended. By the late 1970s, the heavy and chemical industries were 
suffering from serious excess capacity and a worsening financial structure, 
and were increasingly dependent on government assistance and the rescheduling 
of bank loans. The promotion of heavy industries also led to upward pressure 
on wages that in turn caused losses of international competitiveness for light 
manuf~ctures. This can be seen in Table 2, which shows a decline of 26 per 
cent in the unit labour-·cost adjusted real exchange rate vis-a-vis the United 
States between 1975 and 1979. 

In an environment of political and economic cr1s1s, the new government 
initiated a series of economic reforms whose main objective was industrial 
adjustment. As a short-term measure and in inmediate response to what 

As yet ~here has been no rigorous analysis of the heavy industrialization 
policy of the 1970s. Young, et al. (1982) provides a critical 
perspective. Kim (1984) provides a usP.ful historical perspective. 



0999r 

1975 
1')79 
! ··~)() 
~qs: 

~'JS~ 

:983 
I ;,:iS!• 

l 9SS 

s,>urct!: 

l'\otes: 

Table 2.2. Macroeconomic indicators of the Korean Economy: 1975-85, selected YeMr• 

G~P growth.a.,.. 
(1) 

6.9 
6.5 

-6.6 
6.6 
5.4 

l l. 9 
8.5 
5 .1 

Unemployment 
(1) 

4.1 
3.8 
5.2 
4.5 
4.4 
4.1 
3.8 
4.0 

Manufacturing Nominal exchange 
wage increase rate index 

(l) (W/$) 

27.0 79.7 
28.6 79.7 
22.7 100.0 
20.1 112.1 
14. 7 120.4 
12.2 127.7 
8. l 132.7 
9.5 143.2 

-

Real exchange 
rate index.a,.. 

115. 9 
85.6 

100.0 
116.8 
112. 3 
121.4 
138.3 
146.4 

Imports/GDP 
(l) 

36 
35 
41 
42 
38 
38 
38 
36 

Economic Planning Board, Major Statistics of Foreign Economy, 1986; KDI Data Base. 

Trade deficit; 
(l of GNP) 

8.0 
7.1 
7.3 
s.s 
3.7 
2.3 
1.3 
o.o.i:.,.. 

Trade deficit 
($ billion) 

1. 7 
4.4 
4.4 
3.6 
2.6 
2.6 
1.0 
0.0 

,t./ The calculation of GNP for years beginning with 1980 has been based on the new system of national accounts. 

Jl/ 

.i;./ 

The deflater used is the ratio of the Republic of Korea's manufacturing unit labour cost over that in the 
United States • 

Preliminary estimate. 

-""' I 
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appeared to be very urgent industrial problems. the government sought to 
reduce excess capacity in key heavy industries sectors such as copper 
refineries. power generators and other heavy electrical machinery. 
automobiles. diesel engines and electronic switchboards. by forcing a 
realignment of investment among firms and the liquidation of some plants. 

As a long-term measure, the government reformed the industrial incentives 
system. !ndustry-specific incentives were largely eliminatetl 9 although the 
general incentives for small firms and the regulation of large firms were 
strengthened. In addition, efforts were made to privatize and deregulate 
coomercial banking. All these measures, which constituted a "new" industrial 
policy, where thought to strengthen the market mechanism and discourage the 
misallocation of resources. At the same time, a multi-year progranwne of 
import liberalization - a resumption of the earlier effort - was 
initiated.l/ It has proved particulariy controversial, as shown below. 

Another important policy development was the successful attempt to adjust 
and stabilize the real exchange rate. The Korean won, which had been pegged 
to the dollar at an unchanged level sinct 1974 despite massive increases in 
domestic wages and prices, was devalued by 20 per cent in January 1980 and 
subsequently came under a managed float. A campaign to stabilize wages and 
prices through income policy and fiscal and monetary restraint has also been 
implemented effectively. Table 2 shows that, as a result, the real exchange 
rate has been maintained at a competitive level. 

Given the generally held view that the heavy industries have been overly 
subsidized and protected, the heated national debate provoked by the import 
liberalization proposal was unexpected.~/ The debate, eventually centering 
on the key issue of the appropriate speed and manner of the liberalization, 
revolved around three major concerns that an optimal import liberalization 
progranune should address. The first was the potentially heavy costs of 
adjustment that would have to be borne by firms and workers. According to 
this argument, any significant import liberalization progranwne at this stage 
of industrial development would result in a flood of more competitive foreign 
goods, would bankrupt domestic firms in the affected industries and would 
create serious structural unemployment. 

The second concern was the need to promote industrial sophistication. 
Opponents of import liberalization argued that free trade would retard 
technological development - and hence industrial sophistication in general -
and the growth of infant industries. 

The third concern was the balance-of-payments impact of import 
liberalization. One argument was that imports would surge with the 
dislocation ot many import-competing industries, but that exports would not 
increas~. One reason advanced for increased imports without accompanying 
export growth was that the upper-income class had an "irrational" preference 
for import advanced-country goods. The disparity would cause serious current 
account difficulties. This argument had special appeal to the public, given 
the growing alarm about Republic of Korea's large international debt. 

The proposal may be found in Young, et al. (1982). 

The debate is sunvnarized in Young (1984 (a) and (b)). 
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Proponents of import liberalization shared these concerns but argued that 
a pre-announced, medium-term across-the-board progranme of import 
liberalization, with allowance for a limited number of exceptions and a 
substantial level of residual transparent protection, could be implemented 
without undue shock to industry. Such a progranne would not necessarily lead 
to a surge in imports, and firms would have sufficient time to prepare for 
adjustment. Furthermore, anticipation of the exposure to international 
competition would force firms to reduce inefficiency and become more 
innovative. As a result, their international competitiveness would be 
strengthened and technological development accelerated. 

Proponents also argued that while the Republic of Korea had over-invested 
in heavy industries and needed to carry out industrial adjustment, it was 
nonetheless also rapidly gaining international competitiveness in this 
sector. Accordingly, although a reallocation of resources was not only 
inevitable but was also a major aim of import liberalization, the adjustment 
would be largely of an intra-industrial variety rather than of an 
inter-industrial one. Such adjustment would not have to be very painful and, 
in fact, with the help of efforts by firms to b~~ome more competitive and to 
upgrade their technologies, the costs of adjustment could be largely 
eliminated. 

A further argument of the supporters of liberalization was that, except 
perhaps in the very short term, the current account balance was a 
mac1oeconomic problem that could be handled with an appropriate real exchange 
rate policy which maintained the international competitiveness of Korean goods 
in general. Overall, depending on how it was managed, import liberalization 
would be only moderately painful at worst and could induce necessary 
industrial adjustment at the same time. Stabilization of the real exchange 
rate at an internationally competitive level became a paramount concern of the 
Government in the eighties. To achieve this, the nominal exchange rate was 
adjusted rather flexibly, while wages and prices were stabilized through 
various austerity measures. 

While the adjustment of industries and firms to import liberalization is 
discussed further in subsequent sections, it should be pointed out here that 
the Republic of Korea's recent balance-of-payments record supports the 
proponents' view of import liberalization. As shown in Table 2.2, the trade 
account as well as th~ current account were improving steadily even before the 
recent yen-dollar realignment and the decline in oil prices and international 
interests rates. 

The success of these measures demonstrates that Republic of Korea's 
ex~hange rate and domestic macroeconomic policies have been favourable to 
import-competing and exporting firms in general and have thereby minimized the 
problems of adjustment. In this regard, the Republic of Korea's import 
liberalization programme has been well-supported by macroeconomic policies. 

2. POLICY APPROACH TO IHPORTS 

The Republic of Korea's import regime has a dual struc:ture in the sense 
that it accords a relatively free import regime to exporters while being 
generally restrjctive where imports for domestic use are concerned. Exporters 
operate under a tariff drawback system: Upon completion of exports, they are 
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refunded any tariffs they have paid on imports. In addition, quantitative 
restrictions apply much less stringently to materials brought in for 
processing for exports. 

Table 2.3 shows that imports for domestic use accounted for nearly 60 per 
cent of the Republic of Korea's current total imports in 1985. Largely a 
reflection of the Republic of Korea's poor natural resources endowment, raw 
materials accounted for just over 56 per cent of them, and consumer goods for 
around 9 per cent, with those other than cereals accounting for less than 
5 per cent. These figures suggest that the import restrictions were the most 
severP for consumer goods. 

Total 

Table 2.3. Imports by use: 1981 and 1985 
(billion dollars, 1) 

1981 

Value Shares 

26.1 100.0 

1985 

Value Shares 

31. l 100.0 
-------------------------------------------------------------------------·------
Raw materials 

(Crude oil) 

Capital goods 
(Ships for export) 
(Others) 

Consumer goods 
(Grains) 

Imports for export use 
Imports for domestic use 

16.3 
(6.5) 

6.2 
(0.9) 
(5.3) 

(3.7 
(2.0) 

6.2 
19.9 

Source: Ministry of Trade and Industry. 

62.2 
(24.4) 

23.6 
(3.4) 

(24.2) 

14.2 
(7 .5) 

23.9 
76. l 

17.4 
(5.6) 

11.0 
(3.1) 
(7.9) 

2.6 
(l.2) 

13.2 
17.9 

56.2 
(18.0) 

35.5 
(LO .1) 
(25.3) 

8. 5 
(3.8) 

42.5 
57.5 

-------- ---------

To discuss protection in the Republic of Korea, it is useful to classify 
it into two types: "structural" protection and "contingency" protection. 
Thero? are two ways in which structural protection is provided: Through 
legislated tariff rates and through import licensing. The basic structure of 
legislated tariffs is determined by the "general" tariff rates that apply to 
imports from all sources. Wherever relevant, the gP.neral tariff rates are 
superseded by 'concession' rates fixed at GATT negotiations. r.urn~ntly, the 
GATT concessions c~ver only a small proportion of traded conunodities and, more 
ofter. than not, the general tariffs are below the concession rates. There are 
two complementary systems of import licensing: One is general, and the other 
is dis riminatory. The general import liciensing is admi~tered through a 
"trade notice". For each one-year period starting on l July, the Ministry of 
Trade and Industry announces a revised list of the commodities for which 
import approval has to be requested. The Ministry of Trade und Cndustry also 
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has maintained an "import source diversification notice" - a list of 
conmodities whose import from Japan has to be approved. Such discrimination 
against imports from Japan has been rationalized by the government in terms of 
the huge and chronic current account deficit that Korea has been running with 
Japan since the early years of industrialization. 

Two instruments of "contingency" protection have also been used. One is 
a flexible tariff adjustment system, whereby the government can vary tariff 
rates under specified circumstances. The reasons for which tariff adjustment 
may be invoked to protect domestic industries include "emergencies", dumping, 
~ubsidy countervailance and "adjustments". Emergency tariffs are the Republic 
of Korea's version of safeguards. Adjustment tariffs allow for a temporary 
increase in the rate for a product in cases where general discretionary import 
liceasing has been liberalized during the last three years. Flexible tariff 
adjustments are also allowed in retaliation for unfair discrimination abroad, 
most-favoured-nation treatment of non-GATT signatory countries, and tariff 
adjustDJP.nt to stabilize the domestic prices of specific commodities. The last 
of these provisions is ordinarily used to reduce tariffs below the general 
rates rather than to raise them. 

Another instrument of contingency protection has been the so-called 
import surveillance. Import surveillance products are announced periodically, 
and the Government monitors their import for possible quantitative restraint 
whenever they appear to be having "disruptive" effects on the domestic 
market. This sytem is to be abolished in 1988. 

Historically, contingency protection has not been used much in the 
Republic of Korea, so that structural protection has been the major form of 
protection there. Accordingly, in the Korean context, import liberalization 
has always meant a reduction of structural protection and has been effected 
through the liberalization of basic tariffs and import licensing. 

Up to the mid-1960s, the purpose of tariff policy was to maximize the 
protection of domestic industries. As a result, the level of structure of 
tariff rates grew increasingly complex over time.~/ Since the late 1960s, 
the policy has been reversed and the government has tried to rationalize the 
structure of tariffs.~/ 

Table 2.4 shows the changes over time in the Republic of Korea's tariff 
system. It war. reformed thrice in the 1970s: In 1972, 1976 and 1978. In 1972 
and 1978, in particular, tariff reduction was one of the main objectives. In 
this connection, it may be added that while the average level of tariffs was 
lowered, those for selected products would often be raised. In 1976, for 
example, and especially in 1978, the tariffs on heavy industry products were 
increased. 

The tariff system was reformed once again in 1984 to pave the way for the 
introduction of a Five-Year Progra11111e of pre-announced tariff cuts. As shown 
in Table 2.5, the tariffs on industrial products are to be reduced by about 

!/ See Kim and Westphal (1976) for the Republic of Korea's early import 
policy. 

The history of the Republic of Korea's import policy s~nce the early 
1970s is discussed in details in Young (1984 a) and Kim (1986). 
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Table 3.4. Structure of the Republic of Korea's general 
tariffs rates: 1952-84 1 selected years 

Simple Coefficient 
Year average (%) of variation 

1952 25.4 0.70 
1957 30.3 0.70 
1962 40.0 0.77 
1968 39.1 0.71 
1973 31.5 0.70 
1977 29.7 0.61 
1979 24.8 0.69 
1984 21.9 0.61 

Source: Kwang-Suk Kim (1986), Table 2-4. 

Table 2.5. Structure of the Republic of Korea's general tariff rates: 
1983, 1984 and 1988 

Agricultural products 
Non-agricultural products 

Raw materials 
Intermediate products 
Finished products 

All products 

(per cent) 

Source: Ministry of Finance (1984). 

1983 

31.4 
22.6 
11.9 
21.5 
26.4 
23.7 

1984 

20.6 
10.6 
18.7 
24.7 
21.9 

1988 

25.2 
16.9 
9.5 

17 .1 
18.9 
18.l 

one-fourth over the periwd and at the same time made more uniform across 
different stages of processing. Tariffs on agricultural products are also to 
be reduced but will remain relatively high. 

The liberalization of import licensing is accomplished through periodic 
revisions of the trade notice. There are two approaches to preparing the 
trade notice. One is to list those products subject to automatic import 
approval, the other to list those products subject to discretionary import 
approval. The government used the (former) "positive list" approach. This 
change followed the declaration of import liberalization as formal policy. It 
was intended to signal the government's determination to liberalize imp~rts 
and occurred concurrently with a significant liberalization of licensing. 
However, this import liberalization policy was in effect suspended innediately 
afterward and even reversed as the balance of payments on the current account 
worsened (Table 2.6). 
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Table 2.6. I~rt licensing liberalizatio~ ratio (ILLR)A/ 
(as of end December) 

Year 

1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 

Source: Kwang-Suk Kim (1986), Table 2-3. 

ILLR (%) 

58.8 
56.0 
53.6 
52.8 
53.5 
49.5 
50.7 
49.3 
47.8 
49.6 
49.9 
61.3 
69.l 
70.1 
75.5 
77.4 
81.2 
85.4 

The proportion of items subject to automatic 
import approval under the regular trade notice, 
based on classification of goods into 1,097 
items at the 4-digit level of the CCC 
Nomenclature (CCCN). 

In 1978-79, a substantial liberalization of the general import licensing 
was implemented for the first time since the adoption of the new trade notice 
system. It was followed by a significant further liberalization measure in 
1981. Finally, a multi-year prograllllle of liberalization of general import 
licensing, covering the period up to 1988, was announced in 1983-84. 
PrP.dnnouncement of the plans for each co111110dity for licensing liberalization 
for each year is an important feature of this progranne. 

One way to quantify the extent to which imports were liberalized is to 
calculate what may be called the import licensing lib~ralization ratio (ILLR), 

• obtained by dividing the number of co111110dity classes subject to automatic 
import approval by the total number of commodity classes at a given level of 
commodity classification Table 6 indicates the progress of Lhe general 
liberalization of licensing in terms of this ratio. 

Table 2.7 shows the structure of the current import licensing 
liberalization progranme. The ILLR is to be raised to 95 per cent at the end 
of the progranme. Some 360 products from a total of 7,915 will remain under 
general discretionary licensing at the end of the period. They will include 
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about 270 items in the class of primary products, food and beverages, 65 
products such as jewellery, ornaments and collector goods, 23 raw silt and 
silt products, and a few others. These figures reflect the degree to which 
agricultural products are exe•pt from the i•port licensing liberalization in 
progress. 

Table 2.7. I!!pOrt licensing liberalization programme in the 
Republic of Korea~7 1981-88 

(as of 1 July, each year) 

Proportion of items subject to automatic import 
approval, under the regular trade notice (1) 

Number of 
items~" 1981 1982 1983 1984 

Primary products, 
food & beverages l,386 68.5 70.6 73.2 75.8 

Chemi~a· products, 
paper & ceramics 2, 182 93.4 94.0 94.4 95.0 

Steel & metal products 802 88.9 89.7 90.9 92.8 

General machinery 1,414 64.2 65.5 68.7 78.0 

Electrical & 
electronic machinery 495 40.9 46.l 53.6 62.4 

Textile products, 
incl. leather garments 1,089 65.4 68.4 80.4 90.3 

Others 547 71.2 75.7 81.2 82.l 

Total 7,915 74.7 76.6 80.4 84.8 

Source: Ministry of Trade and Industry, 1986. 

!/ The progranme for 1986-88 is announced in the plan. 
At the 8-digit levtl under CCC~ ~s of 1984. 

1985 1986 1987 1988 

78.2 79.7 80.1 80.5 

95.6 97.7 99.l 99.6 

95.6 99.4 100.0 100.0 

83.0 89.4 93.3 100.0 

73.0 87.0 95.5 100.0 

93.l 95.l 96.9 97.8 

82.8 85.7 88.2 88.2 

87.7 91.6 93.6 95.4 

Table 2.7 suggests that by 1988 most mainstream industrial products will 
be free of quantitative restrictions. Although it should be noted that the 
import source diversification noti~e which mostly consists of manufactures 
covered 16 per cent of the total co111110dity classes in 198;. the percentage has 
been declining in rec~nt years. In terms of co111110dity coverage, import 
surveillance has not been important. Table 8 shows that the proportion of 
co111110dity classes covered by import surveillance has been decreasing in recent 
years and currently is below 2 per cent. The flexible tariff system has not 
been employed frequently either. For example, accordi~g to the Ministry of 
Finance, in the first half of 1986 only three items fell under emergency 
protection and two under adjustment tariff protection. There were no other 
cases of tariff increases. 
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Table 2.8. COllllOdity coverage of i•eort surveillance: 1981-85 
(as of each year-end) 

Total c~ity Commodity classes 
Tear classes (A) under surveillance (8) 1 (BIA) 

1981 7,465 193 2.6 
1982 7,460 201 2.7 
1983 7,460 161 ?. l 
1984 7,915 125 1.6 
1985 7,915 118 1.5 

Source: Kinistry of Trade and Industry. 

3. PlTTEll OF IIDVSTIIAL DEYELOPBEIT AID IBPAC! OF IftPOR! L!BERA:IZA!!OI 

The years since 1970 are divided into three periods for the purpose of 
analyzing industrial policies. In the early 1970s, up to 1975, the drive for 
heavy industrialization had not yet been launched, and industr.ial development 
largely reflected the thrust of more-or-less across-the-board promotion of 
exports initiated in the 60s. In the next period, up to 1978-/9, the 
promotion of heavy industry was in full progress. In the final period, the 
years since 1980, that policy direction has been reversed. 

Table 2.9 shows that the growth of manufacturing since the beginning of 
the 1970s has been high, particularly in the non-traditional skill-intensive 
sectors. Th"? seven fastest-growing industries during 1971-83 have been 
electrical machinery, non-ferrous metal products, precision ("professional and 
scientific") equipment, iron and steel products, general machinery, 
transportation equipment, and fabricated metal products. Precision equipment 
excepted, all are heavy industries. In contrast, the growth of such 
traditionally important sectors as textiles and apparel has been 111•1ch slower. 

Table 2.10 distinguishes between light and heavy industries as defined by 
the government. It shows that heavy industries grew rapidly in the early 
1970s, i.e. the phenomenon of heavy industrialization was alrea~y well 
underva) by the time the government's drive was launched. In late l970s and 
early 1980s growth rates decreased in most heavy industries, but <~omparcd to 
the rest of the manufacturing sector the ratt:s wer~ ,;till relatively hiKh. 
Light industries thus came to lag well behind. 

The pattern of heavy industrializ;1tion in :.he Republir. of Korea's 
manufacturing emerges dearly from Table 2.11. [t sho,,.s th<lt heavy intlustries 
increased their share of nominal man11fa,.t11ring output by 20 pern:nt<1,t<! points 
between 1971 and 1983. Further details can be found in Appendix Tabl•! l, 
showing that iron anc! -;teel product,;, elt'~trir.al mar.hinery, tr:msport 
equipment and general machinery experienced large real increasP.s in their 
share of output, while food, beverages and tobacco, and wood products 
experienced the opposite trend. A similar trend for nominal output is visible 
in Appendix Table 2, which shows that in the course of heavy industrialization 
nearly all light industries suffered a decrease in their share. In particular, 
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Table 2.9. Grovth of manufacturing output, 1971-83~/ 
(output valued at 1980 prices) 

(percentage per annum) 

1971-83 1981-75 1975-80 1980-83 

Light industries 11.0 16.5 10.5 5.0 
----------------

Food, beverages ' tobacco 
Textiles 
Apparel 
Leather products 
Footwear 
Wood products 
Rubber products 
Miscellaneous petroleUll products 
Plastic products 
Printing & publishing 
Professional & scientific equipment 
Miscellaneous products 

Reay industries 

Paper products 
Industrial chemicals 
Other chemical products 
Petroleum products 
Non-metallic mineral products 
Iron & steel products 
Non-ferrous metal products 
Fabricated metal products 
General machinery 
Electrical machinery 
Transport equipment 

Total manufacturing 

Source: Bank of Korea • 

9.6 
12.7 
13.2 
16.2 
14.9 
6.6 

18.8 
6.9 

10.4 
9.1 

23.4 
10. l 

16.5 

12.4 
17.6 
15.0 
8.2 

12.4 
22.6 
24.5 
19.5 
21.8 
Z5.3 
20.4 

13.8 

. !/ Each year represents a 3-year average around it. 

10.6 
21.8 
25.8 
38.0 
33.5 
11. l 
20.7 
7.4 

13.2 
11.2 
49.2 
16.8 

22.6 

16.2 
29.0 
22.4 
7.1 

15.9 
38. 7 
28.2 
26.2 
33.2 
44. l 
28.4 

19.3 

12.0 
10.5 
8.0 
8.0 

10.6 
8.7 

26.6 
8.0 

24.9 
10.9 
18.5 
8.8 

16.6 

13.l 
16.7 
13.8 
12.6 
12.6 
18.7 
23.7 
21.9 
20.3 
21.3 
22.4 

13.7 

food, beverages and tobac~o, textiles and wood products expereinced sharp 
declines, even though they remained major industries. Meanwhile, iron and 
steel products, petroleum products, electrical machinery, industrial 
chemicals, transport equipment and general machinery emerged ~s major 
industries. 

6.8 
4.8 
6.4 
4.5 
0.4 

-2.3 
4.6 
4.4 
2.4 
3.7 
2.5 
3.7 

8.5 

6.4 
5.1 
7.7 
2.7 
7.6 
9.7 

21.0 
7.3 

10.5 
9.7 
7.5 

7.0 

Table 2.11 indicates the role that exports have played in the heavy 
industrialization process: Exports expanded faster than manufacturing as a 
whole. Closer examination shows, however, that exports played a pronounced 
role as an engine of growth in both the heavy and light industries only in the 
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Table 2.10. CO!lpOsition of manufacturing output: selected yearsA/ 
(per cent) 

1971 1975 

In real terms:~" 
Light industries 56 51 
Heavy industries 44 49 

In n011inal terms: 
Light industries 62 52 
Heavy industries 38 49 

Source: Appendix Tables 1-2. 

Each year represents a 3-year average around it. 
Output in valued at 1980 prices. 

1980 1983 

44 42 
56 58 

45 43 
56 57 

- -------

early 1970s. In the late 1970s, exports failed to generate growth in either 
sector. In the 1980s, an asynaetry developed, with significant export-led 
growth in the hea•JJ but none in the light industries. This asynaetry suggests 
that, in general, the Republic of Korea had more or less exhausted the room 
for further increases in the international competitiveness of the light 
industries by the late 1970s. It also suggests that the growth of heavy 
industries was based on the domestic market at that time, presumably as a 
consequences of the import substitution bias of new investments and of the 
weakness of market conditions abroad. 

Table 2.12 shows that, unlike the export-output ratio, the import 
penetration ratio, i.e., the proportion of imports in apparent domestic 
consumption, has been relatively stable. Nevertheless, a pattern of change 
can be observed. In the early 1970s, changes in the import penetration ratio 
varied among industries in the case of light industry but were generally 
limited in magnitude. In the heavy industries, however, the import 
penetration ratio decreased in general, an indication of a definite tendency 
toward import substitution. Import substitution in heavy industries continued 
in the late 1970s. In the 1980s, import penetration has been growing in 
nearly all areas, with the important exceptions of food, beverages, and 
tobacco, iron and steel products, and non-ferrous metal products. This would 
indicate that import liberalization has been effective in recent years. 

Table 2.13 shows the development of heavy and light industry 
manufacturing trade shares. Heavy industrialization has been more prominently 
visible in exports than in manufacturing growth as a whole. The share of 
heavy industry exports increased from 22 per cent to 56 per cent over the 
1971-83 period. 

Appendix Table 3 shows that textiles dominated the Republic of Korea's 
exports of manufactures in the early 1970s: Textiles, apparel and wool 
products accounted for half of total exports and two-thirds of exports of 
light manuf acturea. Light manufactures themselves accounted for nearly 80 per 
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Table 2.11. Export penetration ratio~' by industry: selected years~' 
(per cent) 

1971 1975 1980 1983 

Light industries 19 30 29 29 
~~~~~~~~~~~~----------------~-~~------~---------------~--

Food, beverages " tobacco 2 7 8 3 
Textiles 26 38 38 41 
Apparel 46 70 74 67 
Leather products 23 48 42 40 
Footwear 51 30 63 100 
Wood products 41 45 33 18 
Rubber products 28 45 38 28 
"iscellaneous petrolPwa products 0 l 2 2 
Plasti~ products 4 18 LO 8 
Printing & publishing l 9 7 8 
Prof~ssional & scientific equipment 11 35 62 68 
"iscellaneous products 61 49 64 64 

Reay industries 9 LS 19 27 
------------------------------------------------------------------

Paper products 1 4 6 
Industrial chemicals 7 6 Ll 
Other chemical products 1 2 2 
Petroleum products 3 7 1 
Non-metallic mineral products 5 14 15 
Iron & steel products 16 22 21 
Non-ferrous metal products 16 9 13 
Fabricated metal products 10 39 45 
General mach:nery 15 21 17 
Electrical machinery 25 36 33 
Transport equipment 4 22 46 

Total manufacturing 15 24 24 

Source: KDI Trade Tapes; Bank of Korea • 

. !/ Export data in SITC have been reclassified by KSIC and ~onverted at the 
average exchange rate of each year. 

Each year represents a 3-year average around it. 

Overestimated duP. to inaccuracy in conversion. 

4 
L2 
3 
7 

12 
22 
8 

53 
28 
45 
90 

28 

S..' 
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T bl 2 12 I . . &/ b . l b/ a e • • mport penetration ratio- y industry: se ected years-
( per cent) 

1971 1975 1980 1983 

Light industries 13 14 14 13 

Food, beverages 6r tobacco 14 11 13 1 
Textiles 20 21 17 19 
Apparel l l l 4 
Leather products 25 56 49 58 
Footwear 0 0 0 0 
Wood products 2 2 4 8 
Rubber products 3 3 4 6 
Miscellaneous petroleum products l l 3 3 
Plastic products 3 3 2 4 
Printing & publishing 4 3 4 4 
Professional 6r scientific equipment 44 40 59 75 
Miscellaneous products 15 13 22 27 

------------------------------------------------------------------
Reay industries 34 30 25 

Paper products 18 19 21 
Industrial chemicals 45 36 29 
Other chemical products LO 10 13 
Petroleum products 4 4 1 
Non-metallic mineral products 5 6 6 
Iron & steel products 43 31 19 
Non-ferrous metal products 44 45 33 
Fabricated metal products 33 27 27 
General machinery 17 69 56 
Electrical machinery 39 35 29 
Transport equipment 38 42 45 

Total manufacturing 23 24 21 

Source: KDI Trade Tapes; Bank of Korea. 

Export data in SITC have been reclassified by KSIC and converted at the 
average exchange rate of each year. 

Each year represents a 3-year average around it. 

27 

19 
30 
14 

7 
7 

16 
25 
27 
56 
40 
81 
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Table 2.13. Composition of manufactures trade: Selected years~/ 
(per cent) 

Exports: 
Light industries 
Heavy industries 

Imports: 
Light industries 
Heavy industries 

Source: Appendix Tables 3-4. 

1971 

78 
22 

30 
70 

1975 

65 
35 

25 
75 

1980 

56 
44 

26 
74 

Each year represents a 3-year average around it. 

1983 

44 
56 

23 
77 

cent of exports of manufactures. Since then, however, the share of textiles 
has been halved, while the export of wool products has nearly stopped. This 
was the major fact~r in the drastic decline of the export share of light 
manufactures. In ·:he meantime, transport equipment, electrical machinery, 
iron and steel products and fabricated metal products have emerged as the 
major exports products and have sharply raised the overall share of heavy 
industry in exports. 

Table 2.13 is somewhat surpr1s1ng in that it shows clear growth of heavy 
industry imports that parallels the domestic heavy industrialization. At the 
beginning of the period under study, imports of manufactures were 
predominantly from heavy industry and since then the preponderance of heavy 
industry products in imports bas grown further. Appendix Table 4 shows that, 
specifically, electrical machinery and transport equipment increased their 
shares. This trend stopped during the late 1970s but picked up again in tle 
1980s. 

These parallel i~creases in both exports and imports show t~at domestic 
heavy industries have not been integrated vertically. There is a high degree 
of international vertical intra-in~~stry specialization in heavy industry, 
with domestic productive activities consisting largely of the processing and 
assembly of imported materials and parts. The import composition shown in 
Table 2.3 suggests this pattern as well. To an important degree therefore, 
the Republic of Korea's imports are complements to rather than substitutes for 
domestic production. In so far as import liberalization in the Republic of 
Korea covers heavy industries, it will bring about increased intra-industry 
specialization in these industries, leading to increases in both domestic 
production (responding to growing intra-industry trade, a clear trend since 
1980) and imports of heavy industry goods. 

Table 2.14 shows the increase of import licensing liberalization during 
1977-84 by industry. It shows that the programme deeply affected some heavy 
industries as well as some light industries, although pr~tection might have 
been relatively less important in the first place in such sectors as textiles. 



0999r 
- 29 -

Table 2.14. l•l!Qrt licensing liberalization . ~/ 
r~- bf industrr: 

1977-84 1 selected rears 
(per cent) 

Total ILLR ('1) 
imported -------------------------

items in 1977 1977 1980 1983 1984 

Food. beverages & tobacco 191 49 45 60 61 
Textiles 227 40 70 81 90 
Apparel 75 21 42 74 91 
Leather products 32 66 87 91 100 
Footwear 9 44 100 iOO 100 
Wood products 5(; 72 82 90 100 
Rubber products 26 39 92 91 92 
Miscellaneous petroleum products 12 92 100 100 100 
Plastic products 14 0 93 100 100 
Printing & publishing 17 82 88 94 94 
Professional & scientific equipment 72 57 60 67 75 
Miscellaneous products 62 34 54 64 70 
Paper products 42 45 88 93 93 
Industrial chemicals 305 48 77 83 84 
Other chemical products 107 87 96 97 98 
Petroleum products 17 94 100 100 100 
Non-metallic mineral products 99 58 86 91 91 
Iron & steel products 92 57 76 80 84 
Non-ferrous metal products 76 82 90 89 89 
Fabricated metal products 82 61 85 94 95 
General machinery 278 49 54 65 70 
Electrical machinery 1~7 20 29 48 56 
Transport equipment 81 32 31 37 46 

Total manufacturing 50 67 76 80 

---·- ----

Source: Office of Custo1. > Adminstration Trade Tapes • 

. !/ The number of automatic import-approval items relative to the total 
number of actually imported items. Commodities have been counted in 
terms of the Republic of Korea's tariff lines. 

The "relative export-import rado" shown in Table 2.15 should reflect both the 
Republic of Korea's comparative advantage and pol icy dis tort ions s:!ch as 
import restrictions. The table suggests that the Republic of Korea has an 
undisputedly strong comparative advantage in such products as footwear, 
apparel, rubber products, miscellaneous products and texti!~s. Overall, light 
industries continue to have a comparative advantage, but their strength has 
been declining steadily. Coversely, heavy industries in general lack a 
comparative advantage, although specific products such as iron and steel 
products, fabricated metal products and transport equipment - i.e., ships at 
present - have been gaining in advantage VPry rapidly since the early 1970s. 
It is interesting to note that, starting from very low bases, the relative 
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Table 2.15. Relative export-import ratio~' by industry: selected years~/ 
(per cent) 

Light industries 

Food, beverages & tobacco 
Textiles 
Apparel 
Leat~er products 
Footwear 
Wood products 
Rubber products 
Miscellaneous petroleum products 
Plastic products 
Printing & publishing 
Professional & scientific equipment 
Miscellaneous products 

Heay industries 

Paper products 
Industrial chemicals 
Other chemical products 
Petroleum products 
Non-metallic mineral products 
Iron & steel products 
Non-ferrous metal products 
Fabricated metal products 
General machinery 
Electrical machinery 
Transport equipment 

Total manufacturing 
(Exports/imports) 

Source: KDI Trade Tapes. 

1971 

2.58 

0.21 
0.35 

262.33 
1.53 

829.03 
70.33 
20.58 
0.14 
2.48 
0.55 
0.26 

14.90 

0.31 

0.06 
0.15 
0.20 
1.38 
l.65 
0.43 
0.41 
0.39 
0.09 
0.88 
0.12 

1.00 
(O.SR) 

The ratio is 1.00 for all manufactures. 

Each year represents a 3-year average around it. 

1975 

2.21 

0.64 
2.27 

178.57 
o. 74 

455.98 
52.49 
30.46 
0.53 
7.29 
3.27 
0.80 
6. 35 

0.46 

0.16 
0.11 
0.16 
l.97 
2.79 
0.63 
0.12 
l. 70 
G.11 
l.04 
0.37 

l.00 
(l.01) 

1980 

2.17 

0.51 
2.55 

225.54 
0.64 

1,376.62 
9.74 

14.23 
0.56 
3. 71 
1.48 
0.66 
5.43 

0.60 

0.20 
0.27 
0.15 
0.12 
2.38 
0.99 
0.26 
l.94 
0.14 
l.03 
0.90 

l.00 
( 1. 16) 

1983 

l.92 

0.57 
2.25 

3o.54 
0.51 

811.49 
l.79 
4.15 
0.56 
l.66 
1.48 
0.50 
3.49 

0.73 

0.13 
0.23 
0.13 
0.70 
l.26 
1.07 
0.19 
2.21 
0.23 
0.90 
1.45 

1.00 
(1.37) 

export-import ratios for such sertor.s as paper products, industrial chemi<:als, 
non-ferl'ous metal products and electrical machinery increased for a while but 
then declined in the early 1980s. Import liberalization seems to have been a 
factor in this process. 

The preceding analysis suggests that the pattern of the Republic of Korea's 
trade and industry has responded rather sensitively to the changes in industrial 
and import policies. The Republic of KorP.a's heavy industrialization, which was 
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well underway by the mid-1970s, was associated with a decreasing level of 
import penetration in heavy industry in general throughout the decade. During 
that period, the Republic of Korea's import policy remained essentially 
protectionist, and import liberalization was initiated only toward the end. 
During 1975-:-80, in particular, the share of imports of heavy industry 
manufactures stagnated. Meanwhile, the level of intra-industry trade remained 
stationary. 

Since the liberalization of imports at the end of the 1970s, however, 
import penetration has been rising in general and in heavy industries in 
particular, while the heavy industry share of manufactured imports has been 
rising, too. The index of intra-industry trade has been rising and the same 
time. It is not possible to pinpoint the role of import liberalization in the 
context of these developments, but these establish a strong presumption that 
import liberalization has been playing a substantial role in promoting the 
Republic of Korea's industrial adjustment, especially in promoting 
intra-industry specialization in heavy industries. 

4. COICLUSIOI 

This paper has examined the Republic of Korea's current impr.rt 
liberalization prograame as well as evidence about the related patterns of 
adjustment of industries. The progra&0e was adopted and strengthened as means 
of promoting industrial adjustment, especially in heavy industry, where 
government intervention and protection had nurtured inefficient and excessive 
import substitution. 

The progranme consists largely of liberalizati&n of the general 
discretionary import licensing of manufactures and has taken place in the 
presence of relatively high tariffs and other instruments of contingency 
protection. Its salient characteristics has been gradual liberalization over 
a number of years according to adjustable advance notice. 

The present study has not been able to present a specific pattern of 
industrial adjustment to this programne in the Republic of Korea. Still, it 
has established a strong presumption that the progra11111e contributed to an 
acceleration of heavy industrialization in recent years, promoting an 
intra-industry specialization in particular. 

Thus, modest as the progra11111e may have been, it seems to have effected 
some real adjustment. For instance, it has facilitated imports of those 
co111110dities in which there were no import-competing firms. The production and 
trade statistics suggest that this has occurred in such heavy industry sectors 
as electrical machinery and transport equipment. As a result, intra-heavy 
industry specialization and trade has increased. 

Also, there are indications that where there were import-competing 
domestic firms, there seems to have occurred a substantial degree of 
inter-firm adjustment.i/ Many firms curtailed their operations, and a large 
number seems to have tried to gain international competitiveness through 
technological advances and other efforts. 

Discussed at some length in Young (1986). 
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The patterns of iaport liberalization and the consequent industrial 
adjustaent show that the Government assigns an iaportant role to iaport 
liberalization as an instrument of industry promotion. It has tried to 
ainiaize inter-fira adjustment while promoting intra-firm adjustment with 
assistance in the form of supportive aacro and industrial policies. The 
Republic of Korea's approach to iaport liberalization since the late 1970s may 
be characterized as one that minimizes the cost of adjustment, on the one 
hand, and as one that maximizes the role of import liberalization as an 
instrument of infant industry promotion, on the other. This is achieved 
through a gradual import liberalization under a pre-announced progranne, 
stiaulating firms by putting on pressure to remove inefficiencies and to learn 
by doing. 

Evidence seems to indicate that to a significant degree this approach to 
iaport liberalization has worked. This does not mean, however, that 
inter-firm adjustment to import liberalization can be avoided altogether. 
Some firms and some industries will simply not prove viable. Under the 
present import liberalizatior. progranme, adjustment of this nature seems to 
have been largely postponed. The next phase of import liberalization will 
have to address this issue. Progress will have to be made along at least 
three lines in this phase. 

First, all the remaining manufactured products should be removed from the 
trade notice. These include those competing with products fro• domestic 
industries with rationalization problems. Second, the role and admini~tration 
of the import-source diversifir.ation scheme has to be critically reviewed and 
reformed in the spirit of import liberalization. Third, the level of the 
general tariffs on manufactures will have to be brought down substantially to 
complement the reduction of quantitative restrictions. In addition, 
policy-makers must seriously address the question of the rationalization of 
agricultural protection in the long-term perspective, in spite of politir.al 
and social pressures to the contrary. 
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Appendix Table l. CQ1BPOsition of manufacturing out2ut: Selected Iears~_,. 
(output value at 1980 prices) 

(per cent) 

1971 1975 1980 1983 

Light industries 56 51 44 42 
----------

Food, beverages & tobacco 23 17 14 14 
Textiles 13 14 13 12 
Apparel 4 5 4 4 
Leather products 1 1 l 1 
Footwear l l l 1 
Wood products 4 3 2 2 
Rubber products 1 1 2 2 
Miscellaneous petroleum products 4 2 2 2 
Plastic products 2 2 2 2 
Printing & publishing 2 1 1 1 
Professional & scientific equipment 0 1 1 1 
Miscellaneous products 2 2 1 1 

-----------------------------------------------------------
Reay i·dustries 

Paper products 
Industrial chemicals 
Other chemical products 
Petroleum products 
Non-metallic mineral products 
Iron & steel products 
Non-ferrous metal products 
Fabricated metal products 
General machinery 
Electrical machinery 
Transport equipment 

Total manufacturing 

Source: Bank of Korea. 

44 

2 
5 
3 

16 
5 
4 
l 
l 
2 
3 
3 

100 

49 

2 
7 
3 

10 
4 
8 
l 
2 
2 
6 
4 

100 

Note: Each year represents a 3-year average around it. 

56 

2 
8 
3 

10 
4 

10 
l 
2 
3 
8 
6 

100 

58 

2 
7 
3 
9 
4 

11 
2 
2 
4 
9 
6 

100 
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Appendix Table 2. Composition of manufacturing output: Selected years~' 
(output value at current prices) 

(per cent) 

1971 1975 1980 1983 

Light industries 62.3 51.S 44.5 42.7 
----------------------------------------

Food, beverages ' tobacco 21.8 16.0 14.9 15.3 
Textiles 18.2 15.5 12.5 11.4 
Apparel 5.3 5.1 4.3 4.7 
Leather products 0.5 1.0 1.1 1.0 
Footwear 0.4 0.7 0.7 0.6 
Wood products 4.9 3.1 2.2 1.6 
Rubber products 1.3 1.7 2.0 1.9 
Miscellaneous petroleum products 3.0 1.8 1.8 2.0 
Plastic products 2.3 1.9 1.6 1.4 
Printing & publishing 1.8 1.4 1.2 1.1 
Professional & scientific equipment 0.6 1.2 0.8 0.6 
Miscellaneous products 2.3 2.1 1.4 1.2 

Reay industries 37.7 48.5 55.5 57.3 

Paper products 3.1 2.9 2.1 2.0 
Industrial chemicals 4.2 6.5 7.6 7.0 
Other chemical products 4.6 4.2 2.8 2.7 
Petroleum products 4.4 7 .o 9.5 9.8 
Non-metallic mineral products 4.2 3.8 3.9 4 .1 
Iron & steel products 4.0 7.0 10. l 10. l 
Non-ferrous metal products 0.6 0.8 1.4 1.8 
Fabricated metal products 2.1 1.7 2.3 2.5 
General machinery 1.6 2.1 3.2 3.3 
Electrical machinery 4.9 8.0 8.4 8.2 
Transport equipment 4.0 4.5 4.3 5.8 

Total manufacturing 100.0 100.0 100.0 100.0 

Source: Bank of Korea. 

Note: .!.' Each year represents a 3-year average around it. 
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Appendix Table 3. Comp0sition of manufacturing exp0rts: Selected a/ ,Iears-
(per cent) 

1971 1975 1980 1983 

Light industries 78 65 56 44 
----------------------------------------------------------

Food, beverages & tobacco 
Textiles 
Apparel 
Leather products 
Footwear 
Wood products 
Rubber products 
Miscellaneous petroleum products 
Plastic products 
Printing & publishing 
Professional & scientific equipment 
Miscellaneous products 

Reay industries 

Paper products 
Industrial chemicals 
Other chemical products 
Petroleum products 
Non-metallic mineral products 
Iron & steel products 
Non-ferrous metal products 
Fabricated metal products 
General machinery 
Electrical machinery 
Transport equipment 

Total manufacturing 

Source: KDI Trade Tapes. 

3 
31 
16 

l 
1 

13 
3 
0 
l 
0 
0 
9 

22 

0 
2 
0 
1 
l 
4 
1 
1 
2 
8 
1 

100 

5 
25 
15 

2 
1 
6 
3 
0 
1 
1 
2 
4 

35 

0 
2 
0 
2 
2 
7 
0 
3 
2 

12 
4 

100 

Note: .!/ Each year represents a 3-year average around it. 

5 
20 
13 

2 
2 
3 
3 
0 
l 
0 
2 
4 

44 

l 
4 
0 
0 
2 
9 
l 
4 
2 

12 
8 

100 

3 
17 
11 

2 
3 
l 
2 
0 
0 
0 
2 
3 

56 

0 
3 
0 
3 
2 
8 
l 
5 
3 

13 
18 

100 
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l /' 

(b) lbe relationship between smll and Ediua-size fiIIS and large firms-

l. llTIODVCTIOI 

A small or medium-sized fir11 (SMF) may be characterized as one that is 
independently owned and controlled and is not d011inant in its field of 
business. In developing countries. their disadvantages vis-a-vis large firms 
often include low productivity. 11aDagerial instability and unfavourable 
working conditions. The study describes the development of complementary 
lints between SMF and large fir115 in the Republic of Korea. 

2. THE HORIZOITlL RELlTIOISHIP 

In a horizontal relationship. there are no direct input/oucput links 
between manufacturers. Both SMFs and large enterprises serve their own market 
segments. the large enterprises generally providing mass-produced standardized 
goods, the SMF cust011ized or specialized goods. SKF survival is closely 
related to its continued ability to cover this market segment in the face 
encroachments by large firms. The rapid development of technologies makes it 
easier nowadays for l2~ge firms to produce small batches of special goods i_n 
an economic way - C()mlK)dity development. marketing and technology upgrading 
thus become essential to the survival of SKF. On the other hand. the 
maturation of some products (such as applied micro-electronics) lowers 
production costs to such an extent that SMF can enter the market formerly 
dominate~ by large firms by concentrating on special products using these 
technologies. and adapting them to their own needs. 

l. THE VERTICAL RELATIOISHIP 

In the present context, a vertical relationship is one where a firm 
orders supplies to be used in its own manufacturing process from an outside 
producer, its own production facilities not being able to provide these for 
technical or economic reasons. 

A co111DOn vertical relationship is subcontracting, ~here a large firm 
places an order with one or more small or medium-sized firms. As small or 
medium-sized firms' wages are often lower, this type of vertical relationship 
has addidional advantages for large firms. In relationships with SMF the 
large firm tends to be the dominant partner. It often orders goods made to 
specific requirements, making it difficult for the SMF to sell the product 
elsewhere. Also, the type of good is on the whole not very sophisticated, and 
therefore available from a large number of suppliers which the large firm can 
play off against each oth~r. Finally, the larger firm may use subcontracting 
to purchase goods which it only needs irregularly, and thus provides an 
insecure market. 

Based on a paper presented by Dr. Lee Kyu-Uck, Senior Fellow, Korea 
Development Institute, at the seminar at Seoul. 
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When subcontracting takes a long-term fora vith the large firm providing 
capital, technology, etc., incorporating an SMF in its production plan, the 
term subsidiarization is used. The large firms supply of products made to 
exact specifications is then ensured, and so is the SMFs market. 

SMF only needs li•ited investments and management capabilities in this 
case. Its dependence, however, is very great and the development of a line of 
products for sale elsewhere becomes extremely difficult. 

4. RELATED LEGAL FRA!EWORIS 

4.1 The 1961 Act for co-ordinating business areas of small and medium-size 
firms 

This Act regulates competition among SMFs and the entry of large firms in 
SMF markets. Although the designation of such markets is extremely difficult 
due to continuous changes in supply and demand, there is a rationale for this 
measure. Domination of a market by a big firm may lead to widespread SMF 
bankrupcy with concomitant social disruption, SMFs being major employers of 
the socially disadvantaged. Second, a large firm's entry may be solely 
motivated by a desire to monopolize a market; there may be no gains to the 
economy in the sense of a better or wider range of products. Third, there is 
the argument of protecting infant SMFs which may become contributors to 
industrial development. Fourth, it is generally felt that large firms should 
lead in the penetration of export markets and should therefore use their 
resources for that purpose. 

When a large firm wishes to enter (or expand business in) a designated 
area, it must give prior notice to the Ministry of Coanerce and Industry, 
reporting its plans. The Ministry then decides whether the interests of 
customers and firms in the business area concerned are sufficiently taken into 
account. The Ministry can ask a firm not to enter or to restrict activities 
in a non-designated area, if this would cause serious disruption for existing 
business. As Table 2.16 shows, the number of designated areas has increased 
from 23 in 1979 to 205 in 1984. With very few exceptions, these were all in 
the manufacturing sector. The largest increases were noted in the metal 
products, machinery and equipment industry. This reflects the increase in 
SMFs making parts for the fast growing heavy industry. The system at present 
covers virtually all SMFs operating in designated ares, and 29 per cent of all 
SMFs. So far, 78 large firms have applied for entry in designated areas under 
the Act; this has only been permitted in four cases. 

The Act has had some undesirable side effects: 

- the establishment of designated areas leads to the emergence of vested 
interests, and hence to a waste of resources and a distortion of the 
industrial structure - as the following examples show: 

- in more than one-half of the designated areas, large firms were 
already operating; the law ~hus discrimates against newcomers; 

- as most designated areas come under import liberalization, 
competition by imports is increased while domestic producers are 
prevented from taking a market share; 
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Table 2.16. Designated business areas for small and mediwn fil'111S 

2-digit industries 1979 1983 1984 

Food, beverages and tobacco l 6 10 
Textile, wearing apparel and leather 3 13 21 
Wood and wood products 9 
Paper and paper products, printing and publishing 3 10 15 
Chemicals, petroleum, coal, rubber and plastic products 6 8 26 
Non-metallic mineral products 2 13 16 
Basic metal 6 8 
Fabricated metal products, machinery and equipment 3 26 76 
Other miscellaneous products 5 10 23 
Others 2 

Total 23 103 205 

Source: The Handbook of Small and Medium Firms, Ministry of CoDlllerce 
and Industry, 1986. 

- as there is no time limit to protection, SMFs are not encouraged to 
improve the efficiency and competitivity of their activities. 

The Act could be improved as an economic policy instrument by reducing 
the number of designated areas, by introducing a time limit to protection and 
by paying more attention to the regulation of mergers and acquisitions by 
large firms, as these pr~vide them with a way of circumventing the 
restrictions. Further, SMFs should be given support in shifting to other 
business areas when the market situation changes. 

4.2 The 1975 Act for promoting subsidiarization of small and medium firms 

The Act ~ims at protecting and promoting SMFs in vertical relationships. 
The Act provides tax reductions and various other financial incentives to 
mother firms and SMFs acting as (groups of) subsidiaries. The focus is on 
industries where subcontracting is already intensive. A co-operation 
progranne must be drawn up by the mother firm and its subsidiaries, and 
incentives are dependent on approval by the Ministry of Co11111erce and 
Industry. Mother firms must conclude long-term subcontracts with subsidiaries 
to give the latter the opportunity to improve efficiency and quality in lhe 
context of stable production growth. 

Under the Act, the firms involved must draw up a detailed contract 
specifying the terms under which co-operation takes place. These cover 
quality and type of products, delivery, payments and duration or frequency of 
subsidiarization contracts/orders. Consultation co11111ittees can be set up 
between the partners as a vehicle for technology diffusion and improvement. 

-- -- --~-~~~-~-----------
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The extent of subsidiarization under the Act is shown in Table 2.17. In terms 
of subsectors, subsidiarization is most co111110n in the automobile, electronics 
and farming tool industries. Subsidiar~zation is on the whole not very 
coaaon: only 5 per cent of the total number of SMFs in manufacturing had 
concluded such contracts in 1984. Subcontracting without reference to the 
Act, however, is co111110n: Close to 40 per cent of all manufacturing SMFs had 
vertical relationships with larger firms. The efficiency of the Act in 
promoting stable subcontracting would therefore have to be reviewed, and other 
ways of inducing fair subcontracting practices to increase intensify mutual 
benefit links between SMFs and large industries must be looked at. 

Table 2.17. DesiROated subsidiarization 

1980 1981 1982 1983 1984 1985 

Business areas 6 24 34 43 44 40 
Items 71 426 1,038 1,445 1,553 1,256 
Mother firms 64 220 345 389 395 337 
Subsidiarized firms 263 1,141 1,940 2,435 2,487 2, 180 

Source: The Handbook of Small and Medium Firms, Ministry of Co1m1erce and 
Industry, 1986. 

4.3 The 1984 Act concerning fair subcontracting transactions 

1986 

40 
1,253 

337 
2,189 

The Act is more comprehensive than the Act under 4.2. It also covers 
repair and construction, and individual subcontracts in addition to long-term 
subsidiarization. Thus, it represents a step forward in the legal framework 
for stimulating subcontracts. The requirements for mother firms and 
subcontractors are the same a:; those under 4.2, but the definition of mother 
firms has been broadened in accordance with the wider coverage of the Act. 
With the growth of markets and the increased specialization of production, 
subcontracting has grown rapidly: Since 1976, the number of subcontracted SMFs 
has more than double. 

Although in most cases these subcontracts have benefitted both partners, 
unfair practices do occur. The most coR1110n among these are mother firms' low 
delivery prices and payment delays; the frequency of irregular orders, though 
still low, has moreover grown in rencent years. Several hundreds of such 
cases have been handled by the authorities, but it is suspected that the 
incidence may be far higher: SMFs will often not report on unfair practices 
for fear of damage to business contacts. The most effective way to ensure 
that mother firms honour subcontracts would be for SMFs to strengthen their 
bargaining power by co-ordinating efforts or enhancing their technology levels. 

4.4 The Act concerning monopoly regulation and fair trade 

This Act provides an indirect stimulus to SMF by guaranteeing free 
competition and fair trade. Such practices as the refusal to deal, 
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discriminatory dealings, boycotts, dumping, undue enticement of customers, 
tying arrangements, the abuse of a superior bargaining position, and exclusive 
dealing have been used by large firms against SMFs. Consequently, proper 
regulation of these practices will serve to protect SMFs. The Act has the 
effect of maintaining a competitive market structure in business areas of SMFs 
by controlling business integration. It prohibits business integrations that 
"may substantially restrict competition in any line of trade" or that are 
executed by employing unfair methods. Included under the definition are not 
only mergers, takeovers, acquisitions, and interlocking directorates but also 
the establishment of new firms. Hence, the entry of a large firm through the 
establishment of a small subsidiary as well as takeover of existing SMFs are 
subject to the regulation. The former does not cover entry of a large firm in 
business areas designated for SMFs, and it might be more useful to incorporate 
this regulation in the relevant Act described under 4.1. 

5. FUTURE DEVELOPHERTS 

5.1 The non-fixity of subcontracting 

The vertical division of labour is defined not only by the technological 
level, the mode of production, and the market size of a good but also by 
social elements such as personal contacts in market transactions. As such, 
the vertical relationship is far more com~lex and mercurial than the 
horizontal one. It therefore differs by country and industry. In the case of 
virtually identical colour television s~ts, e.g., a US manufacturer will 
produce almost parts himself, a Japanese producer will concentrate on the 
electronics, purchasing or subcontracting the rest, while in the Republic of 
Korea subsidiarization, subcontracting joint ventures with foreign firms and 
purchasing are used. In Japan, the subcontracting SMFs will be assisted by 
the purchasers of their products, which is not the case in the US. In the 
Republic of Korea, assistance in this case is restricted to raw materials 
provision. The great extent of Intensive contacts in Japan results from the 
family-like managerial system of Japanese firms which has been carried over to 
the inter-firm vertical relationship. Most of the heads of subcontracting 
firms were once employed by their mother firms but later spun off as 
self-employed workers. The system reflects the vertical structure of Japanese 
society. There are indications, however, that this system is rhanging due to 
economic and technological factors. 

5.2 Recent development in Japanese subcontracting 

The rapid growth of the Japanese machinery industry - which relies 
heavily on subcontracting - has led to a reorganization of subcontracting in 
line with the rapid technology, materials and demand changes. Smal 1 or mr,dium 
subcontractors have gradually transformed themselves into self-sustaining 
firms :hrough the improvement of specialized technology and the accumulation 
of managerial skills. 

The introduction of multi-product smal I-lot productir,n ha:> forced SMF 
subcontractors to change and improve production processes. Process design, 
engineering, new technologies and produr.tion control have ar.quired much 
greater importance. 
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Subcontracting has on the one hand expanded as a consequence of the 
present development. Mother firms can concentrate resources on a few key 
products, design and product development. On the Gther, the introduction of 
automated integrated production processes may make it possible for the mother 
firm to economically produce goods that were formerly subcontracted; this also 
helps to retain employment. A larger accumulation of technological know-how 
within the mother firm is also achieved in this way. 

Under the present circumstances, SMFs must incessantly important for SMFs 
to focus on cost reduction and techniques of delivery and cost control and 
strengthen their oarketing capabilities, in addition to improving physical 
productivity though mechanization and automation. In case of production or 
processing that requires high-technology specialization, ou the other hand, it 
is important for SMFs to focus on cost reduction and technological upgrading. 
The changing conditions also leads to a selection of subcontractors according 
to the criterion of economic efficiency, rather than through personal 
connections; SMFs requiring technical assistance are no longer considered for 
subcontracting. The challeng~ for SMF is thus to reinforce their 
technological adeptness and managerial capabilities in order to become equal 
partners rather than subordinates of the mother firms. 

5.3 Prospects for subcontracting in the Republic of Korea 

The increased flexibility needed in industrial operations will 
necessitate a reassessment of the existing policies and legislation relating 
to subcontracting in the Republic of Korea. Jn the one hand, institutional 
barriers should be removed; on the others the development of the physical, 
technological and human resources for SMF must be stimulated. 

The fundamental issue is raising the competitiveness (pr~ce, ~uality) of 
products in the international market. Through their links with exporting 
mother firms, subcontractors are involved in this issue. TherP.fore policies 
improving ~h~ overall, global competitiveness of the Republic of Korea's 
manufacturing will also have a positive effect on SMF. 

As to the new technologies to be adopted by SMF in this process, neither 
the financial resources nor the expertise will generally be available among 
SMFs to adopt the most sophisticated machinery; introducing semi-automated 
production processes may be more suitable. This does not mean that R and D 
should be neglected - it has not been given much attention so far in 
subcontracting, but the above makes it clear that its role is becoming 
crucial. Rand D will, however, have to be adapted to the specific needs of 
SMF in the Republic of Korea's context. 

Finally, more attention will have to be paid to the problems of so-called 
secondary subcontracting: firms supplying raw materials and spedal-purpose 
machinery to subcontractors have not been given support in the past. Y~t many 
of these will have to greatly improve their performance in order to play a 
proper role in tte present industrial environment. 

Provided with protection and su~port where this is apprcpriate, SMFs can 
increase their contribution to the development of the industrial structure and 
the improvement of the international competitiveness of the Republic of Korea's 
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economy. The main force for strengthening SMF vill, however, be found in 
competitive efforts to improve technologies, management, marketing and other 
business activities. While giving full scope to these private efforts, 
legislation and policies should be formulated in such a vay as to provide an 
overall, long-term framework for SMF development. 
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(c) Note on managing development of basic industries in 
l/ 

the Republic of Korea-

l. EMERGENCE OF HEAVY AND CHEMICAL INDUSTRIES IN THE REPUBLIC OF KOREA: 

PROMOTIONAL MEASURES AND DEVELOPMENT STRATEGIES 

Early industrial growth in the Republic of Korea was based on export­
oriented, labour-intensive light industries. By the late 1960s, rising labour 
costs and competition from other developing countries necessitated a shift in 
industrial policies. The enactment of the Machine Industry Promotion Act in 
1967 was a starting point, but only from 1973 onw~rds (when the Government 
began to implement a development policy centering on heavy and chemical 
industries) did a major shift in the orientation of industrial development 
take place. Measures included the provision of industrial infrastructure, 
investment and export financing support. Stimulating exports was crucial, 
given the limited domestic market. 

Investment in the heavy and chemical industries reached a peak between 
1977 and 1979, with US $9.8 billion or 79.l per cent of total fixed capital 
investment in manufacturing in that period. The Government stimulated demand 
for domestic products by making special purchase loans available, especially 
for machinery. Other measures implemented at the time included special tax 
rebates for heavy industry and tariff and non-tariff protection. 

While the heavy and chemical industries were selected as the focus of 
Government support, no detailed plans were drawn up for the types of industry 
to be established within these subsectors. The choice was left to private 
enterprise, with the Government adapting its support. Close co-operation 
between the Government and private enterprise on such issues as policies, 
technology diffusion, management and marketing was a key factor in the 
sector's fast growth; the availability of a disciplined and dedicated work 
force with a high educational level was another. 

With Government support, large production facilities were built to 
realize economies of scale. Typical examples include a US $ 512 million 
shipyard with a capacity of 1.2 million tons/year and a US $3.5 billion steel 
works with a capacity of 8.S million tons/year, both built in 1981. 
Technology was purchased in the early stages in order to be able to quickly 
market competitive products; meanwhile, Rand D capacity was built up. 

Between 1970 and 1985, the manufacturing industry production index rose 
from 100 to 998; the index for the machinery industry rose from 100 to 2,941. 
Total exports grew from US $830 million i11 1970 to US $30.3 billion in 1985. 
The heavy industry share grew from 12 per cent to S7.9 per cent, and machinery 
exports ~y themselves accounted for some 40 per cent in the latter year. 
Whereas there is a small overall ~verall trade deficit, machinery exports have 
shown a surplus since 1982. 

Based on a paper presented by Dr. Kang Youngkook, Executive Managing 
Director, Daewoo Corporation, at the seminar at Seoul. 



0999r 
- 45 -

Z. STRATEGIES AID EXPERIENCES OF THE DAEWOO GROUP !N MAHAGrHG THE 

DEYELOPftEIT OF HEAVY INDUSTRIES 

Founded in 1967, the Daewoo group is now on US $7 billion TNC, composed 
of over 30 companies and employing ove1· L00,000 persons. Although a number of 
major heavy and chemical industries are part of the group, it also includes 
engineering, construction, trading etc. companies. Stimulated by Governemnt 
incentives, which in the 1970s especially favoured large enterprises, a rapid 
expansion strategy was followed by the group. Products selected in accordance 
with the country's industrialization goals of the early 1970s included diesel 
engines, rolling stock and machine tools. Daewoo responded to the recent 
shifts in emphasis towards informatics by expanding into the electronics and 
computer fields. Such shifts are carried out by pooling the management, 
technical and financial resources of the group. While concentrating on 
products that are in the forefront of manufacturing development, Daewoo 
pursues a diversification policy to limit the high risks of such moves. 

To acquire the technological capacities for such shifts, Daewoo initially 
purchased foreign product designs and sent technicians abroad to acquire 
know-how through on-the-job training. The company then started to improve on 
existing technologies and eventually began to develop its own products. Close 
contacts are kept with local universities and Governemnt research 
institutions. In 1982, the company established its own R and D centre; 90 per 
cent of the company's product is now based on its own technologies. 

A well-trained and motivated labour force being a key element in success, 
the group has provided a good working environment, above average salaries and 
extensive training facilities to its employees. In return, long working hours 
are made. Efficient management receives special attention, and the management 
is expected to set an example for employees in all respects. On the other 
hand, employees are invited to submit suggestions for improved management and 
operations, and these have considerably contributed to company efficiency. 

Daewoo relies on domestic suppliers for a large number of items. As the 
quality of these in part determines the quality of Daewoo's output, the 
company has financed a co-operative progra11111e to improve the products of the 
suppliers, mainly small and medium-sized enterprises that do not have the 
means to make such improvements themselves. The programme offers financiaL, 
technical and managerial as~istance, and the company not only places orders 
with the participating enterprises but also helps them plan future production 
by giving estimated requirements for their output over a 12-month period. 

Daewoo started out by exploring the rlomesti<'. market f..,r industrial 
products, but its limitations soon forc:ed the r.ompany to enter the 
international markets. Market pF:net rat ion t.ook place through international 
trade fairs, association with wt:l l-J.:nown foreign romp;ini.:s to tilke ;1dvantage 
of their reputation and sales networks and identifying large fon~ign tradi1:g 
houses for the distribution of prnrlucts. Meanwhile, the expanding network of 
overseas branch offices of the company was used to c:ollec:t product, technology 
and market information. The overall market strategy was to offer a quality 
product - custom-made, if necessary - at a competitive price and with first 
class consumer services. 
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Although the costs of this approach vere high, it provided the company 
vith a fast growing share in international markets: While exports vere US $2 
million in 1976, less than 5 per cent of total sales, they reached US $90 
million in 1985, 20 per cent of total sales. Daewoo nov exports computer­
controlled precision machinery to the US and the FRG. 
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CHAPTER III 

l/ 

(a) Textile policy issues for developing countries-

1. CBAIGES II THE IITERIATIOIAL TEXTILE IIDUSTRI: IEW ~ARAftETERS FOR 

DEYELOPIIG COUITRIES 

l.l Changes in international textile-clothing trade 

The expansion of textile and clothing exports bas been fundamenta~ to the 
economic growth of East Asian developing countries during the iast two 
decades. Yet, changes in the international textile and clothing syste~ 
indic:te that in the future the contribution of both industries LO economic 
devel.,:iment might differ from the past. iJeveloping countries will therefore 
have to adjust their textile and clothing industries to new international 
parameters, in order to secure existing or aevelop new comparative advant~ges. 

Over the 1965-1985 period, world exports of textiles and clothing grew 
from US $5.3 billion to US $61 billion. Export growth, however, was the 
result of different trends. The steady decline of the world export shares of 
yarns and fabrics, for the former since the 1970s, for the latter since the 
1960s, and the rapidly growing share of garments are th~ most f~portant. In 
fact, yarns and fabrics experienced absolute declines in value terms in the 
early 1980s (cotton yarns since the mid-1970s), reflecting both the build-up 
of sizeable production capacities in developing countries and the growing 
vertical integration of their textile and clothing complexes. In the case of 
fabrics, rapidly growing exports of synthetic fabrics reached and surpassed 
the level of natural fabric exports in the 1970s ar.d early 1980s, but exports 
of natural fabrics gained ground again since the mid-1970s and had come close 
to the level of syntheti~ fabric exports by 1985. 

The changing product composition of world o.rade flows of textile and 
clothing goods reflects deep changes in the industry's international division 
of labour, resulting from changes of comparative advantages of individual 
countries and country groups. Table 3.1 provides an overview of the changing 
world-export sh4res of the developed market economies (DMEs), the centrally 
planned economies (CPEs), and the develo?ing countries. Two sub-groups of 
developing countries are distinguished according to the pace and timing of 
their entry into the world market of textiles and clothing. A first sub-group 
are those developing countries which have reached a more advanced level of 
income per capita and which al the same tillh! have gained during the 
1970s/early 1980s major shares in the textiles/clothinK import markets of the 
United States and/or the European Co111DUnity. The~e countries which will be 
referred to as "Advanced Textile Exporters" (ATEs) in the following, are Hong 
Kong, the Republic of Korea, Brazil, Mexico and Yugoslavia. All other 

SU11111ary of a paper prepared by the Regional and Country Studies Branch, 
UNIDO and presented at the seminar at Seoul. The full text of the paper 
is issued under symbol PPD/R.S. 
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Table 3.1. Share of selected country groups in vorid trade of 
textile and clothing goods 

Developed market economies 
Advanced textile exporters 
Other developing economies 
Centrally planned economies 

Developed market economies 
Advanced textile exporters 
Other developing economies 
Centrally planned economies 

Source: UNIDO Data Edse. 

(Percentage) 

1965 

Exports 

82.0 
9.6 
6.8 
1.6 

Imports 

70.3 
5.0 

21.5 
3.2 

1970 

80.3 
12.0 
S.7 
2.0 

75.6 
7.S 

12.S 
4.3 

1975 

72.0 
17.3 

7.8 
2.9 

78.0 
5.3 

11.9 
4.7 

1980 

66.0 
18.0 
13.4 

2.6 

77.S 
6.0 

13. l 
3.4 

developing countries will be referred to as "Other Developing Economies" 
(ODEs) in the following. 

1985 

55.8 
21.2 
20.9 
2.1 

80.l 
8.2 
9.1 
2.6 

Initially the ATEs expanded their share in worid export markets at the 
cost of both DMEs and ODEs; after 1970, their strengthen~d position was fu~ly 
at the expense of the DMEs. After the mid-1970s, ATE shares stagnated as a 
consequence of ODE export growth. Growing exports from developing countries 
also increasingly substituted trade between DHEs: The share of intra-DME-trade 
ir. total DME imports fell from 80 per cent in 1965 to SO per cent in 1985. 
The textile/clothing trade balance of the DMEs has been negative since the 
mid-l970s. 

The global trend towards declining yarn/fabric trade and i~creasing trade 
in made-up articles is reflected in DME trade patterns. Natural yarns no 
longer have a significant share in DME trade, and after a period of growth in 
the late 1960s, imports and exports of synthetic yarn decreased as well. The 
late 1960s saw a strong decline in the natural fabrics trade shares, but 
afterwards a stabilization took place which is most marked in natural fabrics 
exports. After peaking in the mid-1970s, synthetic fabrics exports decreased 
slowly; imports (whose share has remained relatively small throughout) show a 
similar trend. Clothing exports (the largest single category) exhibit slow 
growth throughout, but knitwear export. shares have remained virtually stagnant 
since 1970. The l~tter is also true for DME imports, but the import share of 
clothing expanded considerably, from 22.9 per cent of total textile/clothing 
imports in 1965 to 40.3 per cent in 1985. 

n.e ATE t:ountrit:s' textile and clothing industries had achieved positive 
trade balances already in 1965, when their share in world exports was almost 
three times as large as their share in world imports. The ATEs gained rapidly 



lOOOr 
- 49 -

shares in international markets until the mid-1970s. Between 1975 and 1980, 
they could only insignificantly improve their international market positions, 
as their exports met both increasing protectionist barriers in industrialized 
countries and growing low-cost competition from other developing countries. 
Yet, in the 1980s, the ATEs could further increase their ~hares in 
international markets, at the expense of exports from the DMEs. 

The ATE trade pattern for yarns differs in one important respect from 
that for DMEs: While synthetic exports a1e small (though increasing), imports 
have been quite large, though their share :'las been halved, from a 22.3 per 
cent peak in 1970 to 11.1 per cent in 1985. Natural fabrics have seen their 
export share decrease continuously, and are no longer very important. The 
import share has declined strongly as well, from 43.3 per cent in 1965 to 
19.0 per cent in 1985, but a stabilization can be noticed in recent years. 
Exports of synthetic fabrics have grown to become the third largest category, 
with over 10 per cent; imports, however, are even more important although they 
decreased from a 40.5 per cent peak in 1970 to 29.7 per cent in 1985. 
Clothing has been the predominant export over the whole period, accounting for 
36.6 per cent in 1965 and 45.7 per cent in 1985. It is followed by knitwear, 
with shares of 26.4 and 30.8 per cent, respectively. On the import side, 
there has been a decrease for both products during the 1970s, but shares then 
grew to 16.4 per cent for clothing in 1985, and 15.7 per cent for knitwear. 

The ODEs played a relatively modest role in the world trade of textile 
and clothing goods up to the mid-1970s. In fact, ODEs were highly dependent 
on imports of textile and clothing products throughout the 1960s and 1970s. 
In the second half of the 1960s, the establishment of sizeable production 
capacities in these countries led to a steep reduction of their share in world 
imports. Yet it was not before 1980 that expanding exports could eliminate 
the ODEs' overall trade deficit in textiles and clothing. Subsequently they 
became significant net exporters: Between 1975 and 1985, the ODEs almost 
tripled their share in world export markets (see Table 3.1) with exports 
growing at an average annual rate of 31.l per cent. 

In the 1980s, the further steep rise of the ODEs' market share went 
parallel to new market share gains of the ATEs, but the average annual export 
growth rate of ODEs (11.7 per cent) was significantly higher than the growth 
rate recorded by the ATEs (4.3 per cent). Yet, export growth rates of both 
groups of developing countries fell significantly short of the rates recorded 
between 1975 and 1980, reflecting not only increasing trade barriers, but also 
the impact of the recession in OECD countries on demand for textiles and 
clothing. However, a decrease of the value of DMEs' exports between 1980 and 
1985 by a total of 6 per cent allowed market share gains of developing 
countries between 1980 and 1985, comparable to the gains achieved with much 
higher growth rates between 1975 and 1980. 

ODE yarns exports still show a fairly high share of natural yarns: 
9.0.per cent in 1985. This, however, is only half the 1970 peak share. 
Synthetic yarns dominate imports, which after fast growth reached 16.6 per 
cent in 1970, and then levelled off to reach a 17.4 per cent level in 1985. 
The major 1960'& export, natural fabrics, has seen its share decline to 
13.4 per cent in 1985; synthetic fabrics exports have remained small. On the 
import side, a similar decrease in the share of natural fabrics is to be 
noted, ~ut synthetics reached a peak of 32.9 per cent of 1975 at which it 
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still was, after some fluctuations, in 1985. The large export gains are in 
clothing and knitwear, growing from 16.4 per cent and 8.4 per cent in 1965 to 
45.3 per cent and 22.7 per cent in 1985. Imports of knitwear, after growth up 
to the mid-1970s, have stagnated around 9 per cent; clothing imports reached a 
peak of 21.9 per cent in 1980, but have since decreased somewhat, the 1985 
figure being 19.8 per cent. 

1.2 Textile and clothing industries in economic development 

During the 1960s, the majority of developing countries still were in the 
earliest phase of the development of their textile and clothing industries. 
Exceptions were developing countries with large internal markets and/or a 
sizeable domestic resource base (cotton) such as India, Mexico, Pakistan, 
Brazil. In large developing countries, trade tends to account for a smaller 
share of domestic production and consumption. A second group of exceptions 
are outward-looking countries such as Hong Kong and the Republic of Korea. 

In the course of the 1970s, the developing countries expanded their 
textile and clothing industries, becoming net exporters of clothing and 
strongly reducing imports of textiles; a number of countries became net 
exporters of textiles as well. Almost all textile producing developing 
countries reviewed in the study had achieved a trade surplus for textiles and 
clothing combined by the early 1980s. 

The growth of clothing exports has often originated in export-processing 
zones, utilizing duty-free imports of intermediate textile goods for further 
processing. In the course of industrial development, many developing 
countries succeeded in establishing increasingly vertically integrated 
textile-clothing complexes, which in advanced stages became net exporters. 
Yet, this general, historical pattern does neither fully reflect the 
experience of every individual developing country nor can its persistence be 
automatically assumed in the future. Some qualifications need to be made in 
this regard. The fact that most developing countries continue to be 
net-importers of textile goods reflects the difficulties to advanc~ from a 
garment export led growth pattern to an integrated development of 
textile/clothing complexes. In fact, in recent years a trend-reversal can 
even be observed in terms of growing dependence on textile imports in 
developing countries such as the Philippines, Sri Lanka and Thailand,. lt 
reflects the success of industrialized countries in modernizing their textile 
industries during the last decade in order to regain comparative advantages. 
In many industrialized (and also in some advanced developing) countries this 
was the result of specific sectoral industrial policy progrannes which are 
described in section 2. 

1.3 Changes of the industry structure: Concentration and interationalization 

As a consequence of low entrance barriers for newcomers, concentration 
levels in the textile and clothing industries have always been far below 
manufacturing averages. During the last decades, however, tendencies towards 
oligopolistic market structures have become visible, especially in the 
relatively capital-intensive man-made fibres (MMF) industry. MMF producers 
are typically divisions of large multi-product transnational firms with 
sizeable financial and managerial resources. Downstream manufacturing tends 
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to be far less capital-intensive, and international competition tends to he 
strong. ~ producers have considerable market power vis-a-vis downstream 
producers, especially in developing countries where foreign subsidiaries of 
~ producers tend to be sheltered from external competition by import 
barriers. 

~ is produced in some 50 countries. As Table 3.2 shows, production is 
dominated by the US, with Japan following. Europe's leading producers are the 
USSR, the FRG and Italy. There has, however, been a clear shift of production 
towards the developing countries. While these accounted for approximately 
11 per cent in 1973, the 1987 share was some 38 per cent (note that Canada is 
included in the "other Americas" category). In Latin America, Mexico and 
Brazil lead production; the other developing country producers are mainly 
located in Asia, with the Republic of Kurea and the Taiwan Province of China 
standing out. 

Table 3.2. Production shares of major noncellulosic man-made fibres 
by geographic region, 1973 - 1987 

(Percentage) 

Region 1973 1981 1985 

Western Europe 31 24 20 
Eastern Europe 8 11 12 
United States 35 28 23 
Other Americas - 6 7 7 
Japan 15 12 11 
All Other 5 18 27 

Total~/ 100 100 100 

Source: Calculated from Textile Organon, various issues • 

. !/ 

.!!/ 
Estimated capacity • 
Totals may not add due to rounding. 

1987!/ 

18 
13 
21 
8 

10 
30 

100 

A key factor influencing the competitivenegs of national textile 
complexes is the degree of vertical integration. In the case of MHF 
production, backward integration involves the processing of a company's own 
chemical raw materials, whereas fo~ward integration denotes a MHF company's 
uses of own fibres in the production of textiles. Forward integration can 
also include additional downstream activities, such as the mc:nufacture of 
clothing and its distribution. In Western Europe, all but one of the MHF 
firms employ backward integration strategies. 

In the case of the textile industry, internationalization is primarily 
characterized by substantial shifts that have occurred in the international 
division of production, the development of international linkages by European, 
Japanese, and United States trading companies, and the industrial adjustments 
being undertaken by national industries, and promoted by their governments: 
Technological progress has resulted in the integration of spinning and weaving 
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activities into large-scale plants, substantial increases i~ capital 
intensity, labour productivity and productive flexibility, and substantial 
iaprovements in product quality. Unless where special support has been made 
available, small and medium-sized firms have on the whole had great 
difficulties in keeping abreast of these changes. 

Concentration pressures have not been as strong in clothing. While 
technological change has been relatively rapid in cutting and pressing, it has 
been considerably slower in sewing, the labour-intensive nucleus of this 
particular segment of the textile complex. Yet, recent technological advances 
indicate that the production of clothing might undergo sweeping technological 
and, consequently, structural changes similar to past developments in textiles 
production. Further pressure towards rationalization and concentration may 
result fro~ the industry•s often high specialization rates. As a reaction to 
this, US, Japanese and Korean firms have located specialized factories in 
low-wage areas while centralizing coamon services for economy. 

1.4 Challenges facing developing countries 

The future trends and challenges resulting from the changes outlined 
above can be sunmarized as follows: 

The share of textile and clothing expenditure in DMEs in total 
consumption is declining, as are population gr~wth rates. Future 
growth rates for textile and clothing consumption are likely to be 
highest in developing countries. The markets of these countries will 
therefore become increasingly important; 

- As national complexes and individual competitors increaseed their 
efforts to gain market sh3res on a global scale, or to protect their 
domestic markets, the nature, degree, and complexity of competition 
within the global textile complex have increased substantially and can 
be expected to intensify in the future. Selective protection of DME 
industries in the form of quotas favouring less developed countries has 
become an important factor in the shift of production to these 
countries; 

- The persistent deficits in the textile (as opposed t~ clothing) trade 
developing countries are the consequence of successful restructuring 
efforts of textile inuustries in industrialized countries, the lack of 
corresponding progrannes in most developing countries and the 
difficulties of .,newcomers" to proceed from garment exports utilizing 
imported intermediate products (often in Export Processing Zones) to 
integrated textile-clothing development. The latter would have to 
include marketing, design and the establishment of sources of cheap 
intermediate inputs; 

The comparative advantage in low-price high-volume clothing would be 
with the emerging textile industries in developing countries (i.e. 
particularly ATEs), provided they are linked to strong export-oriented 
clothing industries which have large pools of low-wage labour, make use 
of modern production techniques and technology, and produce the quality 
of clothing demanded by developed country markets. Although the 
comparative advantage in special-type yarns and fabrics would at 
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present lie mainly vith those West European producers vho have 
introduced advanced, flexible technologies, developing country 
manufacturers should acquire the ability to introduce advanced 
techniques in order to remain competitive in the long run; 

- Key elements determining future comparative advantages in textiles and 
clothing production are highly susceptible to policy action, such as 
access to nev technologies and support to their dissemination in order 
to increase the flexibility of production, availability of skilled 
employees, access to inputs, access to sufficiently large markets to 
gain economies of scale, and rules affecting labour costs and labour 
productivity. 

2. TEXTILE POLICIES OF DEYELOPllG COUITRIES: llDIYIDUAL EXPAISIOH AUa 

llODERllZATIOI 

2.1 Protection 

Compared to the industrialized countries, higher tariffs are levied by 
most developing countries on imports of textiles (yarns and fabrics) and 
clothing, with tariff rates ranging between 20 per cent and 100 per cent. The 
lower tariffs are for fibres and yarns, the higher tariffs are for fabrics and 
clothing. In addition, most developing countries have other non-tariff and 
non~uantitative trade restrictions. These tariffs and trade restrictions 
virtually "close" textile and garments markets of many developing countries to 
foreign competition, thus providing local producers the opportunity to 
subsidize foreign sales with high domestic contributions. The greater role of 
protection in the policy framework of developing countries compared to 
developed countries corresponds to the different policy objectives of 
developing countries, i.e. to establish and expand their young industries. 
In addition, the high prof its generated on domestic sales are used to off-set 
the lover profit margins obtained f~om exports sales. There are, however, 
serious drawbacks to the use of this approach, unless offsetting policies are 
introduced. In particular, exports are being discriminated. In addition, 
such policies, unless continued with modernization and restructuring policies, 
may result in an inefficient industry. 

2.2 Sectoral aid measures 

Sectoral aid has included modernization assistance, input subisdies and 
job-preservation assistance. An example of thP. first measure is the Republic 
of Korea's textile industry modernization fur.d: As p~rt of the 1982-1986 Plan, 
financial assistance was made available to replace obsolete machinery. 
Measures in the Philippines include subsidized capitalization arrangements, 
special regulations with regard to foreign exchange earnings to facilitate the 
purchase of imported machinery, and loans. Low-interest loans have also been 
made available by the World Bank. 

Input subsidies are provided by a number of countries, either as direct 
subsidies (as in Pakistan) or in the form of cheap loans for raw material 
purch~ses (as in Thailand). Job preservation assistance is provided by e.g. 
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India and Pakistan, vhcre uncoapetitive companies have been nationalized, 
following West European strategies of the 1970s. In general, this approach 
discriminates against companies vhich attempt to become internationally 
competitive. They aust nQt only compete with highly competitive companies in 
foreign markets, but with heavily subsidized public companies in their 
domestic markets. In most cases, both in the developed and developing 
countries, a more effective policy approach to maintain eaplo,.ent has been 
one geared to the replacement of antiquated capacity with modern, 
internationally· competitive capacity coupled with an aggressive marketing to 
expand exports. 

2.3 Tax incentives 

Tax incentives can take the form of prof it or earnings tax relief and of 
tax reductions on iaported materials/equipment or exports/sales. These 
incentives will of ten be available to all industries or to groups of targetted 
industries; a number of countries, however, provides special tax relief for 
the textile and clothing industries (e.g. Thailand, India, Pakistan and the 
Philippines). In general, tax incentives have proved successful in 
combination with other support measures. 

An example of general tax incentives which particularly benefit the 
textile and clothing industry is provided by the Republic of Korea. Firms 
with up to 700 employees are eligible for special investment tax allowances 
and accelerated depreciation rates. Kost of the textile and clothing firms in 
this size category, these industries benefit directly. Moreover, tax-based 
measures to generally promote exports are available. Similar incentives apply 
in the Taiwan Province of China, with special arrangements for firms operating 
in EPZs. 

2.4 Auxiliary services 

These refer to various aspects of R and D and marketing. In the past, 
most attention focussed on the production aspects of fabrics, yarn and 
clothing. Today, it is increasingly apparent that fashion, design and fabric 
combinations are as important as price and product quality. Belgium and Spain 
(see Section 3) are examples of developed countries which have explicitly 
incorporated these aspects into their textile plans. Developing, and 
particularly advanced developing countries also are paying increasing 
attention to these aspects. One example is the Republic of Korea (see 
below). All three countries have included prograanes designed to stimulate 
fashion and design, marketing services, and country and brand image promotion 
in their textile and clothing restructuring plans. They have also created 
non-profit institutions to administer their restructuring programmes, as well 
as centres for research and development, conaercial activities, and production 
and management training. 

2.5 Case study: The Republic of Korea 

In the competitive Asian textile industry invironment of the late 1970s, 
the country 's Government formulated new policies and measures to modernize 
the industry. Key measures were amalgamation of units to realize scale 
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economies, redirection of investment towards dyeing and finishing and 
accelerated introduction of more technology/capital-intensive production 
methods. While the production of yarns and textile is to be the task of large 
units, smaller companies will concentrate on clothing prcduc~ion, using 
sophisticated labour-saving equipment. 

The policy framework is the 1980 Basic Modernization Plan tc: Textile 
Industries. A Textile ~dernization Fund has been established by both the 
Government and the private sector, from which textile companies can borrow at 
rates of 6-8 per cent per annum, with maturities ranging from 5-8 years. For 
small companies, special subsidized loans and export support are available. 
Moreover, those companies have access to the Small and Medium Business 
Pr01110tion Fund; its terms are comparable to those mentioned above. Other 
~eneral measures from which the industry benefits include tax reductions and 
depreciation allowances. 

The Government of the Republic of Korea pursues a very active R and D 
policy in co-operation with private business. Textile R and U was supplied 
with US $20.6 million in loans during the 1976/1983 period. Government 
assistance has also been provided to improve dyeing and design. 

In order to secure reliable supplies of raw materials at stable prices 
and to diversify export markets, several measures have been taken. On the 
import side, price-reduction and price-stabilization schemes have been 
established; on the export side, a diversification away from Japan and the US 
(which account for 40 per cent of Korean textile exports) is stimulated as 
well as diversification into non-quota products e.g. high-value quota 
products. Support for overseas investment is also provided. 

A key role in the modernization process is played by the Korea Federation 
of Textile Industries (KOFOTI). It co-operates with the Government in its 
modernization drive, provides information on developments in the industry and 
strengthens foreign contacts and the Republic of Korea's foreign presence 
through missions, fairs, etc. 

3. TEXTILE POLICIES or INDUSTRIALIZED COUNTRIES: RESTRUCTURING TO MEET 

LOW-COST COMPETITION 

3.1 Policy orientations and instruments 

As growth in the demand for textiles and clothing stabilized or declined 
during the 1970's, and import competition increased, Governments of 
industrialized countries made a range of stimuli for the sector available. 
These include: 

- general industrial incentives, which were being provided to all 
industrial branches alike; and/or 

special incentives provided to promote development in structurally less 
developed regions; and/or 
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branch-specific incentives, aiming at restructuring and revitalizing 
the textile and clothing industries. 

In the European Col!lllUllity, collllllOn textile and clothing polici~s have been 
widely confined to the area of trade policy (in the framework of the various 
extensions of the MFA), with the exception of a branch-specific allocation of 
approximately US $4.S million within the EC's prograaae to promote R and D. 
Most individual member states also support R and D. However, the textile 
industry's share in funds provided by the EC remained small and the Conaission 
of the EC in various cases intervened against specific incentives contained in 
support schemes of member states. 

Among individual EC countries, the FRG stands out in restricting itself 
to general industrial incentives. Other EC countries did apply 
branch-specific incentives. In Italy, subsidized investment loans have been 
granted, and since 1978 Government loans or loan guarantees are provided for 
the restructuring of the industry. Yet, more important in the case of Italy 
has been direct Government intervention through public enterprises, 
particularly in the man-made fibre segment. This involvement had a positive 
impact on further down-stream segments of the complex, which benefitted from 
the provision of intermediate inputs at favourable prices. Other exrunples of 
Government ownership or particiation in can be found in Spain and the 
Netherlands. 

Financial incentives to the textile industry were al~o provided by 
industrialized countries which are not members of the EC. For instance, 
Canada implemented a progranme of approximately US $195 million in the 
1981-1986 period, and in·the U.S.A., 518 clothing and 71 textile enter?rises 
benefitted between 1975 and 1982 from adjustment support in the framework of 
the U.S. tr3de legislation. 

Comprehensive programnes for the whole textile-clothing complexes were 
undertaken by a number of European countries. These "textile plans": 

- specified industry-wide restructuring objectives baEed on a 
comprehensive assessment of the industry's status, development 
potential and resource availabilities; 

- provided financial support to companies to re-establish the financial 
viability of enterprises, to modernize the equipment and adapt the 
product-mix to changed market requirements, and to make changes in the 
company structure and technology consistent with the available labour 
force; and 

established new institutional arrangements involving the main agents 
concerned in the implementation of the plan and/or mor-itoring of its 
progress. 

Due attention to the role of labour was a key factor in the success of 
these policies. This involved reallocation to other industries combined with 
retraining, early retirement schemes, f lexibilization of working hours and 
improved work organization. 
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3.2 Case studies 

The Beligium and Spanish textile plans provide good examples of 
restructuring policies in developed countries. The Belgian plan, apart from 
being successful, exemplifies the major areas and issues involved. Spain is 
an example of a Mediterranean textile exporter; this region will be a strong 
competitor with ATEs in the future. 

Belgium 

The aims of the textile plan launched in 1981 were the stab~ 1 ization of 
employment and the strengthening of competitiveness in the EC market. The 
policies and progranmes were developed by a tripartite conmittee representing 
the Government and labour and employers' organizations, on the basis of 
extensive studies. The plan consisted of three related parts: Financial 
restructuring and modernization, auxiliary services development and social 
support services. Financial support was distributed through and administered 
by a public holding company. The auxiliary services segment of the plan was 
implemented by a tripartite organization. 

The purpose of the first part of the programoe was to lower production 
costs by reducing excess capacity, improved productivity, lower purchasing and 
energy costs and reduced overheads. Finance for :·roductivity improvements was 
disbursed on the basis of projects submitted by companies considered viable. 
Capacity increases were not supported financially. The companies themselves 
had to supply at least 30 per cent, and the private credit sector (banks) was 
expected to supply another 25 per cent in the form of a short-team loan 
against a subsidized interest rate. Auxiliary services included fashion and 
design, marketing, R and D and training. Particular attention was given to 
co-operative prograrm1es for small and medium-size companies; the larger 
companies were considered to be able to develop these services individually. 
Co-operative progrannes included the development of computer-assisted grading 
and drawing of patterns for clothing manufacturers. Social support mainly 
consisted of early retirement and unemployment benefit complementation schemes. 

The plan achieved many of its original goals. Instead of employment 
declining to the 75,000 level which was forecast in the case that no action 
would be taken, employment in the textile and clothing industries actually 
increased from 101,500 persons in 1983 to 102,100 persons in 1984. In 
addition, the industries have succeeded in regaining market shares in the EC. 
One essential element for the success of the Plan was the emphasis put on the 
supply of risk capital. However, the companies assisted needed to be 
financially viable or have good prospects of becoming financially viable 
within a short time. Also, the projects submitted had to be practical and in 
line with market conditions. A second basic element was the multi-dimensional 
and internally consistent nature of the plan. That is, the financial 
restructuring segment was being supported with complementary activities: 
modernization, increased connercial activities, stimulation of creativity and 
product innovation and training. 

- -~--~~-------"-
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Key objectives of the Spanish 1981 textile industry restructuring plan 
were to raise the industry•s competitiveness, productivity and flexibility, to 
increase the shar<.! of higher value added products and to improve the 
managerial, production and financial structure of the individual participating 
firms. At the industry level, employment was to be stabilized, though shifts 
among the various segments of the textile/clothing complex were anticipated. 

The instruments for achieving these goals were of a financial nature, 
including reductions of cusLoms duties, turn~ver tax, corporation tax and 
income tax, and subsidies for both new equipment and for quality and design 
improvements and marketing. Subsidies are given up to a maximum of 70 per 
cent of a new investment. Moreover, companies are also eligible for a certain 
amount of area-specific general subsidies. To increase flexibility in 
production in response to seasonal fluctuations, unemployment benefit payments 
can be spread over a 12-month period and can be stopped during short periods 
of demand fluctuations. Early retirement schemes, etc., have also been 
introduced. 

Up to July 1985, 476 companies submitted conversion plans. Job losses in 
these companies remained well below sector average, their exports grew by 
370 per cent and productivity went up by 60 per cent. 

The inajor problems encountered to date include a lack of interest in the 
plan on the part of small and medium-sized clothing companie~. and 
insufficient development in the areas of fashion and marketing, product 
standardization, training of personnel, and the development and dissemination 
of information. The Design and Fashion Promotion Plan is to remedy these 
shortcomings. With Governrnen~ assistance, a promotional infrastructure for 
both home and foreign marl~"".::s is to be created, training centres ely 
co-opeating with industr1 are to be established, and a Design and Fashion 
Promotion Centre has been created. As these measures ~·ill focus primarily on 
the clothing industries, they are likely to be of special benefit to the 
smaller industries. 

4. THE RESTRUCTURING OF TEXTILE COHPLEXES IN DEVELOPING COUNTRIES: KEY 

AREAS AND POLICY ISSUES 

4.1 Assessment of restructuring requirements and prospects 

The 1990s are likely to witness a new round in the competition between 
developed and developing countries for world market positions. High 
efficiency will be the key concept rather than low cost. For the developing 
countries to retain, re-establish or strengthen their position in global 
markets, a number of steps will have to be taken. The examples of 
international restructuring outlined above could help to provide guidelines. 
The first step would have to be the formulation of textile industry 
restructuring progrannes. Incorporating both supply and demand aspects, an 
assessment of the situation from both national and international perspectives 
would have to be made. 
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In the national perspective, this •40uld include an evaluation of the 
textile industry's performance in terms of its past, current and potential 
contribution to the achievement of key development· objectives, such as 

- economic and industrial growth; 
- foreign exchange earnings/savings; 

employment and income generation; 
price stability; 
satisfaction of basic domestic needs; and 
regional development. 

Further, the state of the industry (capital stock, technology levels, 
marketing efforts) would have to be assessed. 

In the international perspective, the focus is on the industry's 
competitiveness. Product prices, product quality, wage costs, capital costs, 
input costs and the structure of production costs would need to be established 
and compared with corresponding parameters of international competitors. This 
.,assessment would need to be complemented by an analysis of demand aspects, in 
which the actual and potential product basket would be contrasted against 
current and prospe~tive national and international demand trends. Based on 
this assessment of the industry in national and international perspective, the 
desirable directiott, extent and resource requirement of the restructuring 
process can be established. 

4.2 Technological upgrading 

Although the economic relevance of technological improvements varies 
between individual product categories, it becomes more and more obvious that 
in the production of textiles developing countries will have to follow the 
modernization efforts of industrialized countries, if they do not want to run 
the risk of remaining internationally competitive in simple, low value added 
products only. 

Although a wide range of technologies is available in the international 
market, technological innovation has on the whole not been geared to the 
specific needs of developing countries. Some ATEs (Brazil, Republic of Korea) 
have established their own textile machinery industries, but these are often 
closely linked to major machinery manufactur.ers in industrialized countries. 

A careful evaluation therefore has to be made of the type of 
modernization investments needed, also because resource limitations will often 
exclude an overall modernization of the industry. The main bottlenecks 
preventing the industry from achieving international efficiency levels will 
have to be identified; on the basis of this, the type of company eligible for 
modernization incentives can be singled out. The measures taken by the 
Republic of Korea with regard to dyeing (cf. Section 2.5) can be taken as an 
example. 

The dualestic nature of the textile/clothing industrj· in many developing 
countries may necessitate special measures. Small and mediU111-sized 
enterprises generally using traditional companies which often use a mixture of 
outdated and modern technologiP.&. £specially in the former case, technology 
improvement measures should take acrount of skill and ei:terprise finance 
requirements and of employment effects. In the case of the latt~r, the 
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presence of a degree of modern technology in an enterprise may make 
modernization measures relatively cheap and lead to maxiaum efficiency 
increases. Such Deasures should, however, take into account international 
standards and b£ carried out in the context of an overall structural ch3nge 
plan for the textile/clothing industry. 

4.3 Auxiliary services 

The capabilities of industries to respond to shifting international 
market trends can be iaproved through the increased use of market 
intelligence, a concentration on productive flexibility, fashion, design and 
quality control, coupled with increased efforts to develop international 
market linkages. 

In the field of fashion and design, technological progress (CAD) enables 
developing countries to quickly respond to changing trends in their main 
export markets. Yet. given the size of the industry in many developing 
countries and high investment costs of introducing these technologies, most 
individual companies are not in a position to benefit from these technological 
advances. The establishmetat of design centres is, therefore, an option to 
improve a country's industrial design. The shortage of skilled designers may 
make it necessary to provide financial support to the contracting of such 
designers or the training of domestic designers abroad. Activities which 
would benefit specific enterprises (such as quality control centres) could be 
principally financed by their customers, through charging for their services. 
However, public financial support might be required in the initial phases, and 
in the long term the demanJ for the services of such institutions should be 
promoted tt-.rough appropriate policy action. 

International marketing could benefit from establishing contacts with 
trading houses in industrialized countries. Arrangements between producers of 
intermediate products in industrialized countries and textile mills and 
clothing industries in developing countr!es provide additional channels for 
co11111Unicating information on market trends, fibre developments, and associated 
tex~ile technology requirements. Licensing and management contracts provide 
additional sources for gaining experience. 

The development of such international linkages still leaves developing 
countries in the position of "price, quantity and design takers". 
Particularly for the relatively advanced textile and clothing industries of 
developing countries it will become important to play a more active role 
here. Regional co-operation may be a prom~sing road towards the strengthening 
of own marketing capabilities. 

Finally, the establishment and expansion of textile/clothing related 
trainin3 facilities is a necessary complement to , and possibly even a 
pre-condition for progra11111es aiming at increasing the industry's efficiency. 
The rapid pace of technological innovation has added a new qualitative 
dimension to the proolem. A ~tocktaking of existing skill profiles in the 
industry, a com~arison with required profiles resulting from a modernization 
prograawe, and the adjustment of training progranwnes must be an integral part 
of national policy progra11111es. 
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4.4 Labour 

In several devel~ping countries, labour costs aay have a negative impact 
on international competitiveness. This aay be partly due to the prevailing 
exchange rate; lovering the exchange rate could not only help to create more 
competitive wage levels, but could also generally help to aake exports more 
competitive. Wages may also have to be closer related to the individual 
worker's productivity, and greater flexibility in the labour market and in 
labour legislation may ha~e to be introduced. 

Such meas~res should, however, give due consideration to workers' 
rights. Collective agreements could e.g. be drawn up for enterprises taking 
part in restructuring progra11mes which would compensate the labour force 
(through higher wages or otherwise) for the introduction of more flexible 
production methods or for labour reallocation production. Higher wages would 
be justified by increased productivity; reallocation and eaploJ9ent reduction 
aay be justified by long-term eaploJ9ent gains as the industry expands under 
successful restructuring programmes. To be effective, all major unions 
involved in the industry should be partners in such agreements. 

4.5 Establishin~ an institutional framework 

Io order to ensu~e the s11100th functioning of the programae it is 
essential that all parties concerned should be consulted concerning its design 
and should co-operate in its implementation. Several countries, therefore, 
have established a permanent, tri-partite body, involving the Government, 
industry and labour. This tri-partite body aay be closely attached to or form 
part of an institution which would be in charge of implementing the 
program.e. This institution could, among others, 

- evaluate and approve company restructuring plans; 

- provide special financial support to the modernization efforts of small 
and medium-sized companies; 

support the horizontal amalgamation of companies in order to create 
1110re efficie~t units; 

- finance collective activities undertaken by the industry. 

Although such a body would have to reflect the particular conditions of a 
country and its textile and clothing industry, a careful evaluation should 
also be made of the experience with such institutions in countries which are 
presently i•plementing or have implemented a restructuri1•g prograaae. 
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(b) Restructuring of textile and gament industry in Asian 
11' 

developing countries-

1. TREIDS II ASIAI DEYELOPIIG COUITRIES II THE LAST TWO DECADES 

Being in many countries one of the largest industrial employers and the 
key industrial earner of foreign exchange, the textile and clothing industries 
have been usually considered - depending on the point of viev - as essential 
pra.oters of industrial development in developing countries or.as a major 
threat to industrial employment in the industrialized countries. "Export-led 
growth", the magic formula used to describe the exceptionally high growth 
rates of several Asian developing countries over the last tvo decades, was 
often used synonymously with "textile-led growth". Yet, recent trends in the 
international textile and clothing systea indicate that, in the future, the 
contribution of both industries to economic development •ight differ from 
their roles in the development of certain Asian countries. This notion is not 
only founded in the persistance of tight international controls on trade with 
textile and clothing goods. Nev technologies, changes in the industry 
structure both within and between countries, and wide-spread government 
interventions th~ough specific industrial policies are leadini to new 
international constellations of competition and "man-made" comparative 
advantages. 

A characteristic feature of the development o'. the textile and clothing 
industries in a numbP.r of the developing Asian countries bas been a 
significant trade deficit in textile goods, resulting from insufficient 
capacities to fully serve domestic demand and, at later stages, to support 
rapidly expanding exports of garments. In many of these countries such 
garment exports originate from manufacturers based in export-processing zones, 
utilizing duty-free imports of intermediate textile goods for further 
processing. 

In the course of industrial development, ~'°'" • ..i these countries have 
succeeded in establishing increasingly vertically integrated textile-clothing 
complexes, which in advanced stag~s became net-exporters. Yet, this general, 
historical pattern does neither fully reflect the experience of every 
individual developing country nor can its persistance be automatically assumed 
in the future. Some qualifications need to be made in this regard. Only a few 
countries fully completed import-substitution of textile products and even • 
managed to achieve a trade surplus for such products. The fact that the 
majority of developing countries continue to be net-importers of textile goods 
reflects on the one hand the difficulties to advance from a garment-export-led 
growth pattern (with parallel imports of textiles) to an integrated 
devP.lopment of textile-clothing complexes. In fact, in recent years in some 
developing countries a trend-reversal can be observed in terms of an again 
growing dependence on textile imports. It also reflects the success of some 
of the region's more advanced developi~g countries during the last decade in 
modernizing their textile industries in order to regain comparative 

Based on an issues paper prepared by the Regional and Country Studies 
Branch, UNIDO, for the seminar at Seoul. 
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advantages. This success was in some of these more advanced developing 
countries the result of specific sectoral ind~strial policy prograaaes. These 
-policies aimed at modernizing the textile industries of the respective 
countries and adj,lSting their product-mix to new market requirements in order 
to regain or secure new and sound long-term comparative advantages. 

Z. CHAIGES II IIDVSTRY STRVCTVRE - TEXTILE 

Significant structural changes in the textile and clothing industries are 
not limited to the international level, but can be also observed within 
individual countries. Until recently, the textile and clothing industries in 
most countries have been characterized by a large number of small and 
medium-sized firms, often family-owned. As a consequence of small plants and 
low barriers to the entry for new producers, levels of industrial 
concentration have generally been below the average for most manufacturing 
industries. 

During the last decades, however, a trend towards oligopolistic market 
structures became visible, particularly in the production of man-made fibres. 
Man-made fibre producers are typically divisions of large multinational, 
multiproduct firms, with sizeable financial, technical and managerial 
resources. Man-made fibre production enjoys the largest economies of scale of 
all of the segments of the textile complex. It is also the most 
capital-intensive and usually most efficient segment. These characteristics 
dissipate rapidly in downstream-moving activities which are characterized by 
greater numbers of firms, less economies of scale, less production efficiency, 
greater labour intensity, and more intense international competition. Due to 
these structural differences, man-made fibre producers have considerable 
ma~ket power vis-a-vis individual textile companies in terms of product types, 
product quality and price. 

A key factor influencing the competitiveness of national textile 
complexes is the degree of vertical integration. In the case of man-made 
fibre production, backward integration involves the processing of a company's 
own chemical raw materials, whereas forward integration denotes a man-made 
fibre company's uses of own fibres in the production of textiles. Forward 
integration can also include additional downstream activities, such as the 
manufacture of clothing and its distribution. 

Technological progress has resulted in the integration of spinning and 
weaving activities into large-scale plants, substantial increases in 
capital-intensity, labour productivity and productive flexibility, and 
substantial improvements in product quality (defect-free output, texturing, 
fibre blends, and so on). The rapidly mounting costs associated with 
modernizing textile plants and the textile production process are placing 
severe burdens on small and medium-sized firms with limited financial 
resources, unless public funds are made available to support such 
investments. Corresponding government-led progranmes to rationalize the 
production of fibres, textiles and clothing in a number of Asian developing 
countries have also had the net effect of a gradual increase in the level of 
industrial concentration, primarily in textiles. 
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3. CHANGES IK IIDUSTRY STRUCTURE - CLOTHIIG 

Concentration pressures have not been as strong in clJthing in Asia's 
developing countries. While technological change has been relatively rapid in 
cutting and pressing, it has been considerably slower in sewing, the 
labour-intensive nucleus of this particular segment of the textile complex. 
Yet, recent technological advances indicate that the production of clothing 
might undergo sweeping technological and, consequently, structural changes, 
similar to past developments in textiles production. Further pressure towards 
rationalization and concentration may result from the high specialization 
ratios of the industry in many countries. Clothing firms specialized almost 
exclusively in a particular clothing category are highly vulnerable to changes 
in the operations. 

4. CHALLENGES FACING ASIAN DEVELOPIUG COUNTRIES 

The textile and clothing industries in developing Asia have thus 
experienced considerable change in the last three decades. These changes as 
well as changes at global level are anticipated to continue and will 
constitute importa;1t parameters for the plans of governments to develop, 
revitalize and/or restructure their industries. They can be swmnarized as 
follows: 

(i) Demand for textiles and clothing is growing in the industrialized 
countries at a rate below the average demand increase associated 
with rising income per capita. Adding to this the persisting high 
differentials in population growth rates between developed and 
developing countries it can be concluded that the main growth 
markets for clothing in the future will be in the developing 
countries. Therefore, the potential of internal markets in Asia's 
developing countries constitutes a source of growth which these 
countries' textile industries will have to increasingly rely on in 
the future. 

(ii) This conclusion. which is based on demand considerations, is 
supp~rted by current trends on the supply side. As national 
complexes and individual competitors increase their efforts to gain 
market share& on a global scale, or to protect their domestic 
markets, the nature, degree, and complexity of competition within 
the global textile complex have increased substantially and can be 
expected to intensify in the future. Some of Asia's developing 
countries have successfully completed the transition from overall 
trade "deficit phases" to trade "surplus phases" of their 
textile-clothing complexes. 

(iii) The establishment of country-specific import quotas by developed 
countries favouring less arlvanced developing countries has 
accelerated the development of lower-cost clothing industries in 
such countries. Textile industries from more advanced developing 
economies, such as Hong Kong, the Republic of Korea and India have 
for instance established clothing facilities in less advanced 
developing countries. 

• 
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(iv). In the world-wide textile-clothing complex national industries are 
specializing in those segments in which they enjoy comparative 
advantages e.g. specialization in particular types of fibres, 
fabrics, and clothing. The international markets for textiles are 
increasingly being divided into two distinct segments: 
undifferentiated (co111110dity-type) fabrics and yarns and 
differentiated (specialty-type) fabrics and yarns. 

(a) The first market is for basic yarns and fabrics which can best 
be satisfied with long production runs. The coaparative 
advantage for this type of textile market is with developing 
Asia's new emerging textile industries provided they are linked 
to strong export-oriented clothing industries which have large 
pools of low-wage labour, make use of modern production 
techniques and technology, and produce the quality of clothing 
demanded by the markets of the developed countries. 

(b) The second market is for specialized yarns and fabrics. It has 
grown substantially in the last twenty years, and is the 
combined result of textile firms seeking to become dominant in 
specific market segments, and the growing sophistication of 
clothing markets in developed countries. The introduction of 
new, flexible machinery allows these companies to react quickly 
on changing demand requirements in high-fashion markets and to 
produce even small lots cost-efficiently. Access to the more 
affluent markets, close links to man-made fibre firms, the 
domination of advanced fabric forming and finishing 
technologies, experience in marketing on a global scale and, 
last but not least, close links to manufacturers of textile 
machinery support these newly established comparative 
advantages which are characteristic for a growing number of 
textile manufacturers, in the first hand in Western Europe, but 
also in Asia. 
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(c) Key issues for the developaent of a policy fr•vort for the 
tJ 

restructuring of textile and garment industries-

A vital step towards the design of a textile industry restructurin& 
progra1111e. be it for one segment or the entire complex. is a comprehensi~~ 
stocktaking and evaluation of the industry. This assessment should be done 
incorporating both supply and demand aspects in national and most importantly. 
international perspectives. 

In the national perspective. this would include an evaluation of the 
textile industry's performance in terms of its past. current and potential 
contribution to the achievement of key development objectives. such as 

- economiic and industrial growth; 
- foreign exchange earnings/savings; 
- employ.ent and income generation; 
- price stability; 
- satisfaction of basic domestic needs; and 
- regional development. 

In the international perspective. the focus is on the industry's 
competitiveness. 

- Product prices; 
- product quality; 
- wage costs; 
- capital costs; 
- input costs; and 
- the stnicture of production costs; 

would need to be established and ~ompared with corresponding parameters of 
international competitors. This assessment would need to be complemented by an 
analysis of demand aspects. in which the actual and potential (given the 
country's resource endowment) product basket would be contrasted against 
current and prospective national and international demand trends. 

Based on this a~sessment of the industry in national and international 
perspective, the desirable direction and extent of the required restructuring 
process can be established. To translate these restructuring objectives intG 
a policy progra..ae, the relevant national parameters would need to be 
established in terms of the textile industry's capital stock, its 
technological vintage, productivity, rehabilitation potential and 
modernization needs, using again as a yardstick international standards ("best 
practice" norms and levels achieved by main international co•petitors). 
Relevant national parameters to be included would also constitute these 
factors which are decisive for the "market effectiveness" of an industry such 
as distribution channels, marketing eff~rts and design activities. 

l/ Based on a note prepared by the Regional and Country Studies Branch, 
UNIDO, for the seminar at Seoul. 
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The key objective of a textile industry restructuring progra11me is to 
inc1·ease the industry•s international competitiveness. This involves two main 
issues. First, to reduce production costs through modernization of the 
capital stock, and second, to strengthen the capital structure of industrial 
c011panies, in order to enable thea to initiate the required investments. 

Crucial policy deecisions are called for in thls context to detenaine which 

enterprises; 
segaents of the textile clothing coaplex; 
type of machinery; and 

- vintage of technology 

should benefit from modernization incentives. Assuaing that resource 
liaitations exclude the possibility of a coaplete aodernization up to latest 
technological standards of all segaents of the production chain, a selective 
approach would be called for. Based on the results of the industry assessment 
those critical links in the production chain can be identified which 
demonstrate the aost significant deviations frOlll international standards and 
which coostitute key bottlenecks preventing th~ !~xtile industry from 
achieving international efficiency levels. Based on this, .. eligibility 
criteria .. may be established to detenaine which companies would benefit from 
aodernization incentives. 

In many developing countries the textile industry is of a highly 
dualistic structure, given by the co-existence of a usually large segment af 
saall to medium-sized enterprises, operating with an outdated capital stock 
and serving mainly the domestic market, and a usually small segment of medium­
to large-scale enterprises, serving both the domestic and external markets. 
The latter segment often consists of some highly modern enterprises complying 
with advanced technological standards and many technologically heterogeneou~ 
enterprises, operating modern and outdated equipment at the ~ame time. The 
lo-existence of both types of equipment is of ten given both within one 
manufacturing stage (e.g. spinning) and between various manufacturing stages 
(e.g. modern weaving equipment, but outdated finishing equipment), 
constituting a main bottleneck to achieving international efficiency standards. 

Such enterprises constitute, under cost-benefit considerations, a 
particularly promising target group for modernization progrannes under 
resource constraints, r.~sulting in a maximum increase of the industry's 
efficiency with minimal financial support requirements. Focussing on these 
enterprises would correspond to a "picking-the-winner" strdtegy when it comes 
to establishing eligibility criteria for companies to benefit from 
modernization incentives. At the operational level, ~uch companies may be 
identified taking investments undertaken in the recent past as a yardstick. 
Yet, this criterion by itself does not necessarily identify future "winners", 
as a company may have significantly invested, but in production lines not 
corresponding to the country's long-term comparative advantage. 
Company-specific variables will, therefore, not be sufficient for the 
determination of eligibility criteria, but will need to be complemented by 
critera derived from the assessment of the industry in national and 
international perspective and the resulting industry-wide restructuring 
objectives. International productivity standards in combination with criteria 
derived from the established restructuring objectives may also be used to · 
decide whether technology of an older vintage should benefit from 



lOOOr 
- 68 -

moc.ternization incentives. This issue may be relevant as the experience of some 
countries has shown that some industrialists took advantage of modernization 
incentives effecting capital flight, through imports of old, over-invoiced 
equipment. 

Finally, modernization of the textile industry's capital stock and 
i111>rovements of it's market eff~ctiveness will not leed to the desired results 
without due consideration of the role of labour in the progranae. In several 
developing countries the labour force works at wage costs which are considered 
not to properly reflect the countries' relative factor endowments and which 
therefore are higher than in competing countries, partly due to the prevailing 
exchange rate, partly due to structural characteristics of the labour market 
and existing labour legislation. In several countries, policies of the labour 
unions and their strong position to enforce create ~bstacles to desirable 
efficiency increases. The negative impact of this on these countries' 
international competitiveness reinforces cost disadvantages deriving from the 
operation of outdated machinery. An essential requirement for the success of 
a restructuring programae is therefore to increase the flexibility of the 
labour market. 

An effective restructuring progranme will not only raise the industry's 
productivity, but also affect the composition of output. These changes cannot 
be expected to be accomplished always in the same enterprises. Some 
reallocation of labour between enterprises might be necessary, requiring a 
flexible labour legislation. This does not imply that acquired rights of the 
labour force should be simply eliminated. Instead, one would need to look for 
solutions which give due consideration to the interests of all parties 
concerned and to the requirements of and prospects offered by the 
restructuring programme itself. One approach to be considered in this context 
would be to negotiate a specific collective agreement which would pertain only 
to those enterprises which participate in the restructuring progranwne. This 
agreement would couple more flexibility for enterpreneurs to reallocate or 
(temporarily) reduce the labour force with wage rates (or other forms of 
compensation) which would be higher than in enterprises outside this agreement 
and the restructuring progranme. Higher wages would be justified by increased 
labour productivity as result of modernization efforts, but sho~ld of course 
not eliminate the necessary effect of productivity increases on the 
profitability and thus international competitiveness of enterprises. To be 
effective, such a specific collective agreement would need to include all 
major trade unions established in a country's textile industry. 

The provision of financial resources to selected enterprises in order to 
promote technological modernization will not lead to the desired results 
without the creation of a corresponding institutional framework. In order to 
ensure the smooth functioning of the progra11111e it is essential that all 
parties concerned should be consulted concernir.g ith design and should 
co-operate in its implementation. Several coun~:ies, therefore, have 
established a permanent, tri-partite body, involving the Government, industry 
and labour, to discuss the key elements and instrwnents of a restructuring 
prograane, to monitor the restructuring process and to serve as a forum for 
settling disputes between different actors. 

This tri-partite body may be closely attached to or form part of an 
institution to be created which would be in charge of actually impleme,ting 
the progranne. This institution could, among others: 
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- provide financial support to the modernization efforts of small and 
medium-sized companies; 

support the horizontal amalgamation of companies in order to create 
:nore efficient units; 

- finance collective activities undertaken by the industry. 

The latter type of progranmes would include the cost for establishing and 
operating specific institutions, such as fashion centres, centres for 
technical studies, textile schools and quality control centre~. 
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(d) Textile and garment industry - development of institutional 
l/ 

infrastructure and industrial services-

1. SUPPORT FOR PROCESS ARD PRODUCT DEVELOPftERT 

Emphasis on production efficiency is a necessary and vital part of a~y 
development, revitalization or restructuring progranme. At the same time, 
however, new and increasing attention is being focused on gaining market 
effectiveness. 

One important area in which R and D efforts in many countries are given 
emphasis is that of utilization of various natural fibres, such as e.g. silk 
and ramie. Closer co-operation between the Asian developing countries (and 
even with other countries, e.g. in Latin America regarding ramie 
utilization). An important basic consideration for the countries pursuing 
such efforts is the building up, if possible, of a distinct 'product image'. 

Certain inter-country co-operation in the area of textiles testing might 
be of direct interest, e.g. for testing of coloured yarns. Testing for the 
'Wool mark' certificate is another example of inter-country co-operation. 

In many countries, Governments and industrie~, mostly in joint 
undertakings, are seeking effective ways to increase the capabilities of their 
industries to be responsive to international market trends and demand shifts. 
This is being accomplished primarily through the increased use of market 
intelligence, a concentration on productive flexibili~y. fashion and design 
and quality control, coupled with increased efforts to develop international 
market linkages. 

In the field of fashion and design, technological progress (CAD) enables 
developing countries to quickly respond to changing trends in their main 
export markets. Yet, given the size structure of the industry in many 
developing countries and high investment costs of introducing these 
technologies, many individual companies are not in a position to benefit from 
these technological advances. The establishment of design centers is 
therefore an option to improve the design strctures of a country's industry on 
a wider basis. In this connexion a la.:k of skilled designers is constituting 
a bottleneck in developing countries. Support to the contracting of 
international designers or to the fielding of national designers for training 
abroad has been successfully applied by several coantries to overcome this 
constraint. In the framework of a textile industry restructuring programme a 
national design and fashion centre may be entrusted with advising individual 
companies' on the incorporation of design and fashion improvements into their 
restructuring plans. 

The financing of such institutions could come from various sources and 
should be tied to some extent to the benefits. Thus, activities which would 
benefit specific enterprises (such as quality control centres) could be 

Based on a note prepared by the Regional and Country Studies Branch, 
UNIDO, for the seminar at Seoul. 
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principally financed by their customers, through charging for their services. 
However, public financial support might be required in the initial phases, and 
in the long term, the demand for the services of such institutions shoald be 
promoted through app~opriate policy action, such as the requirement of 
obtaining quality certifications issued by such institutes. In addition, joint 
activities could be partly financed through levies on imports and/or domestic 
production, as is curLently being done in several European countries. 

Z. KARIETING 

Marketing is another priority area for joint industry-government 
activities. Until now, many developing countries are pursuing a passive 
marketing strategy. Close contacts to trading house~ in Europe, Japan, and 
the United States channel information to developing countries on quality 
standards, product Vdriety, design and fashion. Large trading houses also 
provide access to their import markets and reduce the difficulties and costs 
associated with establishing market outlets and distribution chains. 
Arrengements between producers of intermediate products in industrialized 
countries and textile mills and clothing industries in developing count~ies 
provide additional channels for collWllunicating information on market trends, 
fibre developments, and associated textile technology requirements. Licensing 
and management contracts provide addidonal sources for gaining experience in 
the manufacture of products acceptable in international markets in the 
selection of appropriate equipment and the training of personnel. 

Yet, the development of such international linkages will not 
automatically spill over into the development of indigenous market 
intelligence capabilities in developing countries. It leaves developing 
countries as "price, quantity and design takers". Particularly for the 
relatively advanced textile and clothing industries of ASEAN countries it will 
become important in the future to play a more active role in this field. 
Regional co-operation may be a partic•1larly promising road towards the 
strengthening of own marketing capabilities, e.g. through joint exhibitions at 
the regional level. 

3. TRAINING FACILITIES 

Technical training is in general an expensive activity in the textile 
field. It needs complete laboratries and pilot plants which require not only 
a considerable investment but also involve high running costs. This 
notwithstanding, the establishment and expansion of textile-clothing related 
training facilities is a necessary complement, and possibly even precondition 
to programmes aiming at increasing the industry's efficiency. In fact, a lack 
of skilled textile technicians prevents in many countries the achievement of 
minimum efficiency standards which could be obtained with given equipment. 

As serious as this quantitative lack of trained specialists is for 
developing countries, the rapid pace of technological innovation has added a 
new qualitative diamension to the problem. Existing curricula do not any more 
fully correspond to the needs of industry. A stocktaking of existing skill 
profiles in the textile and clothing industry, a comparison with required 
profiles resulting from a modernization programme, and the adjustment of 
training programmes in size and content will need to form an integral part of 
national policy progranvnes to restructre the textile and cloth~ng industries. 
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Accumulation of technical know-how in the textile industry-

The Korean synthetic textiles industry dates back to 1957 when Korea 
Nylon Company (Presently Kolon) first began texturizing nylon filaments. Soon 
after that, in 1959, Mijin Chemical Compa~y began production of Vinylong 
polyvinylalcohol fibre with a very small capa~ity of 2 T/D in Pusan. However, 
modern textiles production as we know it today began with the coamissioning of 
Korea Nylon's nylon filament plant with 2.5 T/D and a similar plant by Hanil 
Nylon (later bought by Tongyang Nylon~ with 1.3 T/D capacity in 1963 and lQ64 
respectively. 

Soon after that, in 1966, Hunghan Chemical Fibres (presently Wonjin 
Rayon) began producing 15 T/D of viscose rayo~ in a northern suburb of Seoul, 
and Hanil Synthetic Textiles completed 7.5 T/D of acrylic fibre capacity in 
r-'"iasan. In that same year Tongyang ::t}H•_hetic Textiles {presently Taekwang) 
also started 6 T/D of acrylic fibre production using the American Cyanamid 
process. 

1. ORIGINS AND GROWTH or POLYESTER PRODUCTION 

The so-called miracle fibre polyester first appeared in Korea with the 
construction of 6 T/D Taehan Synthetic textiles' Plant in Pusan in 1968. The 
plant produced polyester staple fibre (a cotton-like, short-crimped and cut 
fibre used most popula ly in blends with cotton) with Chemtex-supplied 
equipment without too ffiuch assistance from Chemtex in running the plant. In 
1969, another polyester plant with 7 T/D capacity was built by Sunkyung in 
Suwon near Seoul with Teijin know-how and financing. In December of that 
year, Samyang completed 1 T/D polyester filament and 12 T/D polyester staple 
fibre plants. Similarly, Korea Nylon established ~~e Korea Polyester Company 
in March 1969, and began producing 20 T/D of polyester filament with Chemtex 
and Toray technology. Thus, the Republic of Korea entered the age of 
polyester. 

Korean textile industry therefore made the conversion from wool and 
cotton to synthetics in the 1960's. Another entry into the field was the 
polyester/rayon blend initiated by Cheil Wool, who began producing fabrics 
based on that blend in 1%9 at its Kyungsan plrmt with 10,000 spindles uf 
spinning facility. Soon after that Cheil Synthetic Textiles Company was 
established ~ith the addition of 20,000 spindles in 1970. This pla~t·z 
polyester requirement was first supplied by Samyar.g, but soon after, in l974, 
Cheil als0 began pr'>ducing 50 T/D of polyester fibres at Gumi. 

Over time, expansion of each company has led to the existence of textiles 
plants with the production capabilities shown in Table 3.3 Table 3.4 sl.'>WS 
the Korean production capacity for other synth£tic fibres. It is quite ci 0 ar 
that the three major synthetic textiles have shown remarkable growth during 
the last ten years. 

Pap~t ptesentPd by Dr. Young Ok Ahn, President, f~rea Terhnolngy 
Advancem!·r.t Coq,•irr.st ion, at the seminar at Sf!oul. 
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Table 3.3. Polyester production capacity in the Republ i.c of Korea 
(Name plateA7 tons/day) 

1975 1980 1982 

Polyester Cheil 50.0 70.0 70.0 
staple fibre Sunkyung 100.0 100.0 100.0 

Samyang 42.0 92.0 92.Q 
Daehan 8.0 28.0 35.0 
Ko hap 12.0 

Total 200.0 290.0 309.0 

Polyester Cheil 24.0 
filament Sunkyung 52.5 66.5 66.5 

Samyang 1.0 31.0 49.0 
Daehan 4.0 30.0 38.6 
Kohap 30.0 
Tongyang 30.0 71.0 77 .5 
Kol on 32.0 78.0 98.0 
Jeil 2.0 2.0 
Samheung 0.5 4.5 
Dae? sung 1.0 1.0 1.0 

Total 121.0 284.0 386.6 

- To convert name plate capacity to ~ctual figures: multiply by 1.7 for 
staple fibre and 1.5 for filament. 

COHPETITIVEHESS OF THE SYNTHETIC TEXTILES INDUSTRY 

1985 

140 
171 
170 

'j 7 
16 

554 

n 
120 
69 
78 
30 

133 
134 

6 

646 

Before discussing a specific case history of technology accumulation in the 
synthetic textiles industry, it may be beneficial to obtain an overview of the 
competitiveness can be measured by r:omparing the "local" supply price to the 
import price. "Local" price is defined as the price which fibres and filament 
producers charge the down i:;tre;:im ronverter~ who eventually export the converted 
goods. The converter therefore, under governn.ent approval, has the option of 
either uoing domestic or imported raw material. Recent trends are shown in 
Table 3.5. 

Ao alternate yardstick of textiles' competitiveness is to compare the export 
prices of finished goods. These are shown in Table 3.6. 

Of r.ourse, if we extend our analysis further upatream, we can compare the 
price structure of the raw material which polyester, nylon and acrylic fibres 
producers purchase. It can be seen (Table 3.7) that Korean manufacturers ~se 
higher priced feed stock than bi~ilar manuf~cturers in the American continent. 



Table 3.4. Slnthetic textiles eroduction caeacit: 
(Name plateE' tons/day) 

--
1971 1974 1975 1976 1977 1978 1979 1980 19(6 1987 

-
Acrylic s 73.5 158.5 223.5 223.5 249.5 275.5 320.5 345.5 464 51.f 

Nylon F 68.2 116.1 135.1 153.l 176.l 208.5 253.5 253.5 413 442 
s - 4.0 4.1 4.0 9. l 9.0 9.0 9.0 9 9 

Polyester F 45.0 91.0 121.0 151.0 153.0 231.0 265.0 299.0 815 931 
s 20.0 200.0 200.0 230.0 230.0 230.0 230.0 290.0 732 732 

P.P F 2.5 5.0 5.0 5.0 3.0 3.0 3.0 9.0 3 3 
s 19.5 23.0 23.0 23.0 23.0 23.0 2.3. 0 23.0 7 7 

P. 'I. A. s 7 .o 7.0 7.0 7.0 7 .o 
" I:'-

Rayon F 15.0 32.2 32.2 32.2 32.2 32.2 32.2 32.2 32 32 
s - - 27.0 27.0 27.0 27.0 27.0 77.0 77 77 

Acetate 7.5 7.5 15.5 15. !- 15.5 15.5 15.5 15.5 23 23 

Total 2S8.2 644.3 793.3 871.3 925.3 1,05'•. 7 1,178.7 l.353.7 2.575 2.769 

£/ To convert name plate capacity to actual figures: multiply by 1.7 for staple fibre and 1.5 for 
filament. 
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Table 3.5. Price trends cf aajor Sf!!thetic textiles 

Loe.al price 

Import price 

Local price 

Import price 

Local price 

Import price 

Local price 

Import price 

(Unit: US $/lb. 1) 

80. l 80.12 81.9 81.12 82.5 

l.27 l.45 l.45 l.45 l.33 
(85) (103) (101) (100) (111) 

l.50 l.41 l.43 l.45 l.20 
(100) (100) (100) (100) (100) 

-------------------------------
l.15 
(107) 

l.07 
(100) 

o. 72 
(104) 

0.69 
(100) 

o. 75 
(103) 

o. 73 
( 100) 

l.15 
(106) 

l.09 
(100) 

0.72 

0.79 

l.25 
(98) 

l.27 
(100) 

0.75 

0.815 
(lOl) 

o.e1 
(100) 

l.25 
(99) 

l.26 
(1(\0) 

0.75 

0.815 
(lOl) 

0.81 
(100) 

1.17 
(98) 

l.20 
(100) 

0.68 
(lll) 

0.<>11 
(100) 

0.815 
(101) 

0.81 
(100) 
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Table 3.6. Comparison of export price~ of textile goods 
(81.1 - 9 AVE) 

Nylon 
fabric 

(S."'I) 

Republic of Korea 0.646 
(100) 

JapanA" 0. 90 
(139) 

Taiwan Province of China 0.733 
(113) 

Bong Kong 
(-) 

Great Britain 9.07 
(1.404) 

France 2.04 
(316) 

Germany 3.058 
(473) 

USA 4.58 
(709) 

Source: Japan trade monthly. 

Japan: Export price (FO~). 

(Unit: US $) 

Polyester 
fabrk 

(SM) 

0.96 
(100) 

1.43 
(149) 

(-) 

1.113 
(116) 

4.53 
(472) 

4.57 
(476) 

5.382 
(561) 

2.00 
(208) 

Other countries: Import price into Japan (CIF) 

Polyester 
knit fabric 

(KG) 

10.C8 
(100) 

11.47 
(114) 

4.998 
(50) 

(-) 

12.39 
(363) 

36.54 
(123) 

15.96 
(158) 

7 .82 
(78) 

Synthetic 
sweater 
(Do~en) 

• 

64.94 
(100) 

37.42 
(58) 

71.12 
(llO) 

96.67 
(149) 

139.15 
(374) 

243.16 
(214) 

347 .50 
(535) 

116.65 
(180) 
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Table 3.7. Rav material 2rice trends of synthetic textiles 

A.N. Monomer Local price 

Import price 

Caprolactam Local price 

Import price 

T.P.A. Local price 

Import price 

E.G. Local price 

Import price 

(Unit: US $/MT, %) 

1979.l:! 1980.12 1981.12 1982.4 

718 780 823 805 
(102.6) (120.0) (109. 7) (107.3) 

700 650 750 750 
(100.0) (100.0) (101) .o) (100.0) 

------------------------------------ -·--
1,299 l,700 1,700 1,500 
(76.4) (100.0) (117 .2) (114.5) 

1,700 1,700 1,450 1,310 
(100.0) (100.0) (100.0) (100.0) 

---------------------------------------------------

808 

670 

733 
(109.4) 

670 
(108.0) 

567 
(108.0) 

525 
(100.0) 

763 
(105.2) 

725 
(100.0) 

587 
(124. 9) 

470 
(100.C) 

749 
(109.3) 

685 
(100.0) 

520 
(120.9) 

430 
(100.0) 

Source: Korea Chemical Fibres Association. 

The cost of energy is also very high in the Republic cf Korea and this is 
shown in Tables 3.8 and 3.9. 

To offset these disadvantages somewhat, Korean manufacturers are 
attempting very hard to minimize the wages of the textiles, workers. This is 
indicated in Table 3.10 • 

Another serious problem is the cost of financing new business and its 
eventual effect on the soundness of the company. For example, the average net 
worth to total assets ratio for a Korean textiles company is 23.4 per cent 
while that of Du Pont is ~9.4 per cent and Monsanto 50.2 per cent. In 
conclusion, the competitiveness of the Korean textiles' industry is being 
challenged both in terms of raw 111aterials cost and energy cost. Survival 
therefore depends heavily on the ability of the industry to upgrade its 
productivity and the capability to produce specialty products with highe~ 
technology content. 

-
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!able 3.8. Comparison of bunker-C fuel prices (198L.2) 
(Unit: 1./1) 

Republic of Korea 
USA 
France 
Japan 

Price 

29.l 
15.6 
18.3 
24.3 

Cndex 

100.0 
53.6 
62.9 
83.5 

Source: Korean Chemical Fibres Association. 

Table 3.9. Comparison of energ! cost (1981) 
(Unit: Won/MMBTU) 

Taiwan 
Republic Province of 
of Korea Japan China Germany USA Canada 

Industry 
energy cost 4,402 4,274 3,891 3,445 2,392 1,308 

Index (Korea=lOO) 100.0 97.1 88.4 78.3 54.3 29.7 

Source: Japan Chemical Fibres Asso~iat;~n. 

Table 3.10. Wage cost com;arison of chemical fibres industrI 
(Korea = 100) 

Republic of Korea 
Japan 
Taiwan Province of China 
USA 

Labour productlvity 
index 

100.0 
106.1 
90.9 

127.3 

We&~t: iaidex. Wage cost index 

100.0 
557.7 
161. 5 
816.7 

100.0 
525.6 
177.7 
641.6 
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3. ACCUBVLATIOI OF TECHIOLOGY 

There are various approaches in defining what one means by technology. 
One such approach is to follow the sequences of operation one must follow to 
obtain the final product. For polyester, for example, one can construct 
following sequences. 

--
TPA 
or 

-~ 

lltT 

--
--

EG -
--

Fibre 

POLM Chi1 s 

--

Spinning 

SPIN 

SPIN 

I 

Sizing 
weaving 

Tow 

~ 

i;DY 

Filament yarn _T 
----------

Fabric Design _ garment wears 

I 

Drawing 
crimping 
oiling 

Draw 
texturizing 

Draw 
twisting 

------

Desi zing 
dyeing 

Staple 
flbre 

DTY 
yarn 

Flat 
yarn 

Finishing 

I 

! -
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A tremendous amount of technology is therefore required to obtain the 
final product. In each aspect of the processes shown above, constant efforts 
are required to keep up with the ever increasing amount of the iaproved 
technology. These improvements are obtained through in-house R and D, 
technology licensing or by way of machinery producers who are willing to 
supply the know-how that come with the capital equipment purchase. Over the 
years, Korean industry, the major corporations in particular, accumulated 
considerable experience in all aspects of technology acquisition. 

The final goal of chemical synthetic fibres, however, is to imitate 
nature as best as possible. Therefore, considerable amounts of efforts are 
exerted to obtain very thin silk-like fabric or wool-like fabric with all the 
functionality of the natural wool. Once these are obtained, more energy is 
poured into the design and colour which again is a vast field by itself. 

At this point, it should be mentioned that polyester r.hemistry is so 
versatile that business can be expanded into non-textile industry as indicated 
below. 

One or two polyester companies have already invested in all the above on 
a conmercial scale. In the years to come, the unending struggle to accumulate 
new knowledge to expand into new business ventures will continue. 

Textile industry 
based on polyester 

Polyester film 

Engineering 

Other func-
tional poymers 

-

Masterbatch 
technology 

I 

Photographic 
industry 

PET bottles 

Aramide fibres 
and filaments 

--

Conductive 
textiles 

. 

. 
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1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 

Note: 
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Demand structure of synthetic fibre raw materials 

11.«IOOtaal 

400 ·. :;;· 

:-111 . 
300 .,;: ..• ·;. 

- ·; 

200 

IO 

Caprolactam 
-----------
Demand '1 

114 21 
123 21 
133 19 
12~ 18 
133 17 
150 16 
156 14 
158 14 

11 82 

(in 

AN 

-----------
Demand '1 

146 27 
129 22 
128 19 
164 23 
142 18 
165 18 
168 15 
191 16 

83 

1,000 tons) 

TPA 
-----------
Demand '1 

187 35 
234 39 
299 44 
291 41 
345 44 
420 46 
527 48 
567 48 

420 

. ... 

• .. ~ . 
_ .... · -

165 ' 168 

84 • 

EG 
-----------
Demand i 

93 17 
106 18 
120 lS 
129 18 
163 21 
188 20 
243 23 
258 22 

~ 
1JIOO 

.:_ .. 

TPA 
li87 

AN 
191 

88 

IOO 

800 

100 

600 

liOO 

200 

100 

Total 
-----------
Demand '1 

540 100 
592 100 
680 100 
70~ 100 
783 100 
923 100 

1,094 100 
) , 174 . 100 

-- - ---- -·-·- .. -- . - - ·- --· -- ·-- ·- -- -- .. -·-- -- -·---·-------·------

Demand is based on 1or.a1 r.onsumpl ion. 
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Producing capacity of chemical fibres 

lcrylic s 
Nylon F 

s 

Polyester F 
s 

P.P. F 
s 

P.V.A. s 

Rayon F 
s 

Acetate 

Do.... 
o .......... s 
o ......... f 

t;....-'j ""°" F 

f,i\Q Acrwk s 

1975 1980 

223.5 345.5 
142.8 255.3 

4 .1 9.0 

121.0 299.0 
200.0 290.0 

5.0 9.0 
23.0 23.0 

7.0 

32.2 32.2 
27.0 77 .0 

15.5 15.5 

'83 '84 '85 

(Ton/day) 

1981 ·!/ 1982 1983 
• 

439.0 439.0 459.0 
347 .o 365.0 375.0 

9.0 9.0 9.0 

474.5 538.6 560.l 
503.0 503.0 494.0 

9.0 9.0 3.0 
12.8 12.8 6.5 

32.2 32.2 32.2 
77 .o 77 .o 77 .o 

22.5 22.5 22.5 

Total 801.0 1,355.5 1,926.0 2,008.l 2,038. 3 

-- -·---- ··------- ---

Remark: KCFA member companies only. 
.!/ Production capacity was actualiz~d. S: staple 

3,000 

2,500 

2,000 

1.500 

1,000 

500 

'86 '87 (Plan) 

1984 1985 1986.!/ 

459.0 459.0 464.0 
385.0 409.5 413.8 

9.0 9.0 9.0 

578.6 642.6 814.5 
554.0 554.0 732.0 

3.0 3.0 3.0 
6.5 6.5 6.5 

32.2 32.2 32.2 
77 .o 77 .o 77 .o 

:l2.5 22.5 22.5 

2,127.6 2,215.3 2,574.5 

-------- -· 

fibre; F: I" i 1 amen t y ii r n . 

1987 
(Plan) 

514.0 
441. 5 

9.0 

931.2 
732.0 

3.0 
6.5 

32.2 
77 .o 

22.5 

2,768.9 
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Trends of chemical fibre production and stock 

Total 
JOOTon r--------r-------..,.-------r--------. 18 

. I 
1983 1985 1986 

Nylon Filament 
1.000Ton r--------r-----...-------r--------, 

12 

11 

10 

9 

8 

7 

1986 

Production 
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Trends of chemical fibre oroduction and stock 

JO 

• 28 

26 1983 1984 1985 1986 
24 

n 
20 

18 

16 

14 

12 

10 Produdion 

8 

Polyester Staple 

1983 1984 1985 

19 
18 
17 
16 
15 
14 

13 

12 
II 

IO 
g 

8 
7 Stock 
6 

Polyester Filament 
1,fXXJTon 

JO 
28 1983 1"'84 1985 1986 

• 26 

24 

n 
20 
•• 
16 
14 

" 10 
8 
I 
4 

Stock 
2 
0 
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Production of chemical fibres 

, .. 
.::< 
:'. 

• 
11.000Tonl 

900 

800 

700 

600 

500 

400 

..... 300 
6 .... 

.~ . 200 

100 



• • • 

Production of chemical fibres 
(Ton) 

1975 1980 1981 1982 \9€3 1984 1985 1986 1987 
(Plan) 

Acrylic s 91,966 139,436 153,847 154,867 152,304 162,660 163,804 164,944 175,500 

Nylon r-" 57 ,641 118,313 121 ,873 116,633 120,465 128 t 935 133,784 D6 ,027 l/16 t 200 
s 1,047 1,584 2,387 2857 3,463 4,348 4,659 3,467 4,900 

Polyester F 62,325 136,901 161,684 184,598 215,802 240,436 274,563 299,705 314,800 
s 49,371 140,179 170,209 154. 115 171. 784 210,658 234,429 25 7 ,484 292,400 

P.P. F 860 781 521 577 479 952 431 
s 4,332 3, 116 2,602 1,523 75 - - - C» 

"" 
Rayon F 7,992 10,435 10,751 7. 773 10,749 10,569 11,619 11, 771 11,500 

s - 15,003 13,992 5,821 -a" 

Acetate 5,661 7,466 7,910 8,607 8, 164 8,088 8,069 7,064 8, 700 

Total 281,559 573,2i4 645,886 636 ,831 683,281) 766,646 831,358 880,462 954,000 

.&./ Nylon F+monofi 1. 
ll/ Stopped operation. 
S: staple fibre; F: Filament ya1·n. 



lOOOr 

200 100 0 

- 88 -

Producers' shipaents for d01estic vs. export use 

0 100 200 300 400 500 600 700 
(1.000Tont 

• 



• 

Producers' shipments for domestic vs. export use 
(Ton' 

1975 1980 1981 1982 1983 1984 1985 1986 

For domestic use 
Acrylic s 28,553 23,215 27,303 27,666 31,106 43,766 38' 126 29,798 
Nylon r"' 20,132 28,737 31,664 33,390 29,539 31,610 40,407 43,309 
Polyester F 13,939 34,129 26,289 39,147 49,721 57,404 58,917 76,776 
Sub-total 86,231 120' 971 112,5?6 127,538 137,631 166,038 167,150 180,348 

For export use 
Acrylic s 61,204 111,410 122,402 122,957 116,469 125,227 130, 971 145 ,Ot3 
Nylon ~ .... 36,980 87,905 91,592 80,892 93,390 98,666 90,571 94,619 I 

Polyester F 47,897 106,517 137,545 134,961 168,472 186,102 209,293 228,582 
QI) 
-D 

s 34,638 123,917 154,537 143,139 159,433 190,661 222,216 241,589 
Sub-total 190,210 449,293 526,908 497,334 546,068 610,290 663,436 719, 201 

Total 276,441 570,264 639,484 624,897 683,699 776,328 830,586 899,549 

...... Excludes monofil. 
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Producers' shipments for export use 

200 

110 

180 

140 

120 

100 

eo /'-...... / -, 

eo ./ 

40 

20--~~~~~~~~~~~~~~~~~~~~~~---' 

~ ~ n ~ ~ • ~ • • M • • 
(Ton) 

1975 1980 1981 1982 1983 1984 1985 1986 

Acrylic s 61.204 111.410 122.402 122.957 116.469 125.227 130.971 145,013 

Nylon F 36.980 87.905 91.592 80,892 93.390 98.666 90.571 94.619 
s 408 920 1.633 1.968 2.469 3.517 2.901 2.974 

Polyester F 47,8~7 106.517 137.545 134.961 168.472 186.102 209.293 228,582 
S 34 9 638 123.917 154 9 537 143.139 1S9.433 190 9 661 222 9 216 241.589 

P.P. F 252 398 541 470 352 685 355 3 
s 2.831 1.523 1.578 886 103 

Rayon F 5,529 5.696 4.066 5.092 4.725 5.090 6.800 6.185 
s l0.215 12.017 6,248 90 

Acetate 2Q5 721 916 605 457 315 287 230 

Total 190.210 449,293 526,908 497.334 546.068 610,290 663,436 719,20i 

·----·· ·--···--·-·-·------ ----~--- --

• 
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-~ E.Aports of chemical fibre products-

400 r-----------
(1,0DOT~ 

350 

300 

200 

150 

100 

50 

.• 

"15 '18 
Divivided by kinds of fibres 

(ton) 

1983 1984 19€5 

Acrylic 40,845 40,731 44,260 
Nylon 29,683 30,031 32,088 
Polyester 195,861 249,194 285,118 
Other synthetic 4,988 6,627 7,688 

Synthetic total 271,377 326,583 369,154 

Rayon 8,033 9,061 10,003 
Rayon Acetate total 9,434 10,731 12,883 

Chemical fibre 280,811 337<314 382,037 
products total 1 / 

Divided by destinations 
1986 (ton) 

1986 Count .ry Volume 

43,792 Hong Kong 71, 195 
37,217 Pakistan 31,201 

302,573 USA 24,751 
9,435 Japan 21,225 

Bangladesh 17,621 
393,017 Singapore 17,450 

Saudi Arabia 14,349 
10,934 Australia 12,936 
16,720 Canada 10,927 

FRG 8,072 
t.09,737 Taiwan Province 

of China 7,782 
-----------------------·----------------------·--------- Egypt 7,176 
Fibre producers Thailand 6,865 
shipments fo::- Kuwait 5,917 
export use 546,068 610,290 663,436 7'9,201 Indonesia 5,218 

----------
Source: Statistcal Yearbook of Foreign Trade, KCFA. 

1/ Fibre, yarn and fabrics only. 
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ti' 

Exports of acrylic products-

11.000Tonl 

(ton) 

Acrylic 1983 1984 1985 1986 

Staple fibre l,94l 1,903 3,021 48 

Spun yarn 38,075 37,009 39,329 41,303 

Spun fabric 829 1,819 1,913 2,441 

Total 40,845 40,731 44,260 43,792 

-~-----------------------------------------------
Fibrt. producers ' 
shipments for 
export use 116,469 125,227 130,971 145,013 

Source: Sta~istcal Yearbook of Foreign Trade, KCFA. 

J/ Fibre, yarn and fabrics only. 

C1.000Tonl 

40 

30 

20 

10 

1986 (ton) 

Country 

FRG 
Japan 
Hong Kong 
Egypt 
Austria 
Canada 
Bangladesh 
United Kingdom 
France 
Italy 
Belgium 

Spun yarn 

4,654 
2,460 
5,796 
2,959 
1,106 
2,413 
1,198 
1,579 
1,574 
1,053 

957 

• 

• 
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a/ 

Exports of nylon products-

(ton) 

11.000TOlll 

-16 

'81 

11.000TOlll 

16 

14 

12 

10 

8 

6 

4 

2 

1986 (ton) 

Nylon 1983 1984 1985 1986 Country Filament Tire 
fabrics fabrics 

Filament 
Staple fibrP. 
Spun yarn 
Filament fabirc 
Tire fabric 
Spun fabric 

Total 

Fibre producers' 
shipments for 

4,856 2,050 
1,079 2,240 

104 4 
12,019 14,009 
11,523 11,626 

102 102 

29,683 30,031 

2,359 5,056 
1,175 1, 70. 

45 21 
14,866 15,800 
13,531 14,536 

112 98 

32,088 37,217 

export use 95,967 102,210 93,514 97,599 

Source: Statiatcal Yearbook of Foteign Trade, KCFA • 

.I/ Fibre, yarn and fabrics only. 

Hong Kong 
Japan 
Thailand 
Indonesia 

9,543 
345 
540 

73 
543 
442 

Sri Lanka 
Philippine 
Taiwan Province 

of China 
Bangladesh 
Chile 
Pakistan 
Sudan 

77 
381 
410 

84 

3,155 
2, 168 
2,496 

903 
218 
437 

1,209 
93 
18 

4b6 
1,295 
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'86 
'85 

'84 
'83 
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al' 

Exports of polyester products-
n.axn..,. 
1~ 

40 

20 

(ton) 1986 (ton) 

Po lyes tern 1983 1984 1985 1986 Country 

Filament 20,801 38,486 55,629 53,154 Hong Kong 
Staple fibre 16,592 50,660 66,855 54, 129 USA 
Spun yarn 31,461 25,700 22,606 30,016 Singapore 
Filament fabirc 99,602 97 ,620 106,792 120,896 Saudi Arabia 
Tire fabric 761 677 633 1,274 U.A.E. 
Spun fabric 26,627 36,051 32,603 43,104 Afghanistan 

Kuwait 
Total 19~,861 249,194 285, 118 302,573 Japan 

--------------------------------------------------- A.R.E. 
Fibre producers' Panama 
shipments for IW.alaysia 
export use 327,905 376,763 431,509 470, 171 United Kingdom 

Kenya 

Source: Statistcal Yearbook of Foreign Trade, KCFA. 

Fibre, yarn and fabrics only. 

Filament 
fabric 

20,978 
14,076 
13,815 
11, 128 
6,486 
6,196 
5,303 
5,288 
2,876 
2, 762 
1,633 
1,495 
l ,219 
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Imports of chemical fibre products-
u.ooo_,on1 _____________________ __, 

165 
1 

• 

50 
Synthetic Fiber Producb · 

40 

30 

10 

73 74 75 76 77 78 79 '80 'Bl '82 '83 '84 '85 '86 

(Ton) 

1975 1980 1982 1983 1984 1985 1986 

Acrylic 5,106 6,608 7,801 12,675 17,547 22,217 37,919 
s 3,643 2,724 5,047 7,991 11,585 16,528 26, 722 

Nylon 12,572 7,813 8, 158 6, 133 9,953 9,847 10,222 
F 8,879 5,839 6,447 4,240 7,979 6,663 6,670 
s 422 142 319 604 t.28 636 851 

Polyester 16, 721 19,248 34,342 37,065 24,768 34,346 56,315 
F 4,508 3,554 18,645 11,653 3,247 3, 718 6,443 
s 275 5,689 3,913 10,803 4,320 7,012 9,512 

• Viscose 7,320 6,686 9,482 19,956 18,003 22,540 26, 170 
F 228 241 257 250 149 428 1,122 
s 6,529 5,789 8,326 18,607 16,786 20,674 21,796 

--------------------------------------------------------------------------------
Total 48, 103 59,315 83,496 98,688 95,490 113. 938 165,269 
(Synthetic) 36,383 43,566 61,348 64,006 61,299 76,599 115,520 
(Rayon, Acetate) Jl. 710 15,749 22,148 34,682 34' j 91 37,339 49,745 

---
Source: Statistical Yearbook of Foreign Trade. 

,l/ Fibre, yarn and fabrics only. 
Fabrics are excluded until 1974. 

F "' Filament yarn. 
s • Staple fibre. 



lOOOr 
- 96 -

Production and import of raw materials 

I Lactmn I AN I EG [ DMT f .-'TPA >I 
• 

Import Production 

I I 
.,;_ .. .. ~ . : .... -.... .. 
'"!'..· .. .. :,_. .. t· 
~- . ·. . .. . .. 

I I 
: 

-I I 

I .. 
_.. ~~ ... -. '84 --- I ' I I 

I 
-'\;- . .-. . - ..... 
.: /:. '83 

I 

'82 

T I 

" '81 
·• 

I I I I I I 
800 700 600 500 400 300 200 100 0 0 100 200 300 

I 11.00IJTonJ 

(1,000 ton) 

1981 1982 1983 1984 1985 1986 

Caprolactam (Import) 93 83 93 110 114 116 
(P1oduction) 40 42 40 1.1 42 41 • 

AN (Import) 76 122 98 117 119 143 
(Production) 52 42 44 48 49 50 

DMT (Import) 14 17 17 21 29 47 
(Production) 

TPA (Import) 140 136 178 243 303 392 
(Production) 159 155 167 177 175 177 

EC (Import) 46 52 71 105 134 17! 
(Product ion) 74 77 94 85 95 86 

·-·----------------- --------------- -- ~· - ---
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Exports of textile products 

...... .,.., 
40 

38 

• 36 

34 

32 

30 

28 

26 

24 

22 

20 

18 

16 

14 

12 

10 

8 

6 

4 

2 
---------~-;;~·r:-'f·~::.ff~:~~ 

. ' 

0 
76 77 78 79 '80 '81 '82 '83 '84 '85 

(Million dollars)) 

1976 1980 1981 1982 1983 1984 1985 1986 1987 
(Plan) 

Total export 8,115 17 ,505 21,254 21,853 24,445 29,245 30,283 34, 715 )9,000 

Manufactured 
products 7,283 16,151 19,508 20,253 22,864 27,787 28,880 32,826 37,000 

Textile products 2,740 5,014 6, 186 5,92) 6,051 7 ,079 7,004 8,734 9,000 

Fiber & yarns 282 692 622 545 595 701 694 698 730 

Fabrics 737 1,285 1, 705 1,635 1, 788 1,939 1,889 2,549 2,570 

Clothing & goods 1,721 2,937 3,859 3,743 3,668 4,438 4,421 5,487 5;700 

Source: Ministry of Trade and Industry. 
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Facilities of textile industry 

11.000Spendlesl 

3700 

3200 

2700 

2200 

1700 

1200 

700 

200 

100 

90 

80 

70 

60 

50 

40 

Spinning 

Spinning Spindles 

---- --~----·-

Weaving looms 

Type Unit 

Cotton 1.000 sp 
Worsted i.ooo sp 
Woollen 1.000 sp 

- --

1980 1981 

3.239 3.260 
904 919 
103 106 

Colton SpinninQ 

Worsted Spinning 

_ .. --------~ 

1982 1983 1984 1985 1986 

3.200 3.350 3,383 3,412 3.435 
917 865 873 868 952 
115 123 132 151 161 

--------------------------------------------------------------------------------
Cotton Loom 78,399 74.700 11.100-. 75.697 76,934 77 ,273 70.892 

Weaving Wool Loom 5,328 5450 5.450 6.264 6.336 6,472 4.609 
Filament loom 96,796 97,200 97.100 98.249 104.395 107,462 105.998 

-----------------------------------------------------------------------------------
Circular Set 28,073 n.a. n.a. 23,934 24.664 24.408 24.408 

Knitting Flat Set 30.809 n.a. n.a. 27.052 26.333 27,918 27.918 
Warp Set 1,769 n.a. n.a. 1.591 1.617 1,374 1.374 

Source: Korea Federation of Textile Industry. 
n.a. • Not available. 
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Consumption of textile fibres 

• 

(1,000 ton) 

1981 1983 1984 1985 
------------- -------------- -------------- --------------
Cons. Export Cons. Export Cons. Export Cons. Export 

Cotton 1,278.8 168.5 160.3 163.4 164.7 171.9 169.1 170. l 
Wool 8.5 19.1 6.6 27.4 9.6 26.2 8.4 28.2 
Other 7.2 '·. 4 8.7 5.4 9.8 8.5 9.5 17.2 
Natural fibre 

• total 143.6 192.0 175.6 196.2 184.0 206.6 186.9 215.5 

Nylon fil. 40.2 87.6 28.l 96.0 26. l 95.7 26.2 99.7 
Polyester fil. 28.4 113.3 31.9 171.4 29.7 180.l 31.4 207.3 
Polyester S 28.2 114.1 32.l 148.3 34. 7 177 .9 38.0 196.l 
Acrylic S 52.2 90.0 39.4 119.0 56.9 110.2 59.4 104.4 
Rayon S 8.9 8.8 14.2 4.7 12.4 5.5 16.l 5.6 
Other 38.6 60.7 49.6 52.8 44.4 72.3 49.2 67 .8 
Chemical fibre 

total 196.5 474. 5 195.2 592.2 204.2 641.7 220.4 680.9 

Grand total 340. l 666.5 370.8 798.5 388.3 848.3 407.3 896.4 

Source: Korea Federation of Textile Industry. 
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Yearly developnent of chemical fibre industry in the Republic of Korea 

IM•Of'C~llY 
STAllTillG YEAR EVENTS CAMCITY(T-.... 1 

Ml.JIN CHEM-N>. P.V.A.•2 11158 
(TONG 'ING VMUJft ,. 

1962 FGundllion of rar.. Synlhmlic Sb•c:ti Incl AssocMlioll 
ICOREA NYUJN Nf'onf>2.5 1963 Rlorglnind ltSSIA 10 • 

CIOl.ON N>. N:.J ICOREA S'YNJHETIC FIBER N>. ~t:SFIA). 
tWllNYUJN Nwtonf>l.3 1864 ICOREA 9IPD'I ....ied 1Cl0millian dolss-

(TONG YANG NYlONI 
tUGM CHEM-ABER ..... f)15 

,, 
19116 ltSflA c:hmtgld nmne for _ 

(WON.JIN RA'«ltlt ICOREA CHEMICAL FIBER IND. ASSN.-(ICCFIA) 
tWll SYNfK. FIBER AaJ1f!7.5 1967 ....... " of ... 2nd s..,.. ICllllOliic ........ 
JEil. SYNfK. F!BERS P.P$1.3 ...... 
TONG YANG SYNJH. FIBER AaJ1$6 Exports of rar ... ••• gooc1s __... 100 

(TAE KWANG H>.J milliondollss 

~ HM SYNfH. FIBER ~··-
1968 SI•• publishing oripn [rHE CHEYCAL FIBER) 

10NG YANG NruN Nwtonf>7.5 Earth brerlbng of THE SEOU.. PUSAN HIGtMlt.Y. 
SMQICK TRAiJING ~f>l 
stHM>NG FIBRES LTD. . Amlll• f)S..S ftoducing QPKi1y of rar ... Chlmicll fibs 
KOHAP LTD. P.P$2.5 industry reKhed 1Cl0ton per m,. 
PACIFIC CHEM. Fl8fR Polyeslsf>0.5 

(SAM lWi'NG MOOLSANI 
SlNM>NG ABRES LTD. f>olvest• f) 1 1968 Foundllion of 
SAM 'WNIG CO. Poiyesl• f) 1 $12 KOREA POLYESTER FISER IND. ASSN.(ICPFIA) 
JEil SYNTH. FIBERS P.P~2.S 
~ HM SYNIH. .. IBER f'olyml• f>4 1910 ICCFIA and ICPFIA maged into 

KOREA CHEMICAL FIBERS ASSN.. (ICCFAJ 
SUNKYONG FIBRES LTD. Amlll•tY>2 &s-ts of Kar• _...., 1 biUion doli.s. 
KOREA POLYESTER Polyest• f) 20 1971 TONG YANG NVlON took - HANl NYlDN-

(IOl.ON IND. INC.) TAE KWANG IND. took OM TONG YANG SYNl'tl 
ABER. 

KORYO N'VtON Nwton f>1.3 
KOHAP LTD. NwlCJn$4 1972 KOREA NYLON aind KOREA POLYESTER IN1Mtld 

both busiMss. 
Beginning of the 3-nJ-S-yw economic dlMlloplnelll 
plans. 

KOREA NYLON Nwbt lire Cord f>5.4 1973 fUllGtMN CHEM. ABER dllngld ..,,. for 
(ltOLON IND. INC.) SEJIN RAYON. 

CHEil SYNJH. TEXTILES Polyest• $50 1974 St•I publishing Wlllldy 
SUNKYONG FIBRES LTD. Polyest• • 100 [rHE TEXTILE BlA.LETIN) 
KOHAP LTD. Nwbt~20 

. 
SEJIN RAYON(WONJIN RAYON) ...... 27 1975 
TONG YANG POLYESTER Polyes•• f' 30 

1976 SEJIN RAYON changed name for WON.JIN 
RAYON. 

JEil SYNTH. FIBERS Polyest• ~2 19n EllporU of ltor• ...... 10 billiion doli.1. 
KOREA NYLON and KOREA POLYESTER 
c:hmtgld,... for lOlOllNYLONI end 
ltOLONIPOLYESTER). 

. 
TAE ltMHG IND. S...-f>1 1978 TONG YANG YINYlON dilarded P.Y.A.f.atitiel. 
TONG YANG :M.ON Pofvelt• Tire Cord ftoducing apsi1y of ltormt Chemicll fibs 

f>9 indullry .-cled 1.0X>ton per u,. 
mRYO NYLON Nwbtt.20 1979 

ICOLONINYLONt INC. F'alymClf Tire Cord 1980 The fixed ~ rlle system ii subllituted 
CKOl.ON H>. N:.J f)t for Che fluclulling rlle system. 

KOHAP P'alywl• •12 1981 ICOLONINYLONt lrlll KOl.ONIPCJLYESTER) 
tmlllginllled 10 form" KOi.ON NJUSTRIAL INC. 
~ of ltor• ...... 20 billion dolllrs. 

CHEil SYNTH. TEXl'ILES F'alymtlff>24 11182 ICCFA ec:IUllind ,,..,..,., CCJmP91(1 cNrniCll 
fiblr producing apmty. 
Beginning of lhe 51h ~ emnomic dMlopnwll 
pleM. 

KOHAP P'alywl• ~ 10 11183 KOi.ON toall °"' ltORYO N'tl.CJN. 
1984 &ports of ltor.- lllllile goodl __.... 7 billion 

doll••· 
TONG KOOK SYNTH.FIBEAS CO., P'alywl• .. 30 1986 &por11 of ltor• ........ 30 billion c1o1i.1. 
LTD. 198& KCFA 1e1u1h1ed member comJ>dny·1 chemical 

fiber producing e1pec11y 
bpor11 of Kareen , ... 1., goodl......, Bllllllon Joffars. 
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(£) Note on emerging trends and introduction of new technologies in the 
textile and clothing industries - with particular attention to 

i) 

the impact on the women labour force and skill requirements-

!JTROD!JCTIOR 

This note constitutes a ~ummary of an interim report of a study intended 
to provide the basis for a series of country-l£vel analyses of the changing 
role of women in the textile and clothing industry of selected Asian 
countries. It seeks to identify and assess those relevant technology-induced 
innovatio~s and structural changes in the textile and clothing industry 
(including in particular changing production and investment patterns at the 
international level) that will in turn determine the future skill and gender 
distribution of the industry's predominantly female labour force. Due to 
opposing trends, the precise impact on the skill requirements in the industry 
is not yet clear. However, it appears safe to assume that whereas new 
supervisory, data control and prograllWl'ling activities tend to increase the 
skill requirements, the generally higher degree of automation would tend to 
decrease the required skill level in other activities. For the female labour 
force in developing countries, it will therefore be particularly important to 
meet these challenges in order not to be replaced by both new equipment and 
differently qualified male labour. 

The issues are 

- to identify the functions which are affected by technological 
innovations; 

- to assess the future application of new technologies; 

- to eJaborate the impact on production costs; 

- to assess the impact on labour absorption; 

- to outline tendencies in the global locational pattern of production 
(relocation tendencies).· 

l. TEXTILE INDUSTRIES 

• 1.1 Technological developments 

The traditional classification of the textile production system consists 
f h • %/ o t ree ma3or parts:-

.u 

Based on a paper prepared by UNIDO cons~ltants U. Adler and M. 
Breitenacher. (A swnmary note was presented at the seminar at Seoul.) 

See General Agr~ement on Tariffs and Trade, Textiles 1111d Clothin~ i1; u1·· 
World Economy, Appendices l-lV, Geneva, July 1984. 
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l. the manufacturing of yarn from either staple or fila11ent; 

2. the fabric fonastion (weaving, knitting, production of non-wovens) 
and finishing; and 

3. th~ assembly of finished products for end-uses (hosiery and 
knitwear, carpets, apparel and other wade-up articles). 

Kost of the technological changes in the textile industry have involved 
improvements in conventional production methods, specially in higher speed and 
advances in automation. This has resulted aMOng others in higher output, 
improvement in product quality and interconnection of the different operations 
in order to achieve man-less transfer of the material froa one processing 
stage to the other.i· The last mentioned type of automation appears to have 
been 11e>re realized in spinning than in weaving. Besides these advances in 
textile technology there were also revolutionary inno~ations, for exaaple 
rotor spinning and shuttleless looms. 

The technological progress in the textile industry has been mostly 
stimulated by material innovations, in particular by improved synthetic-fibre 
technology. In this connection it is worth mentioning the increase in the 
speed in spinning and weaving, and the progress in yarn texturing systems, in 
prod~ction methods of non-woven fabrics and in process technologies such as 
dyeing, printing and finishing. 

Since the late 1970s there has been an increasing use of 
electronics-related technologies. The application of computers does not only 
allow to plan and to control the production process (CIM = Computer Integrated 
Manufacturing) but also to integrate the different stages of production. The 
modern trend is referred to as integration in contrast to automation. This 
leads to higher flexibility and an optimal flow of material (implying reduced 
stocks). 

The technological development in textile manufacturing will continue in 
the next years, probably without any leaps er breaks. In particular, the 
speed of machines will further improve and the automation in production will 
advance. It appears very likely that in the year 2000 (at least in some 
stages of the production process) the use of the machines without man-control 
will become reality. 

The question is to what degree the manufacturers will apply the available 
new technologies, since there are many obstacles to the further diffusion such 
as the supply of capital, human skills, and know-how. Obviously the 
industrialized countries are comparatively better supplied with these factors 
than the developing countries. Despite of these difficulties the developing 
countries in the past realized a higher rate of modernization~/ in the 
textile industry than the developed countries. However, the latest technology 
still is less used in the developing countries compared with the developed 

See Organization for Economic Co-operation and Development, Application 
of New Technologies in Mature Industries - Case Study on the Textile 
Industry, Paris, June 1987. 

Share of less than ten years old equipment in total equipment. 

• 

• 
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countries.l/ If they do use the latest technology the developing country 
producers tend to buy a machine almost as modern as those used in 
industrialized countries though for many purposes a conventional .. chine 
(sa11etimes vitb automatic attachments) often would turn out to be more 
suitable. 

The question whether the developing countries vill apply nev technologies 
on a vide basis in the near future is not easy to answer. One of the decisive 
factors vill be the 4evelopment of the international cost ce>11petitiveness • 

1.2 I-elicatioos of new tecbaological development for the production costs 
and i!!pacts on the CO!!p!!'ative advantage of the textile industry in 
developing countr~es. 

As 11entiooecl above the textile industry bas beca11e a capital-intensive 
industry. Accordingly, capital costs veigb very heavily in total costs 
especially in the developing colwntries. Io contrast, labour costs only play a 
•inor role in the de~loping countries (see Table 3.9). Asswaing that the 
fast progress in textile technologies vill continue in the future the 

Cost element 

Rav material 
Labour 
Capital 
Others·1/ 

Total 

Rav •terial 
Labour 
Capital 
Others.!./ 

Total 

Table 3.9. Total yarn and fabric cost elements, 1985 
(per cent of total costs) 

Brazil 

58 
5 

29 
8 

100 

35 
8 

45 
12 

100 

Fed. Rep. India 
of Ge~ny 

63 63 
13 4 
14 19 
10 14 

100 100 

38 37 
25 6 
24 33 
13 24 

100 100 

Japan 

Yarn 

62 
9 

16 
13 

100 

Fabric 

38 
17 
27 
18 

100 

Rep. of 
Korea 

United 
St2tes 

10 59 
4 15 

12 16 
14 10 

100 100 

46 33 
1 26 

24 27 
23 14 

100 100 

Source: International Tex~il~ Manufacturers Federation, International 
Production Cost Comparison 1985. 

.1/ 

Waste, power, auxiliary material • 

E.g. measured by the relation of stock of shuttleless 100111& to total 
stor.k of looms. 
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advantage of thP developing countries in ter915 of labour costs vill decrease. 
But as the international c<>11petitiveness is not only influenced by costs. the 
quality fact-us also have to be considered. In tbis respect modern technology 
enables developing countries to produce textile products of almost the same 
quality as the developed countries. Nevertheless the rate of product 
innovatio11 in developing countries vill be lover than in industrial countries. 

1.3 Impact on labour absorption and on changing skill requirements 

Further progress in textile technology will cause a further increase of 
labour productivity respectively a decrease in the nUllber of persons 
etmployed. As a consequence tbe share of textile industry in total 
manufacturing t:11ployment vill continue to fall both in developed and 
developing countries. 

Past trends in skill requirements will continue: increase in demand for 
highly qualified person~~'- ~·tch as superv!sors in tbe production process. At 
the same time machine operations •ill not rt~uire special skills and therefore 
semi-skilled personnel vill be sufficient. The operator's position in weaving 
and spinning will be most strongly affected by these tendencies. 

l.4 Global locational patterns of production 

The question arises whether the nev textile technologies vill influence 
the future pattern of textile prod~ction in the world. As 11entioned above the 
progress in textile technologies bas to some extent improved the cOllpetitive 
situation of the industrialized r.onntries. On the other band the clothing 
industry. the most important cusLomer of the textile industry. is still 
declining in the industrialized countries - despite of the progress in 
clothing technology. At present no general relocation tendency froa 
developing countries back to the industrialized countries can be assumed for 
the clothing industry. Therefore the textile industry vill continue to loose 
its 80st i•portant customer in the domestic market. Considering the 
stagnating domestic market in the industrialized countries. no futher growth 
in textile production during the next years can be projected. 

On the contrary the capacities of the textile industry in developing 
countries are expected to expand. due to the following reasons: 

the textile industry is often the "take-off" industry for many 
developing countries; 

the domestic textile market in the developing countries will expand 
considerably in the next years; 

- fibres needed in textile production (above all natural fibres. but more 
and 1DOre also man-made fibres) are very often produced in developing 
countries themselves. 

• 
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2. CLOTBIIC IIDUSTRIES 

2.1 Identification of stages/functions of the industry's production processes 
affe~ted by technological change 

In the labour-intensive clothing production there is generally a global 
advantage for those who have lover wages. The state of technology and its 
development depends on the product and labour markets. There are distinct 
.. rkets to which the production technology has to be adjusted. 

The first market is the world market of first class clothing. The 
standards here are those of high quality, of productivity and just-in-tllie 
production which require top-level technology throughout. These are the 
markets of the industrialized e~untries and other upper level markets (also in 
developing countries). This means, a high technological standard is to be 
found both in developed and developing countries to serve high-level markets 
at one's own risk or as a subcontractor. Wage ~evels are not a crucial 
determinant of competitiveness in these markets. 

The second markets are those with mediua and lover product standards 
allowing the utilization of a lover level of production technology. Producers 
fo~ these markets adjust their technology essentially to variations in their 
labour cost. This means saving capital at relatively lov wages. These tvo 
types of markets have their ovn rules. 

Manufacturers in the industrialized countries have to a large degree lost 
their competitiveness vis-a-vis low-price iJa.">Orts. Obviously they have tvo 
adjustment strategi~s: either to relocate production or to introduce product 
innovation and other services (fashion, quality. just-in-time production) in 
order to achieve a market position that no lov cost producers of clothing can 
match. 

The manufacturers in semi-industrialized countries and in the developing 
countries focus their main attention on participating directly or as 
subcontractors in the world market of medium and lover standard clothing 
production. They seek to extend their industry and to improve their ovn 
supply. 

One should aotice that the innovation power of tt.ase countries as 
coapetitors of the i~dustrialized countries in the international division of 
labour will increase. The actors in the world clothing industry have specific 

• ai .. and needs to apply and to improve technology. Table 3.10 sumaarizes the 
conclusions of the above. 

2.2 Assessment of the likely pace and degree of future application of new 
technologies 

The main innovations in today production technology are: 

- The introduction of microelectronics both in the hardware 
(sewing-machines, systems of computer aided design, automatic grading, 
plotting, automatic cutting, automatic transport, computer aided 
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stor:.ng) and iu the software for aanaging, supervising. planning. 
steering and controlling of 11anufacturing processes. 

- The automati~n of single assembly operations and the automation of 
total assembly processes. 

Table 3.10. State of the a~t of technology in the clothing industries in 
relation to different tyPes of product markets 

Labour market 

Product .. rtet 

Production for the 
high-level .. rtet 

Pro""i:tion for 
lover vel 

Strategy on the 
.. rte ts 

Particularities 

Industrialized 
countries 

Setai-industrialized 
countries 

Developing 
countries 

Siailar, upper-level technology. that corresponds to 
factor-cost of countries. which are below the standard of 
industrialized countries. Technology depends on a 
world-standard of clothing products. 

Level of technology corresponds to the factor-cost and the 
relation of these. 

Rest-market with 
issues of fashion 
quality and just 
in time production 

Innovation -
handicaps conserve 
low technique. 
No automation that 
fits to the factor 
cost. 

Increasing capabi­
lity for innovation 
both in product and 
production techno­
logy. 

Low level producti­
vity but low wages 

Partly own R and D 
' computer industry. 

Chances of informations technology 

Development of 
industries, sub­
contracting. joint 
ventures. 

Growing participa­
tion in the vorld­
market of clothing 

The introduction of microelectronics in clothing technology will be the 
most efficient innovation for the rest of this century. It is hardly possible 
to review all options for both developed and dev~loping countries. The case 
~f the Federal Republic of Germany may serve as an example for the state of 
technology in developed countries and its change (Tables J.ll and 3.12). 
First it can be noted. that clothing technology already today has a set of 
systems that fits for most production.purposes. For instance. countries with 
low wages and a reasonable demand ior co111110n products (China, India. perhaps 
South America) and/or good chance& for exports, get benefits from the 
traditional semi-automation or the traditional automation of single operations 
and sequences of an assembly. The demand of local market• in developing 
countries for instance can be 111e>stly supplied with the available technique of 
single purpose and universal machines. 

• 



• • 

Table 3.11. The state of technology and tendencies in the cl~thin1-industrie1 of the Federal Re~ublic of German~ 
(Figures in i of answer• - enquiry 1983) 

1983 1986 (foucaat) 

Part of Handwork Univeraal Single Semi-auto- .\utomation Handwork Univeraal Sins le Semi-auto- Automation 
manufacturing machines purpoae mat ion mach:lnea purpoae mat ion 
pT'ocess machines machinea 

Design 71 27 21 5 3 61 25 21 7 13 
Cut patterns 61 11 22 8 13 33 9 27 13 34 
Planning of work 65 18 14 7 10 45 14 20 13 20 
Cutting 26 25 58 22 6 21 21 45 32 19 
Assembly 13 39 67 28 7 10 32 61 39 16 
Pressing 17 33 51 31 7 13 29 45 41 14 -0 
Storing/transport 63 22 21 14 4 47 18 22 23 14 ..., 
Management/ 

administration 39 25 27 29 25 29 22 26 25 39 
Sell fog 59 22 16 12 14 51 21 15 14 18 

Together 24 35 59 28 10 19 28 52 34 17 

Source: lfo-lnstitute for Economic Research 1984. 
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Table 3.12. New manufacturing ~echnologies in the clothing industries of 
the Federal Republic of Germany (1983/1986) 

(figures in t of answers - enquiry 1983) 

Degree of implementation New manufacturing technologies 
Has been Will be No chance of 

Technology 
implemented implemented implementation 

until 1986 

I. New manufacturing systems 24 30 46 
of which: 

automatic cutting 6 21 73 
flexible production systems 10 36 54 
multipurpose sewingmachines 29 37 34 
automatic transport 11 20 68 
automation of sequeces of 

stations of an assembly 8 26 66 
ergonomic design of the workplace 45 27 2.7 
molding 4 lO 85 
3-dimension SE:wing 3 7 89 
welding, glueing 20 9 71 
roboters 4 8 88 

II. Computers in man1.1facturing process 61 2.4 15 
of which: 

manufacturing-process information 37 34 27 
payroll-work 79 15 7 
efficiency-controll 45 34 12 
steering of process 38 38 2.4 
computer aided design 18 35 47 

Source: Ifo-lnstitute for Economic Research 1984. 

The present trends towards flexibility of production in the clothing 
industry are matters of iamediate concern for the high-level markets in 
industrialized countries aud will become a concern for those manufacturers who 
work for the world market at a high-level - either at their own risk or as a 
subcontractor. Those manufacturc1·s need the information-technology to reduce 
the costs of product development, supervising, planning of production, 
steering of processes, controlling, managing, accounting and marketing. These 
are costs which explode with the tendency to serve hi~h-level markets and to 
respond to their flexibility requirements. A top-levet manufacturer allocates 
about 50 per cent of the labour cost to these functions. Fkxibility raises 
the costs for set-up, non productive work and quality control. The 
microelectronics affects step by step the productior. systems, sta~ting from 
sewing-machines, towards automation systems and CNC-system'> to a kind of 
flexible automation. Today there are only i:peci.11 solutions. n1ere is no 
concept of an integrated system of flexible ~utoneation ~s is the ~ase of 
production technology in some other branches. 

• 
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The introduction of new information technology is not an exclusive option 
for industrialized countries ar. 0 for the export production zones of the fhird 
J"~rld. At every level· of ?roduct markets and labour markets there is a 
competition between manufacturers at different levels of production 
technology. There is even a competition between export production zones and 
manufacturers in the developing countries for subcontracting and for joint 
ventures. And there will always be newcomers who work vith lower labour 
cost. At the end of this century the manufacturers of the developing 
countries may play the role which the newly industrializing economies of South 
East A!>ia, the eastern European countries or the semi-industrialized countries 
are playing now. This is a dynamic process in which information-technology 
will play an important rol~, which, however, nobody is yet able to define 
exa•:tly. 

The future is not certain. One opinion is that the implementation of 
microelectronics will produce the greatest benefits only for the 
industrialized countries or for those who work for upper level markets. the 
other opinion is that microelectronics gives even the developing countries 
generally the chance to participate actively in the world industrialization 
process. The main problem is still that automation in industrialized 
countries may give rise to relocation tendencies. The development until the 
end of this century can not be precisely predicted. First, it depends on the 
containment of protectionism in the world econcmy. A decreasing protectionism 
tendency means better access of developing countries to the world clothing 
market, new structures in the international division of labour and increasing 
demand for ~icroelectronics. Second, the status of information-technology for 
the clothing production is not yet on a level to support flexible automation 
in the industrialized countries. Presently information-technology is a 
sub-industrial one. Nevertheless it is likely, that the 
information-technology will be developed to the needs of both developed and 
developing countries in a medium-term perspective. Third, some 
semi-industrialized and some developing countries have already developed t!1eir 
own computer industries or a good R and D basis, which will enable them in the 
long-run to elaborate their own systems (Taiwan Province of China, Brazil, 
Mexico, Republic of Korea, China, India). As a result these countries vill 
not get only a better chance of penetrating into the market of clothing 
technology, but also into the world market of man~facturing information 
systems. 

2.3 The impact of new technological developments on the level and structure 
of production costs; implications for skill requirements and wages 

Within tradi~ional technology and organizational concepts, ~ages are the 
main cost factor. Various systems and concepts of rationalization have the 
aim to reduce labour costs in the production process. Even the most recent 
automation of sing!~ operations and ~f sequences of assembly operations need 
less skilled workers. The highest skill requirements and organizational 
responsibility in a clothing firm is to be found at the level of specialists 
in management, in developir.ent, supervising, planning and steering of 
production or in accounting. Skilled labour in management enables unskilled 
work in the assemb1ing. Eighty per cent of the work in a plant which produces 
u.wll garment can be trained within three months. 
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Changes of skill require~.ents depend on the market and on the direction 
in which the concept of organization develops. There are two scenarios: The 
first is the traditional one. It is the old innovation st~ategy to work with 
high skilled managers or experts and unskilled workers. This type of 
organization is geared to low-level markets, markets of usual or standard 
garment. In the case of high fashion, high level clothing, however, there are 
lots of very small orders involving different types of products. Unless new 
organizational concepts are introduced that increase production flexibility 
this will raise production costs and lower productivity • .!." For those 
markets there is a demand for semi-skilled and high-skilled workers as well as 
high-skilled managers and experts. 

Here the classic organizational concepts have no place. The future 
factory in developed countries needs organizational concepts of a new type. 
Therefore the second scenario may be classified as a "think-tank": workers 
need a good basic knowledge and training and they have to know a wide pattern 
of operations under piece-work conditions. They must be able to change 
between operations without a loss of productivity to support flexibility. 
They are responsible for machines, for quantity, and quality for the work and 
the rotation of work. They need more information, coamunication and 
supervision aid. These skill requirements are high and imply high~r wages 
which in turn, require the production of higher-level products for a special 
market. In the two scenarios information technology has different functions. 
In the first scenario information is a "system for experts" to cope with 
exploding costs. In the second scenario information is an "expert system" 
that enables even the workers to improve their professional performances. 

There will always be a demand for qualified or high-qualified labour in 
management and supervisory level as well as a demand for unskilled or 
semi-skilled labour in the production (especially assembly). Recent concepts 
of "blending" the sewing machine with electronics will requirE> more technical 
knowledge about the machines. It depends on the organizational design how 
this will be implemented in the medium- or long-term perspective.~/ 

.!./ With computer-aided design, collections could be larger and model changes 
more frequent. The integration of design, pattern grading, marking and 
cutting, the principal preparatory stages in the clothing industry, has 
reduced costs and increased flexibility still further. By turning cash 
registers into terminals that also collect data, sales production is also 
linked more closely to distribution. The elapsed time from product 
conception to the point of sale has thus been signif ica1atly reduced. By 
increasing th~ speed of response to changes in demand, these 
organizational innovations give a competitive edge to firms that are in 
close contact with their market. In most instanc~s, this favours firms 
located in the advanced industrial countries. (Trade and Development 
Report 1987, UNCTAD.) 

In the making-np stage of the clothing industry, which accounts for 
nearly 90 per cent of the labour costs, major innovations are now closer 
to co11111ercialization than one would have imagined five years ago. In the 
United States, TC2, for example, is currently testing progransnable 
robotic sewing machines with prehensile arms that are capable of such 
complex sewing operations as sleeve and pocket-making. In Japan, the 
development of 3-dimensional sewing techniques has also advanced. (Trade 
and Development Report 1987, UNCTAD.) 
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2.4 Locational pattern of production, relocation tendencies. 

Considering the developments in the developing countries in respect of 
technology one can assume that the bulk of future growth in clothing industry 
will not take place in the developed countries.~/ The survival of the 
massproducing textile/clothing branches in industrialized countries is 
possible only through a high degree of automation, product innovation or a 
certain amount of bypass production. Relocated production in developing 
countries or in countries with low wages will be carried on ex-ante, at least 
in a medium-term perspective. It is not likely that production will be 
relocated to developed countries on a large scale. The production for special 
markets or of special products with a better chance of automation may be 
partly relocated. However, even simple prodLcts that can be automatically 
produced are manufactured (like shirts) for almost 80 per cent in developing 
countries. 

It is also evident that relocation of producti~-- will not solve the 
employment problems in developed countries. The parts of the production which 
are now located in countries with low wages are those to be firstly related to 
automation. The global production patterns will change with the demand for 
clothing (as a function of growing income) both in developed and developing 
countries. 

But demand may increase, if the top-quality products of the developed 
countrieff are produced cheaper elsewhere. 
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CHAPTER IV 

Structural adjustment of the US textile and clothing industries within a 
I 

global perspective-

IRTRODUCTIOR 

The purpose of this paper is to present an updated sUDDary of the 
structural and strategic adjustments being made by the US clothing and textile 
indsutries within the broader. global parameters of these industries. As used 
in this paper. strategic adjustment refers to those factors of production and 
other competitive advantages utilized by the US industries and their 
respective companies to maximize favourable opportunities and ~inimize 
unfavourable threatst both domestically and internationally. 

The paper is divided into three major sections. Section I presents a 
brief economic appraisal of the two industries. and their current adjustment 
strategies. The first part presents a discussion of trends in several macro 
level economic indicators for two industries. To provide a global 
perspective. the second part identifies the strategic elements considered 
critical by the US industries for their future well-beingt and compares them 
to those of other national industries. A micro view is added by discussing 
the ma~or adjustment strategies being mad~ ~Y several US companies to 
strengthen their domestic and overseas competitiveness. 

Section II presents an appraisal of the political dimensions affecting 
the two industries. This section is divided into four parts. The first part 
contains a brief overview of the changes that have occurred in the relative 
bargaining power of the US vis-a-vis its trading partners, and the long run 
effects these changes may have on its negotiations with these trading 
partners. The second part addresses the implications that the changes 
occurring in bargaining power has had on MFA negotiations. The third part 
briefly discusses the political and economic implications of the Caribbean 
initiative for the US textile and clothing industries. The fourth part 
discusses the industries' attempts to influence the content of the trade bill 
to be voted on by the US Congress this month • 

The third and final section of this report, Section Ill, presents a brief 
SUlll'll8ry of the effects (and their implications) that current macro and micro 
trends may have on the international competitiveness of the US clothing and 
textile industries. 

Based on a paper presented by UNIDO consultant Brian Toyne at the seminar 
at Seoul. 
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(a) CVRREIT ECOIOKIC TREIDS AID ADJUSTKEIT STRATEGIES 

1/ 
l. THE PERFORKAICE OF THE VS llDVSTRIES-

Profits in the US textile and clothing industries rebounded in 1986 after 
the depressed activities of late 1984 and early 1985. Net profits in textile 
increased by some 50 per cent over 1985. and the clothing industry's profits 
increased by about 11 per cent on average. 

Industry experts also believe that lhe long-run outlook for the two 
industries should be good for several reasons. First. shipments should be 
buoyed by favourable demographic patterns, including a rreater proportion of 
the US population in the 25-44 age category. Traditiono!ly, this particular 
age group has shown a liberal attitude toward using debt to finance 
consumption. Second, long-run expectations are further brightened by 
projected growth in household formations and average household incomes. 
Third, the reduction in the value of the dollar is viewed positively since 
this should dampen the level of import cOlllpetition while stimulating exports. 
Finally, the "Crafted with Pride in the USA" campaign. launched in 1985, has 
resulted in an increased interest among retailers in using US manufacturers to 
source their private label merchandise. Since most of the $40 million 
allocated for the campaign is being used for TV advertising, retailers 
apparently want to take advantage of the advertising effort by having "Made in 
USA" labels on their garments. 

Growth in shipments 

The shipment of US textiles increased approximately 3 per cent in 1985 
over 1984. and a further 2 1.2 per cent in 1986 over 1985. US consumption of 
clothing increased moderately in 1985 and 1986. However, domestic shipments 
did not fully share in this increase, due to the increase in imports. In 
fact. according to industry sources. domestic shipments of clothing declined 
in 1985 and again in 1986. 

It is now anticipated that the real annual growth of the US textile 
industry will average about 1.0 per cent or slightly better over the next ten 
years. Although relatively small, this growth rate is somewhat higher than 
the 0.7 per cent compounded annual growth rate of the industry between 1973 
and 1985. The slightly higher growth rate is partly the result of the 
reorientation taking place in the industry toward the growing home furnishings 
markets. These markets, now consuming about 33 per cent of all processed 
fibres, tend to be less volatile than the clothing markets, and less 
susceptible to import competition. In 1978, 31 per cent of all processed 
fibres was used in this segment of the total US market. From 1978 to 1985 
fibre used for clothing fabrics declined from 38 per cent to 35 per cent. 

Data for this section draws heavily from "Textiles, apparel and home 
furnishings: Basic analysis,", Standard and Poor's Industry Survey, 
July 1987, and information provided by the US Department of Co11111erce and 
the American Textile Manufacturers Institute. 
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The real annual growth of the US clothing industry is expected to be 
somewhat less, average between 0.5-0.l per cent. Although clothing 
consumption is expected to increase 1.5-2.0 per cent annually, it is believed 
that the difference will be made up by increased imports. 

US exports and imports 

The US textile industry experts believe that export markets hold great 
promise for the future, despite the experiences of the past several years. 
Textile exports only consumed 2.2 per cent of fibres in 1984, down from the 
1980 peak of 5.1 per cent. The value of US textile exports in 1980 was $3.63 
billion, but bad dropped to $2.37 billion by 1985 because of the rapidly 
rising dollar and sluggish European economies. Other reasons cited for 
optimism include (1) the growing use of off-shore manufacturing by US clothing 
producers, primarily in the Caribbean Basin and Mexico, and (2) the growth in 
world consumption of textile products which is expected to exceed population 
growth for the foreseeable future. The increasingly cost-effective US textile 
industry anticipates supplying much of this new demand. 

At the same time, the penetration of the US market by imports continues 
to plague the US clothing industry. The value of ~mports surged dramatically 
in 1984, increasing by about 41 per cent over 1983. In 1985, imports grew 
another 11 per cent over 1984. Partly because of the weaker dollar, imports 
increased only 9 per cent in 1986. However, clothing imports in 1987 are 
expected to increase by more than 9 per cent. 

Restructuring of the industries 

The US textile industry has undergone considerable change in the last 
three years. Starting in 1985, several companies have implemented 
restructuring prograanes designed primarily to eliminate marginal mills and 
operations. Much of this restructuring involved closing obsolete plants 
producing clothing fabrics - product lines most affected by the high rate of 
import penetration. Many companies also stopped serving markets offering 
little or no potential and have placed greater emphasis on developing products 
offering some growth along with a reasonable return on investment. 

Significant consolidation has also occurred. Mergers and acquisitions 
have occurred as a result of companies seeking to strengthen their dominance 
in particular market segments, or take advantage of marketing and operating 
synergies • 

As a result of consolidation and the restructuring progrannes, textile 
mill capacity has been reduced, and productivity has been increased. 
Additionally, consolidation is expected to stabilize prices as various firms 
expand their market shares and become dominant in some product areas. 

Consolidation in the US clothing industry is also expected, as companies 
seek to form combinations with strong management teams and aggressive 
marketing organizations. It has been suggested that greater concentration in 
the industry should result in lower cost structures resulting from synergies 
and the elemination of redundant operaitons. Like the larger textile · 
companies, the larger clothing companies have been positioning themselves in 
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desired market segments and eliminating less desirable lines. They have also 
taken steps to reduce overhead and improve efficiency at all levels of their 
operations in order to i•prove their return on investments. 

Employment 

There was considerable recovery in the level of employment in the textile 
industry, starting in the latter part of 1985. For example, employment in the 
textile industry had declined by June, 1985, to a record low of 1,142,000 
workers. By the start of 1986 recovery has already added 30,000 workers. 
However, recovery slowed considerably in 1986 which saw a 0.5 per cent 
increase in employment. In contrast, employment ·in the clothing industry 
continued to decline, experiencing a 1.3 per cent decline last year. 

Notwithstanding this short-term recovery in eaployment, employment is 
expected to decline at an average annual rate of 2-3 per cent for the 
foreseeable future. The growing availability of affordable technology will 
allow the well-positioned companies to strengthen their operating positions 
thro.igh efficiency gains and production flexibility. Particularly in home? 
furnishings, such as bed and bath products and carpeting, labour costs are 
expected to be reduced primarily through the widespread use of automation. In 
the production of clothing, the greater use of off-shore operations is 
expected to have a dampening effect on employmen~. 

capital expenditures 

In 1984, capital outlays by the textile industry reached a record of 
$1.95 billion. Expenditures in 1985 were about $1.84, and declined further to 
about $1.63 in 1986. The decline is probably due to the poor earnings 
performance experienced in 1985. 

A large portion of these expenditures have been focused on improving 
worker productivity, particularly processes and techniques to improve yarn 
spinning and fabric weaving production. Coupled with annual capital 
expenditures averaging $1.49 billion in previous years, textile productivity, 
as measured by output per worker per hour, increased at an average of 5.0 per 
cent between 1974 and 1984. This compares with a 2.1 per cent productivity 
growth rate for all US manufacturing industries. 

Other adjustments 

In addition to extensive efforts by most large mills to increase worker 
productivity, considerable emphasis has been placed on other profit enhancing 
activities. These include better inventory control, improved product quality 
and design, and improved customer services. Central to these efforts are the 
increased use of computers and the installation of modern co11111unication and 
information systems. 

Partly in response to the rapidly increasing import penetration of the US 
clothing market, one trend has been the increasing use of off-shore operations 
by US companies. The increased use of technology and a greater emphasis on 
off-shore sourcing of sper.ialty fabrics is providing some companies with 
sufficient flexibility to service high-return sectors of the clothing market. 
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2. STIVCTllAL AID STRATEGIC lDJVSTftEITS OF TBE IS IIDVSTIIES 

Before discussing the adjustment str3tegies currently being followed by 
US textile and clothing companies, it is necessary to briefly review the 
events and forces that have 110ulded the competitive environment in which these 
industries find themselves today. their current strategic responses are not 
only constrained by past events, they are strongly influenced by them. 

the competitive environment of the textil~ and clothing industries in 
both industrializaed and developing countries bas unc!ergone considerable 
change in the last two decades. the emergence of sever~l strong textile 
exporting countries, such as Bong Kong, South Korea and Taiwan Province of 
China, and the entry of a growing nUllber of developing countries into the 
international textile trading syste• is rapidly changing the sys~em·s 
structure. And this is having considerable impact on the conditions and rules 
governing c<>11peting industries. 

The eventual success or failure of ca11peting national industries may very 
well depend on their ability to adjust to the rapidly changing circuiestances. 
Those industries which have already successfully adjusted to previous changes 
are 110re likely to emerge success in the future. 

Unlike the European firms, US firms were not forced to make the kinds of 
adjustments required by a redefinition of competition arising fro• the 
formation of the EC. Nor were they faced with the kinds of threats that the 
newly emerging textile industries of developing countries posed for the 
maturing Bong Kong, South Korean, Taiwanese and Japanese industries. The US 
industry bas a very large and diverse market. It was also the leader in the 
introduction of man-taade fibres, fabrics, and r.lothing, and the development of 
the home furnishings market. As a result, it bas been comparatively insulated 
from international developm1ents, and its adjustments are still heavily 
influenced by internal changes in the domestic competitive environment. The 
implications of these different developments is that the US textile industry 
is still strongly influenced by the $UCcess of past actions, and lacks the 
experience needed to adjust rapidly to changing global needs and COfllpetitive 
conditions. 

Cross-national comparison of adjustment strategies 

Table 4.1 presents, in very broad terms, ~he adjustment strategies of 
several national textile industries for three decades: The 1960s, 1970s, and 
the early part of the 1980s. Included in the diagram are the textile 
industries of the Federal Republic of Germany, France, Italy, Japan, The 
Netherlands, Taiwan Province of China, the United Kingdom, and the United 
States.~/ The adjustment strategies of the various textile industries are 
classified according· to the approach used to satisfy market demand. 

See Brian Toyne, J.S. Arpan, A.H. Barnett, D.A. Ricks and T.A. Shimp, The 
Global Textile Industry (George Allen ' Unwin, London, 1984), for a 
fuller discussion of these adjustments. 



Table 4.1. Cla11ific~tion 1cheme for national textile induatry 1trate1i11 

Type of strategy Description 

l:ndifferentiated Marie.et viewed aa homogeneou1 

l'r-o life rated 

Technology empha1i1 on large and relatively 
inflexible mill• 

Production emphasis on coats and long 
production run• 

Single product offering 

Market viewed as homogeneous 

Technology empha1i1 on large and relatively 
inflexible mills 

Production emphasis on coats and long produc­
tion run• 

Multiple product offerings for competitive 
reasons 

National 1xampl11 
19601 

Japan 

Taiwan Province of China 

United Kin1dom 
(large firm1) 

United Statu 

Weit Germany (majority of 
lar1er firm•) 

United Kin1dom 

France 

19701 

France (lar1er firm•) 

Japan (throu1h FDI) 

Taiwan Province of China Cplana 
to 1hif t to diff 1rentiated 
1trat11y in 1980 1 1) 

United Kingdom (lar1er 
firm1) 

United State• (1till 
over1hadowed by 1trat11y 
of 1960 1 1) 

--OI 

I 
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Table 4.1. ~cont'd) 

Type of strategy Description 

Differentiated Marketed viewed aa heterogeneoua (market can 
be subdivided on basis of needs) 

~uncentrated 

Technology emphaaia on versatility and product 
diversity and development 

Production emphasis on productivity flexibility 
and shorter production runs (higher coata of faet 
by premium prices and other factors) 

Multiple product offering• to meet need1 of 
specific market segments 

Marketing and marketing research emphaaized 

Market viewed as heterogeneous 

Technology emphasis on versatility and product 
development 

Production emphasis on productive flexibility 
and shorter production runs 

Single product offering to mPet needs of one 
specific market segment 

Marketing and marketing research emphasized 

• 

National example• 
19601 

Netherland• 

Weit Germany (minority 
of lar1er firms) 

19701 

Japan (many 1e1ment1) 

Netherland• (few 1e1m~nt1) 

Weat Germany 

United Kin1dom (recent 1hif t to 
low value 1e1ment 1trate1y) 

Italy (many firm• 1hift- Italy (hi1h value 1e1ment) 
ing from proliferated and 
differentiated 1trate1ies 
to concentrat~J strat~sy) 

--'° 
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The undifferentiated and proliferated strategies assumes the .. rket•s 
needs or requirements are ~geneous. The emphasis is on the manufacture of 
high-quality. high-volume fabrics which are competitively priced. The .. jor 
difference between the two strategies is the number of fabrics produced by a 
particular fira. C09panies adopting a proliferated strategy are attempting to 
differentiate their products froa those of their COllpetitors (e.g •• amount of 
softness~ ventilation). 

In contrast. the differentiated and concentrated strategies assume the 
.. rket is betergeneous (market segements with different needs to be 
satisfied). Thus. firms adopting these strategies produce products 
specifically designed and manufactured to aeet the needs or requirements of a 
few .. rtet segments (concentrated). or several aarket segements 
(rlifferentiated). 

The implications of these adjustllents for the major strategy components 
of firJmS are also sumnarized in Table 4.l. Included are the implications that 
the four strategies have on (1) technology. (2) production. (3) marketing and 
linkages. and (4) strategic planning. 

European adjustments 

The Eu~opean industries• strategy over the period has been to become 
increasingly specialized in those sectors of the textile industry in which 
they had comparative advantages internal to thE European Coaaunity. With the 
possible exception of France and the United Kingdom. the result has been an EC 
industry with efficient subparts. 

The results of these adjustments have been quite aixed when aeasured in 
terms of performance and international competitiveness. The Federal Republic 
of Geraany's industry and the private sector of the Italian industry have 
emerged as the most successful. and France and the United Kingdom the least 
successfu!. The difference in the performance of these industries are many 
and complex. The more significant reasons include: (1) the internc.tional 
scope of each industry's competitive environment; (2) the speed at which 
change occurred in thi~ environment; (3) the adjustment strategy or strategies 
selected to cope with this change; and (4) the emphasis placed on particular 
elements of the selected adjustment strategies. For example. the two 
successful industries have increasingly focused on providing a differentiated 
and widening assortment of high-quality product. They relied relatively less 
on government support. and aggressively sought low-cost overseas manufacturing 
in the case of Germany. and foreign markets (European and others) in the case 
of Italy. In contrast, the French and United Kingdom strategies have focused 
relatively more effort on the production of high-volume comaodity fabrics and 
clothing, to retain a high level of employment, and to seek government 
assistance. 

Asian adjustments 

The docninant Asian industries initiall) sought to supply the low-end, 
high-volu»e markets of the United States, Europe, and other Asian countries 
using a co111110dity, or mass market approach. As these industries became 
proficient in the international manufacture and marketing of textiles and 

• 
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clothing, this strategy vas replaced by a strategy of supplying an increasing 
assortllent of rapidly changing high quality and higher margin products. The 
strategy also includes the development of a flexible productive system 
incorpor~ting a network of lov-cost foreign manufacturers, and a world-wide 
.. rketing network. 

United States adjustllent 

The United States industry has traditionally pursued a cor..odity, or 
undifferentiated, approach in the production of textiles and cl~thing. 
Although this strategy is rapidly giving vay to a proliferated startegy, the 
etmphasis still continues to be serving large market segments using cost 
efficient long production runs. There are many reasons for this. A fev of 
the more i11portant reasons include the following: 

l. The US markets are relatively large, and vere responsive to economic 
rather than high fashion product lines. 

2. To remain competitive, these market characteristics encouraged the 
production of large volumes of relatively standardized products 
(e.g. the coupling of scale economies and experience economies). 

3. Unlike the industries of Europe and Asia which aggressively pursued 
export markets, US companies have remained strongly oriented toward 
the US domestic market. 

3. THE TEXTiLE IIDUSTRY 

Although the US textile industry has been relatively insulated from the 
more dynamic international environment, the intensity of the US competitive 
enviro11111ent has been sufficient to ensure that its adjustment was in the same 
direction as that of other textile industries. It has concentrated on 
technological innovation in production and operations, greater productivity, 
and the replacement of labour with capital. These trends are very apparent 
from the data presented earlier. However, it is not clear whether the current 
direction of th~ industry's adjustment will increase its international 
competitiveness. As already mentioned, the :aajor thrust of the adjustment 
taking place in the US industry is to increase its efficiency in the 
production of a widening assortment of high volume, quality fabrics. It is 
basically ignoring the low volume speciality and high fashion segments of the 
clothing market, and is concentrating an increasing amount of its attention on 
the high volume bol"e furnishing markets. 

This adjustment is, of course, closely aligned with its previous strategy 
of providing high volwne, undifferentiated products for mass markets. Thus, 
it is capitalizing on its previous experience and competitive advantages. 
This should enhance its competitiveness in those segments of the home 
furnishings and clothing markets requiring cost effective, quality fabrics in 
large volumes. 

For example, Burlington announced in 1984 that it was implemented a 
restructuring progranne. This progranne includes reducing its dependency on 
several segments of its finished apparel fabrics where imports have had the 
greatest impact, placing increased emphasis on its home furnishings and 
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industrial products areas, and .' · .ing capital investments of $175 million to 
$200 million. Increased eaphasis is on (1) product performance (e.g.comfort, 
natural fibre "'feel"', and ventilation); (2) new product development (primarily 
in lighter weights to meet current market trends and fashions); and 
(3) manufacturing flexibil:ty. The coepany is investing heavily in 
state-of-the-art manufacturing equipment and nev computer-aided systenas 
equipment aimed at speeding the process of new fabric designs.~' 

Springs Industries announced in the early part of the 1980s that it too 
vas undertaking a major modernization programae. Capital expenditures were 
$39 •illion in 1982, $67 •illion in 1983, $51 •illion in 1984, and a further 
$70 •illion in 1986. Particular attention has been given to i•provements in 
the areas of systems, cOlllMID~cations, and control. The company is also 
responding to consumer trends in the US by changing the content of its light 
weight fabrics to a 65:35 per cent cotton-polyester content, with an emphasis 
on "'softer" finishes. It has also increased its focus on the consumer, 
product innovation, and product development.~' 

In 1983, Killekin purchased $30 million of Nissan looms (l,148). To get 
the order, Nissan promised to help the company produce zero defect cloth. By 
1985, SO per cent of Millekin's product was defect free, compared to l per 
cent previously for water jet looms. Milletin bas also developed a 
computer-aided sytem to design coloured fabrics. 

4. IftPLICATIOIS FOR THE CLOTHIIG IIDUSTRY 

The continuing emphasis of the US textile industry's on high volume 
fabrics, its increasing focus on the home furnishings market, and its gradual 
curtailment of production for the clothing markets are having an adverse 
impact on several of the larger US clothing companies seeking to establish 
theaselves in those segments of the clothing market less susceptible to import 
competition. For example, the impact is especially acute for clothing 
manufacturers requiring low volume, specialty fabrics in th~ manufacture of 
high margin, high quality women's product lines. 

According to Liz Claiborne, it is increasingly difficult, if not 
impossible, to locally source many of the specialty fabrics needed for its 
women's clothing considered of designer status. Other manufacturers are 
encountering similar problems. According to one clothing expert, one of the 
problems associated with the global quota system incorporated in the trade 
bill currently before the US Congress is its potential to curtail the 
importation of fabrics unavailable in the United Sates. 

To reduce its vulnerability to import competition, Liz Claiborne has 
targeted that segJDent of the market concerned with the high quality at 
moderate prices. Partly in response to its inability to purchase the 
relatively small sources. In addition, to reduce costs, more than 80 per cent 
of its merchandise is manufactured overseas using independent manufacturing 

l/ Burlington Industries, various annual reports. 

J/ Springs Industrie1, various annual reports. 
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facilities. The COllpany does not operate any manufacturing farilities in the 
United States.~/ 

Barmant and Oxford Industries are two additional examples of successful 
US clothing companies. In the case of Bart.ant, considerable eapbasis has 
been placed on installing an advanced management information systea to 
centralize all merchandising and buying activities. It continues to emphasis 
high value outerwear product lines, operational efficiency, and marketing. It 
also carefully selects market segments less susceptible to import 
competition. For exa11ple, it has successfully developed a market for women's 
outerwear to complement its vell established men's outerwear activities.A/ 
In the case of Oxford Industries, off-shore manufacturing is the fastest 
growing sourcing method, particularly foe slacks and shirts. Two major 
sources are the Caribbean countries and Mexico. The major production and 
operations focus in ~ts US plants is on the introduction of new techniques to 
reduce through out time, inventory control, and quality improvements. Like 
Hartmarx, Clxford's o~rations are increasingly utilizing electronc information 
exchange technology.-

One interesting development in response to the high vulnerability of 
clothing companies to cost-competitive imports, has been the adoption of a 
"spo1te-and-vheel" concept to simultaneously gain eco;iomies of scale in 
production, distribution, and inventory.~/ For example, Bartmant's current 
development of a centr~iized merchandising and buying centre is built on this 
concept. Several optimcsl sized plants are linked by means of a relatively 
large, geographically centralized distribution warehouse and administrative 
offices. The same concept is also being used by Japanese and South Korean 
firms, with the major difference being that the plants are located in 
relatively low wage countries. 

Cb) THE POLITICAL DiftEISIOIS OF CURREIT ADJUSTftEIT STRATEGIES 

Political and social considerations, both domestic and international, are 
playing increasingly significant roles in establishing the domain, conditions, 
criteria, and distribution rules under which international textile trade 
occurs. An obvious macro example of these influences is the Multi Fibre 
Agreement (MFA), and the proliferation o~ increasingly unco-ordinated 
bilateral agreements. 

l/ 

J/ 

.!/ 

See reference no.l, pp. T89-90. 

Hartmarx, Inc. Annual Report for 1986. 

Oxford Industries Annual Report for 1987 • 

See Jose de la Torre, M.J. Jedel, J.S. Arpan, E. Ogram and B. Toyne, 
Corporate Response to Imeort Competition in the US Apparel Industry, 
Research Monograph No.74 (Atlanta, GA.: Georgia State University, 1978) 
for a discussion of this concept. 
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The increasing importance of social and political considerati~ns does not 
mean that econc.mic efficiency is not of paramount importance for the 
international social and political structure to be economically effici~nt, at 
least among market econoaies, enterprise efficiency is still encouraged. 
However, the ability of coapanies from one country to compete for market share 
in another country is only partly on the basis of economic efficiency. 

Exporters and other firms involved in international exchanges are subject 
to a set of exchange conditions, criteria, and distribution rules that are 
becoming increasingly volatile. This volatility is brought about by changes 
in the terms ~f exchange required to meet the changing external relations 
(e.g. politi<·al/bargaining power) of the trading partners, and/or their 
internal social and political conditions. Th~s, the governments of these 
firms must be increasingly aware of the exchange implications of the changing 
political and social conditions of their trading pa~tners in order to provide 
thea with the assistance they mught need. These trends suggest, for example, 
that the reluctance of the United Stat~s Government and its industries to 
follow the examples of European and Asian countries by adopting industry­
specif ic policies may hamper, if not hinder, the ability of its industries to 
remain internationally competitive. 

The ability of national textile and clothing industries to exploit their 
competitive advantages, or to reduce the effects of their competitors in the 
international marketplace, is increasingly dependent on the influence they can 
extert over their governments and the trading power of their governments. 

GLOBAL TRENDS AND THE US INDUSTRIES 

Are the changes occurring in the US textile and clothing industries 
sufficient for them to remain internationally competitive? In the near term, 
it would appear that the structur~l and strategic adjustments occurring in the 
textile industry are sufficient, provided the current international textile 
trading system does not undergo radical change. The ability to conc~ntrate 
more heavily on home furnishings and industrial goods markets provide textile 
firms with attractive altern~tives. Also, the industry's persistence in 
concentrating on high-volume product lines, when coupled with a weakened 
dollar, should cont~nue to provide it with competitive advantages (such as 
costs and q~3lity). However, the US clothing industry, on which the textile 
industry remains dependent for about 35 per cent o; its shipments, is not so 
fortunate. It faces a very troubled future. For example, sufficiently 
attractive alternatives for its products do not exist, labour costs are high, 
and technological breakthroughs are slow in materializing. Furthermore, those 
clothing comp~nies seeking to serve higher margin, fashion-sensitive segments 
of the market are being somewhat hampered by the strategies being implemented 
by the US textile industry. The situation is further complicated because of 
the historical separation of the US textile and clothing industries. The 
close coupling of these industries, as in the cases of the Italian, Japanese, 
and South Korean industries, does not appear to be occurring. 

Thus, partly because of the continued dependence of the US textile 
industry on the US clothing industry, and partly because of the clothing 
industry's increasing vulnerability to foreign competition, political action 
continues to be viewed as critical. However, political action is dependent on 
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the ability of the US government to favourably influence the international 
textile trading system. The question then becomes: Does the US Government 
have the bargaining power vis-a-vis its trading partners to influence the 
conditions, criteria and distribution rules of the trading system? In an 
attempt to answer this question, two points will be addressed: (1) the 
changing distribution of world trade in textile exports and imports; and 
(2) the shifts that have occurred in the trading power of the major market 
economies. The latter is important to an understanding of the evolving 
textile regime, and the future direction of negotiations between trading 
countries. 

Share ~f world exports and imports 

Table 4.2 presents an overview of the changing conmodity composition of 
world trade in textiles ~nd clothing between 1965 and 1985. The most striking 
feature of these data is the steady delcine in the export of yarns and 
fabrics, starting in the 1970s, and the 1110re recent and rapid increase in the 
export of finished clothing. However, these macro-level trends are not too 
surprising, given the global spread of man-made fibre production capacity, the 
development of fabric production capabilities in many developing countries, 
and the widespread desire for less expensive clothing. 

The long-term coLcern of the developed market economies (DMEs) and the 
more recent concern of the advanced textile exporting countries (ATEs) with 
regard to international trade in textiles and clothing is captured in the data 
presented in Table 4.3. As a group, the DMEs have experienced a persistent 
and accelerating erosion in their export of textiles and clothing since before 
1965. In 1965, the aggregate exports of these economies represented 82 per 
cent of world trade. By 1985, this percentage had declined to 55.8 per cent. 
Furthermore, they are importing an increasing amount of world trade in 
textiles and clothing. In 1965, imports of textile and clothing to DMEs 
represented 70.3 per ~ent of world trade. By 1985, this percentage had 
increased to 80.1 per cent. Moreover, intra-DME textile and clothing trade 
remained more or less constant through out the 1970s and the first half of the 
1980s, when expressed as percentages of world exports. These data indicate 
that the increases in imports are the result of exports from the other 
developing economies. The data also suggest that DME trading power is 
increasingly expressed in their ability to absorb imports. 

The ATEs (Hong Kong, the Republic of Korea, Brazil, Mexico and 
Yugoslavia), although increasing their share of world exports of textiles and 
clothing over the 21 years period, have become increasingly dependent on the 
markets of the DMEs. Although their share of world exports has risen from 
9.6 per cent in 1965 to 21.2 per cent by 1985, imports by the other developing 
economies (ODEs) declined from 21.5 per cent in 1965 to 9.1 per cent by 1985. 
In fact, the ODEs increased their exports of textiles and clothing, primarily 
to the DMEs, from 6.8 per cent of world exports in 1965 to 20.9 per cent by 
1985. 

Relative trading power of the major market economies 

Although a study of historical trade patterns and the distribution of 
capabilities (e.g. production, productivity, technology) is valuable for 
predicting future trends, a complete understanding of the dynamics involved, 



Table 4.2. World exports of selected textile and clothing good~ 

Value (millions of US $) Growth rates (I) 
--------------------------------- ----------------------------------1965 1970 1975 1980 1985 1965/70 1970/75 1975/80 1980/85 

Grey cotton yarn 210 307 684 2,447 2,390 7.9 17 .4 29.0 -o.s 
Processed cotton yarn 168 225 471 183 182 6.0 15.9 -17.2 -0.1 
Synthetic yarn 710 1,767 3,541 6,302 5,753 20.0 14.9 12.2 -1.8 
Fabric, cotton (woven) 1,407 1,452 3,172 7,095 4,992 0.6 16.9 17.5 -0.3 
Fabric, synthetic (woven) 506 1,497 3,848 7,894 7,646 24. 2 20.8 15.5 -0.6 
Clothing (knitted) 1,061 2,265 6,968 18, 115 21,810 16.4 25.2 21. l 3.8 
Accessories 232 398 813 1,615 l ,670 11.4 15.4 14. 7 o. 7 
Knitwear 963 2,166 5,244 12,0ll 14,536 17.6 19.3 18.0 3.9 

Trading shares of goocls (7.) N 

"' 
Yarns 2.0.7 22.7 19.0 16.0 13.6 
Fabrics 36.4 29.4 28.L. 26. 9 24.0 
Clothing/knitwear/accessories 42.9 47.9 52.6 57.1 62.4 

Source: Swnnary of data presented in Table 1, Textile Policy Issues for Developing Countries, PPD/R.5 
(SPEC.), Vienna, Austria, UNIDO, 20 August 1987, p.2. 
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Table 4.3. Share of selected country groups in world textile and clothing trade 

Country group 

EXPORTS 

Developed market econ<>1aies 
Advanced textile exporters 
Other developing econoaies 
Centrally planned economies 

lllPORTS 

Developed market econo•ies 
Advanced textile exporters 
Other developing economies 
Centrally planned economies 

(Percentages) 

1~65 

82.0 
9.6 
6.8 
1.6 

70.3 
5.0 

21.5 
3.L 

1970 

80.3 
i2.G 
5.7 
2.0 

75.6 
7.5 

12.5 
4.3 

1975 

72.0 
17.3 
7.8 
2.9 

78.0 
S.3 

11.9 
4.7 

1970 

66.0 
18.0 
13.4 

2.6 

77.5 
6.0 

13. l 
3.4 

1985 

55.8 
21.2 
20.9 

2.1 

80.1 
8.2 
9.1 
2.6 

Source: Reproauced from Table 2 from Textile Policy Issues for Developing 
Countries, PPD/R.5 (SPEC.), Vienna, Austria, UNIDO, 20 August 1987, 
p.4. 

especially in the trade of textiles and clothing, cannot be obtained without 
an appreciation of the relative trading power of the affected countries. The 
ability of one country, or group of coun~ries, to influence the trading 
behaviour of other countries is central to an understanding of the 
complexities underpinning trade. At this time, it is sufficient to 
demonstrate how trading power in textile~ and clothing has undergone 
considetable change over the last three decades. 

The figures presented in Tables 4.4 and 4.5 represent an attempt to 
measure the relative trading power of the various trading groups of countries, 
and that of the United States relative to its major trading partners. The 
rationale underpinning the data is the idea that the relative trading power of 
a co1mtry (or group of countries) is based on the joint effect of its ability 
to export and absorb imports. Although the ability to produce and export is 
critical to an understanding of trading power, it is not a sufficient 
criterion by itself. Consumer demand, or market power, also exerts an 
influence, especially if demand is inelastic. This, of course, is not the 
case in clothing and to some extent in textiles. However, the threat of local 
substitution is real, since the production of these coamodities is relatively 
easy (with some exceptions, such as man-made fibre-based products).i/ Thus, 
the figures presented in Tables 4.4 and 4.5 are computed using exports plus 

See Vinod K. Agrawal, Liberal Protectionism: The International _Politics 
of Organized Textile Trade, Berkeley, CA: University of California Press, 
1985, for a full discussion on trading power and its relationship to MFA 
negotiations. 

--- ---~~------------------
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Table 4.4. Shifts in the relative trading J?Ower of selected country grou2s 

Country group 1965 1970 1975 1970 1985 

Developed market econoeies 76.3 78.0 75.0 71.8 68.0 
Advanced textile exporters 7.3 9.8 11.3 12.0 14.7 
Other developing econoeies 14.0 9.1 9.9 13.2 15.0 
Centrally planned economies 2.4 3.1 3.8 3.0 2.3 

Source: Data presented in Table 4.3. 

Note: The data for the tltEs include intra-lltE trade. A .are accurate eeasure 
should exclude this trade as vas done in the case of the following 
table. Notwithstanding this problem, the data do provide an overall 
appreciation of the shifts in trading power that have occurred among 
the various country groups. 

Year 

1950 
1955 
1960 
1965 
1970 
1975 
1980 
1985 

Table 4.5. Textile and clothing trade J?Over of selected countries 
as a percentage of world trade and CS share of the 

top three developed economies 

Country or economic group 
-----------------
United 
States 

15.7 
15.8 
15.l 
14.2 
15.5 
13. 7 
13.8 

Japan 

1.5 
2.3 
3.4 
4.6 
6.4 
7.3 
7.7 

European 
Countries 

15.9 
16.0 
16.2 
20.0 
19.9 

Federal Rep. 
of Ger11any 

3.9 
6.5 

United States/ 
France Top three 

5.0 64 
5.3 56 

44 
41 
41 
33 
33 

Source: Constructed from CATT, International Trade, various issues,UN 1982 
for 1950; US Department of Conaerce export and import data, 1955 and 
1960. The data for 1950-80 were taken from a table presented in 
Vinod K. Aggarwal, Liberal Protectionism: The International Politics 
of Organized Textile Trade, Berkeley, CA: University of California 
Press, 1985, p.31. 

Note: EC imports and exports exclude intra-EC trade. All data based on FOB 
exports and imports, except data for Federal Republic of Gen1any and 
France which are based on CIF imports. 
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imports as a percentag~ of world trade. Also presented in Table 4.5 is the 
United State's share of world trade of the top three lltEs (Japan, Federal 
Republic of Germany and France). 

Not too surprising, the data presented in Table 4.4 indicates that the 
textile trading system is domiinated by the lltEs as a group. Although the 
trading power of the lltEs in relation to that of the ATEs and ODEs declined 
between 1965 and 1985 1 it can still exert considerable influence over the 
textile trading system, its conditions and rules. This is partially the 
result of the ATEs and ODEs increasing dependency on the Df'IEs markets. 
However, the ability of the Df'IEs to exert influence, depends on th~ 
unrealistic assuaption that the lltEs maintain a unified policy toward the 
other groups. 

Events over the last two deacdes suggest that the ability of the DftEs for 
maintaining a unified policy vis-a-vis the other groups is rapidly dwindling. 
The data presented in Table 4.3 clearly demonstrates that the trading power of 
the lltEs bas increasingly been the result of their ability and willingness to 
absorb imports. However, the ability of these countries individually or 
collectively to off-set these imports with corresponding exports is 
contracting rapidly. Thus, DMU. are experiencing increasing trade deficits in 
textiles and clothing, coupled with a corresponding decline in employment in 
these sectors. 

The possibility of a unified position would still exist if the 
import-related burdens were carried equally by all DMEs. However, this has 
never been the case. Thus, the sharjng of the import burden bas been a 
persistent socio-political issue among the DPIEs. 

The reasons that the textile trading system was stable in the 1950s, and 
to a lessening degree in the 1960s, can be traced to the changes that occurred 
in the trading power of the United States. The data presented in Table 4.5 
indicates that in the 1950s the international textile trading system was 
dominated by the United States. By 1960 1 after the formation of the EEC, the 
US share declined dramatically. Although the measure used does not reflect 
the composition of trade, it does give some idea of the changes occurring in 
potential trading power. The system could be viewed as unipolar in the 1950s, 
with a shift to bipolarity in the 1960s and 1970s. More recently, the system 
might be viewed as multipolar as Japan's share of world trade in textiles has 
continued to increase over time. 

Additional clarity is given to the situation by the figures presented in 
Table 4.6. As these data suggest, textile and clothing trading power has 
increasingly shifted in favour of the EC. As in overall trade, the United 
States was clearly dominant in the global textile system in the 1950s and 
1960s. By 1973, the US share had diminished sharply. However, the 
approximately 60:40 ratio of the US to the EC imports before 1970 is 
misleading. Prior to 1973, and especially before 1970, the EC did not have a 
unified policy on textile and clothing products. Consequently, t!1e US had 
greater market power than the ratio suggests. The next largest importer, the 
Federal Republic of Germany, had far less than a 40 per cent import share. 
The first significant co-ordinated policy on textile and clothing trade by the 
EC was in 1977 when member nations worked out a single position in advance of 
the first MFA renewal. Shifts in trading shares, coupled with the adoption of 
a unified policy (although with country-level variations) by the EC, 
constitute a major change in the structure and distribution of textile trade 
power. 
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Table 4.6. The relative trading power of the US and the European 
countries in textile trade: I!pOrts of textiles and clothing, 

share of cOllbined US·and European countries iaport~ 

Year 

1960 
1965 
1970 
1973 
1975 
1977 
1980 
1985 

Source: 

Note: 

From Japan and the developing countries 
us share c:> 

59.7 
58.5 
59.6 
42.8 
37.2 
39.0 
35.8 

For 1960-1970, GATT document, L/3797, 1972. For 
1973-1977, GATT document, Com/Tex/W/63, 
9 October 1979. For 1980, Com/Tex/W/83. For 
1985, percentages calculated from import data. 

EC data for 1960-1970 includes United Kingdom and 
Denmark's imports (data for Ireland not available 
but insignificant) to provide comparability after 
1973. 

The implications of these changes for the international textile trading 
system will be discussed in the next section. This will be foilowed by a 
discussion of the Caribbean Basin Initiative and the current trade bill before 
Congress to illustrate the impact that social and political issues in the 
United States have had on textile trade. 

The MFA and the United States~/ 

The evolvement of the textile trading system is a prime example of the 
restructuring of international exchange along socio-political rather than 
economic lines. Furthermore, starting as far back as the bilateral agreements 
with Japan in the 1950s, the subsequent short-term and long-term arrangements 
in the 1960s, and the initial MFA signed in 1973, the United States clearly 
demonstrated its trading power ability. 

As most people will admit, these developments substantially altered the 
conditions, criteria and rules governing the trade of textiles and clothing. 
Because of its trading power, the United States was able to secure the kinds 
of agreements its desired. For example, the LTA and initial MFA were strong 
enough to force the EC to open up their markets while allowing the United 

This section draws heavily from Chapter 5 and 6 of Liberal Protectionism: 
The International Politics of Organized Textile Trade. 
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States to take pressure off its own. Its trading power vas also used 
effectively against the developing countries to get them to join the system. 
These countries were not only fearful of losing the US market, but also sav an 
opportunity to Eecure access to the European markets. 

With the renewals of the MFA in 1977 and 1981, the international system 
began to unravel. Tb~ decline in the trading power of the US vis-a-vis its 
European partners resulted in protracted negotiations in both instances that 
permitted " •••• domestic groups to muster their fo~ces and participate 
transnationally in the renewal of the accords ... i' The end result vas the 
introduction of domestic politics into negotiations, and the increased 
intervention of individual countries in the regulation of textile and clothing 
trade. 

The bilateral accords reached by the United States and Bong Kong, Taiwan 
Province of China and the Republic of Korea in 1986 are prime exaaples of the 
individual approach nov taken by the ll'IEs. On 30 June 1986, Bong Kong and the 
United States signed a pact which placed a ceiling on Bong Kong's total 
shipment of textile to the US. At the insistance of the US textile industry, 
the agreement also included restrictions on the non-MFA categories of 
considerable concern to the US industries (linen, jute, ramie and silk blends). 

The Taiwan Province of China accord, signed in July 1986, is similar in 
scope to the Bong Kong agreement. Since it was also retroactive to 
l January i986, it vas expected that the accord would result in a 7 per cent 
reduction in textile shipments compared to the 12-month period that ended in 
May 1986. Between 1981 and 1985, Taiwan Province of China shipments bad grown 
at an average annual rate of 15 per cent. 

The Republic of Korea accord was announced in August 1986, and limits 
import growth to 0.8 per cent annually, compared to an ar ual growth of 
8.6 per cent from 1981 to 1984. 

The three affected countries believed the pacts would reduce some of the 
pressure in the US Congress to override President Reagan's veto of the Textile 
Enforcement Act. The Act, if passed, would have slashed textile imports from 
the major textile exporters by up to 30 per cent. On 6 August 1986, the US 
House of Representatives failed to override the President's veto by eight 
votes. 

Although the United States•s bargaining power has been considerably 
weakened in recent years, its negotiations at the last MFA resulted in the 
inclusion of new fibres, a provision of increase control over import surges, 

• and a provision that permits the imposition of import quotas as an antifraud 
measure. The new MFA accord also contains special provisions for small 
supplier countries, new entrantA into the market, and the least developed 
countries. It is likely that the United States and the Europeans agreed to 
these provisions because thf/ wanted greater flexibility when negotiating with 
major importers on a country-by-country basis. 

The new provisions of the MFA and the bilateral agreements reached 
between the United States and major textile exporting countries accentuate and 

Ibid. p. 143. 
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de110nstrate the growing ability of individual countries to intervene in the 
regulation of textile trade for domestic socio-political reasons. In other 
words, the IV'A is being used increasingly to justify protectionisa at the 
national level rather than constrain it. This development can be traced to 
the decline in the ability of the United States to unilaterally dominate 
negotiations. The conflicting interests of its partners au.st be taken into 
account. 

What can the developing countries do to defend themselves against a 
weakened textile trading system! Two possibilities are, of course, better 
bargaining in bilateral agreements, and efforts to collaborate in 
international negotiations. However, these efforts will only work in the 
future under certain conditions. Bilateral negotiations will only work when 
the domestic textile and clothing industries of the ll'Es can be persuaded to 
favour a particular country's products, or when the government can be 
persuaded that the potential for harm to other, more important industries may 
occur. The potential for developing countries to collaborate is also not very 
good in the face of atte91pts by the I»tEs to play off certain developing 
countries against others in the negotiations. Finally, in those cases where 
the textile and clothing industries of the ll'Es are clearly separated and 
differ in the strategies they are pursuing, governments must learn to play on 
the potential split between these industries. 

Implications of the Caribbean initiative 

In the last five or six years, the US Government has passed several 
pieces of legislation that either directly or indirectly impact the US textile 
and clothing industries. The reasons for these pieces of legislation, and 
those currently under debate, can be traced to (1) the government's growing 
concerns in tbe area of foreign policy; (2) changing internal economic 
conditions; and (3) mounting pressure from US industries hard bit by imports. 

The Caribbean Basin Initiative (CBI) is an example of one piece of 
legislation that directly impact both industries. The CBI, which went into 
effect in January 1984, can probably be traced in part to the US Government's 
growing awareness that this part of the world is politically and economically 
vulnerable (e.g. Grenada and Nicaragua). The CBI is designed to provide for 
economic assistance to the region. 

The CBI is a 12-year, one-way free trade arrangement that grants 
duty-free access to the United States for imports from the Caribbean Basin 
countries. The prograaae is not only designed to promote economic growth in 
the region, but also benefits US producers and consumers. 

Since the CBI went into effect, at least 285 new export-oriented 
businesses have been started. These activities have resulted in $208 million 
in new investments ahd'the creation of 35,891 new jobs in the region. Of the 
projects started, 74 (or 26 per cent) were in ~ither textiles or clothing, 
even though these products are excluded from duty relief. The reason for this 
interest by foreign textile and clothing producers, particularly Asian 
producers, is that the CBI removed US quota restrictions on clothing from the 
region. 

• 
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A 1985 article in The ~all Street Journal reported that many Asian firms 
have established clothing production in the region.~/ The major reasons 
cited for this interest-were the absence of quotas, cheap labour, geographical 
proxiaity and the ability to control production and other business factors. 

The US trade bill 

In 1985, the US Congress passed the Textile Apparel Enforcement Act. 
However, it was vetoed by President Reagan, and Congress was unable to 
override the veto by a small margin. The bill, clearly expressing the desires 
~f the US textile industry, had called for a global quota based on 1984 
imports, roll-backs amounting to 32 per cent (roll-backs for some countries, 
including Brazil, Taiwan Province of China, Republic of Korea and Thailand 
were considerably higher) and excluded Canada and the EC countries. 

Since this bill was defeated two events have taken place which have 
increased the possibility that a new textile trade bill currently being 
debated in Congress will receive final approval. First, the US trade deficit 
has continued to worsen inspite of assurances by the Reagan Administration 
that things will improve once the considerable drop in the value of the dollar 
takes effect. Consequently, many more US industries are suffering from import 
competition, thus bringing increased pressure on the US Government to act. 
Second, and perhaps more importantly, the composition of the US Senate has 
changed. It is now dominated by members of the Democratic Party. Thus, many 
experts now believe that the modified trade bill will survive a Reagan veto, 
if a veto is forthcoming. 

Although seeking to retain the essential features of the previous bill, 
the new bill is not so potentially damaging to the trading relations of the 
United States and its Asian partners. It calls for a global quota on all 
textile and clothing imports made from MFA fibres and certain non-MFA 
vegetable fibres (e.g. linen, jute, ramie and silk blends). The bill contains 
no roll-back provisions, and no country exclusions. The quota will permit an 
annual growth in imports of 1 per cent. The bench-mark year is 1986. 
However, the President will have the flexibility to modify country quotas 
under this ceiling. This flexibility is to allow the President flexibility in 
foreign ~=!icy areas, including the Caribbean Basin Initiative. 

The bill is supported by the US textile industry. However, it is 
receiving mixed reviews by the US clothing industry. As can be expected, 
clothing companies pursuing mass market strategies and dependent on the US 
textile industry for their fabrics favour the bill. Those companies seeking 
to establish themselves or maintain their positions in the high-margin, 
fashion segments of the US clothing market express considerable concern over 
their ability to source foreign specialty fabrics unavailable in the United 
States. The bill has no provision for excluding fabrics and other inputs not 
available in the United States • 

.!/ Steven P. Galante and Adi Ignatius, "Asia apparel firms use Caribbean 
to avoid US quotas on imports", The Wall Street Journal, 
2 October 1985, p.34. 
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(c) IKPLICATIOIS OF CVRREIT TREIDS 01 THE RESTRVCTVRIIG OF THE VS TEXTILE 

AID CLOTBIIG llDOSTRIES 

A brief sunmary of the changes that are occurring vithin the US textile 
and clothing industries, and the implications of redistribution of the 
bargaining pover of the trading countries for the US industries is presented 
in Table 4.7. A discussion of these changes completes this report. 

l/ 
1. ADjVSTKERT STRATEGIES OF THE VS IRDVSTRIES-

In SUlllD3ry, the US textile industry appears to be adjusting to global 
trends through consolidation, the rapid introduction of technological 
advancements, and the aggressive development of the home furnishings markets. 
It also appears to be concentrating primarily on high-volume fabrics that 
benefit from scale effects. Specifically, company restructuring is primarily 
aimed at: (1) increasing worker productivity; (2) improve product quality; 
(3) improve product design; (4) improve market research; and (5) improve on 
comnunications with suppliers and buyers. 

The larger companies have been consolidating their competitive positions 
through mergers and acquistions, and the enlargement of their market shares in 
market segements not susceptible to import penetration. Consolidation is also 
aimed at increasing efficiency. There has been a definite move away from the 
manufacture of clothing fabrics with an increasing emphasis on home 
furnishings fabrics. 

These strategic adjustments, however, are still very much influenced by 
the industries' historical bias for coamodity production. That is, the 
adjustments are being undertaken to compete more efficiently with foreign 
producers for the high-volwne, more homogenous segments of the US and global 
markets. This is particularly true of the larger textile producers. 
Considerable attention is being given to those markets which require highly 
fashionable or specialty fabrics in small amounts are generally being 
abandoned. The aRgressive development of the home furnishings market is one 
example of this trend. In this case, the textile companies also benefit from 
being market leaders in the development of this market. In effect, they are 
reducing their dependency on a vulnerable US clothing industry. 

The larger textile companies are also rapidly introducing methods, 
techniques, and equipment designed to increase their operational efficiency in 
non-production areas. This includes the introduction of computers and the 
installation of information systems designed to improve on delivery time, 
inventor;· control, market research (closer to end markets), and customer 
servicing. 

The larger and more successful clothing companies are also taking 
advantage of new technology, especially in the cutting stage of the production 
process. Attempts are also being made to reduce the labour content of the 
sewing operation, but this is somewhat slower in materializing. Consequently, 
an increasing number of the larger companies can also be expected to reduce 
production costs by taking advantage of foreign production. 
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Table 4.7. Sunnary of the structural and political changes affecting the 
global coapetitiveness of t~e US textile and clothing industries 

Structural adjustaents in the US te1tile industry 

l. Consolidation of·tbe industry through mergers and acquisitions. 

2. Gradual withdrawal froa the production of marginal fabrics, particularly 
clothing fabrics by (a) closing mills; and (b) eliminating unattractive 
product lines • 

3. Increased emphasis on the development of the home furnishings and industrial 
goods markets. 

4. Continued emphasis on the efficient production of high-volume fabrics, but in 
greater assortments. 

5. Introduction of technological advancements in order to improve on: 

- worker productivity and operational efficiency 
- product quality and product design 
- inventory control 
- customer service. 

6. Greater emphasis on both market and marketing research. 

Structural adiustaents in the US clothing industry 

l. Some consolidation of the industry through mergers and acquisitions. 

2. Elimination of redundant operations. 

3. Greater use off-shore sourcing for (a) specialty fabrics; and (b) production. 

4. Greater emphasis on quality, higher-margin segments of the clothing market by 
some companies. 

5. Introduction of technological advancements for generally the same reasons 
given for the textile industry. 

Political changes affecting the US industries 

Shifts in trading power of the textile trading countries 

1. Decline in the trading power of the United States as a result of its decline 
in exporting power and relative market power • 

2. Increase in the trading power of Europe and Japan based primarily on market 
power. 

3. Increase in the trading power of the advanced exporters and other developing 
countries based primarily on export power. 

Ef fee ts of sh if ts in trading power o. the textile trading system 

l. MFA increasingly used to justify national protectionism. 

2. Increase in the use of unco-ordinated bilateral agreements (unco-ordinated in 
the sense of mutually agreed upon actions by the industrial countries). 
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However, the bulk of the clothing industry is comprised of small 
producers with limited resources and management stills. Adverse to taking 
risks, they remain "captive" to the strategic adjust.ents of their supplier, 
the US textile industry. Unlike Liz Claiborne, who has aggressively gone 
after fabrics not available from US textile producers, many US clothing 
companies remain tied to the products being produced by US mills. That is, 
they are also pursuing strategies geared to the production of co111110dity, or 
high-volume clothing. 

2. IRTERBATIOIAL COftPETITIYEBESS OF THE US IBDUSTRIES 

The US textile industry expects to recover its export markets, at least 
in the short-term, as a result of the decline in the value of the US dollar. 
It is anticipated by some experts that the industry may actually increase 
export sales. However, the textile industry's optimistic outlook is probably 
misplaced. The industry's emphasis on cost-sensitive products, such as 
high-volume standardized fabrics is counter to global trends in the trade of 
fabrics. Exports of fabrics are declining for structural reasons. An 
increasing nwnber of the developing countries interested in entering the 
clothing markets of the world are acquiring textile capacity, thus replacing 
imports with domestic products. These trenrls suggest that the future trade in 
fabrics will increasingly be for low-volwoe specialty and high-fashion fabrics 
not easily produced by the developing countries. 

The strategy is also counter to the long-run health of that segment of 
the US clothing industry interested in remaining competitive with foreign 
producers. When the gradual withdrawal of the US textile industry from the 
production of marginal and low-volume fabrics is coupled with the anticipated 
curtailment on imports of low-volume fashion and specialty fabrics, the future 
ability of US clothing companies to develop the high-margin segments of the US 
clothing markets is certainly jeopardized. Their potential for developing 
foreign markets also becomes questionable. 

THE CHANGING TRADING POWER OF THE VS 

As described above, the trading power of the United States vis-a-vis the 
EC and Japan is weakening. This trend can be expected to continue, at least 
in the near future. The result, already apparent in the MFA negotiations of 
1977, 1981 and 1986, will be an increased desire by the United States 
industries to gain more flexibility to negotiate bilateral agreements with 
other producer nations under an agreed upon global quota system. 

Because of the continued refusal by the bulk of the US textile and 
clothing producers (large and small) to become domestically and 
internationally competitive in the production of short run specialty fabrics 
and high fashion clothing, the two industries can be expected to continue to 
push for more protection of the US markets. The US Government can be expected 
to respond because of the long-run implications that the in~ustries' current 
strategiee probably will have on employment and country's trade deficit. 

Trends also suggest that the orderly regime established by the United 
States through 1973 will continue to unravel. It can be expected that the MFA 
will increasingly be used by th~ DMEs to justify unilateral protectionistic 
actions. 

• 
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TEXTILE CO!PLEX STRUCTURAL ADJUSTftERT POLICY ftODELS 

Type of policy model 

Protectionist 

Internal focused 
structural 
adjustment 

Internationally 
focused structural 
adjustment 

Description 

Provide specific industry 
protection from foreign 
competition while other 
industry-specific policies 
and progranmes take effect 
(e.g. tariffs, quotas, other 
non-tariff barriers) 

Provides incentives and 
assistance progranmes 
designed to encourage the 
restructuring of specific 
industries to meet domestic 
competition (not foreign 
competition) 

Provides incentives and 
assistance progranmes 
designed to encourage the 
restructuring of specific 
industries to meet both 
domestic and foreign 
competition 

Internationalization Policies, incentives, and 
progranmes designed to 
encourage and assist 
specific industries to re­
locate labour-intensive 
production off-shore 

Examples 

All countries 
(United States)* 

France, United 
Kingdom 

West Germany, 
Netherlands 

Japan, South 
Korea 

Focus 

All textile 
complex 
industries 

Competitive 
with textile 
and apparel 
industries 
within 
'protected' 
EEC 

Competitive 
with textile 
and apparel 
industries 
internationally 

Total textile 
complex 
efficient 
~d effective 
internationally 
(systems 
approach) 

* Except for the United States, which limits its support to the passive policy 
model, most other countries use the passive policy model in combination with 
one of the other three models • 
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CHAPTER V 

(a) The evolution of the state of the textiles and clothing industries in the 
United States and the European Economic CoD1DUnity 1973-1986-

During the 1973-1986 period, consumption of clothing grew both in the US 
and the EEC. Whereas, however, consumer expenditure actually grew strongly in 
real terms in the US, growth in the EEC has mainly been due to price 
increases. In the former country, the real annual increase has been around 
7 per cent since 1983; in the EEC the average was around l.5 per cent over the 
same period. The difference can largely be explained by faster disposable 
income growth and lower savings ratios in the US. Also, the propensity to 
spend more on clothing is stronger in the US than in the EEC: in the former 
country, expenditure on clothing grew faster than overall conswner expenditure 
while in the EEC the rate was lower. 

Expanding demand has benefited producers in both the US and the EEC. In 
the US, sales and value added (current prices) have risen by some 90 per cent 
over the period for hoth textiles and cltohing; production at constant prices, 
however, shows little growth, although th~re has been a certain recovery since 
1982. The discrepancy of course is partly a consequence of inflation, but the 
explanation must in part be sought in higher qualjty/higher value added 
products. Value added at constant prices underrates the growth of profits and 
investments in the industry. Although profits have fluctuated strongly, and 
although up to 1982 textile industry profits were significantly below 
industrial averages, the rec ·t years have seen a sharp rise in gains, with 
profits above manufacturing average in 1983 and 1986. Expanded earnings have 
resulted in expanding new investment, especially in labour-saving machinery 
and equipment permitting fast responses to changing market conditions. 

In the EEC, turnover in both the textile and clothing industries at 
current prices doubled between 1975 (the earliest year from which EEC-wide 
comparable data are avialable) and 1986; value added (at current prices) 
increased by 75 per cent. Production (value added at constant prices) 
slightly decreased over the period. As in the case of the US, inflation and 
the shift towards higher value products explain the difference; the actual 
performance of the industries in terms of prof its and investment was much 
better than would be assumed on the basis of constant value indices alone. 
Apart from a slowdown in the trend around 1980-81, profits (as approximated by 
value added minus labour cost) have shown a considerable growth. This again 
has been reflected in investment, which has increased (when adjusted for 
inflation) since 1981. The investment growth has concentrated on 
rationalization, robotization and other forms of labour-saving. 

Employment has decreased strongly, but the downward trend has been 
stronger in the EEC than in the US; in recent years a stabilization can be 
perceived, especially in the US. The decreases are clearly r~lated to the 

.l/ Swmiary of a paper presented by the International Textiles and Clothing 
Bureau, Geneva, at the Seminar at Seoul. 
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introduction of labour-saving machinery and scale economies. Labour 
productivity in textiles has gone ur by some 60 per cent during the period 
under review in the·US, and by over 70 per cent in the EEC; for clothing the 
figures were approximately 40 per cent and 25 per cent, respectively. 

With regard to trade in textiles and clothing, a strong upward trend in 
imports can be discerned from 1982 onwards in both the US and the EEC after 
slow and fluctuating growth in previous years. In the case of the EEC, growth 
figures were especially strong for i~tra-EEC imports. A levelling-off of 
imports may be noted in both cases at the very end of the period under 
review. Imports from developing Multi Fibre Agreement (MFA) suppliers have 
fluctuated quite strongly in the US; the MFA share in total textiles and 
clothing imports rose from 41 per cent in 1973 to 64 per cent in 1981, and was 
at 59 per cent in 1986. The major losses in the recent period were in cotton 
and wool products imports. The data available for the EEC show a more even 
upward trend. In 1986, MFA suppliers provided 56 per cent of extra-EEC 
imports. In 1985, the share of MFA imports in total US imports was some 
6 per cent of apparent clothing consumption. The figures for the EEC were 
7 per cEnt and 18 per cent, respectively. 

US exports of textiles and clothing had almost trebled between 1973 and 
1980, when they peaked at 585,000 tons. As a result of the growth in domestic 
consumption and of the appreciation of the US dollar, exports fell back by 
almost one half between 1980 and 1985. They recovered by 18 per cent during 
the course of 1986 and at an even faster pace in the first quarter of 1987. 

Extra-EEC exports of textiles and clothing expanded by approximately 
50 per cent in tonnage between 1980 and 1985, contributing significantly to 
the rise in turnover and production during this period of stagnating domestic 
consumption in most EEC countries. Nearly two-thirds of the increase in 
extra-EEC exports of textiles and clothing in value terms during this period 
was accounted for by the strong rise in exports to the United States and EFTA 
countries, reflecting mainly, (i) the depreciation of the EEC currencies 
against the US dollar; (ii) the intensification of discriminatory restrictions 
against the developing MFA suppliers in the US market, where the EEC was able 
to ~ncrease its share; and (iii) the double preference (no tariffs and no 
quantitative restrictions) in the EFTA countries. In 1986 exports to third 
countries declined slightly. For the EEC exports of textiles and clothing to 
third countries amounted to 1.5 million tons in 1986. 

Both the US and the EEC ~how a trade deficit with regard to textiles and 
clothing. However, the growth of imports at the aggregate level of textiles 
and clothing has general!y not been detrimental to the performance of textiles 
and clothing industries of the United States and the EEC, which displayed an 
increased ability to compete. This resulted from the combination of the 
following factors: First the proximity of a huge domestic market in the 
United States and of a European market without any trade barriers for the EEC 
permitted their textiles and clothing industries to intensify. their 
specialization required by the continuous product diversification and the 
shift to higher valued products; Secondly, the "quick response" strategies in 
order to adapt as rapidly as possible to the frequent changes in demand; 
Thirdly, the increased investments in labour-saving devices such as 
computerization and robotization, which make a growing number of product lines 
less labour-intensive. 
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(b) Textile trade and trade barriers in Japan-

1. GEIERAL ECOIOftIC AID TRADE BACIGROUID 

The Japanese economy has expanded rapidly during the last thirty years. 
In spite of the global recession, average annual growth for the 1960-1982 
period was 6 per cent; in the 1982-1985 period growth slowed down somewhat to 
4.3 per cent. Likewise, eAports grew by 12 per cent annually during 1960-1982 
and by 9 per cent during 1982-1985. By 1985, the country's trade surplus was 
US $48 billion, to grow to US $83 billion in 1986. In contrast to earlier 
years, when the surplus was largely due to the faster real growth of exports 
over imports, the 1986 improvement was exclusively the result of favourable 
terms of trade (strong yen, declining prices for imports of primary goods). 
The growth vas reflected in record exports to the US, the EEC and the 
developing MFA countries, the major trading partners in the present context. 

2. DEYELOPftEKTS IN THE TEXTILE AID CLOTHllG IIDUSTRIES ARD TRADE 

Japanese Consumer expenditure on clothing has only risen slowly in recent 
years: the real average for the 1982-1986 period was 2 per cent. This is much 
below the clothing consumption growth elselo'bere in the developed countries. 
The explanation can be found in the slow growth of disposable incomes (which 
also keeps down the growth of another major consumer goods category: household 
textiles), high savings rates and relatively strong increases in clothing 
prices. The latter are partly the consequence of the small share of imports 
in consumption, which is the lowest among all developed countries. The 
decreasing process of imports resulting from the appreciation of the yen, 
therefore, had no significant downward impact on consumer prices. 

As Table 5.1 shows, Japanese production of textiles and clothing 
stagnated during the 1983-1986 period, with a marked decline in 1986. 
Although producers' prices increased slightly during 1982-1985, they fell by 
7 per cent during 1986. 

The trade in textiles showed persistent surplus, r1s1ng from US $1,340 
million in 1973 to US $3,000 million in 1985. Trade in clothing, however, 
showed a deficit which grew from US $200 million in 1973 to US $1,270 million 
in 1985. The depreciation of the dollar vis-a-vis the yen was the main cause 
of an increase of the latter figure to US $2,120 million in 1986, while the 
textiles surplus figure only grew slowly, to US $3,270 million. In yen, the 
evolution was quite different: the textile surplus shows a steady decline 
since 1982, being at 552 billion in 1986, while the clothing deficit increased 
only modestly, to 350 billion. While the 1982-1985 trend was towards lower 
value/unit exports, the unit value of exports rose in 1986; the unit values of 
imports have shown a falling trend which improved somewhat (in dollar terms) 
in 1986 (Table 5.2). 

Sunnary of a paper presented by the International Textile and Clothing 
Bureau, Geneva, at the Seminar at Seoul. 
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Table 5.1. Production of total manufacturing text Hes and clothing.!."' 
(1982=100) 

Total manufacturing Textiles!!/ Clothing 

----------------- ---------------------- ----------------------
1983 1984 1985 1986 1983 1984 1985 1986 

Japan 103 111 120 119 99 102 101 97 
us 106 118 121 123 113 117 116 127 
EEC 101 104 107 109 98 101 l03 104 

Source: Statistics Bureau, Monthly Statistics of Japan. 
~, Value added, adjusted for inflation. 
~/ Including clothing products for Japan. 

1983 1984 1985 1986 

n.a. n.a. n.a. n.a. 
109 118 116 119 
97 100 100 103 

Table 5.2. Japan's trade in textiles and clothing 
(in dollar and yen) 

Textiles Clothing 
---------------------- -------------------------
Imports Exp< • .: ts Balance Imports Exports Balance 

--------

In million $ 1982 1,602 5,075 +3,473 1,832 547 -1,285 
1985 1,891 4,900 +3,009 l, 996 728 -1,268 
1986 2,174 5,445 +3,271 2,853 734 -2, 119 

% change 1986/1985 +15 +11 +9 +43 +l +67 
--------------------------------------------------------------------------------
In bill ion y'?n 1982 396 1,260 +864 459 136 -32.j 

1985 455 l, 171 +716 478 174 -304 
1986 368 920 +552 474 124 -350 

% change 1986/1985 -19 -21 -27 -l -29 +15 

-~- ----- --------· 

Source: Japan Tariff Association, The swmaary report trade of Japan. 

Aggregate values of imports of textiles and clothing from the MFA 
suppliers exceeded those from developed countries throughout, the textiles 
share increasing from 53 per cent in 1982 to 66 per cent in 1985, and the 
clothing sh~re from 63 per cent to 69 per cent. These countries absorb~d 
40 per cent of Japan's textile exports in 1985. In trade with these 
countries, Japan had an export surplus in textiles and a deficit in clothing. 
Japan's fibres deficit in trade with these countries is growing, whereas its 
surplus for dyeing materials and textile machinery has shown an upward trend. 
The most important trade partners for the subsector are China, the Republic of 
Korea and the Taiwan Province of China. 
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3. TRADE BARRIERS 

General barriers 

On the whole, Japanese tariffs have been low since the aid-1960s. In 
1983, the import-share weighted average level of tariffs was lover than in the 
US and in the EEC; since then, tariffs have been reduced even further. The 
dispersion of tariffs across sectors and subsectors aoreover suggests that 
effective rates (as distinct froa nominal rates) are even lover. laport 
quotas are mainly directed against agricultural products; only four quotas 
exist for manufactures. Finally, no important industry at present receives 
large direct subsidies. By aost conventional protection criteria, therefore, 
the Japanese market for industrial prod~cts is as open as the market in other 
indu.>trialized countries. By 1975, foreign direct investment in Japan had 
finally been liberalized as well. 

In pite of the liberalization process. the ratio of manufacture~ 
imports/~DP has remained at a level close to 1 per cent over the last twenty 
years. Structural features malting it difficult to penetrate the Japanese 
market include: 

- the quasi-vertical integration of industries: imports of parts, etc., 
are not needed because of a very highly developed subcont1acting system 
supplying tailor-made goods; 

the complexity of the Japanese marketing channels and the h.>sence of 
large, independent distributors; 

- the absence of a significant takeover market. 

Trade barriers in textiles and clothing 

Although tariffs are low in general, their.level (as in other 
industrialized ~ountries) is much higher in the case of most products of the 
textiles and wearing apparel industry. The 1987 Tokyo Round tariffs on fibres 
e.g. were low (some 3 per cent), but for woven fabrics the rate was 9.5 per 
cent, for clothing 14 per cent and for certain imports which could be supplied 
by developing countries the rates are higher still: the rate on woven fabrics 
of ramie and jute, e.g. is 20 per cent. Further, many textile products have 
been excluded from the Japanese system of generalized preferences. Finally, 
altough the extent of non-tariff barriers was less than in the US and the EEC, 
Japan's textile imports from developing countries have increased much less 
than in other industrialized countries. Informal barriers such as voluntary 
export restrictions agreed to by the Republic of Korea (Japan has not entered 
in any bilateral restraint agreement under MFA) would seem to explain the low 
level of such imports. 

The rationale for the Government's import restrictions is to enable 
domestic textile industries to carry out adjustment and modernization 
programmes. Unlike other industrial countries, Japan has no intention to 
shift out of textiles and thus to increase the scope for developing country 
manufacturing. East Asian developing countries, which have been very 
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successful in penetrating other industrialized country markets, have found the 
Japanese 11artet very difficult to penetrate. The trend in Japanese textile 
production is towards high value added areas. This is accomplished by the 
application of highly tnovledge-intensive technologies such as automated 
sewing systems. Policies to support this changeover include tax and financial 
incentives, stimulating co-operation between firms in the introduction of 
structural improvements • 
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CHAPTER VI 

Country papers - industrial policies and structural adjustments pertaining 
iJ 

to the textile and garment industry sectors-

(a) BURKA 

Industrial policy and structural adjustment in the So~ialist Republic of 
Burma: The textile and garment industries 

Although Burma, like other developing countr~es, derives the larger part 
of its GDP from agriculture, the industrial sector has come to play an 
increasingly important role in the national economy. Gross output value rose 
from KS 5,408.~ million in 1969/70 to KS 9,782.1 million in 1985/86. Although 
initially production mainly was of an import-substituting nature, 
concentrating on the domestic market, exports also gained in significance from 
the late 1970s onwards, growing from KS 747.2 million in 1979/80 to KS 1,010.5 
million in 1985/86. Some 60 per cent of the output is produced by private 
firms; public sector compares account for over 35 per cent, with the rest 
supplied by co-operative units. 

The textile and garment industry is one of manufacturing's important 
subsectors. Total textile production was KS 760,0 million in 1985/86. • 
Table 6.1 gives an overview of the production of the most important products. 
In quantitative terms, cotton yarn, shirting and men's longyi (wraprounds) 
have remained the most important products throughout the 1973/74 - 1985/86 
period. 

Table 6.1. Overall production of selected textile items 

Units 
Items (million) 1973/74 1975/76 1977/78 1979/80 1981/82 1983/84 1985/86 

Cotton yarn lbs 14.5 25.8 33.1 28.9 35.8 33.6 32.5 
Shirting yds 5.1 8.4 12.8 26.0 26.7 24.6 20.8 
Poplin yds 4.5 4.5 5.4 5.4 5 .1 8.6 6.4 
Mosquito netting yds 0.6 2.2 9.0 5.5 2.9 3.0 4.1 
Men's longyi nos 10.5 11.8 17.2 11.8 10.8 11.4 12.3 
Vests nos 2.7 6.2 2.4 2.4 3.9 3.9 4.1 
Towels nos 1.2 1.6 1. 7 1. 7 1.9 1.8 1.6 
Blankets nos 0.9 1.5 1.7 1.1 1. 7 1.9 1. 7 

Source: Report to the Pyithu Hluttaw 1979/80 and 1986/87. 

Presented by country participants at the seminar at Seoul. 
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As elsewhere in Burmese manufacturing, ownership is divided aaK>ng private 
entrepreneurs, co-operatives and the Government. Private enterprise is 
usually small scale. Co-operative factories are larger, and operate with a 
yearly production plan. ~rge-scale factories are only found in the bublic 
sector. Production is based on targets for the textile sector incorporated in 
the National Plan. 

From 10 units in the early 1960s, the total number of public sector 
factories has grown to 34 in the mid-1980s; 9 of these were completed during 
the last ten years. l'he capacity of those factories is: 

Spindles 
Looms 
Sewing machines 
Dying & finishing equipment 

263,000 
5,800 
1,600 

160 

The Textile Industries Corporation (TIC), part of the Ministry of 
Industry, is charged with operating the public sector factories. The shares 
in total textile production value of the units under TIC rose from 29.6 per 
cent in 1973/74 to 76.6 per cent in 1981/82. After that, production of public 
sector factories decreased to 52.6 per cent in 1985/86. 

Table 6.2 shows that public sector factories mainly produce intermediates 
(yarn and shirting). The decline of the public sector share is in part 
related to the expansion of higher value downstream private garment 
manufacturing. 

Table 6.2. Production of selected textile items 
(Governemnt sector) 

Units 
Items (million) 1973/74 1975/76 1977/78 1979/80 1981/82 1983/84 1985/86 

Cotton yarn lbs 7.9 13.7 28.4 24.l 28.8 27.6 26.0 
Shirting yds 4.8 9.6 20.9 22.7 24.9 20.9 16.5 
Poplin yds 2.4 5.1 5.4 5.5 5.4 7.4 6 .1 
Mosquito netting yds 0.02 0.1 1.9 2.3 0.7 0.5 0.6 
Men's longyi nos 0.1 0.2 0.2 0.5 0.8 0.7 0.5 
Vest nos 1.0 2.4 1.6 1. 7 2.3 1.9 2.1 
Towel nos 0.7 1.6 1.7 1.7 1.9 1.8 1. 7 
Blanket nos 0.5 1.1 1.3 0.9 1.3 1.1 1.1 
Shirts nos 0.1 0.5 o. 7 0.6 0.8 0.8 1.5 

Source: Textile Industries CorPQration. 

Apart from superv1s1ng large-scale production, TIC also actively promotes 
linkages between large and small-scale industries. Further, it sugg~sts 
investment projects to the Ministry and engages in export promotion. Cotton 
and polyester fibre constitute the major raw materials. Whereas cotton is 
grown locally, synthetic fibres and yarn, along with some cotton, have to be 
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imported. The growing number of spinning mills has led to an expansion of 
eaplo,.ent in downstream textile industries whose input supplies vere nov 
secured, and considerable-technical knov-hov has soon been accumulated in the 
spinning, weaving and finishing industries. The expansion of the garment 
industry is of a fairly recent date, and technologies are still at a low level. 

Although technologies are of modest standards as yet, the public sector 
disposes of a well developed quality control system. TIC sets quality 
standards, and the mills dispose of testing and quality control departments. 
Moreover, there is a seperate labaratory operating directly under TIC 
supervision. It carries out tests 3nd applied textile research. Technology 
improvements for the domestic textile industry could exploit both the 
technical expertises accumulated in the factories and the expertise available 
in the labaratories. 

With regard to training, the textile sector disposes of training 
facilities supplied by TIC and of facilities in the factories themselves. The 
garment factory does not dispose of these facilities yet. A training school 
is to be established for the industry, to provide skills for the further 
develo~nt of the sector; these will be especially important for the further 
growth of the garment exporters. Future growth will necessitate training 
porogranmes for higher-level personnel as well. 

TIC corporations play a role in textile exports, but it has been a modest 
role so far. Apart from raw cotton and cotton seed expeller cake, only shirts 
are exported at present. Growth has been rapid enough - from 180 thousand in 
1980/81 to 770 thousand in 1985/86 - but TIC has recognized the need for 
further growth and product diversification. TIC, although continuing to 
establish its own plants, foresees an important role for foreign investment in 
this respect. Under a capital buy-back scheme, TIC provides a site with the 
necessary infrastructure and buildings to the investors, who supplies the 
machinery, raw materials, etc. Burma pays back the foreign investment through 
the plant's production. 

(b) IHDIA 

1. India's textile industry in the context of industrial policies and 
structural adjustment 

1.1 The development of the industrial sector 

Over the past four decades, industrial production in India has increased 
sevenfold. The manufacturing sector's GDP share rose from 10.1 per cent in 
1950/51 to 15.8 per cent in 1985-86. India has achieved self-suff ir.iency in 
the majority of manufactured products,-and exports of these products reycesent 
a growing share of total exports. There has been a corresponding growth in 
technological and managerial skills, both in production and in planning, 
design and factory construction. Indi.a now has the third largest scientific 
and technical labour force in the world. Public enterprises have been of key 
importance in the development of the sector. Their number was 228 in 1986, 
and these entP.rprises produced 13.6 per cent of MVA. 

• 
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Industrialization has gone hand in hand with intense structural changes. 
Whereas the textile and food industries dominated the sector at the time of 
Independence, a wide range of ~ther industries has emerged since them. 
Engineering e.g. has become a major industry, increasing its share in total 
exports from 2.1 per cent in 1965/66 to 6.9 per cent in 1985/86. During the 
same period, capital gcods imports decreased by almost 50 per cent. 

1.2. The industrial policy framework 

Indian policy has always emphasized a mixed economy with overall 
Government responsibility for planned industrial development and regulation of 
industry in the national interest. Its role is both to help increase overall 
economic growth and to contribute to a equitable, widespread participation in 
and an distribution of development benefits. 

The Government has classified industries in three categories. In the 
first are strategic industries and key industries requiring investments which 
the private sector cannot provide. The development of these is the exclusive 
responsibility of the Government. The second category consists of industries 
which can either be established by the Government or by the private sector, 
but which will eventually be absorbed in the public sector. Th~ third 
category consists of private industry or, as the case may be, co-operative 
enterprises. A certain degree of overlapping is allowed to reflect the 
requirements of industrial production and development. 

Licensing is a major instrument to guide investment into desired 
industrial development channels, and to ensure a balanced location of 
enterprises. Licensing policies have been adapted on several occasions to 
better answer the needs of industrial development. The prevention of 
monopolies is also an aspect of the licensing legislation, and large companies 
are not allowed to operate in a number of industries serving the domestic 
market, where small and medium-scale firms are given priority. Where 
production is predominatly for export, there are no such restrictions on their 
operations, and foreign investment is also welcome. 

The 1980 Industrial Policy Statement is a response to the changing 
manufacturing environment of the recent years. It emphasizes optimal capacity 
utilization, higher productivitv and employment generation, correction of 
regional imbalances, stronger liaakages with the agricultural basis, and 
co-operation among industries of individual states. Together with a 
significant liberalization of industrial legislation, these policy guidelines 
should increase industrial growth. Specific liberalization/flexibilization 
measures include: 

- "broad banding" of industrial licensing, i.e. allowing industries to 
apply for a license to produce a range of products rathe~ than 
individual products. This licen~ing system now also covers the textile 
industry; 

- delicensing of a number of industries and products (bulk drugs, 
specifically) with the provision that the industry/product does not 
come under the small-scale sector reservation schemes or locational 
restrictions. This scheme also contains a number of restriction to 
prevent monopolization; 
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- support for individual enterprises in a nUllber of industries to install 
equip11ent needed for econoaically viable operaitons; 

- waiving licensing for the expansion of export production capaicty; 

- rehabilitation of viable industries with perf~r11ance problems; closing 
down of non-viable industries to save resources. 

Industrial restructuring and the Indian textile industry 

2.1 General overview 

The Indian textile industry has a complex structure: The full range from 
traditional cottage industries to large-scale factories using sophisticated 
technologies is representated, with the first type of enterprise predominant. 
The industry accounts for SOiie 20 per cent of total manufacturing output, and 
employs •illions of people. Textile and garment exports currently account for 
some 10 per cent of total Indian exports; 90 per cent of the industry's output 
is consumed domestically. Organizationally, the industry can be classified as 
follows: 

(i) the organized cotton/wool mill sector: 
- yarn spinning •ills 
- composite mills (spinning. weaving and cloth processing) 

(ii) man-made fibres and yarn producers 

(iii) the small-scale weaving and processing sector: 
- handlooms 

power looms 
- hand/power processors of yarn ar.d cloth. 

As in the other industries, public, co-operative and private enterprises are 
found. Although the units are disperse<l over the whole country, they tend to 
concentrate in and around State capitals and other major urban centres. 

Table 6.3 gives an overview of the production of the sector in recent 
years. It is clear that, while cotton textile is by far the most important 
product, growth in 100 per cent non-cotton production has been faster. The 
role of the mill sector is declining. While in 1980/81 it was still a 
slightly more important producer than the powerloom sector, the latter now 
dominates the industry, and is expected to become even more important during 
the next years. The powerloom sector is the only major producer of 100 per 
cent non-cotton textiles. The handloom sector shows modest growth; its share 
in total production is, however, expected to increase c~asiderably over the 
next few years. The handloom sector benef itG from reservation schemes for 
some products, such as sarees and dhoties; otherwise production is only 
determined by capacity and markets. 

The wide range of prod~ction technologies used result• in widely 
differing product quality. Quality control is only feasible in the 
large-scale plants. The obsolescence of much of the machinery, and higher 
labour costs, have increased production costs of Indian textiles to higher 
levels than those found in comparable countries. In the case of man-made 

• 
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Table f>.3. Textile 2roduction 1 bf tf~ of fibre and sector 

1980-81 1981-82 1984-85 1985-86 1986-87 1989-90 
Fibre (Plan target) 

Mill sector 

Cotton 3,434 2,923 2,619 2,587 2,427 2,200 
Blended 730 877 808 783 868 1,250 
100 1 non-cotton 4 8 5 6 8 50 

Total 4,168 3,808 3,432 3,376 3,303 3,500 

Handloom sector 

Cotton 2,600 2,540 3,073 3,156 3,262 3,700 
Blended 60 60 38 45 39 200 
100 % non-cotton 20 26 26 35 24 700 

Total 2,680 2,626 3,137 3,236 3.325 4,600 

Powerlooa sector 

Cotton 2,334 2,520 3,348 3,435 3,616 3,650 
Blended 480 598 432 509 455 550 
100 1 non-cotton 1,326 1,429 1,665 1,942 2,078 2,200 

Total 4,140 4,547 5,445 5,886 6,149 6,400 

All sectors 

Cotton 8,368 7,983 9,040 9, 178 9,305 9,550 
Blended 1,270 1,535 1,278 1,337 1,362 2,000 
100 1 non-cotton 1,350 1,463 1,696 1,983 2,110 2,950 

Total 10,988 10,981 12,014 12,498 12,777 14,500 

fibres, the uneconomic size of many units is the reason for high production 
costs. Productivity is also reduced by excess labour, labour conflicts and 
power stoppages. Modernization of equipment is the key to higher 
productivity, although the capital costs are bound to be high. The adoption 
of new technologies will have to take India's specific conditions into account 
- job losses e.g. must be kept low. Of the new spinning systems, open-ended 
rotor spinning has proved viable in the Indian textile industry. Machinery 
using a simpler version of this technology is now being producet in India. On 
the weaving side, shuttleless looms are finding widespread acceptance. 
Processing technology is on the whole close to international standards. One 
industry would need modernization as a whole: The wool industry, which is 
dominated by dispersed, traditional small and medium-scale enterprises. In 
most cases, equipment modernization c~n be undertaken by the domestic 
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machinery industry. It produces virtually the whole range of equipment and 
parts needed, and in collaboration with reputed engineering companies in 
industrialized countries has reached high production and technology standards. 

The textile industry's raw material position is good with regard to its 
major input, cotton. From an importer of long-fibre cotton the count~y has 
become a net expor~er in recent years. For short and medium-lenght fibre, the 
country still occasionally relies on imports and production bottlenecks still 
occur now and then where these types of cotton are essential. The country is 
heavily dependent on good quality wool imports. With regard to man-made 
fibres, there is sufficient domestic capacity, and new capacity is planned to 
meet future requirements. Imports of man-made fibres are, however, allowed to 
exert a downward pressure on the domestic product's price. 

2.2 Individual industries - short profiles 

The handloom sector 

The handloom sector is the traditional producer of textiles in India. It 
engages some 10 million people using 3.8 million handlooms, and is mainly 
located in rural areas. As a major provider of employment and income for the 
poorest strata of the population, it receives special Government attention. 
Product reservation schemes protect a number of traditional textile products 
from competition by the larger and more modern textile enterprises. 

Power looms 

The s~read of powerloom is a relatively recent phenomenon. It is largely 
a result of Government policies restricting large-scale enterprise capacity to 
protect the small enterprises. Approximately 640,000 licensed powerlooms are 
now in operation; there may be an additional 200,000 unlicensed powerlooms. 

Organized mills 

Although dating back to the 19th centliry, its expansion largely took 
place in the post-1960 period. The nwnber of mills was 1,014 in 1986. The 
installed capacity of 25.9 million spindles is the largest in the world. The 
number of looms was 210,000 in 1986, which is hardly more than in the early 
1950s. This is the result of the restrictive policy referred to in the 
previous paragraph. The organized cotton textile mills are the largest modern 
industry in the country, employing 1.2 million workers. Including ancillary 
industries, the total comes to 6 million. 

Man-made textiles 

This sector consists of fibre and filament producers and cloth producers 
and is concentrated in a few centres (Bombay, Surat, Ludhiana, Amritsar). 
Although of comparatively recent origin, it has grown rapdily thanks to good 
raw material supplies and a large domestic market. Its major problem is the 
use of outdated or otherwise uneconomic machinery. Modernization would help 
the industry to produce more efficiently, thus reducing needs for imported 
inputs; it could then also cater for the more sophisticated export markets. 

• 
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Wool 

The woollen textile sector is of comparatively recent or1g1n. It 
consists of organized spinning and spinning/weaving units on the one hand, and 
small-scale production of cloth (using hand- und powerlooms), carpets and 
hosiery. Most units are found in the north of the country. Hand-knitted 
carpet production now has to compete with power-woven carpets. TI1e Government 
has facilitated imports of high-quality raw materials and modern machinery to 
remove the industry's major production bottlenecks • 

3. Textile exports 

As Table 6.4 shows, readymade garments and cotton products were India's 
most important textile exports in recent years. The export of readymade 
garments rose by almost SO per cent during 1986/87. A rather strong increase 
in exports may also be noticed in the case of two relatively minor export 
categories, silk and man-made textiles. The growth in the cotton product 
category would mainly seem due to strong improvement in the exports of cotton 
yarn. 

Table 6.4. Export of textiles 
(Rs. million) 

Cotton fabrics, made-ups & cotton 
of which: 
(a) Handloom fabrics & made-ups 
(b) Cotton yarn 
Readymade garments 
Wool & woollen 
Silk 
Man-made textiles 

yarn 

Exports 
1985-86 

6,309.3 

1,613.4 
453.7 

10,961.4 
867.5 

1,508 
539.2 

Exports 
1986-87 

7,262.3 

1,656.7 
1,009.8 

15,036.8 
760.0 

2,014.8 
727.8 

International textile trade is governed by the Multi Fibre Agreement 
(MFA), an offshoot of GATT. During the negotiations over MFA-IV, India 

• pleaded for liberalization of the trade and a gradual phasing out of MFA. 
MFA-IV, however, become operational in 1986 for a five-year period, and its 
coverage had been expanded to include jute, coir, silk blends, etc. A positive 
featur~ is the envisaged better market access for developing countries. 
Following the effectuation of MFA-IV, India has entered into bilateral 
agreements with all the major importers - the US, EEC, Canada, Sweden, 
Finland, Norway and Austria. These agreements are generally better than the 
previous ones in the sense that the new agreements provide for higher base 
levels, growth rates and flexibility than the previous ones. The textile 
exports from India can only grow within the parameters of these bilateral 
agreements and, therefore, there is a limit at which the exports can grow. 
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The Indian Government has supported the increase of textile exports in 
several ways: 

The Government has e~phasized the importance of P10dernization of the 
textile industry in order to make it comiJetitive in the international 
market. Manufacture of modern machinery is encouraged within the 
country and foreign collaboration is allowed for such manufacture. The 
Government also permits import of sophisticated textile machineries 
such as air jet looms, water jet looms, etc. at a concessional import 
duty to help the industry modernize rapidly. A Textile Modernization 
Fund has been set up to provide credit to the industry at a 
concessional interest rate. 

- Garment and hosiery making machinery can be imported at a concessional 
import duty; this should help modernizing the domestic garment sector. 

- The Government has set up a National Institute of Fashion Technology at 
New Delhi for edu~ation, research and training in the area of fashion 
design for garment manufacture. 

- Fiscal measures such as interest reduction on working capital and 
exemption from tax on export earnings have been announced. 

- The Government has set up a number of export processing zones where 
exporters have access to capital goods and raw material at 
international prices. Incentives such as exemption from tax are also 
available for units in such zones. 

- A long-term cotton yarn export policy has been announced to stabilize 
the yarn export trade from India. Taking into account the domestic 
needs for yarn, liberal ceilings have been allowed for cotton yarn 
exports. 

4. Recent policies and support measures 

In view of the key position of the textile industry in the national 
economy, the ~overnment has established a policy framework to help the 
industry maximize its contribution to development. Policies are regularly 
reviewed in response to new challenges to the industry. The structural 
weaknesses that have come to light in recent years have resulted in the 1985 
Textile Policy. 

The main objective of the new textile policy is to increase production of 
cloth of acceptable quality at reasonable prices to meet the clothing 
reouirement of a growing population. The employment and export potential of 
the industry will also be given major attention. The other objectives of the 
policy, which flow from the above main objectives, are: 

renumerative prices for raw cotton producers and price stabilization of 
raw cotton; 

- stimulating production of man-made fibres, among others, through tax 
measures; 
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- more intensive exploration of the potential uses of various fibres; 

- easing vario1.;.s control measures, e.g. capacity control (the expansion 
of powerlooms, however, is to be restricted); 

- protection of the handloom sector through strict adherence to product 
reservation schemes; 

- special support to the handloom sector; 

- modernization, rehabilitation and (where necessary) closure of 
low-performance enterprises; 

- special support to the wool and silk industries; 

- improved distribution channels for textile goods. 

In the past two years, considerable progress has been made in various 
fields. A much more flexible use of cotton and man-made fibres is made in the 
industry. Man-made fibre production has been expanded both as a consequence 
of tax reductions and new capacity. Capacity in the formal weaving sector has 
also been increased. "Broad banding" has been allowed in the synthetic fibre 
industry covering polyester, nylon, polyproplene and also for the synthetic 
filament industry to cover industrial yarns and tyre cords. Many outdated 
textile control orders and regulations have been rescinded and a single and 
comprehensive textile control order has been issued. In order to check 
unauthorized growth of powerloom sector, powerlooms are being registered. To 
maintain t~e unique role of hanrliooms, production of few textile items has 
been exclusively reserved f~r nandloom sector, and other policy mea. ~· s have 
been taken to strengthen t!1e sector. Enterprises with p.~rformance problems 
are m6nitored, with a Nodal Agency working out rehabilitation packages. A 
Rs.7.5 billion Textile Modernization Fund has been creat1.!d, and a 
Rehabilitation Fund for textile workers losing employment in plants that have 
to close down. Measures have also been taken to strengthen the wool and silk 
industries. The impact of these measures has beco:ne clearly visible in the 
growth of textile production. 

(c) INDONESIA 

l. Introduction: The present industrial development context 

The development strategy for the manufacturing sector during the 
Indonesian Fourth Five-Year Plan period (FYP-IV, 1984-1989) tries to find 
answers to the following main problems which have affected the sector: 

- the long drawn international economic slow down; 
- protectionism of industrialized countries; 
- increasing competition from other developing countries; 
- decreased availability of foreign exchange as a consequence ot falling 

oil earnings; 
- technological backwardness and aged equipment. 
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Industries have been given different overall tasks, dependiug on their basic 
characteristics. While capital-intensive basic industries are expected to lay 
the foundations for (industrial) growth and a strengthening of the country's 
industrial structure, down stream a~d small-scale industries are to be the 
major creators of ~•ployment and to help distribute growth. 

Long-term strategy is laid down in the National Industrial Development 
Outline (NIDO). It foresees an industrial take-off from the aid-1990s 
onwards, based on capital goods and electronics industries; a strong SS! 
sector and export-orientation will also be characteristics of Indonesia's 
manufacturing industry. Conc01Bitant with the development of industry, the 
industrial RLD and other infrastructure is to be expanded, and stills and 
entrepreneurship are to be stimulated. At the administrative level, the 
performance of the Ministry of Industry is to be improved, and investment, 
liciencing and trade regulations are to be liberalized. 

2. Major characteristics of the textile and garments industry 

The textile industry has a long tradition in Indonesia. Much of it still 
has a small-scale, handicraft character, such as batik production. In fdct, 
when looting at the number of enterprises alone, small-scale operations still 
predominate. Fibre making is the single exception. 

Although modern large-scale industries have been operating fo~ several 
decades now, it was not until the 1970s that planning of further development 
took on substantial dimensions. Table 6.5 shows the size of the textile and 
garments industry in the mid-1980s. 

Table 6.5. Indonesia - Textile and garments industry, 1985 

Industry Number of mills Number of machines Capacity per year 

Fibre making 12 12 units 227 ,000 ton 
Spinning 88 2,525,32~ spindles 3l3,000 ton 
Weaving 959 107 ,3l3 looms 2,986 M meters 
Knitting 392 14,682 m/c 77,000 ton 
Garment making 377 80,333 m/c 33 M dozens 

------

Part of the industry's input is produced domestically. Rayon pulp, raw 
cotton, acrylic and wool fibre, however, are imported; in the case of raw 
cotton, there is also some domestic production. Machinery is, on the whole 
imported, with East Asia and Europe as the main suppliers. Obsolence is a 
major problem. 

The industry employs some 1.5 million people. Of these approximately 
700,000 work in small-scale enterprises. Labour training is done on-the-job, 
through in-firm training courses and in vocational schools. Foreign ?xperts 
are regularly employed to transfer skills and kn~wledge to the workforce. 
Although production is mainly for the domestic market, Indonesia b£came a 
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textile exporter in the late 1970s. The main items are fabrics and gar.nents. 
The 11ain buyer is the USA. Other major importers of Indonesia textiles 
include Canada, the EEC, the Arab region and Australia. Exports to South and 
East Asian countries are s11all. Table 6.6 shows exports in recent years. 

Year 

1984 
1985 
1986 
1987 

Table 6.6. Indonesia - Exports of fabrics and garments, 1984-87 

Item Fabrics and others Garments 
-~~----~~~-

Vol um (tons) Value (US $) Volume (tons) Value (US $) 

53.973.18 222,6l3.00 27,782.66 256,610.03 
63,567.26 248,942.38 33,839.62 294,491.30 
74,643.14 317,472.33 51,840.54 476,749.74 
89,000.00 478,000.00 61,000.00 733,000.00 

3. Changes in the textile and garment industry•s environment 

Developing country textile exports are more and more faced with quota's 
set by industrialized importers. In this respect, Indonesia's exports are no 
exception. The country hopes to counter such measures by improving the 
quality and variety of its export products, and to improve the accompanying 
services. On the other hand, a growing internal market is available. The 
Indonesia population now numbers some 170 million, and per capita textile 
consumption is rising. Esti"ll&ted doemstic demand growth during the coming 
years is 7.5 per cent annually. Moreover, there is a growing demand for 
better quality textiles. 

In improving its portion in export markets and expanding its supply to 
the domestic market, Indonesia intends to rely partly on foreign investors. 
The availability of cheap labour and the liberalized investment regulations 
are expe~ted to be major assets in the country's attempts to attract more 
foreign investment. 

4. Policies and support measures 

The Fourth Five-Yeac Plan recognizes the development potential of the 
• textile industry and its contribution to the solution of the key problem of 

unemployment. To maximize the industry's contribution to development goals, a 
textile development programme has been fonaulated. Its objective, the 
strengthening cf the industry's competitive power, is to be reached through: 

- improved technical equipment and technologies; 
- improved managements; 
- improved labour skills; 
- improvements in the domestic environment in which the industry ~perates. 

Also, the linkages between industries in the subsP.ctor are to be improved. · 
Subcont:acting, among others, is to be stimulated. 
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Govenument support is given through various agencies. The key 
institution is the Ministry of Industry, vhich is engaged in investment 
promotion (together with the Investment Co-ordination Board), training, expert 
promotion and information. The Ministry of Trade also plays an important role 
in the latter tvo. Furthereore, the Ministry of Foreign Affairs supports 
export promotion activities, and the Central Bureau of Statistics is involved 
in improving information flows to the industry. The National Board for 
Technological Research and Development plays a role in the upgrading of 
skills; universities offer courses in textile technology. 

Co-operation among industries also helps to illprove the subsector's 
performance. Industrialists co-operate through four associations: the 
fibre-making, spinning, fabric-making and garment associations. Each of these 
covers those aspects of the textile development progra11111e that have a bearing 
on the particular industry's activities. The associations join forces with 
Govenument agencies in the preparation and execution of promotion programnes. 

5. Proposals for future policies and measures to stimulate the textile 
industry 

The following ite.as might be considered in the implementation of the 
textile prograaae: 

Fibre supply: 

Spinning/weaving 
knitting/finishing 

Spinning 

{d) ~ALAYSIA 

encouragement of domestic cotton production to reduce 
imports; 

modernization and expansion of :nan-made fibre capacity, 
taking account of growing demand for diversified, 
high-quality products. 

- replacing old machinery; 
- increasing capacity for fashion-oriented production; 
- supporting the expansion of viable small-scale units to 

arrive at more economically optional size. 

- more attention tc waste utilization. 

Structural adjustment in the Malaysian economy - the_textit~~~~_garment~ 
sector 

1. Introduction 

Up to the 1970s the Malaysian economy was characterised by its heavy 
dependence on a few primary agricultural commodities. [n 1970, th~ share of 
value added of the agricultural sector in CDP was 30.8 per cent while that of 
the manufacturing sector stood at only 13.4 per cent. Mining and construction 
accounted for 6.3 per cent and 3.9 per cent respectively. The services sector 
(wholesale and retail trade, finance and gov~rnment services) was responsib;e 
for about 41.9 per cent of GDP. During the period 1970-85, tue country's 
production pattern underwent s~ostan~ial ~tructural transformation. The 
relati•re shares of the major sectors changed substantially with the 
manufacturing sector emerging as the fastest growing sector of the economy • 

• 
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During the period 1970-SO. the econoay grev at an average rate of 7.8 per cent 
per annua. Agriculture grev at around 4.3 per cent, but the manufacturing, 
construction and services sectors registered average growth rates of 12.5 per 
cent, 9.6 per cent and 8.6 per cent per annum respectively. Thus by 1980, the 
relative shares of the .. jor sectors in the GDP as compared to the situation 
in 1970 stGod as follows: 

1970 1980 
(per cent) (per cent) 

Agriculture 30.8 22.2 
Manufacturing 13.4 20.5 
Construction 3.9 4.5 
Services 41.9 45.l 
Mining & Quarrying 6.3 4.6 
Others 3.8 3.1 

During its early expansion, manufacturing largely consisted of import 
substitution and siaple assembly operations. Other manufacturing activities 
included rubber and pa1-oil processing. savmilling and petroleum rP.f inery. 
The sector received a strong boost vben EPZ production was introduced. 
Industries locating in EPZs mainly consisted of electronics and electrical 
products and textiles and garments producers. Malaysia became a major 
semiconductor exporter. From 1980 onwards, the Malaysian economy expanded at 
a much slower rate. Among the major factors behind this dev~lopment were the 
prolonged world economic recession and the emergence cf domestic structural 
constraints. GDP growth slowed down to 5.8 per cent per annum in real terms 
during the period 1980-85. Despite some improvements in the economy in 1984 
vben growth registered 7.6 per cent, the following year saw only a 2.8 per 
cent growth due to the decline in manufacturing and mining output. By the end 
of 1985, the relative share of the manufacturing sector in the GDP had 
declined from 20.5 per cent in 1980 to around 19.l per cent though, the 
manufacturing sector had superseded agriculture in terms of its contribution 
to GDP. 

2. The Malaysian textile industry - current status 

The textile industry dates back to the 1950s. It is now a major industry 
branch providing employment for 49,000persons. In 1985, 283 large textile 
companies were active, with a total paid-up capital of M$ 0.7 billion. 
Altogether, the sector comprises well over 3000 establishments. In spite of 

• the ~bsence of domestic raw materials, the industry now encompasses a broad 
range of activities ranging from polymerization, spinning, texturising of 
llldn-made fibre yarn, fabrics to making various types of garments. The 
industry also produces a wide range of textile articles and made-up textile 
goods. At pres~nt, 16 mills are involved in spinning. Of these, 10 also 
undertake weaving, knitting and finishing. Major types of yarn produced are 
cotton and man made fibre blends. The domestic market is substantially 
dependent on imports of textile fibres, woven fabrics, made-up garments and 
various types of fabrics and yarn. The import of man-made fibres in 1986 was 
M$64.9 million while imports of textile yarn, fabrics, made-up articles and 
related products totalled M$923.l million. These comprised mainly of woven 
fabrics of man-made fibres (M$289.4 million), woven cotton fabrics (M$211.8 
million), knitted or crocheted fabrics (M$167.6 million) and textile yarn 
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(M$96.3 million). Imports of clothing in 1986 amounted to M$81.6 million. In 
spite of protectionism and restrictive quotas, textile and clothing have 
remained important expo•ts. Total exports of texcile fibres, yarn, fabrics, 
made-up products and apparel amounted to M$1,659.ll million in 1986. Articles 
of apparel and clott.ing ac~essoires amounted to (111$1,057.64 million or 63.7 per 
cent of textile expor~s in 1986. Exports of woven fabrics of man-made fibres 
amounted to MS170.4 million, woven cotton fabrics (111$153.l million and textile 
yarn M$147 million in 1986. 

3. Problems and prospects 

Although no clear export growth strategy was formulated for the textile 
and clothing industry, its importance as an P.Xporter has grown. Bearing in 
mind the competitiveness of the trade and the international trade scenario, 
the Government has decided to take a rather cautious approach in encouraging 
the future development of the industry. The sector has been identified by the 
Industrial Master Plan as having development potential. The policy 
implications are: 

(i) to exploit and further improve the productivity (both labour and 
machinery) of the sector without coR1Ditting excessive additional 
capital investment i.e. consolidation and rationalisations; 

(ii) bringing in more up-to-date technology to improve productivity and 
ability to adapt or quickly switch production lines; 

(iii) moving into higher value-added activities and niche markets through 
the use of famous ~randnames; 

(iv) more importantly, to increase linkages/complementation between the 
Free Trade Zone manufacturers and related support services and 
suppliers in the non-Free Trade Zone areas; and 

(v) the upgrading of skills and training and increasing R & D and 
enhancing design capabilities for up-market products. 

Finally, the Government will have to tackle the difficult issues of 
international trade in textiles, and of helping to bring about a more liberal 
regime in world trade for these products. Such efforts will have to be 
undertaken both on a bilateral basis as well as through collective action of 
the exporting countries. 

(e) PHILIPPINES 

Industrial policy and structural adjustments in the Philippine textile 
and garments industry 

1. General introduction 

In an overall sluggish economy, the Philippine manufacturing sector has 
been among the weakest performers. High protection rates and inappropriate, 
highly capital intensive investments have been negative characteristics of the 

• 
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sector in the recent past. Manufacturing exports grev rapidly during the late 
1970s, but these mainly consisted of textiles and semiconductors from EPZs, 
vith fev production links to the domestic economy. 

The Government has initiated institutional and policy reforms to achieve 
a restructuring of the Philippine industry. Efforts are made to promote 
industries in rural areas and to improve the manufacturing exports base. The 
latter includes marketing/promotional and training activities, technology and 
export quality upgrading, tax reductions and financial support schemes. The 
implementation of the improvements vill benefit from the country's relatively 
high educational levels and good contacts vith other parts of the world, 
making it possible both to quickly acquire and integrate new know-how and to 
respond to market changes. 

The most important policies for industrial restructuring are those 
implemented and administred by the Board of Investments. A major poiicy 
document, the 1987 Omnibus Investment Code outlines the investment regulations 
and the incentives offered. The main features of the Code are: 

- alignment of incentive schemes with other ASEAN countries; 

- incentives for labour-intensive industries; 

- income tax holidays for enterprises engaged in preferred investment 
areas; 

- representation of the private sector on the Board of Investments. 

2. Restructuring of the textile and garments industry 

2.l Growth and structure of the industry 

Modern textile and garments manufacturing received a strong boost with 
the introduction of the 1961 Embroidery Act, which allowed raw material 
imports free o[ tax and duties and contracts with foreign principals to 
process these ~terials on a consignment basis. In combination with the low 
wage rates, this attracted a large number of US firms producing for export 
markets. 

Further incentives were provided by the 1972 Export Processing Zone Act 
and the 1973 Export Incentives Act. These again mainly attracted US firms. 
The average annual growth rate of the industry rose to 25 per cent during the 
1970s. 

At present, an estimated 30,000 establishments are found in the garment 
industry alone, including cottage-type units. The number of recorded 
employees is 150,000; the actual number may be close to 500,000. Only some 
1,000 firms are registered as exporters. Although subr.ontracting for 
exporters is conman, the majority of enterprises is therefore oriented towards 
the domestic market. Within the group of l,000, 20 firms account for 40 per 
cent of the country's garment exports. Most of these employ more than 1,000 
persons. 
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Until recently, alomst all the inputs for the garment industry (yarn, 
woven textiles) were imported. Incentives provided under the 1981 Omnibus 
Investments Code and the initiation of the 1982 Textile Modernization 
Prograame have had a certain positive impact on domestic milling, but the 
industry can substitute at most 20 per cent of the textile import volume of 
the garments industry. As it is, the textile millers have been hesitant to 
apply for credit made available under the Prograllllle because of the foreign 
exchange rate, the loan - made available by the World Bank being 
dollar-denominated. 

Modern equipment is relatively rare in the garment factories. Almost 
70 per cent consists of sewing machines. The imported textiles have already 
been partly prepared, patterns being provided by the foreign principals; only 
cutting, stitching, trinaing and packaging take place in the Philippines. The 
need for very sophisticated machinery is thus as yet small. Improved work 
methods and material flows have been the most important ways of improving 
production. Only among knitwear producers is modern equipment now coamon. 

To monitor the rapidly growing textile and garment export industries, the 
Garment and Textile Export Board (GTEB) was created in 1979. It oversees the 
administration and allocation of quotas, initiates control measures, issues 
import and export licences and negotiates with importing countries. Recently, 
it has also provided stimuli to producers to enter new product and market 
areas and has conducted seminars and training courses for the industry. 

2.2 ~port performance 

Export growth in the industry was fast during the 1975-1980 period. 
Since 1980, several years of low growth have occurred, and overall the growth 
rate is sinking. The US is the largest export market, (see Table 6.7), with 
the EEC coming second; within the EEC, the Federal Republic of Germany 
accounted for almost 40 per cent of Philippine clothing exports in 1985. 
Almost 84 per cent of the exports went to quota-imposing countries. 

During 1986 and subsequent years, a number of attempts have been made in 
the US to restrict garments and textiles imports. Although legislation in 
this matter has so far not been implemented, US buyers have been influenced by 
the possibility of import restrictions. The Philippine Government has 
therefore started exploring other foreign markets, especially those of 
non-quota countries (e.g. Japan, Australia, Middle East countries). 

The Philippine garment industry has mainly exported non-seasonal, low 
fashion products. With the increasing emphasis on seasonal change in fashions 
in US and EEC markets, production for these markets is threatened. This may 
lead to a reduction in US investment which, however, may be replaced by East 
Asian investment using the country's cheap labour force; the possibilities are 
e.g. explored by Hong Kong manufacturers. 

On the whole, the industry - dominated as it is by subsidiaries of 
overseas firms - has not aggressively explored its own market niches. 
Principals generally provide designs, and some firms rely entirely on detailed 
buyer's specifications. There is, however, an increasing awareness among 
domestic entrepreneurs to produce more fashionable goods. A first stop in 

• 

• 
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Table 6.7. Philippine garment exports (1970-1986) 
(in million US dollars) 

Philippine Percentage to 
Year garment exports 1 increase USA EEC 

1975 107.0 
1976 184.6 72.S 
1977 249.6 35.6 
1978 326.3 30.7 
1979 464.2 42.3 
1980 500.0 7.8 49 
1981 685.2 37.0 so 23 
1982 549.0 19.9 51 
1983 566.l 3.1 61 
1984 646.8 14.3 67 16 
1985 660.1 2.1 69 14 
1986 802.9 21.6 62 17 
1987 (tent.) 731.3 
as of Aug. 21 

Source: Foreign Statistics of the Philippines and GTEB. 

this direction has been the formation of small design teams studying current 
overseas fashions, adapting these designs by adding specifically Philippines 
elements, and thus creating a unique product. 

3. Recent policies and support me~ ires 

The 1982 Textile Modernization Prograame having proved unsuccessful on 
the whole, the Advance Tax Credit Scheme was introduced in 1985. This 
provided more efficient incentives to domestic textile producers supplying 
bonded warehouses, as the incentive is available on delivery of the goods to 
the use. Other incentives, applying to the manufacturing sector in general, 
include tax exemption on imports and tax drawbacks on do~iestic purchases. 

Institutions providing assistance to production improvements include the 
Philippine Textile Research Institute, the National Manpower Youth Council 
which provides training and a recent trade, export inspection and exhibition 
training progranme to be carried out in co-operation with the Japanese 
Government. 

Marketing information and assistance for both potentiai and existing 
exporters and foreign buy~rs is being provided by the Bureau of Foreign 
Trade. Promotion of Philippine exports takes place by the Centre for 
International Trade Expositions and ~issions (CITEM). These agencies 
co-ordinate closely with the GTE8 on matters and activities relating to 
garments and textiles. Furthermore, small manufacturers who are not capable 
of exporting on their own are offered marketing services by the Philippine · 
International Trading Corporation (PITC). 
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Under the new ~vernment, subsector cOC11aittees have been organized. In 
the garments and textile sectors, these co-operate with GTEB to achieve: 

- optimum efficiency; 
- maxiaua quota utilization; 
- penetration of new (non-quota) markets. 

4. Suggestions for future policies 

The 11ajor bottlenecks to further development of the textile and garment 
industry are: 

- non-availability/scarcity of inputs; 
import restrictions on essential goods; 
textile smuggling; 

- high financing costs; 
- labour problems; 
- market access; 
- domestic political instability. 

Before these can be tackled, a bet~er co-ordination of the efforts of various 
Government agencies will be needed. Although GTEB has consistently tried to 
ensure the growth of the industry, its resources are badly stretched, and it 
has someti1.1es been faced with the problem of having to formulate conflicting 
solution to problems. 

A crucial problem is the rehabilitation of the textile industry. If the 
garment industry's domestic input problems are to be solved, the performance 
of this industry must be strongly increased, partly by forcing it to become 
more competitive through reducing protection. 

Another important issue is the consolidation of small enterprises in 
larger, more competitive units. In spite of their large numbers, domestic 
exporters do not dominate exports, because most of the firms are very small. 
With Government support, it should be possible to create a stronger framework 
for successful co-operation among producers. 

Low-cost finance will al:o be essential for further growth of the 
industry, especially for the further development of the many small- and 
medium-scale units. For exporters, easier access to working capital finance 
would be necessary. 

Finally, overseas buyers and investors have been reluctant to increase 
their involvement because of political instability. The goodwil 1 that the 
country has recently acquired should be capitalized upon, and every cf fort 
should be made to further stabilize the political situation. 

To swmarize, the development of a policy framework for the garments and 
textile industry should take into consideration the following factors: 

(a) A good balance of the regulatory functions and the promotional 
activities of GTFB and other government agencies; 

(b) Stronger linkages between government inter-agencies and industry to 
address problem areas; 



• 

• 

1003r - 163 -

(c) Integration or consolidation of smaller units in the industry to 
achieve economies of scale; 

(d) Rehabilitation of the textile industry/improved availability of 
inputs; 

(e) Availability of financing at lov cost; 

(f) Appropriate government support in marketing and promotion, technical 
development, and technological advancement • 

(f) SRI LAllA 

l. Introduction 

When the industrialization of Sri Lanka started in the 1960s, it mostly 
had an import-substituting character. The Government took the initiative to 
establish large-scale industries, including textiles, as the private sector 
was reluctant to invest in manufacturing. The continuously unfavourable 
balance of payments resulted in a system of strict economic controls, 
especially in the field of exchange transactions. However, with a new 
government being elected in 1977, the economy was liberalized, with a 
virtually free inflow and outflow of goods and payments. As a result, there 
was a surge in industrial development, especially in the field of textiles and 
garments, which now occupy the foremost place in the industrial st:ucture of 
Sri Lanka. 

This essay explores the development, problems and prospects of the 
textile and garments industries, and reviews the relevant Government policies 
and measures. 

2. The textiles sector 

2.1 Growth and structlire of the sector 

The National Textile Corporation (NTC) was established by the Sri Lankan 
Government in the 1960s to develop a modern domestic textile industry. It 
commissioned three integrated mills and two spinning mills, and in addition 
established 70 dispersed powerloom workshops were attach~ri to a sizing plant. 
Moreover, 12 powerloom workshops were established by co-c•peratives in 
villages, and the private sector built four weaving and finishing and two 
spinning mills. The handloom industry, representing traditional textile 
manufacturing, was also expanded, partly or a co-operative basis, and with 
Government support. In the absence of sufficient foreign exchange, NTC had to 
acquire machinery by wtaatew~r means available, which resulted in 
heterogeneously equipped factories with consequent serious opeational 
problems. These machines are in part obsolescent now: out of the 295,000 
spindles in tiese plants, 70,000 are more than 15 years cld; some S,500 out of 
8,300 looms are of the same vintage. Only one NTC mill disposes of machinery 
to finished blendnd fabrics, a serious drawback given the present demand in 
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the textile market. Total production capacity in the sector is 14,320 tonnes 
in the modern spinning mills and 191.3 million metres in the modern weaving 
mills. 

The handloom sector consisted of 115,000 looms in 1977, of which however 
only 23,000 were working at full capacity, owing to a shortage of foreign 
exchange for yarn purchases. The liberalization of the markets in 1977 dealt 
a severe blow to the handloom sector, 80 per cent of the operating looms 
ceasing production. With Government support, the industry is being revived, 
concentrating on market niches for products such as household linen and silk 
products. 

The textile and garment industries provide employment to about 250,000 
workers, especially women of the younger age group, who, on a general 
calculation, are supporting around one million persons in the country, which 
emphasises the importance of these two sectors in the economy. One feature of 
the Sri Lankan worker is that, given adequate training, his or her 
productivity is higher that of many developing countries. This is principally 
because Sri Lanka has a literacy rate of 96 per cent, enabling the worker to 
grasp the finer aspects of training and production faster than his counterpart 
elsewhere. 

Of the raw materials used the major part, for reasons of technical 
constraints in the manufacture of fabrics, consists of cotton yarn. Only 
about 5 per cent of the raw cotton used for the spinning of cotton yarn is 
grown in the country, the balance being imported. The dyes and chemicals as 
well as spare parts necessary for the industry, are all imported from abroad. 

The market for textiles is mainly domestic, the outp•1t being largely sold 
to garment producers serving domestic or export markets. Due to the wide 
variety of ethnic groupings, there is a strongly differentiated demand for 
fabrics in the country, and therefore a wide range of textiles is produced. 
Annual demand on the domestic market (for all types of fabric) is 
approximately 176 million meters, with cotton fabric dominating. 

2.2 The textile industry and the international evironment 

As Sri Lanka does not export textiles on a significant sacle, the 
protectionism of developed countries has not been a problem so far. Silk 
exports are gaining in importance, but silk is not subject to quota under the 
Multi Fibre Agreement (MFA), and therefore the industry are not li~ely to 
suffer from restrictions. 

However, demand and technology changes have an impact on both production 
for the local market and the exporting garment industries, with repercussiuns 
for the textile manufacturers. Demand and ter.hnological developments in LhP 
textile industry over the last four decades is characterized by the following 
aspects: 

- There is a shifting demand in developing countries from cotton fabri•'.S 
to blended and filament yarn fabrics, the reverse process being seen in 
developed countries, where demand has shifted from man made fibres to 
natural fi.bres. Markets in developed countries mol'e and more insist on 
fabrics of high qualityi 
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- Higher machine speeds and more efficient raw material utilization lead 
to higher output and reduced cost; 

- Automation of production has the same consequences. 

Sri Lanka is now faced with a double problem: in order to remain 
competitive, the textile industry would have to be drastically modernized, an 
operation which would demand a considerable amount of scarce foreign exchange; 
a modernized industry would, however, need far less employees, thus 
contributing to the already high unemployment levels • 

2.3 Government support for the textile industry 

On the basis of a report on the textile industry by the UK Shirley 
institute, the Government has formulated a series of measures to modernize the 
industry, and to bring it in line with the textile industry in other 
countries. The handloom industry is to give high priority to the handloom 
sector, to underline its importance as a rural employer and income generator. 
Measures include 

- support to the reopening of handloom workshops whose present closure is 
a consequence of circwnstances rather than a lack of viability; 

- special emphasis to the development of the silk industry, which has a 
high export potential; 

- the operation of Design Centres, and distributing information on design 
trends in developed country markets. 

In the larger-scale industries, private management is to take over from 
the public managers. The lack of incentives for efficient and profitable 
operations and the appointment of management staff on political rather than 
professional criteriai/ had by 1977 created a situation where most NTC 
enterprises were operating at a loss, the accumulated loss by that year being 
Rs.400 million. 

As part of the post-1977 liberalization policies, NTC mills were 
entrusted to British and Indian managers, although the Government retained 
ownership. The managers were given full ~reedom in daily operations, supply 
procurement and sales. Out of the 70 powtrloom workshops, 60 were sold to the 
private sector. These measures were successful. The NTC mills' 1981 loss of 
Rs.59.1 million was turned into a net profit of Rs.1~4 million in 1986 
(January-September period only). Average earnings per employee almost 
doubled. The powerloom workshop are now making a profit as well. These 
experiments are now to be extended to other public sector enterprises • 

The role of Government is now being gradually restricted to regulatory 
and service functions rather than to direct operations. In the field of 
textiles, it provides the following services to improve human resources and 
technical performance in the industry: 

l/ A 1981 survey showed that 94 per cent of lower and middle man~0ement had 
never received textile industry specific training • 
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- Conducting training courses and providing advice and information to 
managers on technical and management issues through the Textile 
Training and Services Centre; 

- Technical services to the handloom industry through the Department of 
Textile Industries; these include technical advice through a field 
staff and operating textile schools which provide a two-year training 
progranme. 

3. The garment industry 

3.1 Growth and structure of the sector 

Modern factory production began to emerge during the 1950s, and in the 
1960s the industry began to export. The volume of exports was Rs. 5 million 
in 1971. In spite of the absence of incentives, rigid trade regulations, 
foreign exchange shortages restricting the purchase of essential inputs and 
restrictions on foreign travel which made it difficult to explore markets, 
exports grew to Rs.143 million in 1977. 

As the industry was almost exclusively privately owned from the 
beginning, response to the 1977 liberolizntion was fast: exports grew to 
Rs. 3.0 billion in 1981, and in 1987 exports were expected to surpass Rs. ~O.O 
billion. At present, some 350 export-oriented units are found in the 
industry. Most of the enterprises are medium-size, using 100-200 sewing 
machines. Total employment is about 175,000, mostly lcw-skilled workers. The 
problem of obsolescence which is so prominent in the textile industry does not 
play a significant role in garments. The great expansion having begun after 
1977, most of the equipment is modern. The much lower per unit cost has also 
made it possible to buy large numbers of identical equipment (mainly from 
Japan), and this all combines to reduce operational problems and to enhance 
productivity. 

While in the early stages of the industry, simple items such as shirts, 
jeans and jackets were made, the range of products has widened to about 40. 
The provision of designs, patterns and colour schemes by the overseas buyers 
kept down costs in the early export growth stage. Quality is maintained in 
various ways. Workers and staff are trained to observe high quality standards 
during training courses at the Clothing Training Institute (CITI), set up with 
World Bank/IDA assistance (basic skills for the industry are acquired at 
private training schools). Export licences are only given by the Ministry of 
Textile Industries one year after a new applicant for a garment factory 
licence has been registered; in the meantime, his activities are restricted to 
subcontracts for established exporters, and the export license is subject to 
an evaluation of the performance during that year. In addition, buyers 
maintain agents with a staff of quality controllers who inspect the production 
of orders. Most of the inputs used in the industry are imported. It is, 
however, hoped that the textile industry rehabilitation progranvne (see above) 
will lead to a better domestic resource base for the garment i~dustry. 

• 

• 
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3.2 The ga· t industry in the international evironment 

The most impo~tant overseas market for Sri Lankan garments is the US, 
which absorbs 65-70 per cent of the exports; the EEC, Canada and the 
Scandinavian countries follow. The rapid growth of Sri Lankan exports 
outlined above, however, was causing problems for domestic producers in these 
countries, and by 1980 the US and a member of Euro(>£an count~ies had imposed 
quota on Sri Lankan imports. These quota were imposed under ~FA (now extented 
to 1991). The main purpose of MFA is to avoid disruption of developed country 
markets by substantial imports of textiles at prices significantly below those 
prevailing for similar domestic goods. In consultations with the exporting 
country, a quantity is then agreed upon which may be imported • 

Although MFA has reduced exports of some established developing country 
exporters, it enables other producer~ ~ .. ~Y-ploit the market openings which 
resulted from the fact that some countries exhausted their quota - provided 
that these producers were capable of supplying identical or better quality 
goods at the same (or lower) prices. 

The establishment of quota has forced manufacturers to switch.to 
non-quota products. Increasing exports of these, however, lead to new 
quotas. At present, 29 Sri Lankan products are exported under the quota 
system. It is obvious that - apart from the loss in export earnings ~aused by 
the imposition of quota - the expanding system makes it very difficult for 
producers to engage in long-term production planning. In the CS, maxim..im 
growth rates have, moreove been imposed for a number of imports. 

The way to circumvent these i 1ternational market problems is to 
continuously improve quality and skills and reduce costs in order to remain 
competitive with the growing number of market entrants. Garment production 
not being very capital-intensive, market entrance is nnt difficdt, and Sri 
Lanka will have to be continuously on the alert to fo:-mulate proper react ions 
to international market developments. 

3.4 Government~rt for the garment industry 

To save foreign exchange and to raise the share of domestic value added 
in garment exports, the Government is giving high p~iority to integrating the 
industry with the domestic textiles industry. Two of the large ~TC textile 
mills already drastically increased their sales to domestir garme11t producers 
in recent years, and the rehabilitation of the industries should further 
improve the garment industry'~ domestic resource base. 

The Government has made a numbe:- ot incentives available tor both t<;xtile 
and garment industries, as well as for olhf:r in<lustries: 

companies engaged in export-ori~nteri te:<ti IP-s <11111 garme11t projt~rt..; ar•: 
eligible for a 5 year tax ho 1i1L1y mi ·~:··port prot i t.s; 

- at the end of this 5 year tax hol iciny, a further pcriorl of a 10 year 
half tax holiday is available for r:omp;rnie::; wluch manufactur•~ w1d 
export high value added prodar.ts; 

- concessionar/ duty rates of import of mar.him~s a;e available for 
companiefl r~g1stt?r.ed by the Ministry of Textile Incl11stri1•:; for ioi·al 
manufarture and subcon'..ract ing for C!Xports; 

• 
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duty free import of ;aachinery and equipment is available for companies 
which export 50 per cent or more of tneir products; 

rebate of customs duties is given on imported raw materials used for 
export production; 

- a bonded warehouse scheme enables exporters to produce without having 
to provide bank guarantees for raw material imports, once they have 
provided guarantees for the bonded warehouse. This greately eases 
liquidity positions; 

rupee finance at concessionary rates is available from local 
development finance institutions; 

free remittance of profits and dividents is permitted; 

permission is given to employ expatriate technical and managerial stuff. 

4. Restructuring of the textile and garment industries 

As in the future c~ te~tile and garment industries are to co-operate 
more closely, a restructuring progranmie for both of them has been formulated 
by the Sri Lankan GovettunP.nt. It contains the foilowing elements: 

- Apart from the present rehabilitation of the textile industry, 
additional capacity embodying the latest technologies will be installed 
to provi~e the garment industry with more and better inputs; 

- Bodies such as the Textile Training a1.d Services Institute, and the 
Clothing Industry Training Institute are to upgrade labour and 
management skills textile and garment factories to raise productivity 
as well as to maintain quality; 

- Efforts are being made to improve product development. The fashion 
design profession is stimulated. The mills of the National Textile 
Corporation have contributed to this trend by organizing fashion shows, 
fashion designers contests etc. As a result, new creations and dress 
designs are now being developed. This effort will not only benefit the 
country if th~ present market trend undergoes changes; it will also 
attract buyers to purchase new items. 

- Exporters are encouraged to concentrate on quality products. Quota 
r~present a quantitativP. problem; attracting buyers who are willing to 
pay a higher price for a special product may neutralize their effect. 

- Every effort is to be made to supply cheap working capital i( the 
products of a ~ountry are to be competitive. This ls all the more 
necessary in view of the fact thal direct export subsidies, or a 
multiple exchange range, are regarded as unfair in international trade; 

- Shipping and customs pror.edures are lo be simplified to lower export 
.:osts and speed up deliveries. 

• 

• 

• 
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Cg) !HAI~AKD 

1. Introduction: The Thai manufacturing sector 

Although the industrial sector is relatively small, compr1s1ng 13 per 
cent of the labour force in Thailand, it has grown more r~pidly than other 
sectors of the Thai economy. At present, approximately one-half of Thai 
export earnings is provided by the sector, as compared to soee 30 per cent in 
1977. Most of the industry is concentrated in Bangkok or the area surrounding 
the capital, but several area development prugraanes are at present ~eing 
implemented, among others, in the south of the country, to achieve a better 
distribution of manufacturing activities throughout the country. In the early 
development stages, industry mainly had an import-substituting character. 
Over the pa$t few years however export industries have come to lead the 
sector's development. 

Rapid growth industries are textiles and apparel, jeweilery, integrated 
circuits, tapioca flour and sugar. Other major indu~tries include car 
assembly, motocycles, TV, construction mat~rials, batteries, furniture, 
carpets, medical supplies and electrical goods. New industries include 7.inc 
elec~rolysis and petrochemicals. Thailand has established a wide range of 
educational and vocational training facilities to supply the manufacturing 
sector with the skilled labour and higher level technicians and managers 
needed. 

2. The textile industries 

2.l. General overview 

The textil~ industry employed 620.000 persons in 1985 (up from 213.000 in 
1975l or 22 per cent of the manufacturing 'ebour force (see Table 6.8). Its 
share in total manufacturing exports in 1985 was 24 billion baht, or over 
25 per cent of manufacturing exports in that year. Thailand has had a trade 
surplus in textiles since 1975. The growth of ~h~ sector is due to: 

- competitive produces and low labour costs; 
- low value of the baht; 
- political stability; 
- expansion of world r~rkets. 

The most important imports are raw cotton, man-made fibres and man-made 
fabrics; there is a certain tendency for the higher value added imports to 
stagnate during the 1980s. Exports are dominated by garment~, whose value 
rose from almost 7 billion bahts in 1Q81 to 14.7 billion bants in 1985. Other 
important exports are cotton fabrics, man-made yar~ and man-made fabrics . 
Garments are not only the major export category; it is ~lso the fastest 
grower, and as such a main factor in the rapid growth of the trade surplus 
(from 5.4 billion baht to 13.7 billion bahts) during the 1981-1985 period. 
The quick growth of exports notwithstanding, some 70 JX?r cent of the 
induslry's production was con~umed domestically in 1985. 
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Table 6.8. General background data on the textile and garments 
industry (1985) production and trade 

Total production value 
Total exports 
Total imports 

Production units and capacity 
Capacity Fibre (synth.) 
Polyester 
Nylon 
Rayon 
Spinning mills 
Weaving mills 
Knitting mills 
Finishing mills 
Garment fact. 
Employment 
Textiles 
Garments 

2.2. Cotton and man-made fibres 

6 
3 
2 
1 

60 
>500 
>400 
>300 

>1000 

80 bill ion baht 
24 billion baht 
10 billion baht 

units 
140.000 (ton/year) 
102.000 (ton/year) 
16,800 ( 00" ) 
19.200 ( ) 

230,000 ( ) 
2,000 (million 

550 (million 
sq.yd./year) 
sq.yd./year) 

800 (million pieces/year) 

120,000 
500,000 

Although man-made fibres are predominant, cotton fibre still plays a role 
in the Thai textile industry. As !ocally produced raw cotton is of low 
quality, 80 per cent of total industrial conswnption is at present imported. 
Efforts are being made to improve both the quality and yield of cotton, but 
increesing domestic production will depend on the opportunity ~ost of land 
use. With regard to balance of payments effects, the difference between 
importing cotton or man-made fibres is not significant. Foreign capital has 
played a key role in establishing the l!IOdern textile industries producing 
man-.:ade fibres and blends. As Table l shows, there are only 6 man-made fibre 
manufacturers in the country, ~hich cover most of the demand. The factories 
produce polyester, nylon and rayon. 

2.3. Spinning and __ ~eaving 

Spinning is concentrated in 60 plants with a total number of 2 million 
spindles. Only 9 plants have a size of below 10 thousand spindles. which is 
ur.economical by present-day standards. The total rapacity of the ihai 
industry is high by Asian standards, and equipment is modern. fn the 
synthetics sector 27 plitnts operate with 317 texturing machines anil '.!.')t. high 
twisting machines. Most of these plants an~ integrated with knitting 
operations. The spinning plants :1re generally integrated with weaving. 
Weaving takes place in 1)2 modern factories with 30,000 automatic looms arul 
some 4 50 sma 11 and mt:•Ji um :->rrd t: 1111 its op•H at i •1g 42, 000 au tom;1 ti" 1 ooms n f 
older types and power looms. These are thou1~ht to emp Loy two tlii r<ls of the 
tntal number employed in spinning and weaving. While the latter units mainly 
serve the domestic market, the modern large-scale factories servt: both 
domestic and export markets. The small and medium-scale plants are not 
integrated with oth~r operations: they purchase rtyed yarn and no finishing of 
this end product takes place. The introd~ction of pollution control measures 

• 
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has especially affected these ove""helmingly Bangkok-~ocated units, which are 
faced with a choice between implementing pollution control mea~ures and 
~elocation outside the urban area. 

2.4 Knitting 

The knitting industry is also divided in a modern large-scale and a 
small-scale category~ The large-scale category compises 71 plants with 3,000 
circular knitting machiPes and 2,500 flat knitting machines. In the small 
scale sector, some 36,000 machines are thought to be used, of which 80 per 
cent are flat knitting machines. The knitting induscry also produces a large 
number of fishing nets. It is believed that the knitting industry employs 
40,000 people. This is probably much lower than the real number, as many of 
the small-scale units are not registered. 

2.5 The garment industry 

In the garment industry, a group of 57 large plants with 24,000 sewing 
machines is found side-by-side with some 1,000 small and medium-size plants 
using 180,000 sewing machines. As pointed out above, the garment industry is a 
major exporter; it is very efticient and highly competitive in international 
markets. Computerized machinery is now being introduced. It has been 
discussed whether garment manufacturing should be integrated with spinning and 
weaving plants. Although there are undoubted advancages in doing so in the 
case of knitting mills, the advantages in the case of weaving are less clear. 
The activities are completely different f ~om the point of view of production 
technology and management. A second point is the frequent need to adjust to 
changes in fashion. This demands a great ability for varying styles and 
designs. Given the much sr.ialler scale of operations, it is unlikely that a 
garment production unit would be big enough to absorb the whole production of 
a weaving unit (production of mass consumer goods such as jeans may be an 
exeption). Moreover, it would still need supplies from other producers. 

2.6. Concluding remark 

While the domestic market is likely to remain a major customer, the Thai 
textile and garment sector can furth~r s~rengthen its portion in foreign 
market by keeping abreast of global development& "ithin industry. 'i'he present 
orientation towards the manufacturiug of low-priced, rather basic textile 
goods would have to be replaced by a 6radual shift to higher value added goods 

• and a wider product range. Ar the same time, tht: :-.till rather passive 
marketing <attitude will have to be replaced by more active involvement in 
overseas markets, with closer attention to (changes in) consumer demand. This 
would imply the establishm~nt of facilities for design and fashion and trade 
marlc verification. At the same time, improvements in present levels of garment 
technology and tradf: prnmot ion support would he needc•'. Human resoun:e 
developr.ient has been identified as the key element in this change in the 
structure of the textile and garment industry; it would also make more skills 
available for the segments of the industry serving the domestic market. 
Although training facilities are available for a range of textile-related 
skills, these may have to be expanded; trainin~ facilities for textile 
engineers, such as exist elsewhere in Asia, would also have to be established 
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in Thailand. In the long term, the establishment of a computer engineer 
training facility would also benefit the textile and garment industry, as 
automation is likely to increase in the future. Last not least, the polic !S 

and measures should be formulated as an integral part of overall policies to 
stimulate economic development. 

• 
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CHAPTER VII 

SUDDarJ of conclusions and reconnendations of the seminar on industrial 
policy and structural adjustment organized by KDI and UNIOO, 

9-15 September 1987 at Seoui, Republic of Korea 

1. KEY ISSUES 11 RESTRUCTURIRG THE TEXTILE INDUSTRY IN ASIAN 

DEVELOPIRG COURTRIES 

In a period of rapid technological change, changing market conditions and 
shifting comparative advantage, the ability to respond through industri~l 
restructuring is a crucial ingredient in successful economic performance. 
Industry in the developing countries of Asia has fortunately shown an ab~lity 
to aljust at the company level, given a suitable government pulicy framework 
and the capability to absorb and utilize technological changes and advances. 
Governments have also been aware of the .1eed to provide a suppot"tive 
environment for ever-changing and fl~xible induscrial development. 

One means by which policies for industrial restructut"ing in Asia can be 
further developed is through sP.minars which hring together policy-makers 
concerned w~th a specific industrial s~-~or to discuss the international 
tr0 nds which affect their industry, the colllllOn pr0blems which they face and 
the possibilities of regional co-operation. Apart irom drawing on each 
other's different experiences, such meetings can also help to avoid mutually 
incompatible policies being pursued by r~ighbouring countries. 

In the case of the textile industry, the co•mtt"y case studies have 
identified a number of co111110n issues and pt"oblems which conft"ont some Ot" all 
of the countries participating in the seminar. 

Although different countries may be affected in different ways all the 
countries face the same intet"national environment. This is chararterized by 
the slow rate of growth of the market for textiles and cloth in~ in 
industrialized countries, and the inc:reasingly t"estrir.:tive natur~ <)t thf°! '.°'IFA 
in its successive protocols of extension, which limits the ext.•:nl to ;ohid1 
developing countries will be able to expand their exports to <h:vtdoped <'ountry 
markets in the future. Even exports to developed countri·~s from sm;1l I 
suppliers and new entrants are incre-'tsin1o1ly subject to r;uotas. 

With limited access to developeri ro1111try markets and int•:nsifif:tl 
competition, it is unlikely that the tP.xtile and clothing inrl11stri•!S will 
perform the same dynamic role in promoting growth in Asian clevdoping 
countries in the future as they did for some countries in the past. It is 
necessary, therefore, to design policies exploring new ways to incr~ase the 
developmental impact of the industry. 

-
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In this co~text it has been observed that several Asian countries which 
have become significant garment exporters rely heavily on imports OL fabri~s. 

As a result, the local value added of the exported garments is low. The lack 
of integration between the domestic textile industry and the garment exporters 
often a result of the higher cost and/or lower quality of domestically 
produced fabrics. Local value added could be raised if increasing use is made 
of domestic inputs; this would require not only appropriate government trade 
policies but also an upgrading of the domestic textile industry. 

'.'olany Asian countries have a substantial potential domestic market. Poor 
quality, high prices and limited variety of local products, however, tend to 
limit the penetration of the domestic markets by locai production. Part of 
the market is ~hus liable to be lost to illegal imports if local production 
does not respond to ~hese problems. 

The textile and clothing industry is an important source of employment in 
all Asian countries. However, recent technological developments in the 
textile industry have made production increasingly capital-intensive. This 
has two effects. First, it makes modernization of the textile industry a very 
high cost proposition. Second, it may mean that modernization leads to 
substantial displacement of labour unless measures are taken to protect less 
efficient producers or to improve their prcduction. 

Since these producers are often small-scale operators which tend to have 
older equipment and lower levels of productivity special measures must be 
designed for such firms. The issues involved here are whether or not to 
develop linkages between them and the large firms, e.g. as suti:ontractcrs, or 
to reserve a section of the market for them as is done for handloom weavers in 
India. 

A number of countries have felt that inadequate levels of tra10111g and 
skilled labour have been a constraint to the development of their textile and 
clothing industries. Succ~ssful industrial restructuring in the textile 
industry requires the uevelopment of adequate skills at all levels from higher 
management to operatives. Asian countries are aware of the importance of 
training and have been active in setting up relevant institutions. 

Currently garment production for export from Asian countries is mainly on 
the basis of foreign designs provided by the importer. Some Asian countries 
have been attempting to develop their own design capabilities as a means to 
increasing the value added of the exported product and dewdoping a more 
independent garment industry. 

In several countries th~ high ··"c;t :if w•'rldnp, 1·;1pit.t! i..; ~···~11 as .1 fartor 
which inhibits the growth of the tt::<til•: i11d11stry hy 1!t-pr .. ..;..;i11~ pr;itiL1tiility; 
ways would have to be found to removF: th i :-; t'ot t 1 .. n•:<' k. 

Complicated customs and shippin;.( ;•r•w··d11ro·..; .tr•: .1;..;" oft .. :1 ,·jt .. tt :1s :1 

roncern. These tend to inhibit ttw ..;r · .. '!, ii o·:.:p11rts ... _.,.,, · .. r,. r•· tt ... int..r1t i•'ll 
is to promote exports through th•· pr"vi,,:1111 •. t t is1·al inr·•:11ti1.··" .. 1wh .is 
drawbacks and rebates. 

The development of a pol icy fr 1me"••>rk f •>r tl11: n:st r111·t11r i11g llf llu: 
textile and garment industries must takt: ful 1 accrnmt of tlu~ f11t11re tr .. ntlt0 in 
world 111C:1rket conditior.s and tedinologir·al dew?lopmfmt. Within this •·ontt·xt .t 

• 

• 
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framework should be defined which seeks to address each of the major issues 
identified above in a coherent and mutually consistent manner. 

2. GUIDELINES roR THE DEVELOPftENT or A ?OLIC! fRAftEWORI 

The challenges facing Asian developing countries are many and varied • 
Thus, no single dimension can be singled out as the most important one needing 
attention. Rather, the development of a policy framework needs to be 
multidimensional. Also, the issues and problems associated with each 
dimension need to be addressed in a comprehensive fashion to ensure that the 
resulting policies and progranmes are mutually supportive. 

Five areas were identified as being of singular importance. This does 
not mean that other, more specific areas of a national nature are less 
important. However, it was agreed that these more specific needs can be 
addressed withih the framework to be discussed. The five areas to be 
discussed are as follows: 

(a) modernization 
(b) quality control 
(c) development of indigenous fibres 
(d) labour 
(e) regional co-operation 

The most critical factor for the upgrading of the textile and clothing 
industries for both the domestic and international sectors is modernization. 
Modernization is viewed as involving the general upgrac!ing of the two 
industries across al 1 sectors and the specific enhancement of specif k 
targetted sectors. It involves the introduction of J-.:ith "hara'' te<:hnology 
{e.g. plant and equipment) and "soft" technology (e.g. modern management 
techniques) for increasing production flexibility and eff icicncy, worker 
productivity, and quality. The specifics of a particular <:ountry's 
modernization programme will depend on its existing level of performance and 
overall economic objectives. 

To ensure the eventual success of a modernization programme, certain 
provisions are recognized dS being needed. First, modernization is not 
possible without finance. Thus, the interest rate structure needs to be 
reasonable, and loans should be made available for targetted sectors on easy 
terms. Second, the policies and regulc..tions governing the import of 
tech~ology need to be adjusted to ensure they are aliKn~rl with the 
modernization objectives. This inc.lucks incentiv£;s provided to ttw industri•:s 
for the import of hardware, and provi:iions t.Jr ter.hnidans .ir1<i olht:r persnnrwl 
to enter the country to install plant .irid i:q1iipmt:nt :111d tr:tin w11rk<:r:L Thin!, 
the policies and regulations governing thP. ··l<is11n· uf •:xi,.ting f;1,·iliti1~s :111.t 

the operation of on-going art ivi t if>s 11•,•:d t11 '···: h;1rmo11 i z,·d · .. i th th" 
modernization objectives and plans. For t!X•J111pl1!, L1bo11r di,;plac:1;m•:11t and 
official approval for the closure of plants ,;hould not liamp•:r the 
implementation of the modernization programme. Finally, in m;rny countries, 
modernization needs to be introduced on a prioritiu:d basis to ensure that the 
relevant segments of the two industries which are so <:ritical to the country's 
overall economic objectives, are served ~nd provided the funds needed. This 
does not mean that the upgrading of the otht~r secton; are neglected. ft is 
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essential that modernization be balanced so that over-capacity is not created 
and bottlenecks do not occur. Forward and backward linkages also need to be 
taken into consideration when prioritizing specific sectors for enhancement. 

Apart from making quality enhancement an integral part of modernization, 
the enforcement of quality standards must also be promoted in both the 
domestic and international sectors of the two industries, especially in the 
organized segments. 

Uniformity in national standards needs to be established. These 
standards logically have to be those accepted internationally. This approach 
would ensure higher output quality for the domestic sector, and encourage the 
transfer of the experience gained by the international sector to the domestic 
sector. 

Nati~nal bureaus of standards would be the most likely places to 
encourage, develop and eventually enforce standards. However, introduction 
and enforcement of national quality standards will depend on the institutional 
arrangements developed as part of the modernization programne • 

• 
Some countries dispose of a considerable potential for increased use of 

indigenous fibres; a potential for generating foreign exchange through exports 
of such fibres as linen, siJk, and ramie could even be exploited in particular 
countries. Consequently, each country should investigate the possibility of 
developing these fibres. 

Government regulations for imports of fibres used in conjunction with 
indigenous fibres to produce blends need to be reformulated in a way that 
encourages the local development ~f these fibres. It is also important for 
government regulations to be responsive to changes in both the domestic and 
international markets. 

A key issue of a modernization programme is the role of labour in the 
process, and the impact of the programme of the labour force. The areas 
common to most countries, are: 

(a) training of workers and technicians and upgrading of production, 
design and fashion-related skills in order to develop the pool of 
technicians and workers required by the programme; 

(b) modification of labour laws, regulations and contracls to provide 
the degree of labour flexibility required to insure the success of 
the programme. Modification of labour laws, regulations ind 

• 

' 

contracts should not result in the elimination of labour rights, hut • 
rather should take account prevailing social fabric and sorila 
objectives of the country. 

Collaborat~-ln among Asian r1eveloping r.ountries is viewed as ;1 r·ritir·;d 
element in the modernization of these ro1mtries. Taking into acrount rcsn111«·., 
constraints and inr:rcasing -:ompetitivc pn:ssures, considerable bt:nct its r·;rn tw 
rierived through co-operation. This ro-operation could cover joint approarhes, 
the promotion of tra<le and the linking of the various segments through 
intra-region trade flows, partly on an intra-industry basis. 
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l. DEYELOPftEIT OF THE IRSTITUTIONAL INFRASTRUCTURE ARD SUPPORTIIG SERVICES 

l. Improved information systems 

At the national level there is a need for improved monitoring (and 
dissemination) of economic and technology trends and of international 
development for the purposes of policy-making and corporate planning by both 
public and private sector enterprises. Substantive contributions and inputs 
to such monitoring should come, inter alia, from international organizations 
and private sector associations, domestic and international. Such information 
should be continually kept up-to-date. The monitoring should be carried out 
within an appropriate central institutional framework, with highest visibility 
and accessibility. 

2. Upgrading of production capabilities 

Particular attention should be given to following aspects: 

(a) Improving capacity utilization in cases of unbalanced capacity 
through co-ordination and subcontracting systems. As a possible 
approach a co-operatively-owned plant with major equipment (e.g. for 
print finishing, steaming, texturing, etc., as observed in the 
Republic of Korea) might serve a number of smaller plants (as well 
as co-operation in packaging, shipping and some joint purchasing); 

(b) Production of items according to a desired range of standards and 
systematic control of consistency of production according to the 
desired standards. This presumes availability of testing facilities 
in the respective plant or at some common facility (see below); 

(c) Special progranmes and facilities for modernization of plant and 
equipment and improved efficiency, e.g., through special financing 
schemes, such as revolving funds and technical services; 

(d) Upgrading of productivity through management and technical training 
and provision of appropriate incentives for companies undertaking 
such training activities. These training activities should be 
designed within the framework of the policies for the 
textile/garment industries' future development, inclurling training 
needs called for with the introduction of new technologies as well 
as skills upgrading and adjustment requirements for the mainly 
female labour forces. 

Particular attention should be given to following aspects: 

(a) Improved export market intelligence, through the information system 
referred to above, in co-oper.ation with the country's export 
promotion agency; 

'b) Improved product development and divers if icat:on through, for 
instance, activities of fashion design centres; 
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(c) Advice and services on plant and equipment, to improve adjustment l~ 
special market needs (e.g. widening of looms or specific finishing 
devices); 

(d) Technological advice and R&D a1m1ng at utilization of local fibres 
for special products, possibly in the context of a market 'niche' 
approach; 

(e) Provision of pre-export services, in particular for small and medium 
industries (packing, shipping, financing, etc.). 

4. Co-operation between government and private sector 

Attention should be given to: 

(a) the need to promote the establishment of effective channels for 
co-operation between government and the private sector at national 
as well as provincial/re6ional levels. Particular attention should 
be given to the prospective guiding role of industry associations to 
enable a genuine two-way flow of information to facilitate 
(i) problem solving; (ii) market development; (iii) dissemination of 
R and D results and technological progress; and (iv) general 
development of the industry as a whole (such as needs for skills 
upgrading, etc.). -(b) the potential of collective public/private sector financing of joint 
undertakings, e.g. in fields such as testin~ and quality 
certification, information services and trade promotion activities. 

5. International co-operation 

Sptcial attention to international co-operation with regard to following 
matters was suggested for: 

(a) co-operation in the exchange of information on tecr.nology and 
markets (internal and external to the region); 

(b) co-operation in the development of mechanisms and institutions for 
the intra-region transfer of experience related to fibre 
development, product development, product design, and the 
development of institutions for training, R&D, fashion, and 
promotion; 

(c) co-operation in the transfer of technology and know-how 1 ·•tween 
countries; 

(d) co-operation in the areas of tr;lining anrl ski I ls upgrading; 

(e) co-operation in enhancing intra-region trade in textile and clnthing 
products, and in securing improved market arcess to and ind1~trial 

co-operation with developed rountries; 

(f) co-operation in enhan~ing intra-region rollaborative efforts by 
government and members of tlu: two in<lustries. 

• 
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Specifically, with regard to the information systems, counterpart 
agencies should be in close consultation, and should exchange information. 
International organizations should assist developing countries in providing 
information and analytical inputs to the national agencies entrusted with this 
monitoring function. Further industrial policy and structural adjustment 
seminars should be organized at suitable intervals among the textile and 
garment producing countries in the region in view of the majo~ importance of 
the textile/garment sectors to the national economies in order to shorten the 
time of restructuring and to bring into play the continuous changes i~ the 
international trade regimes and the technological advancements affecting the 
sectors' development. Wider regional participation in such future seminars 
would be desirable • 
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Annex I 
ICDl/UNIDO Se•inar on 
Industrial Policy and Structural Adjustment 
9-15 September 1987, S~ul, Republic of Korea 

Seminar progra&De 

Seoul 

VE~MESDAY, 9 SEPTE!IER 1917 

Mo ming 

- Opening session 

- Session I (Moderator: Dr. Whang In-Joung, KDI) 

- Structural adjustment policies in the Asian developing countries - an 
overview (Mr. Nils Ralm-Ericson, Senior Industrial Development 
Officer, UNIOO) 

- ADB experience in industrial restructuring (Mr. Antonio M. Quila, 
Senior Development Bank Spe~ialist, Asian Development Bank) 

Afternoon 

- Session II (Moderator: Dr. Pat Gunasinghe, Sri Lanka) 

- Industrial restructuring and trade policy in che Republic of Korea 
(Dr. Young Soo-gil, Senior Fellow, KDI) 

Session III (Moderator: Mr. C.D. Cheema, India) 

- Readjustment of development policy: Linkages between small and large 
industries (Dr. Lee Kyu-uck, Senior Fellow, KDI) 

Evening 

- Welcoming reception hosted by Dr. Koo, Bon Ho, President, Korea 
Development Institute 

TBUISDAf. 10 SEPTEftlEI 1911 

Morning 

- Session IV (Moderator: Ms. Thelma Jover, Philippines) 

• 

t 

• 

• 
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- Restructuring of textile and garment industries: A global perspective 
(Prof. Brian Toyne, Director, Center for International Business 
Studies, University of South Carolina; and Mr. Nils Rama-Ericson, 
Senior Industrial Development OfEcer, UNIDO) 

- Development of textile industry in the Republic of Korea (Dr. Ahn 
Young Ok, President, Korea Technology Advancement Cor:x>ration) 

- Brief introduction of country papers by participants 

- Session V (ltoderator: Mr. Baron Siraj, Malaysia) 

- Promotion of heavy industry in the Republic of Korea (Dr. Kang 
Young-Kook, Executive Director, Daewoo Corporation). 

Field trip 

Afternoon 

- Panvol City. Visit to Panwol Textile Printing Industry 
Sub-CO-operatives and to the Small Business Training Institute 

(Overnight stay at Taejon) 

FRIDAY, 11 SEPTEftlER 1917 

Morning 

- Chongju. Visit to Dainong Co., Ltd. (textile plant) 

Afternoon 

- Daegu. Visit to Textile Technology Promotion Institute and to Sung-Lee 
Machinery Worts, Ltd. (Spinning machine manufacturer) 

(Overnight stay at Kyongiu) • 

SATURDAY, 12 SEPTEftBEI 1917 

Morning 

- Pohang City Visit to Pohang Iron & Steel Co., Ltd. (POSCO) 

(Overnight stay at Kyongju). 

SOIDAY. 13 SEPT!ftBER 1917 

- Visit to Folk Village at Yongin 
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Seoul 

ftOIDAf, 14 SEPTEftBEI 1917 

Morning 

- Working Group Session I (Moderator: Dr. Rhys Jenkins, UNIDO) 

- Industrial restructurinc in Asian developing countries: Current 
situation and future trends (textile and garment sectors) 

- Presentation of country papers 

- Working Group Session II (Moderator: Prof. Brian Toyne, UNIDO) 

- Guidelines for development of policy framework (for the restructuring 
of textile and garment industries) 

Afternoon 

- Working Group Session III (Moderator: Mr. Nils Raan-Ericson, UNIDO) 

- Development of institutional infrastructure and industrial services 
textile and ~arment sectors) 

Preparatory session for group presentation 

Evening 

- Dinner hosted by Mr. Kim Woo Choong, Chairman, Korean Federation of 
Textile Industry. 

TVESDIY !5 SEPTEftBER 1917 

Morning 

- Visit at "Korea Machinery Exhibition 1987" at the Korea Exhibition 
Center (KOEX) 

- Plenary Session 

- Pr~sentation by Working Croups 
- Consider~t?on/adoption of sUlllll8ry of conclusions and reconnendations 

- Coacluding Sessio~ 

-· Farewell dinner hosted by Dr. Koo, Bon Ho, President of KDI. 

• 

• 

• 

, 
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Annex II 
KDl/UNIOO Seainar on 
Industrial Policy and Structural Adjustment 
9-15 September 1987, Seoul, Republic of Korea 

COUITIY PAITICIPAITS 

Burma: 

India: 

Indonesia: 

Malaysia: 

Philippines: 

Rep. of Korea: 

Sri Lanka: 

Thailand: 

Viet Nam: 

List of participants 

("5.) Dav Khin Than Nwe, Deputy Director (Marketing), 
Textile Industries Corporation, Rangoon 

Mr. C.D. Cheema, Joint Secretary, Department of 
Textiles, Nev Delhi 

Mr. Achyar S. Teks, Head, Sub-directorate Business 
Development, Directorate of TeY.tite Tndustries, Jakarta 

Mr. Baron Siraj, Director, Industries Division, Ministry 
of Trade and Industry, Kuala Lumpur 

"5. Thelma Jover, Deputy Director, Garments and TextilP 
Export R.>ard (GTEB), Department of Trade and Industry, 
Manila 

Mr. Kim Young-Cho, Director, Chemical and TextilP. 
Division, Bureau of Extension Service, Industrial 
Advan~ement Administration, Seoul; 

Mr. Chung Soo-Jong, Managing Director, Korea Federation 
of Textile Industries (KOFOTI), Seoul; 

Mr. Ban Jae-Suk, Director, Textile Rav Materials 
Division, Ministry of Trade and Industry, Seoul 
(observer) 

Dr. Pat Hunasin~~e, Director, Department of Textile 
Industries, Ministry of Textile Industries, Colombo 

Mr. Pramode Vidtayasuk, Head, Textile Policy a~j 
Planning Sub-division, Textile Industry Division, 
Department of Industrial Promotion, Ministry nf 
Industry, Bangkok 

Mr. Nhuycn Trung, Dir.:ctor, DepartmP.nt of Foreign 
Economic Co-operation, Ministry of Foreign Affairs, 
Hanoi. 
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RESOURCE ~ERSOIS: 

- Dr. Rhys Jenkins, S~hool of Develop111ent Studies, University of East 
Anglia, Norwich, UK (UNII)() consultant) 

- Mr. Nicolas Marian, Economic Adviser, international Textiles and 
Clothing Bureau, Geneva, Switzerland 

- Mr. J. Antonio M. Quila, Senior Develop1t!nt Bank Specialist, Industry 
and Development Bank Department, Asian Development Bank, Manila, 
Philippines 

- Mr. Nils Rann-Ericson, Senior Industrial Development Officer, Regional 
and Country Studies Branch, UNIDO, Vienna, Austria 

- Prof. Brian Toyne, Director, Center for International Business Studies, 
University of South Carolina, Columbia S.C., USA (UNIDO consultant) 

- Mr. Cho Chong-Kyun, Industry Progranae Officer, Industry Division, 
Asian Productivity Organization, Tokyo, Japan 

SPEAIERS: 

- Dr. Ahn Young-ok, President, Korea Technology Advancement Corporation 
- Dr. Kang Young-kook, Executive :1anaging Director, Daewoo Corporation 
- Dr. Lee Kyu-uclt, Senior Fellow, Korea Development Institute 
- Dr. Young ~o-gil, Senior Fellow, Korea Development Institute 

VllDO/VIDP 

- Mr. Nils Raaa-Ericson, Senior Industrial Development Officer, Regional 
and Country Studies Branch, UNIDO, Vienna 

- Mr. Jack Got !den, Deputy Resident Representative, UMDP, Seoul 

- Mr. A. Nasir, UNIDO Project Manager/Co-ordinator, UNDP, Seoul 

- Plr. M. Vandenplas, UN1DO JPO, UNDP, Seoul 

- Mr. Lee Yong-Hi, Industrial Promotion Officer, UNIDO Investment 
Prcmotion Service, UNIDO, Vienna (f'bserver). 

ORGAllZllG COftftlTTE£ or iOREA DEYELOPftEIT llSTITUTE: 

- Dr. Whang In-Joung, Vice President for International Co-operation 
- Mr. Hwang Won-gyu, ResP.arch Associate 
- Mrs. Chung Hae-sook, Research Assistant 
- Mr. Han Kwang-auk, Research Assistarat 
- Mr. Chung Woo-yong, Research Assistant 
- Mr. Lee Tai-bee, Research Assist.ant 
- Ms. Kim Soon-jung, Secretary. 

• 

, 
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Annex III 

Brief on Panvoi Textile Printing Industry Co-operation Factory 

I 

THE PRESEli COIDITiOI 

• 
• ESTABLISHED: 23 July 1981 

• ORGANIZATION: 13 companies 

• CAPACITY: 8,000,000 yards/month 

• EMPLOYEES: About 950 

•GROSS rROPERTY: T~enty million dollars ($20,000,000) 

• GROSS PROCEEDS: Thirty million dollars ($30,000,000) 

• THE GOAL YEAR ~1987): $35,000,000 

• JOINTLY PROCESSES (USE): 60 per cent 

• BUILDINGS COVER 40,328 sq.m. of which 23,850 sq.m. is production area 

• BOARD OF DIRECTORS: 

President . . . . . . . . . . . . . . . . . . . . . . . Y.K • Cho 
(Chief Director) 

Executive C0111Dittee . . . . . . . . . . . . . Y.K • Cho 
(Management) s.w. Choi 

fl .B. Shon 
c.s. Kim 

Production Director ............. M. I. Shim 
(Regular business) 
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Co-operative 
Association 

Director 

General Affairs 
Department 

- 186 -

President 
(Chief Director) ------ Board of Directors 

(13 companies) 

Executive Committee 

-------------

Production Director I 

Production 
Depart.aent 

Factory Manager 

Production 
Control 
Department 

• Motive Power 
• Equipment 
• Envir'lnment 
• Laboratory 

' 

• 
, 
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SPEC:AL CO-OPERATIOI SYSTEft 

Co-operatior. equipment 

• Finishing process 
• Utility equipment 

• • Environ11ent equipment 
• Laboratory equipment 
• We If are wort 

Cost gains (Production control) 

• Capacity (Delivery shortening) 
• New production facilities (Increase of productive power) 
• Production efficiency 

Management system 

• Board of Directors 
• Executive Ce>111mittee 
• Factory Manager (Production action) 

Quality control (Laboratory) 

• Report exchangP. 
• Pr\lcess check 
• Technical co-operation 

• 
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BAS:c ?RODUCT:ou ?ZOC~SS CHARI 

FABRIC 

SCREEN PRODUCTION 

: : 
PRINT : PRI~'TrNG : SA.~PLE PRODUCTION 

PASTE MIXING : : AND TEST 
: : 

STEAMING 

WASHING 

I : 
L3TENTERING : FINISHING 

: 

INSPECTING 

PACKING 

Personal factory 
process 

Co-operation 
factory process 

\ 
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PRODUCTIOI FACILITIES 

A. PERSONAL FACTORY 

• 
Process Equipment Quantity Capacity 

• 
Printing Rand print plate 16 EA 1,500,000 yards/month 

Auto plate screen m/c 19 EA 7,300,000 yards/month 
Rotary screen print m/c 1 EA 600,000 yards/month 
Roller print m/c 3 EA 900,000 yards/month 
Padding m/c (auxiliary) 9 EA (5,400,000 yards/month) 

Total 10,300,000 yards/month 

B. CO-OPERATION FACTORY 

Process Equipment Quantity Capacity 

Steaming Steamer ftT Type 3 4 EA 8,000,0QO yards/month 
LT Type 1 

Washing m/c 5 EA 8,000,000 yards/month 
(continuous type) 
Scatcher m/c 2 EA 9,000,000 yards/month 
Cylinder dry m/c 1 EA 9,600,000 yards/month 
Stenter 4 EA 

~, 

Packing Comfit m/c 2 EA 1,000,000 yards/month 
Inspection plate m/c 10 EA 8,000,000 yards/month 
Folding m/c 8 F.A 8,500,000 yards/month 
Auto Vinyl packing m/c 1 EA P.,000,000 yards/month 

• Banding m/c 2 EA 7,000,000 yards/month) 

Total . 8,000,000 yards/month 
I 



13 COMPANIES AND CO-OPERATION COMPANY PROFILE ~ 
.·· 

Company I President I Building m/c Employees 

Sung Min. Co. Lta. I K.J. Hwang I 2, 371. 3m 2 Hand, plate 100 PE'l', cot ton, 
rotary printing 

Saewoon in~Jstry I J.H. Park I l,066.73m' Plate 35 PET printing 
Co. Ltd. 

-----
Sun Heung Co. Ltd. I S.W. Choi I 2,029.37m 2 Hand, plate 100 PET, cottnn, 

roller printing I .... 
8 

I Plate I I PET, A/N 
I 

Sin 11 Co. Ltd. I Y.K. Cho I l,932m 2 90 
printing 

Jin Myung Industrial C.S. Kim l,210m 2 I Plat• I 40 I PET printing 
Co. Ltd. 

Hyun Dai Special K.M Choi l,524.56m 2 I Hand, plate I 80 I PET, T/R, 
Printin~ Co. Ltd. cotton, 

printing 

.. • ~ • 



,,. • • .. 

Cont'd. 

-
Company President Building m/c Employees 

Tong B&ng Textile I. S. Jeong 504m 2 Hand 50 PET. Nylon. 
Co. Ltd. cotton, 

printing 

Sinju Industry H.J. Hyun 504m 2 Hand 38 Et!~~ C:>. Ltd. 
lo--···- ----

Dae Ju Industry H.B. Shon 990m 2 Hand, plale ,, 5 PET printing 
Co. 1.td. 

----

Se Hyun Industry T. I. Park 990m 2 Hand, plale 30 PET printing 
Co. l.td. -~ ... 

~---- -- ·---- --·· -· ---·-··- ----·--

Dong San Industry K.M. Hwang 990m 2 Haull, plate 30 PET print.Ing 
Co. Ltd. 

,__ -·-· 
.,. ___ --- ----- ---- ------ ·--. 

Kukge Corporation T.H. Hwang l,5Allm 2 Developing 32 Screeb pro-
Co. Ltd. shuer duct ion 

tension 
--·---- -----------·- -------- --·--- - ··----------··--- - -- .. ... .. . .. . .. ·--·· 

I Bam .. m l Printing Y.K. Cho 9, 162. 3m 2 St 1:;1mc r 21,0 Prlnging 
(Co-npt:rat ;on w<1sl1 in~ 111/c flnlnlshi11K 

I fac-.ory) Slt!nlcr 

L---. - -- . -- ---- - ----- ------- - -- --- .. --- --- ---- -- -··-




