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Executive Summary

he clothing sector has traditionally been a gateway to export diversification and in-

dustrial development for low-income countries (LICs) but recent developments may
condition this role. In most developed and middle-income countries, the clothing sector
was central in the industrialization process. Given its low entry barriers (low fixed costs
and relatively simple technology) and its labor-intensive nature, the sector absorbed
large numbers of unskilled, mostly female, workers, and provided upgrading opportu-
nities into higher value-added activities within and across sectors. Recently, however,
the environment for global clothing trade has changed significantly, driven by the rise
of organizational buyers and their global sourcing strategies, the phase-out of the Multi-
Fibre Arrangement (MFA) at the end of 2004, and the global economic crisis in 2008-09.
These changes may condition the role of the clothing sector in today’s LICs with regard
to export diversification and industrial development.

Recent developments have led to global consolidation whereby leading clothing
supplier countries and firms have strengthened their position. In the context of the MFA
phase-out and the global economic crisis, low-cost clothing exporter countries such as
China, Bangladesh, India, and Vietnam have increased their market share in the main
import markets of the United States and the European Union (EU). This has happened
primarily at the expense of regional supplier countries, including Mexico and Central
American and Caribbean suppliers to the United States as well as North African and
Central and Eastern European suppliers to the EU, Sub-Saharan Africa (SSA) clothing sup-
pliers, and smaller LICs in different regions. At the firm level the increasing adoption of
supply chain rationalization strategies by global buyers has benefited larger and more
capable suppliers to the detriment of smaller and marginal suppliers in all countries.

Global consolidation has increased entry barriers at the country and firm level,
which challenges LIC suppliers. The MFA phase-out led to increasing entry barriers at
the country level as quotas no longer secure market access for LICs. At the firm level,
global buyers’ supply chain rationalization strategies have resulted in increased entry
barriers as more capabilities and higher standards are expected from suppliers. Thus,
firms are only able to enter supply chains of global buyers if they can offer high manu-
facturing capabilities, including low costs, high quality, short lead times, production
flexibility, and labor compliance. In addition, buyers increasingly demand nonmanu-
facturing capabilities, including input sourcing on suppliers’ accounts, product de-
velopment and design, inventory management, logistics, and communications. These
capabilities require financial and human resources at the firm level as well as reliable
and low-cost infrastructure and backbone services, education and training facilities, and
access to finance at the country level. For LICs these new developments are challenging
as low labor costs and preferential market access are not enough to be competitive in
today’s clothing sector.

On the positive side, suppliers able to provide broader capabilities have developed
strategic relationships with global buyers. Strategic relationships with core suppliers
have become key in buyers’ sourcing strategies. This trend has been accelerated in the
context of the MFA phase-out and the global economic crisis as buyers have confined re-
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lationships to their most capable suppliers. These suppliers face further learning and up-
grading opportunities—at least up to a certain level where upgrading does not encroach
on buyers’ core competencies. Some first-tier suppliers and intermediaries, in particular
transnational producers and global trading houses, have captured high value-added ac-
tivities and control far-flung sourcing networks. This may even signal a shift in the gover-
nance structure of global clothing value chains that may limit the power of global buyers.

Marginal and new suppliers are still able to enter global clothing value chains
through intermediaries but face limited upgrading opportunities. The persistence of
intermediaries implies that in spite of global buyers’ supply chain rationalization strat-
egies, there remains a role for second-tier suppliers, which are integrated into global
clothing value chains via intermediaries. In particular, in triangular manufacturing net-
works of transnational producers, entry barriers are substantially lower and suppliers
that only offer basic manufacturing functions may enter. However, upgrading opportu-
nities are also limited by the intermediaries’ control over key decisions and functions.
A main motivation for intermediaries to source from LICs has been preferential market
access (and before 2005, MFA quota hopping), and the competitiveness of certain LICs,
in particular in SSA, has heavily depended on these preferences.

Many LICs are integrated into global clothing value chains via foreign direct invest-
ment (FDI) and triangular manufacturing networks of transnational producers where
entry is easy but upgrading is limited. LICs (for instance SSA countries and Cambodia)
are integrated into global clothing value chains via FDI and triangular manufacturing
networks of transnational producers. These producers are mainly based in Taiwan, Chi-
na; Hong Kong SAR, China; and the Republic of Korea; but also in Singapore, Malaysia,
China, and India. On the one hand, this type of integration has promoted access to global
sourcing and merchandising networks and, hence, facilitated entry to export clothing.
On the other hand, it has limited upgrading possibilities as critical decision-making and
certain higher-value functions are confined to the headquarters of transnational produc-
ers. Headquarters are generally in charge of input sourcing, product development and
design, logistics, merchandising, and marketing, and have direct relationships with buy-
ers. Transnational producers are able to leverage the capabilities of their headquarters
and global sourcing networks for value-adding activities, which sets limits for capacity
building, investment, and upgrading in lower-tier supplier firms.

Many LICs face challenges in how to use FDI and triangular manufacturing net-
works as a basis for upgrading and building locally embedded clothing industries. FDI
has been central in the development of export clothing sectors in LICs. However, inte-
gration via triangular manufacturing networks in particular has locked LIC suppliers
into second-tier positions and has resulted in limited development of local skills, linkag-
es, and spillovers. Building a locally embedded clothing sector is a precondition for sus-
tainable upgrading, but local involvement is largely absent in many LICs today (such as
SSA countries or Cambodia). Other developing countries, for instance Bangladesh and
Mauritius, have been successful in developing locally embedded industries. The timing
of integration, local skills and entrepreneurship, the structure of local business systems,
as well as government policies have played central roles in raising local involvement.
In the 1970s and 1980s entry barriers in the clothing sector were lower and local firms
were able to start exporting on a small scale. Moreover, market access was guaranteed
by MFA quotas. However, increasing entry barriers have raised the bar for local firms in
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LICs such as Cambodia or SSA countries where the export clothing sector only started
on a larger scale in the late 1990s and early 2000s. In contrast to Mauritius, which had
an entrepreneurial tradition, Bangladesh had no relevant entrepreneurial tradition. But
government support was crucial in both countries. In SSA LICs and in Cambodia there
are limited entrepreneurial traditions and policies to support local skills, linkages and
spillovers, as well as locally owned firms.

Changes in global supply and demand structures have increased competition be-
tween LIC exporters but also offer new opportunities in fast-growing emerging markets.
The second half of the twentieth century was characterized by a rising demand for cloth-
ing and the replacement of developed countries’ domestic production by imports from
developing countries. Today, however, demand has stagnated and import penetration
levels are close to 100 percent in most developed countries. Thus, the growth of cloth-
ing exports from a few developing countries largely comes at the expense of clothing
producers in other developing countries. The heightened competition between develop-
ing countries has been reinforced by overcapacity in the global clothing industry since
the MFA phase-out and has been accelerated by the global economic crisis. However,
changes in demand structures post-crisis may lead to new opportunities. While import
demand for clothing in the Unites States, the EU, and Japan might stagnate, demand will
increase in fast-growing emerging markets.

The clothing sector still provides opportunities for export diversification and in-
dustrial development, but proactive policies will be needed to increase the competitive-
ness and local embedding of LIC clothing exporters. Entry into and upgrading in global
clothing value chains have become more difficult for LICs in the post-quota and post-
crisis world. Besides country differences, there are common internal c}iallenges faced
by LIC clothing exporters, which have to be addressed to increase competitiveness and
to secure a sustainable impact of clothing exports on export diversification, industrial
developmént, and economic growth. Main policy recommendations for LIC govern-
ments, industry associations and clothing firms can be summarized as follows and are
discussed in more detail below:

1. Improve productivity, skills, and capabilities within firms and develop from cut-
make-trim (CMT) to full package suppliers.

Increase backward linkages and reduce lead times.

Improve physical and bureaucratic infrastructure.

Improve labor and environmental compliance.

Diversify end markets to fast-growing emerging markets.

Increase regional integration.

Build locally embedded clothing industries.

NG R W N

First, increasing productivity and upgrading production capabilities as well as skills
is crucial for LIC clothing exporters in the context of supply chain rationalization strate-
gies. Buyers increasingly demand advanced manufacturing capabilities including low
costs, high quality, short lead times, production flexibility, and labor compliance, as well
as a broader range of capabilities such as input sourcing on suppliers’ accounts, product
development and design, inventory management, logistics, and communications. In this
context, suppliers have to move away from CMT and develop full package capabilities.
Firms will play a central role in this upgrading effort but a government-supported
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‘upgrading fund’ could help by offering low-cost funds for investments in new machin-
ery, technology, and skills. Education and training of production workers, and of super-
visory and management staff in particular, will be central to overcome skill deficits that
hinder productivity improvements and upgrading.

Second, lead times have significantly increased in importance in buyers’ sourcing
decisions and this development has been accelerated in the post-quota and post-crisis
world. The largest lead time reduction would occur through backward linkages into
textiles. Hence, a favorable environment for textile investment should be ensured, in-
cluding the provision of long-term loans for textile investments, the attraction of FDI or
joint ventures in the textile sector, and greater emphasis on skill development in areas
relevant for textile production. Increasing local textile supply is however challenging
and there are complementary policies to reduce lead times, including improvements in
decision-making processes, production structures, and supply chain management at the
firm level; improvements in trade facilitation; increasing the capacity of the dyeing and
finishing industry to be able to dye and finish fabric quickly and close to the produc-
tion of clothing; establishing central bonded warehouses to be able to stock up inputs
that manufacturers can purchase dlrectly as export orders are received; and increasing
regional sourcing.

Third, improvements in physical and bureaucratic infrastructure are crucial for
competitiveness in the post-quota and post-crisis world as exporters are faced with
higher demands from buyers. Infrastructure and regulatory weaknesses that limit ac-
cess to and raise costs of backbone services have to be addressed urgently by LIC cloth-
ing exporters, particularly in the areas of transport, logistics, customs facilities, energy,
water, and waste treatment. If these challenges are not addressed it will become increas-
ingly difficult for LIC clothing exporters to compete in the global clothing value chain.
In addition, access to low-cost finance is central when firms develop from CMT to free
on board (FOB) and full package suppliers, because they will need to finance inputs and
production and offer credit lines to buyers. A stable exchange rate also constitutes a cru-
cial macroeconomic requirement for export competitiveness.

Fourth, labor and environmental compliance has become central in sourcing policies
of global buyers and often constitutes a precondition to enter sourcing networks. LICs
could approach labor compliance proactively and promote themselves as ‘countries of
choice’ for global buyers. Departments of labor in LICs often have limited resources to
implement and enforce labor compliance. Nevertheless, as in Cambodia’s Better Facto-
ries Program, LIC governments and industry associations could only provide export
licenses to firms that are part of industry-wide compliance and monitoring programs.
Additionally, governments could work together with the International Labour Organi-
zation (ILO) and the International Finance Corporation (IFC) in their newly established
Better Work program. Recently, pressures from buyers have also increased in the area of
environmental compliance, which will be mandatory to compete in the future.

Fifth, end-market diversification is crucial as LIC clothing exports are concentrated
in few end markets and clothing import structures will change post-crisis. Besides gen-
eral problems and risks associated with end-market concentration, recent developments
reinforce diversification: (i) demand for clothing in the major import markets of the EU
and the United States may remain at a lower level post-crisis; (ii) clothing demand in
fast-growing emerging markets, in particular China, India, the Middle East, Turkey, the
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Russian Federation, Mexico, Brazil, and Argentina will increase; and (iii) regional and
domestic end markets have gained in importance in LICs’ clothing sales in the context of
the global economic crisis. Hence, it will be central for LICs to diversify export markets
and refocus on fast-growing emerging, regional, and (if relevant) domestic markets. It
will be important to understand these new markets and the sourcing policies of buyers
selling in these markets. Negotiating favorable market access in the context of bilateral
or regional trade agreements has to be complemented by marketing, promotional, and
networking initiatives.

Sixth, regional integration is crucial for improving the competitiveness of LIC cloth-
ing producers in the post-quota and post-crisis world. Regional integration could play a
central role in reducing lead times and costs, capturing more value added in the region
and diversifying end markets. Different complementary advantages in regions could
be leveraged and economies of scale, vertical integration, and horizontal specialization
could be promoted. The most important challenge to intraregional trade and investment
are intraregional trade barriers as tariff and non-tariff barriers on clothing and textile
products have remained high in many developing countries. Improvements in intra-
regional transport, logistics, and customs facilities are also central to reduce costs and
lead times of regional trade. Moreover, intraregional trade must be actively promoted
by facilitating partnerships between textile mills, clothing factories, and regional buyers.

Seventh, building locally embedded clothing industries is crucial for upgrading and
for using the sector as a basis for export diversification and industrial development. FDI
has been central in the development of export clothing sectors in most late-industrial-
izing countries, but eventually local involvement, skills, linkages, and spillovers have
increased. Such developments are largely absent in many LICs today (such as SSA coun-
tries or Cambodia), which limits upgrading possibilities and undermines the sustain-
ability of the sector. Other developing countries (for instance Bangladesh and Mauritius)
have been successful in developing locally embedded industries. Besides the timing of
integration, local skills and entrepreneurship, the structure of local business systems,
and government policies are central to explain different developments in LICs. There
are no straightforward policy recommendations for developing local entrepreneurship.
However, certain policies are at least preconditions for local entrepreneurial activities:
(i) access to low-cost and long-term finance as well as to insurance facilities to leverage
certain risks; (ii) access to education and specific training in areas such as management,
merchandising and sales, and technical and design/fashion skills; (iii) support in estab-
lishing relationships with foreign investors, buyers, and input suppliers; (iv) access to
at least the same (or higher) incentives for local and foreign investment with regard to
duty free imports, providing infrastructure, fees for public services, access to land and
factory shells, and tax holidays; and (v) incentives to hire locals at the management level.
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CHAPTER 1

Introduction

xport diversification into higher value-added products and away from primary
Ecommodities remains a major development objective for low-income countries
(LICs). The clothing sector has traditionally been a gateway to export diversification
for LICs and is generally regarded as a first step for developing countries embarking
on an export-oriented industrialization process. In most developed countries of today
and newly industrialized economies (NIEs) the clothing (and textile) sector was central
in the industrialization process (Dickerson 1999). Historically, this was the case in the
United Kingdom; the Unites States; Germany; Japan; and in the NIEs of Hong Kong
SAR, China; Taiwan, China; and the Republic of Korea. More recent cases are Malaysia,
Thailand, Indonesia, Sri Lanka, China, Vietnam, Bangladesh, Cambodia, and Mauritius.
Given its low entry barriers (low fixed costs and relatively simple technology) and its
labor-intensive nature, the clothing sector absorbed large numbers of unskilled, mostly
female, workers and provided upgrading opportunities into higher value-added activi-
ties within and across sectors.

Recently, however, the environment for global clothing trade has changed signifi-
cantly, which may condition the role of the sector in promoting export diversification
and industrial development in LICs today. The main drivers of change have been (i)
changes in the strategies of lead firms, in particular the rise-of organizational buyers
and their global sourcing policies; (ii) changes in the regulatory system, in particular
the phaseout of the Multi-Fibre Arrangement (MFA), which provided access for many
LICs to the markets of developed countries, under the World Trade Organization (WTO)
Agreement on Textile and Clothing (ATC); and (iii) the global economic crisis and the
related downturn in global demand for clothing exports.

In the context of these changes, this study analyzes how the clothing sector can still
provide a gateway to export diversification and industrial development for LICs today.
Specifically, the study has three objectives. First, the study assesses main developments
in the global clothing sector associated with the MFA phaseout, the global economic
crisis, and global buyers and their sourcing strategies. Second, the study analyzes chal-
lenges that LICs are facing in the post-quota and post-crisis environment in entering
global clothing value chains and upgrading within those chains. Third, the study identi-
fies policy recommendations to increase the competitiveness of clothing producers and
to further their integration into and improve their positions within global clothing value
chains. :

The methodology of the study involves trade data analysis as well as fieldwork,
including semi-structured interviews with buyers and with a variety of representatives
of firms and institutions in five LICs in Sub-Saharan Africa (SSA), Southeast Asia, and
South Asia. Interviews with large global buyers in the United States and the EU? (in
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June, July, and September 2009) and with regional buyers in South Africa? (in September
2009) were conducted with emphasis on their sourcing patterns and strategies. In the
five case study countries, including Kenya, Lesotho, and Swaziland (in August and Sep-
tember 2009)? as well as Cambodia and Bangladesh (in January 2010), interviews with
clothing firms, relevant institutional actors and sector experts were conducted. The inter-
views focused on challenges in the context of the MFA phaseout and the global economic
crisis as well as generally in entering and upgrading within global clothing value chains.

The study is structured in five chapters. After this introductory chapter, chapter 2
discusses global dynamics in the global clothing value chain and how they relate to pos-
sibilities for LICs to enter these chains and upgrade within them. The following three
chapters (chapters 3 to 5) assess country-specific experiences of important clothing-ex-
porting LICs from different regions—SSA, Southeast Asia, and South Asia—in the post-
quota and post-crisis world and show distinct types of integration into global clothing
value chains, related outcomes, and challenges. The country-specific chapters are struc-
tured along similar lines and may have some overlap. However, this is necessary to al-
low for reading them independently from each other. The conclusions in chapter 6 bring
together the global and country-specific developments and challenges, and discuss what
they mean for entering global clothing value chains, upgrading within them, and for us-
ing the sector as a stepping stone for export diversification and industrial development
in LICs today. The sections below present short overviews of the remaining chapters of
this study.

The Global Clothing Value Chain: Global Buyers, the MFA

Phaseout, and the Global Economic Crisis

In chapter 2, main developments in the global clothing sector are discussed. The global
clothing sector has expanded rapidly since the early 1970s and many LICs have been
integrated into the global clothing value chain. However, there are important recent de-
velopments in the global clothing sector driven by (i) changes in the regulatory system,
in particular the phaseout of the MFA; (ii) the global economic crisis; and (iii) changes in
the strategies of global buyers and their sourcing policies, which have accelerated in the
context of the MFA phaseout and the global economic crisis. These developments have
had crucial implications for the role of LICs in the global clothing sector and on their
possibilities to enter this sector and upgrade within it. Furthermore, there are underly-
ing structural challenges, namely changing global supply and demand structures and
asymmetric market and power relations within global clothing value chains, which have
created a difficult context for clothing suppliers to capture gains and upgrade in global
clothing value chains. The chapter examines the impact of these developments on the
global clothing value chain, on import and export patterns, and on the possibilities of
LICs to enter global clothing value chains and upgrade within them.

Clothing Exports in Sub-Saharan Africa: From Footloose to Regional Integration?

Chapter 3 assesses the clothing sector in SSA in the post-quota and post-crisis world.
Over the past decade several SSA countries have developed export-oriented clothing
sectors, in particular Kenya, Lesotho, Madagascar, Swaziland, and Mauritius (where the
process had already started in the 1970s). This took place (i) within a policy framework
of ‘export-led growth’ as governments hoped that the sector would play a central role in
(starting) the industrialization process; and (ii) in light of MFA quota restrictions in large
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Asian producing countries and based on agreements securing preferential market access
to developed countries, in particular the African Growth and Opportunity Act (AGOA).
Despite exceptional growth of these countries’ clothing sectors in the beginning of the
2000s, the industry has declined quite drastically since 2004 in terms of production, ex-
ports, employment, and number of firms in all of the main SSA clothing exporter coun-
tries (although to different extents). The chapter presents an overview of recent develop-
ments of clothing exports in SSA and the specific ways SSA LICs have been integrated
into global clothing value chains based on MFA quota hopping and preferential market
access dominated by foreign investments and a disintegrated clothing industry with
limited local or regional linkages. It also discusses main internal challenges of clothing
exporters in SSA LICs, which are strongly linked to their specific integration, and identi-
fies policy recommendations to increase the competitiveness and sustainability of the
clothing sector. The last part focuses on regional integration. In particular, it assesses
opportunities for and challenges of (i) using the region, in particular South Africa, as an
end market by analyzing sourcing strategies of retailers in South Africa; and (ii) creat-
ing regional production networks by analyzing intraregional trade in cotton, yarn, and
fabric.

Cambodia’s Clothing Exports: From Assembly to Full Package Supplier?

Chapter 4 assesses the clothing sector in Cambodia in the post-quota and post-crisis
world. Cambodia is a latecomer with regard to exporting clothing. But since its start in
the mid-1990s the sector has played the leading role in Cambodia’s development process
and developed rapidly into the largest export sector, accounting for more than 80 percent
of Cambodia’s export revenues. The growth of the sector was driven by foreign direct
investment (FDI), which was motivated by MFA quota hopping and preferential market
access as well as by Cambodia’s low labor costs. Although expectations on the impact
of the MFA phaseout on Cambodia’s clothing exports had been pessimistic, Cambodia
was able to increase export value and market share after 2004. However, Cambodia’s
clothing industry has declined quite drastically since 2008 in the context of the global
economic crisis and the phaseout of the China safeguards. This chapter traces the recent
developments of Cambodia’s clothing exports and discusses the specific way in which
Cambodia has been integrated into global clothing value chains based on quota hopping
and —at least partly — preferential market access dominated by foreign investments, cut-
make-trim (CMT) production, and a disintegrated clothing industry with limited local

or regional linkages. It further discusses main internal challenges of Cambodia’s cloth-
ing exporters and identifies policy recommendations to increase the competitiveness
and sustainability of the clothing sector.

Bangladesh’s Clothing Exports: From Lowest Cost to Broader Capabilities?

Chapter 5 assesses the clothing sector in Bangladesh in the post-quota and post-crisis
world. Bangladesh’s clothing export sector started in the late 1970s and early 1980s when
Korean and other East Asian manufacturers invested in and sourced from Bangladesh,
motivated by MFA quota hopping and access to Bangladesh’s abundant supply of low-
cost labor. In the mid-1980s a period of rapid export growth started and clothing became
the main export product of Bangladesh in the late 1980s. Foreign investment, the MFA
quota system, and preferential market access to the EU as well as specific government
support policies and local entrepreneurs have played central roles in the development of



