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Preface

COVID-19 has reshaped the world and radically changed the way people, institutions
and systems function. Pre-existing economic, social and institutional vulnerabilities
have aggravated the impacts of the crisis, especially on less developed and emerging
economies and on their vulnerable populations.

Southern Voice has partnered with both member and non-member think tanks across
the Global South to generate evidence of the pandemic's impact in distinct contexts.
Through this research programme, teams have produced evidence-based analyses that
embody perspectives of the Global South.

Three core themes guided this research initiative: social impact, economic and fiscal
recovery, and accountable and inclusive institutions. It puts forth evidence-based policy
solutions and recommendations to mitigate the middle and long-term challenges of the
crisis and to inform a better and sustainable recovery.

The present study focuses on the impact of COVID-19 on the apparel sectors of
Bangladesh and Sri Lanka. It explores a value chain-based solution to help both countries’
garment industries and workers out of the crisis. We hope that this joint publication by
Southern Voice, the Centre for Policy Dialogue (CPD), and the Institute for Policy Studies
(IPS) will be useful in crafting appropriate responses to confront the medium-to-long-term
challenges presented by the pandemic.

Debapriya Bhattacharya, PhD

Chair, Southern Voice

and

Distinguished Fellow, Centre for Policy Dialogue (CPD)
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Abstract

The COVID-19 pandemic has caused a major disruption to the global apparel
value chain and has delayed its recovery in the medium term. Innovative strategies and
tools that address medium-term challenges are needed to tackle prolonged periods of
demand slump. This study explored a value chain based solution for Bangladesh and Sri
Lanka in which the major market players adopt responsible business practices (RBPs) for
sustainable recovery. It found that during the pandemic period major sourcing countries
either reshored or over-concentrated on a limited number of sourcing countries. The
major market players took too few initiatives to address the medium-term challenges or
to retain the suppliers of major sourcing countries and a 'world of work" in uncertainty.
A major shift in the distribution of buyers' export orders during the COVID-19 period
(January to June 2020) deprived several major supplying countries of market share,
including Bangladesh and Sri Lanka. The analysis showed that if the pre-COVID market
share of export orders could be maintained in the case of the largest supplying country,
China, an additional USD 2 billion worth of orders could be redistributed to supplying
countries. This study suggests that in the case of a major global crisis, a redistributive
approach should be taken to ensure that export orders remain at least at the pre-crisis
levels, particularly for countries that have fiscal constraints and weak social support
programmes for their suppliers and workers.
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Introduction

Rationale for the study

The global apparel value chain has experienced unprecedented disruption from
the COVID-19 pandemic. Unlike earlier crises, all kinds of activities across the value
chain have collapsed, adversely affecting its up- and down-streams, upsetting apparel
suppliers, employees/workers, raw material suppliers, brands/retailers/buyers, and
consumers (International Labour Organisation [ILO], 2020). Failure to ensure the apparel
value chain's early and sustainable recovery could have a significant negative impact on
the ability of many apparel supplying countries to achieve the major milestones of the
Sustainable Development Goals (SDGs): "SDG 1 (no poverty)," "SDG 2 (zero hunger),”
"SDG 5 (gender equality),” "SDG 8 (decent work and economic growth),” and "SDG 9
(industry, innovation, and infrastructure)" (UNDESA, 2020).

Countries have implemented various measures at the national level to address
their immediate- and short-term crises and to cope with the risks and vulnerabilities
associated with them. Apart from that, country-level initiatives have been carried out
to address the spread of the virus among people, including the workers employed in
the apparels sector. Unfortunately, the measures targeting the short-term crises have
been inadequate to overcome them (Moazzem, Ahmed, Shibly, & Taznur, 2020). The fiscal
constraints of many developing countries, including apparel supplying countries, have
been a major impediment to providing adequate support to suppliers and workers in the
value chain (Gupta & Liu, 2020).

The medium-term recovery of the apparel value chain is likely to be more challenging.

Unlike short-term crises, medium-term recoveries require the market players to develop
innovative strategies, approaches, and tools to tackle prolonged demand slumps in
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the retail market. With the second wave of the COVID-19 pandemic, the challenges
to the major markets have intensified, forcing partial or full closures of retail business
operations, especially during the Christmas season. Nonetheless, despite the widespread
and ongoing pandemic, the global apparel value chain is likely to enter a recovery
phase (Rhee & Thomsen, 2020). Any uncertainty over the recovery period could affect
consumers' purchasing practices, brands and buyers' sourcing strategies, and suppliers’
apparel production. Such uncertainty could have prolonged adverse effects on the 'world
of work' in the apparel value chain. Therefore, the most important question posed to
the market players is how uncertainty in the value chain can be reduced to ensure a
sustained recovery.

Market players across the value chain have instituted various measures to address
their individual vulnerabilities and risks. In most cases, these measures have targeted
the buyers' end, focusing on retail markets by taking actions such as cancelling or
deferring orders to reduce inventory pressure; reshoring orders; and using alternate
sources to adjust to immediate market responses. These downstream based strategies
and measures have adversely impacted the upstream players such as the suppliers and
the workers employed by the supply companies (ILO, 2020). Thus, they are likely to have
only a limited positive effect across the value chain and little merit in terms of value chain
based solutions that can significantly contribute to both the upstream and downstream,
including the brands, buyers, and suppliers.

Against this backdrop, this study explores a value chain based solution for the
apparel industry in which both the up- and downstream market players work to produce
a sustainable recovery over the medium term. Based on the analysis, a framework for
participation and cooperation is developed for the major market players in the apparel
value chain. The ultimate objective is to determine how to facilitate the recovery process
across the chain.

Because Bangladesh and Sri Lanka are two important apparel supplying countries
in Asia, in this study, the issues are examined in the context of their apparel value chains.
In both countries, the apparel sector is a major contributor to their gross domestic
product (GDP) (9% and 5% respectively in 2019), manufacturing output (40% and 18%
respectively), exports (85% and 47% respectively), employment (7% and 5% respectively),
women's empowerment, and overall poverty alleviation'.

1 For Bangladesh, the authors' calculations are based on the Bangladesh Bureau of Statistics and
Bangladesh Garment Manufacturers and Exporters Association reports; for Sri Lanka, the Central Bank of
Sri Lanka Annual Report 2019 is relied on.
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An evidence-based policy analysis, taking a multi-disciplinary approach, is used in
this study. The information and data relied on include, i) evidence on global value chain
related issues; (ii) evidence on policy evaluation and policy options; and (iii) evidence on
gender and marginalisation issues.

The results show that despite the
various initiatives undertaken at the

national level to address their immediate g The g|obq|

and short-term crises and challenges,

the Bangladeshi and Sri Lankan apparel qppqrel .
value chains have lacked initiatives at value chain
both the national and international levels has experienced
that address their medium-term recovery unprecedented

challenges. The initiatives taken by the

brands and their alliances and suppliers, dlsruptlon from

together with the supplying and sourcing the COVID-19

countries, have contributed to the pqndemic_

sector. However, they have had limited

effectiveness in addressing medium-term

uncertainties, particularly at the suppliers'

end. This study proposes an alternate framework of cooperation under which the buyers,
suppliers, and both the sourcing and supplying countries share the responsibility for
ensuring a sustainable recovery over the medium term.

Objectives of the study and key research questions

This study aims to develop value chain-based solutions for the medium-term recovery
of the apparel sector in supplying countries. Its objectives are as follows:

e |dentify the short- and medium-term challenges facing the Bangladeshi and Sri
Lankan apparel value chains pertaining to, a) consumer demand, b) the price
offered by buyers, c) retention of the existing workforce, d) payment of workers'
wages, e) occupational safety and health, and f) assessing the need for support
measures.

* Review the ongoing local and global initiatives that support the apparel sector,
especially their scope and coverage, modalities of implementation, and their
progress to date.

* Explore cross-country evidence pertaining to sourcing and supplying countries,
brands, and suppliers, to ensure that the world of work is sustained in the supplying
countries.

13
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e Put forward a value chain based solution that can facilitate both buyer and
suppliers' recovery under a framework of a buyer-driven apparel value chain.

Literature review

Global crises disrupt businesses and economies through their value chains, and
these disruptions are complex and multidimensional. This has been evident in previous
crises, such as the Asian financial crisis of 1996-1997, and the global financial crisis of
2008-2009. The market players in value chains are both directly and indirectly involved
in the upstream and downstream of the chains. However, different countries confront
the adverse effects from these chains at disparate levels. Coping with the crisis, then the
rebound and recovery of businesses in the value chain are generally managed at the
enterprise level with partial government support.

Global apparel value chains and their connection to global crises

Firms that are part of global value chains are quickly affected by major economic
disruptions. However, they also recover quickly compared to firms operating outside of
value chains (Organisation for Economic Co-operation and Development [OECD], 2020).
This can be explained by the strong inter-linkage between the different networks operating
within a value chain. It causes a 'bullwhip effect’ in the case of disruptions and a quick
market response in the case of recovery. A firm's level of disruption and pace of recovery
depends on, among other things, the segment or network they operate within and on
the relationship, they have with firms in other segments of the value chain. These include
the following: a) its raw material network; b) component network; ¢) product network;
d) export network; and e) marketing network. The export-oriented apparel sectors in
Bangladesh and Sri Lanka are largely concentrated in the product network and, to a
lesser extent, in the component network. In both Bangladesh and Sri Lanka, the remaining
components of the apparel value chain's upstream and downstream, including the raw
material network and the marketing network, largely operate outside of these countries.
Thus, any type of disruption to either the raw material or marketing network resulting
from a global level crisis, such as the COVID-19 pandemic, directly impacts the product
and component networks of supplying countries such as Bangladesh and Sri Lanka.

Within the production network, over the past forty years, the apparel industry in both
Bangladesh and Sri Lanka has become more competitive by gradually upgrading from
outward processing traffic to original equipment manufacturing (Rahman et al., 2008).
However, this competitiveness has not continued to the next level, particularly in original
brand manufacturing and original design manufacturing. In other words, the industry has
only upgraded at the process level of the value chain. This segment is largely characterised
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by low value-added activities and is driven by the volume of production. When a major
disruption occurs in such production networks, the countries involved experience major
adverse impacts on the inventory management of raw materials, financial management
related to cash flow, and labour management. In the absence of business contingency
and business continuity plans, such challenges are difficult to manage.

Firms participating in global value chains are generally prepared for short-term
uncertainties and risks. However, in the case of the long-term risks and vulnerabilities
associated with COVID-19, they have often been unable to manage them alone. One
positive outcome of short-term risk is that although a global crisis may quickly disrupt
production networks, the recovery rate is fast. Some successful risk management
strategies at the firm level include an “emphasis on risk awareness, greater transparency
in the value chain, and promoting agility” (Organisation for Economic Co-operation and
Development [OECD], 2020, p. 2). However, such mechanisms of resilience development
at the enterprise level have often been criticised for their lack of efficiency. At the same
time, it has been argued that efficiency and resilience in global value chains may be at
odds in the short term, although convergence may be possible in the long term (Gélgeci
et al., 2020).

Key features of value chain disruptions during crisis periods

Global crises usually produce both demand and supply-side shocks. Altomonte et
al. (2012) found that during a crisis, businesses commonly encounter forecasting errors.
These result in demand volatility, which has a consequent adverse effect across the supply
chain. Retailers in the supply chain routinely experience less shock than intermediaries,
particularly those working at the suppliers’ end. The wide variation in trade elasticity
across the value chain results in different levels of reactions in the process of adjusting
the stocks of intermediate inputs (Ludeke-Freund, 2009). The different levels of reactions
across the value chain are referred to as the bullwhip effect. The shock intensifies as it
moves from the downstream to the upstream of a value chain. In the case of a bullwhip
effect, the usual approach is to pass on the burden of stock inventories at the lower level,
from retailers to suppliers and from suppliers to intermediate and raw material producers.

Unfortunately, the bullwhip effect does not capture the impact and implications of
the pandemic on employment-related issues. Evidence has shown that during major
events, such as a global financial crisis, employment losses are immediate and profound
(Eichhorst et al., 2020). Unemployment levels rise dramatically. More importantly, structural
unemployment increases. However, country-specific variations have been observed in
the case of labour market impacts, depending on the crisis and its impact on the broader
economy. Labour market impacts occur on both the supply-side (production of goods and
services) and demand-side (consumption and investment). The impact on employment
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extends beyond quantity; the quality of employment also deteriorates. Vulnerability in
the labour market affects workers' livelihood. Vulnerable groups in the labour market,
including youth and women, are disproportionately and adversely affected. Under such
conditions, enterprise-level measures fail to effectively contribute to worker well-being
during the recovery process.

Ensuring the resilience and recovery of the value chain, and addressing its
vulnerabilities, takes place at two levels: (a) the supply chain level, and (b) the enterprise
level. At the supply chain level, resilience is reinforced by various mediums, including
reshoring, diversification, regionalisation, and replication. During crisis and post-crisis
periods, the global apparel value chain is likely to experience many of these at different
levels. Among them, the diversification of sources is expected to be the most widely used
in actual practice, followed by reshoring, regionalisation, and replication (Zhan et al,,
2020). However, such alternate location strategies have been questioned on the ground
that they represent a divergent strategy from international diversification. The literature
in support of the alternate location strategy has highlighted issues related to building
redundancy in suppliers, ‘just in case' management, and domestic supply chains (Miroudot,
2020). Having said that, Miroudot (2020) found that the reshoring and regionalisation of
supply chains does not lead to resilience. Rather, in the current context, the strategy for
reshoring or diversifying away from China, for example, could be linked more with a
political-economic policy agenda than a risk management perspective (Evenett, 2020).
Further, an alternate location strategy demands a different form of governance overseeing
the value chain. Overall, evidence of an efficient value chain solution has been missing.

The alternate location strategies in the global value chain have generally not
considered the implications for suppliers, workers, and other market players, who are
viewed as redundant when there are changes in location. A more 'local to local’ format,
and supply chains that are closer to retail markets, harm the enterprises and workers of
traditional supplying countries that are in trouble when there is less demand for exports.
Such alternate location strategies also adversely affect the market players' (especially
buyers), social commitments, particularly those pertaining to responsible business
practices (RBPs) in the value chain. Hence, there is a need to explore a solution that
ensures value chain resilience, efficiency, and equity. Overall, the existing value chain
based strategy only partially addresses the challenges that suppliers, workers, and buyers
face when they are working in a value chain during a crisis.

At the enterprise level, a major value chain strategy relates to demand and inventory
smoothing across the supply chain. Cannella et al. (2013) explained that an inventory
strategy should be evenly distributed across the value chain. Higher levels of smoothing
can generally improve intermediaries’ performance when working upstream in the supply
chain. The smoothing measures, however, must be adjusted in line with the bullwhip
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effect. A smoothing replenishment policy can resolve the detrimental consequences
resulting from adopting the classical ‘order up to' policy. It has been widely recognised
that an order up to policy can lead to the bullwhip effect (Dejonckheere et al., 2003;
Disney & Towill, 2003; Wei et al., 2012). Smoothing replenishment rules not only increase
the flexibility for decision-making, they also allow managers to balance their inventory-
cost targets and address production fluctuations (Wei et al., 2012).

Most studies have reported the effects of smoothing replenishment rules only in
terms of demand amplification and inventory instability, measured by two quantitative
metrics: order rate variance ratio (Chen et al., 2000) and inventory variance ratio (Towill
& Disney, 2002). In contrast, Cagnazzo et al. (2010) argued that performance metrics
should not only assess internal process efficiency but also effectiveness in terms of the
impact on customers (Cannella et al., 2013). Other studies have analysed the impact of
the smoothing replenishment rule, not only as related to the bullwhip effect, but also
to the level of customer service (see, e.g., Dejonckheere et al., 2003; Disney et al., 2007;
Disney & Lambrecht, 2008).

Intermediaries working upstream in the supply chain face additional constraints
during periods of crisis. Contracts between buyers and suppliers guide the suppliers’
supply. When there are structured contracts between partners, if a retailer receives an
order after its due date, the supplier could be subjected to a penalty (Elimam & Dodin,
2013). The cost of late-delivered and cancelled orders, owing to stock out, has been
commonly observed in practice and it is sometimes considered in the cost model (Lu et
al., 2012; Miranda & Garrido, 2009). One major question, however, is how the rule will be
applied in a major global crisis when the supply chain experiences major disruptions in
the production, delivery, and marking of products.

During recessions, the market players in the value chain adopt business strategies
that are different from those they rely on when conditions are normal. During crisis periods,
business strategies depend on contingent factors, such as the business's resources and its
relations with market players such as customers, suppliers, the government, and partners.
In contrast, addressing issues related to the world of work varies among countries, based
on several factors. These include the size of stimulus packages targeting workers; the
structure of the economy comprising the vulnerable segment of the population; and
the capacity of labour market institutions, including employment protection legislation,
wage setting, unemployment benefits, and active labour market policies that could
accommodate and absorb shocks. The strategies the market players adopt to salvage
businesses during recessions and to address the issues related to the world of work, are
shown in Table 1.
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Table 1. Strategic adaptations of businesses and the world of work during crisis periods.

Strategic adaptations for businesses Low income countries (LIC)

Emerging with new ideas, technologies, and
products

Entrance of new firms

Willingness to undertake necessary changes and
innovate because the opportunity cost of not
undertaking such actions is lower than it is in more
buoyant times (‘pit-stop' theory)

Businesses need to overcome their dilemma on
whether to cut costs to conserve resources or to
invest in new products and processes to exploit
their competitors' weaknesses (Kitching et al.,
2009)

Cutting operating costs and divesting of non-
core assets, particularly in the short term. This
includes divestment of businesses; closure
of establishments; reduction in employment;

External numerical flexibility
(possibility of adapting the number
of employees to the economic
situation)

Internal numerical flexibility
(achieving without variations in the
number of staff)

External functional flexibility
(requiring a skilled labour force
adaptable to structural changes)
Internal functional flexibility (ability
to respond to changing demand
with a flexible reorganisation of the
production process)

Adjusting wages is an element of
flexibility

expenditure cuts on a wide range of activities,
including R&D, marketing, and employee training;
focusing on innovation and market diversification

®* |mplementing an ‘ambidextrous’  strategy,
which combines retrenchment and investment
simultaneously

Source: Atkinson (1984); Kitching et al. (2009)

Value chain based solution

The existing initiatives have failed to address the medium-term risks across the value
chain, and they would be unlikely to ensure the recovery of market agents. In extreme
cases, such initiatives have facilitated the recovery of some agents in the value chain at
the cost of others. However, it would be unwise to characterise these initiatives as value
chain based solutions, given their limited level of segmented impact.

A value chain based solution suggests that the market players, particularly
buyers, suppliers, and other key value chain stakeholders, explore solutions in which
the key stakeholders together cope with the crisis; rebound; recover; and are resilient.
Unlike individual actions, these solutions consider the interests of others. Collective actions
and efforts are a better way to address vulnerabilities and achieve better medium-term
recoveries. The existing models of value chain efficiency and resilience, based on alternate
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location strategies, lack a clear overlap with the interests of both buyers and suppliers.
Accordingly, a sustainable and more comprehensive value chain based solution should
be explored.

There is a dearth of literature on how buyers and suppliers jointly address crises
through shared responsibilities and initiatives. However, one such initiative has been the
ILO led 'global call to action,’ in which Europe based brands, buyers, and international
workers' organisations, and the ILO, have come together to support workers in the value
chain. Understanding this initiative is important because it shows how smooth conditions
in the world of work can be ensured and how market players in the up- and downstream
of the value chain can help to secure decent employment in the value chain during times
of crisis.

The states of supplying countries have a definite role to play in addressing crises and
extending support to their suppliers and
workers during periods of recovery. In
the past, governments across the world

have extended different types of fiscal Governments
and monetary policy support during gg .
of developing

times of crisis, specifically targeting the
businesses and enterprises operating in countries
both domestic and international markets.

have experienced

Social support measures have also been

extended to the workers and those who mCIjor ﬁscql stress
have been marginalised. Social insurance

d | due to COVID
schemes have been an effective
instrument to support low-income people, related crises.

including workers (ILO, 2014). However,

the governments of developing countries,

even when conducting business as usual,

have not enjoyed a similar level of fiscal space to support their businesses and workers.
These governments have experienced major fiscal stress due to COVID related crises.
In turn, this has put additional pressure on their ability to support their businesses
and workers, including those involved with global value chains. In this context, the
governments of sourcing and supplying countries, together with buyers and suppliers,
should initiate a joint effort to address the challenges. A value chain based solution
is expected, particularly from supplying countries, with the active participation of their
brands, buyers, and sourcing countries.

19



Occasional Paper Series 70

Methodology of the study

In this study, an evidence-based policy analysis was carried out, taking a multi-
disciplinary approach. Such an approach calls for a) evidence on value chain related
issues; b) evidence on policy measures; and c) evidence on gender and worker related
issues. Both primary and secondary data were used in the analysis. Secondary data were
relied on to gauge the extent of disruption caused by COVID-19 on both Bangladesh and
Sri Lanka. Specifically, they were used to examine each country's exports and imports
related to the apparel sector, state of employment, safety measures undertaken by
factories, and implications for protecting workers from the disease. The various support
measures taken by the sourcing and supplying countries were compiled to understand the
extent of their coverage in view of their stakeholders' requirements. A major thrust of the
exploration was to identify whether the existing measures, including those undertaken
as part of RBPs, were meritorious enough to be regarded as value chain based solutions.
Equally important were the positive contributions of the key players operating both
upstream and downstream in the value chain.

The primary data and information were collected through two different methods; a)
key informant interviews with selected important stakeholders, and b) sample surveys
administered to workers. The interviews were conducted on 33 representatives of
different stakeholders mainly through telephone and digital platforms such as Zoom.
The participants of the interview include ten suppliers, six brands/buyers, six trade
union leaders/workers' representatives, six government officials, and five officials from
sourcing countries with facilities in both Bangladesh and Sri Lanka. The study included a
sample survey given to apparel factory workers in Bangladesh and Sri Lanka during the
COVID-19 period. A total of 50 workers in Bangladesh and 40 workers in Sri Lanka
responded to the survey, The respondents were selected from a nationally representative
sample data set identified in an earlier study conducted in Bangladesh (Centre for
Policy Dialogue, 2018), although the sample size is not representative. The main purpose
of the survey was to identify the issues of concern in the world of work to understand
the demand for value chain based initiatives aimed at workers. The key issues highlighted
in the survey included basic family information; contractual arrangements for jobs;
wages; work periods during different months of the pandemic; COVID related impacts;
the measures followed in the workplace to avoid contamination; the financial and
non-financial support received from owners, trade bodies, the government, or other
sources; distress selling of household assets; incidents of workplace harassment;
perception of future job security; and the workers' participation in any scheme of
unemployment insurance.
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Apparel-related trade data from the International Trade Centre trade map were
compiled for global apparel imports and major apparel sourcing countries from January
to September 2020 (the period when the COVID-19 pandemic passed the first wave and
entered the second wave). Disaggregated import data were collected for major supplying
countries, including Bangladesh, Sri Lanka, China, and Vietnam, considered to be the
major Asian suppliers and competitors. A unit value analysis of Bangladeshi and Sri
Lankan apparel exports was included to show the ‘price effect' during the crisis and
the 'quantity effect’ of the global demand shock on the apparel industry. Secondary
data were also collected from published official documents and rapid survey reports
on various issues related to the world of work, such as the status of employment in the
sector with a focus on women, wages, and occupational safety and health.

Key findings of the study

During the COVID-19 crisis, lack of preparation and limited resilience
intensified the suppliers’ challenges

The COVID-19 outbreak has negatively impacted the global demand for apparel.
The sudden massive fall in the demand for global apparel has engendered a ‘domino
effect, with multiple consequences across the value chain (Figure 1). It began with
restrictions on the movement of goods and services, followed by a drop in apparel
demand, the cancellation and deferment of orders, the reduction of suppliers' revenue,
and then the laying off workers in the supplying countries.

Figure 1. Domino effect in the global apparel industry due to COVID-19

La
retré/ Off ang

Source: Authors' illustration
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Apparel buyers' retail sales fell enormously within a short period of time after March
2020. In the United States alone, the sales of clothing stores declined by 79% in April 2020
compared to March 20202 Due to excess inventory at the retailers’ end, both buyers and
brands had to cancel their ongoing and future orders while applying the contract clause
of 'force majeure.” At the same time, many buyers faced bankruptcy, and payments to
suppliers were severely delayed.

In the case of suppliers, the crisis was multidimensional. According to the Better
Buying Special Report (April 2020), 76% of global suppliers were faced with reducing
their export orders:. The highest proportion of order reductions took place in Bangladesh
(93%), Vietnam (80%), China (74%), and India (61%). Importantly, 70% of the suppliers
reported cancellations of orders by brands/buyers, and 66% reported reductions in
their order volume. The cancellation and deferment of orders from the slump in global
apparel demand resulted in a significant drop in product imports from sourcing countries,
including Bangladesh and Sri Lanka. Both countries experienced a drastic decline in
their apparel exports. Global* apparel imports from Bangladesh decreased by 23% from
January to July 2020, whereas imports from Sri Lanka decreased by 31% from January
to August 2020 (Table 2). Notably, this reduction was much less than it had been during
the initial period of the pandemic (March to May 2020). Some orders that had initially
been cancelled were reinstated at different levels through repeated engagement with
brands/buyerss. This included about 90% of the total cancelled orders of the Bangladesh
Garment Manufacturers and Exporters Association members and 55% of the total
cancelled orders of the Bangladesh Knitwear Manufacturers and Exporters Association
members.

Factory closures made it difficult for Bangladeshi suppliers to pay their workers. In
addition, many buyers faced bankruptcy and/or their payments had been halted or were
late. Many local suppliers were adversely affected, receiving little support from banks
during the initial period. Because most export orders (55%) were handled without a
Letter of Credit (open LC), and had no export guarantees, at the request of the suppliers,

2 See: https://apnews.com/article/e95a6d2d0a721fcffb4efb9435b84f4f

3 The suppliers' crisis started to emerge at the initial phase of the COVID outbreak, when only China was
affected by the virus. The suppliers, particularly those that were accustomed to relying primarily on China
to source their raw materials, had to face a shortage of such materials after China's outbreak. The suppliers
also had to face an immediate drop in export orders due to the pandemic.

4 This primarily includes the countries that import from Bangladesh.

5 A few leading brands working in Bangladesh took positive steps to ensure that RBPs were followed, with
a view to creating evidence of their good example and influencing other brands and buyers to follow.
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the Central Bank of Bangladesh introduced a credit risk guarantee for open LCs. Similarly,
Sri Lankan suppliers faced harsh order cancellations and pushbacks, reductions in
volume, and extended payment terms. For instance, payment terms that were usually
settled within 30-45 days were extended to as many as 150 days, severely affecting
stakeholders' liquidity across the value chain, especially the small and medium-sized
enterprises that historically retain only limited reserves.

Table 2. Import of apparel from Bangladesh, Sri Lanka, China, and Vietnam

Export to
% Change % Change % Change % Change
between 2019 & | between 2019 & | between 2019 & | between 2019 &
2020 2020 2020 2020

World -23¢ -31" -189 -14a
EU (27) 21l® -23h =158 -120
USA -13¢ - 15¢ 7
Canada =274 - v -174
Australia -16¢ = -8¢ =5°
Japan -12f = -18f -7
China -399 - - -20¢

Source: Authors' calculation based on the International Trade Centre trade map (2020)
Note: °* Jan—Jul, < Jan-Sep, ¢ Mar=Jul, " Jan —August

It is hypothesised that a demand shock during a time of crisis has a greater adverse
impact on quantity than a demand shock on the price of products. In other words, the
‘price effect’ is relatively lower than the ‘quantity effect’ during the crisis period. Analysis
of the unit value of apparel imported from Bangladesh and Sri Lanka from January to
July 2020 generated mixed results. In Bangladesh, the basic to medium-end products
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produced experienced a moderate adverse impact in the major markets due to their
relatively less elastic demand®. Bangladesh experienced both adverse price effects and
volume effects in different markets. In contrast, Sri Lanka experienced high negative price
and volume effects. The higher negative impact on the price of Sri Lankan apparel could
have been related to the concentration of medium- to high-value products with elastic
demand.

Overall, both Bangladeshi and Sri Lankan suppliers were ill-prepared to handle a
crisis like COVID-19. Comparatively, however, Bangladeshi suppliers were less prepared to
address the vulnerabilities and risks accompanying immediate and short-term crises than
their Sri Lankan counterparts. Better inventory management, flexibility in the sourcing of
raw material supplies, flexible supply chain management, innovative approaches, and
better use of digital infrastructure, helped Sri Lankan suppliers manage the crisis better.
This was partly due to the medium- and high-end product market segment of the apparel
value chain where Sri Lanka primarily resides, and the smaller scale of supply orders.
Bangladesh's lack of planning and practices aimed at minimising vulnerability and risk,
placed its suppliers under greater pressure.

The domestic capacity needed to support the apparel sector was
squeezed due to fiscal constraints; the sourcing countries’ initiatives
were inadequate

In Bangladesh, the government responded to the pandemic's economic fallout by
instituting immediate support measures. It first focused on the ready-made garment
(RMG) industry in the form of a support package. The package was worth Tk 5,000 crore
(USD 588 million) in subsidised credit to RMG enterprises and it could only be disbursed
in the form of workers' wages. Subsequently, at the behest of RMG owners, the package
was extended once, and the total size of the fund reached USD 1.2 billion. The Central
Bank of Bangladesh also introduced several immediate measures’, a major function of
which was to provide relief to factories that had cash constraints.

6 Bangladesh's top 10 knit products include 610910, 611020, 611030, 610462, 610510, 611120, 610990,
610711, 610342, and 610442. Its top 10 woven products include 620342, 620462, 620520, 620343, 620193,
621210, 620640, 620293, 620469, and 620463.

7 These included an extension of LC usance, reduction in the repo rate, increase in the transaction
limit of credit and debit cards and mobile financial services, the waiving of charges for credit and debit
transactions, a reduction in the liquidity ratio requirement, a reduction in the cash reserve requirement, a
waiver of interest on loans, an increase in the export development fund, and the temporary deferment of
loan payments. The National Board of Revenue, the country's official tax authority, also announced a few
incentives in this regard, and received government approval for its drafted legislation to extend taxpayers'
time to file their tax returns.
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According to Khatun and Moazzem (2020), subsidised credit support was not received
by all factories. Specifically omitted were a part of member factories and all non-member
export-oriented factories. In addition, the credit support only covered 65% of the gross
wages of workers who were in jobs. Laid off or retrenched workers (about 0.36 million
as of October 2020) did not enjoy the benefit of this support. Nonetheless, such cash
support enabled factories to mitigate their cash constraints and to continue operating.
Further, this credit support was paid directly to the workers' banks or mobile financial
service accounts, which is a good example of inclusive banking.

In Sri Lanka, due to its high debt burden and narrow fiscal space, the government
responded to the COVID crisis largely through monetary policy mechanisms. For instance,
a debt moratorium of six months (April to October 2020) on interest and capital was
introduced, targeting tourism, plantations, the Internet technology and apparel sectors
and their related logistics providers, and small and medium enterprises. The existing
tenure on loans eligible for the debt moratorium was also extended. Similarly, through a
partial loan guarantee facility, the Central Bank of Sri Lanka reduced interest rates and
allowed commercial banks and other formal lending institutions to approve short-term
working capital loans (either two months working capital or Rs25 million, equivalent to
USD 134,372, whichever was higher) at 4% interest. Most factories availed themselves of
these working capital loans made feasible by the government?.

No specific fiscal stimulus was passed in Sri Lanka, either at a macroeconomic level
or at the level specifically catering to the apparel sector. Several suppliers have reported
that the economic relief initiatives were inadequate. The small suppliers particularly
struggled to access loans, and they were forced to rely heavily on their pre-established
banking relationships.

Meanwhile, sourcing countries made substantial cuts to their respective development
budgets, which reduced their capacity to support the apparel supplying countries.
For example, the flagship project of the ILO and the Department of Inspection for Factories
and Establishments (DIFE) in Bangladesh aimed at improving working conditions was
phased out. Similarly, the Netherlands, which is a major apparel sourcing country in the
EU, cut its development budget, and the resources were reallocated to support domestic
economic activities®. Although the Netherlands' budget cut for Bangladesh was not
substantial, no new project was initiated during the COVID period.

8 One small firm interviewed did not apply for a loan because it did not want to increase the debt burden
on the company.

9 According to anecdotal information, in the first 38 weeks of 2020, 2,511 companies (both RMG and non-
RMG related companies) filed for bankruptcy in the Netherlands.
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In the case of Sri Lanka, sourcing countries did not initiate any short-term measures
explicitly directed at the apparel sector. Nonetheless, some primary export market nations,
such as the US, and some countries in the EU, provided support to public health capacity
development to supplying countries' governments. In addition, some brands/customers
of Sri Lankan suppliers availed themselves of temporary financial relief packages granted
by their home states.

Overall, the fiscal constraints on supplying countries impeded their ability to directly
support the employers and workers in the apparel value chain. The credit-led support
mechanism at the domestic level helped factories overcome their short-term liquidity
constraints. The contributions of sourcing countries (in the form of development budgets)
to support the sector were modest. Thus, the sector did not benefit at a level that could
ensure its sustained recovery in the medium-term.

The limited efforts of governments and suppliers could not lessen
the dismal state of the world of work

When its factories closed due
to COVID, the world of work in the

Bangladeshi apparel sector experienced When factories

immediate- and short-term adverse closed due to
COVID, the

workers were only

effects. During this period, the workers
were only partially employed, with large
numbers being furloughed and others

being partly laid off. As of October partially employed,
2020, more than 0.36 million workers with large numbers
in the Bangladesh RMG industry had being furloughed and
lost their jobs (Centre for Entrepreneur others being pqrtly
Development, 2021), and about 58,000 laid off.

workers had been laid-off (Centre for

Entrepreneur Development, 2021).

According to the trade representatives

interviewed for this study, the suffering of fired and retrenched workers was compounded
by employers who offered little compensation or support. In a 2021 survey by the Centre
for Entrepreneur Development, only 14% of the laid-off/retrenched workers received their
dues as required by the 2015 labour rules. Although most of the suppliers denied that
workers had been fired or laid off, particularly in recent months, the monthly average data
indicate that a significant number of workers were fired between June and September
2020, and the number of laid-off workers increased as well (Table 3).
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Table 3. Month-wise fired/retrenched workers (based on the DIFE Report)

Months in 2020 Average N_o. of workers | Average N_o. of workers Avera_ge No. of workers
fired laid off with wages due

June 21023 12083 399251
July 24534 15782 272008
August 23582 19831 93998
September 23660 22978 108629

Source: Authors' calculations based on the DIFE (2020)

In Bangladesh, the suppliers agreed with the government and trade unions that the
workers should not be laid off or retrenched. Instead, the workers were paid at a reduced
wage from April to June 2020 (60% to 65% of their gross wages). According to certain
trade union representatives and the workers surveyed for this study, pressure from the
government, brands, trade unions, and international organisations, meant that some
Bangladeshi suppliers fired and laid off workers covertly. The ongoing crisis also forced a
few Bangladeshi suppliers into bankruptcy, which led to a further loss of jobs among RMG
workers. Nevertheless, some of these workers were subsequently reemployed. Roughly
37% of the factories that retrenched workers rehired them later (Moazzem et al., 2021).
This suggests that there was a late decrease in worker suffering in terms of retrenchment,
coinciding with buyers beginning to reinstate orders and suppliers starting to re-employ
workerso,

The drop in worker earnings resulted in additional negative consequences. Between
December 2019 and September 2020, workers' average earnings declined by 8%. This
was, however, less of a drop than they experienced in the earlier months of COVID-19
(April, May, and June 2020). Critically, worker income decreased concurrent with an
increase in the price of essential commodities, burdening these individuals even more.
As a result, 58% of the Bangladeshi RMG workers participating in the survey said that
they had more financial difficulties than they had before the pandemic. Worse, 82% of
the surveyed workers had experienced the deterioration of their food intake. Most were
unable to overcome this, given that only 12% received some support for their household

10 Given that some workers had already migrated from their workplace to survive the crisis, some suppliers
had to issue new job circulars to fill in the worker gap.
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needs. Ensuring that workers have jobs, even at reduced salaries, would help to relieve
their suffering.

A sharp contrast was found between Bangladeshi and Sri Lankan workers in terms of
job uncertainty. In September 2020, Bangladeshi workers said they were less concerned
about job security than they were in April 2020 (Figure 2). Grade-wise analysis of the
workers' survey data shows that workers at Grades 1 and 3 were the most financially
burdened and uncertain about their job security. In Sri Lanka, the level of uncertainty
remained the same in September 2020 and April 2020. This could be attributed to the
second wave of COVID-19 cases in Sri Lanka that led to new lockdowns in different areas
around the country, and growing uncertainty over operations within factories.

Figure 1. Domino effect in the global apparel industry due to COVID-19

Not concerned 84%

Somewhat concerned

BANGLADESH

Very concerned

Not concerned

Somewhat concerned

SRI LANKA

Very concerned

0% 20% 40% 60% 80% 120%

B 4th week of September W 1st week of April

Source: Based on workers' perceptions survey (2020).

The workers' experiences with COVID-19 health hazards were different in Bangladesh
and Sri Lanka. In Bangladesh, although the government decreed several precautionary
measures for factories to take, the evidence suggests that they were not strictly followed.
In October 2020, DIFE prepared a guideline for factories addressing health-related issues
related to factory premises. Technical support was also provided by the ILO. However, the
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survey conducted on the workers found that 18% of the workers did not go for a test even
after having COVID related symptoms.

The world of work experienced other challenges. About 17% of the workers surveyed
reported an increase in work-related harassment due to the immense pressure from
buyers to complete reinstated orders within a short period of time. The workers recalled
how the work burden had increased within the same working hours. Given the uncertainty
resulting from the second wave of COVID-19, suppliers developed a preference for
recruiting workers on a contract basis rather than offering them permanent positions.
Because their job security remained uncertain, speaking out through trade union activities
also diminished. The workers were left with no other option but to cope with lower levels
of income.

In Sri Lanka, the world of work was
also highly susceptible to medium-term

uncertainty caused by the pandemic. During the
For instance, among the 40 workers first lockdown

surveyed, approximately 70% of whom . .
yed, app y e of Wi in Sri Lanka,
were machine operators, disruptive

shocks to the supply chain had 67% of the workers
substantially impacted their income and surveyed said they
livelihood. During the first lockdown in had been temporarily
Sri Lanka (March to June 2020), 67% of retrenched, |eqding to
the workers surveyed said they had been the collapse of their

temporarily retrenched, leading to the
collapse of their income. This had placed
a disproportionate burden on low-income
workers. Among the interviewed workers,
64% reported an increase in their debt obligations in September 2020, compared to
December 2019. Seventy-nine percent of the female workers and 66% of the male workers
had been forced to sell their assets or spend their savings to survive during this period.
Among the measures they took was pawning jewellery.

income.

During the retrenchment period, only a few of those surveyed responded that they
had received financial or non-financial relief. Relief came in the form of non-financial
packages from employers or disbursements of a proportion of the workers' salary.
The monetary support was approximately Rs5000 per month, (about USD 27, and similar
to the government's temporary support). The non-monetary support generally consisted

11 Among the workers and suppliers, there has been a tendency to hide COVID symptoms and to avoid
going for testing.
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of grocery packages. The adequacy of these non-monetary goods packages varied from
employer to employer. Having said that, such measures were unlikely to be sustainable
over the medium-term or to overcome the impact of COVID-19 on the most vulnerable
stakeholders in the value chain. This is especially troubling because only 15% of those
surveyed belonged to a social protection programme. Most of the workers had no
effective safety net. It was revealed that some preliminary discussions had taken place
between the Ministry of Skills Development, Employment, and Labour Relations, and the
ILO aimed at establishing a social and employment protection programme. However, this
policy had not been implemented.

The impact of COVID-19 on the world of work also had a keen gender dimension,
with the negative impacts described above disproportionately affecting female workers.
Among those surveyed, 90% of the female workers expressed heightened concerns over
job security, whereas no male workers shared similar sentiments. It should be noted,
however, that the sample of male workers was much smaller and included workers at a
higher grade of work than most of the female workers.

The pandemic has highlighted a gap in Sri Lanka's legislation that could potentially
undermine its medium-term response to the world of work. In general, violations of
working conditions and other labour-related issues have been investigated under the
authority given to the Department of Labour through the Factories Ordinance and the
Shop and Office Act. However, since the pandemic began, all of the regulations and
requirements pertaining to the world of work have been issued by the National COVID-19
Taskforce and the Ministry of Health. Looking forward, the government must find a balance
and an effective and efficient solution for the medium term by aligning and improving
inter-agency coordination between the Department of Labour and the Ministry of Health.

Similarly, following COVID-19, for the medium- to long-term it is vital that the
Sri Lankan authorities revisit the country's legislation and update it to cater to the rapidly
changing world of work. For example, Sri Lanka's current legislation does not allow
companies to reduce employee salaries, even if the employees are unable to work due
to an event like a lockdown. However, given the unprecedented nature of the COVID
situation, the Sri Lankan government made a cabinet decision to grant companies an
exemption. These kinds of issues will need to be considered in the future.

Medium-term recovery challenges will continue during the second
wave of the COVID-19 pandemic

During 2020, most countries experienced an initial wave of cases between February
and September, and a second wave of cases after October. New daily confirmed cases
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have continued to rise in many countries around the world. Different restrictions have
been imposed on the movements of people and economic activities. These have affected
retail businesses and stymied any potential for a quick recovery, originally anticipated
for the end of 2020 or early 2021. Given this uncertainty, brands/buyers have begun to
reduce the volume of their purchases for the coming months.

The 2021 outlook for the world economy is not very promising. Even though it is
expected to grow from () 4.4% in 2020 to (+) 5.2% in 2021, the positive shift will not ensure
a return to pre-pandemic employment levels. Unemployment levels may marginally
decline in 2021. However, high unemployment will continue to affect consumer behaviour
and will not improve the dampening effect caused by the high rise in consumer demand
in the post-COVID period.

The consumer confidence index for the major markets, which started to fall after
March 2020, has been gradually improving since June 2020. However, the level of
improvement is much lower compared to 2019, and it may take a significant amount of
time before conditions return to pre-pandemic levels.

Crucially, the second wave of COVID-19 significantly reduced the 2020 Christmas
season demand in prominent markets such as the US, UK, and EU. This is a lucrative
period for the apparel sector. Thus, to compensate for the reduction in retail shopping,
brands and buyers are beginning to focus more on their online sales.

The brands operating in Bangladesh have indicated that it is too early to project any
future recovery, given the continuation of the second wave. Despite the uncertainty, they
have expressed confidence that Bangladesh will remain a major source for apparel in the
coming months. Some key market buyers have predicted that Bangladesh's position will
not change in terms of its market share.

Concurrently, the brands/retailers working in Sri Lanka have indicated that the
most significant challenge in the medium term is continued uncertainty over the
pandemic and its effects. Given that the landscape continues to change almost daily,
the brands have displayed caution when it comes to making significant medium-term
predictions. Uncertainty has also led to a paucity of medium-term order commitments
by brands, retailers, and buyers. These concerns have been exacerbated by the slow
rate of economic recovery in the major markets and the continued furloughs and layoffs
in the key industries. A decline in disposable income, therefore, poses a considerable
medium-term challenge.

Fashion brands face greater challenges because their stock tends to be seasonal.
They expect to see the return of demand only by the spring and summer of 2021.
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These brands are also experiencing a slowdown in new product design and development
because factories are working at a lower capacity. If consumer demand continues to
remain low, such brands and retailers are likely to initiate further wage cuts and layoffs
by closing retail stores.

Bangladesh's apparel exports, which significantly dropped after the initial outbreak
of COVID-19, recovered in the subsequent months (Figure 3). However, this fragile recovery
came to a halt in October 2020, when it experienced negative growth of (-) 7.78%.
The latest negative trend during December 2020 reflects the impact of the second wave
of COVID-19 across the major global apparel markets. The upward trend in month-on-
month export growth (from April to September 2020) did not explain the full recovery
status of the RMG industry. Buyers were reluctant to place new orders mainly because
they were expecting a second wave of COVID. Sri Lanka was hit the hardest in May 2020,
when its export growth was (-) 67%. After that, the negative growth started to weaken
(Figure 3). The recovery of the Bangladeshi and Sri Lankan apparel sectors will largely
depend on containing the virus and the opening-up of economic activities in the major
sourcing countries.

Figure 3. Month-on-month changes (%) in the RMG exports of Bangladesh and Sri Lanka
(in 2020)

10

-10 __—_ m
~\ [ -
- \ \ /

0 \ \ /

- \\ \\ //

o \ XY
\ /

-90

jan-20 feb-20 mar-20  apr-20  may-20  jun-20  jul-20 aug-20 sep-20 oct-20  nov-20  dic-20

e Bangladesh e SrilLanka

Source: For Bangladesh, (Export Promotion Bureau, 2020) and for Sri Lanka, the authors' calculations
(based on International Trade Centre, 2020)

In Sri Lanka, the respondents indicated that orders would be unlikely to return to
pre-COVID levels until at least the winter 2021 season. Accordingly, suppliers may have to
contend with lost revenue while managing their costs and viability. The RMG sector could
see more layoffs in the medium term as the suppliers try to adapt to the lack of demand
for their products.
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Sri Lanka's primary macroeconomic medium-term challenge is addressing its high
debt burden while simultaneously attempting to stimulate its economic recovery within
a narrow fiscal space. Domestic economic activity has largely recovered due to the
country successfully managing the community spread of COVID during the first wave.
However, its borders remain closed to most tourists, and the second wave of cases has
disrupted its initial progress. Under these conditions, Sri Lanka will need to rely heavily on
export revenue-generating sectors such as apparel.

Overall, experience has been lacking among buyers, suppliers, and the governments
of supplier countries in their efforts to manage the medium-term challenges of supply-
side issues. Such inexperience is likely to be even more challenging for these stakeholders
if the high unemployment rate persists.

Limited initiatives undertaken across the value chain would delay
the recovery process

The brands operating in Bangladesh have undertaken several initiatives targeting
RBPs in the apparel sector value chain. Many initiatives were set in motion even before
the COVID-19 crisis. For example, several brands/retailers formed an alliance called
‘action, collaboration, and transformation’ and made a commitment to providing a living
wage for RMG workers in supplying countries?. Twenty-two brands pledged that they
would not negotiate the cost of labour so that labour would receive a decent wage®.
These 22 brands also committed to rolling out RBPs until December 2021. However, the
commitment has not yet been implemented, and without the participation of a significant
number of buyers, the targeted outcome may not be achieved. The brands are further
supporting suppliers by helping them access financing through banks, acting as informal
guarantors, and through guaranteed payments and order commitments.

In Sri Lanka, large brands, buyers, and retailers have initiated structural reforms to
their supply chain management by allocating more responsibility to the relevant country
teams and reducing dependence on the large central teams at their headquarters. Brands
are also exploring the closure of more retail outlets and are allocating more resources to
the expansion of their online platforms and sales. Due to changes in consumer behaviour
(e.g., lack of formal physical interaction), and thus consumer demand, some fashion

12 Workers' representatives can negotiate their wages for three years based on a company's collective
bargaining agreement. The buyers have agreed that if any country maintains this programme, it will be
given first preference for orders. This initiative had already been in place two years before COVID.

13 These 22 brands hold 30-35% of the total market share.
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brands are shifting away from formal wear and moving more towards casual wear and
loungewear, at least in the medium term. Based on the interviews and surveys conducted
for this study, brands have not made any specific commitments to support their supply
chains because they are facing an uncertain future themselves.

After the first wave of COVID-19, some suppliers in Bangladesh considered diversifying
their product basket. However, diversification has become more challenging under the
current uncertain circumstances. The survival of suppliers, particularly medium-sized
suppliers, will be more challenging if the second wave of COVID batters the industry
again in a way that is similar to the first wave.

Some Bangladeshi suppliers are now searching for new markets to sustain themselves
if a similar crisis occurs in the future, including another wave of COVID-19. Government
diplomacy could help with the expansion of the export market for Bangladeshi suppliers,
particularly given the possibility that Bangladesh may be dropped from the list of least
developed countries, eliminating the ‘preferential access' of its apparel industry in many
countries.

The restrictions on movement owing to the pandemic have raised new prospects
for Bangladeshi suppliers' online-based businesses. Although some suppliers have
considered shifting their business to online-based platforms, most are not positioned to
do so because additional investment is required. Due to COVID-19, most of the suppliers
in Bangladesh are currently focused on backing up their resources so they can survive
another wave of the virus. This uncertainty is preventing many of them from relocating
their business to the Internet.

Sri Lankan suppliers have learned from the COVID-19 pandemic and subsequent
disruptions that there is immense value in diversifying the supply chain. Diversification
measures have taken shape in several ways. Brands/buyers have placed greater trust
in companies that have factories in multiple locations, both within one country and
across multiple countries. Certain large apparel suppliers have benefitted from outward
investments in other countries and regions outside of Sri Lanka. These suppliers have
been more successful in moving production across their web of factories, depending on
the ground situation in the other countries. Several other companies are now considering
opening factories in countries such as Vietnam, which is currently developing a network of
free trade agreements with the EU, the Association of Southeast Asian Nations (ASEAN),
and the US.

Location diversification is also a critical factor within Sri Lanka. A large proportion of
Sri Lankan apparel factories are concentrated in free trade and export processing zones
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in the Gampaha District. Because of this, when the second wave of COVID infiltrated
this region, the entire sector suffered from a regional lockdown. Meanwhile, companies
in other areas of the country were less affected. In response to this, companies began
to consider decentralising their business operations and diversifying the geographic
spread of their factories around the country. This could ultimately become a vital cog
in addressing regional income inequality and supporting the government's efforts to
achieve SDG 10 (reduced inequalities). However, the government would need to facilitate
relocation to under-developed areas, make complementary investments in infrastructure,
and undertake other policy measures.

Another aspect of Sri Lankan diversification has been diversifying the basket of
products produced there®. In the short-term, some suppliers have moved away from
office wear and designer clothing towards more core products such as home wear and
children's or baby clothes, which are viewed as essential. However, once the pandemic
subsides and demand recovers in the medium- to long-term, the sector is likely to revert
to its usual operations. In response to the pandemic, some suppliers have also modified
their operating procedures to produce and export Personal Protective Equipment (PPE).
Some Sri Lankan companies have been successful in recovering a portion of their losses
from reduced demand by producing non-medical PPE products. Unfortunately, the
industry overall has been unable to tap into the high demand for medical PPE because it
has not received the required standardisation certifications. To overcome that, a few large
companies have invested significant amounts of money to gain the required approvals
to produce medical PPE.

In response to the current situation, some suppliers have focused on developing their
brands for local markets in the medium term. This strategy was especially profitable in Sri
Lanka following the first wave of COVID-19. The country's relative success in managing
the pandemic has meant that its economic activity has recovered faster than many other
countries. Nevertheless, the second wave of COVID cases has disrupted these plans.

Similar to the larger brands, suppliers with the required capacity have been taking
measures to digitise their supply chains through the use of technologies such as 3D
modelling, remote access coordination, and inventory updates. However, whereas many

14 The second aspect of diversification is the verticality of the supply chain. Currently, Sri Lanka's 'value
added' in the supply chain is 52%. The industry hopes to increase this to 60-65% over the next few years
and insulate the sector from potentially similar disruptions to its global supply chain. One major boon
towards achieving this goal has been the government's recent approval of a proposal to establish a fabric
processing park in Eravur, a city in the Eastern Province of Sri Lanka, in its 2021 budget. This step will reduce
the sector's reliance on imported fabric, especially from China, and provide a viable alternative if there are
future disruptions.
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of the larger companies, (accounting for approximately 80% of the sector's revenue),
are able to make these changes, others are less capable, largely because of resource
constraints.

Beyond the direct COVID-19 related impacts, the imposition of import restrictions
to alleviate currency pressures in Sri Lanka has placed a considerable burden on
small-scale suppliers. In contrast, medium- and large-scale suppliers are not directly
affected by the current import restrictions. An exemption has been granted for the import
of raw materials and the intermediate goods of export industries.

According to the interviewed representative of development partners, a major focus
should be placed on ensuring that suppliers do not ignore small buyers, given that
small buyers tend to be less resilient. Further, the issue with workers' health and safety
might become less important in supplier countries in the future due to concerns over the
survival of RMG suppliers. Given that online selling has been growing faster than retail
sales, promoting health and safety will be important in the future to ensure that workers
receive the fastest possible coverage under online-based trading.

In Bangladesh, the ILO has extended support to DIFE to develop a safety protocol
and guidelines to be maintained at the factory level. Use and awareness of the safety
guideline have been much weaker in the non-RMG sectors. Notwithstanding its
efforts, DIFE appears to have placed insufficient pressure on the factories to comply
with the monitoring guidelines. Since the pre-COVID period, Deutsche Gesellschaft fir
Internationale Zusammenarbeit has also been working with the Bangladesh government
and the ILO on Employment Injury Insurance as part of establishing a national insurance
scheme for industrial workers. A pilot project was planned for selected RMG factories;
however, due to COVID-19, it was postponed. It is expected to be revived soon. There is
a demand for an unemployment insurance scheme for industrial workers to address the
challenges they face during long-term crises. The ILO has been working with the Ministry
of Labour and Employment to initiate a project on industrial safety beyond the RMG
sector. It would cover other important and sensitive sectors, which would be likely to
include leather, textiles, plastics, chemicals, ceramics, and construction. The government
of Denmark has expressed an interest in supporting nutrition programmes for industrial
workers, including RMG workers. In addition, the EU has pledged support by distributing
BDT3,000 (around USD 36) to the one million employees who were laid off due to COVID.
A grant was supposed to be paid in June 2020 through the Mobile Financial Services.
However, the initiative has not been implemented, mainly due to the unavailability of a list
of workers who lost their jobs, lack of a proper work plan, and other logistical difficulties?.

15 See: https://www.textiletoday.com.bd/eus-e117-mn-aid-jobless-rmg-workers-stalled/
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In Sri Lanka, the initiatives taken by its apparel sector stakeholders to promote
engagement between sourcing countries and international organisations can broadly
be divided into two parts: sourcing initiatives and capacity development initiatives.
Sourcing countries and other development partners have introduced a series of capacity
development programmes aimed at Sri Lankan companies, including those in the apparel
sector. These initiatives have included webinars and other workshops on continuing to
open trade lines, responding to the new market realities, and helping Sri Lanka's small
and medium-sized enterprises expand during the pandemic. In addition, some countries
and multilateral development partners, in partnership with the Joint Apparel Association
Forum have introduced online platforms to support connections between the Sri Lankan
apparel manufacturers and potential customers.

In terms of other-directed multilateral initiatives (e.g., the ILO call to action), Sri Lanka
has faced challenges in accessing and leveraging its benefits as a middle-income country,
given that many of the proposed initiatives have been directed at low-income countries.
Notably, many of Sri Lanka's market competitors in the apparel sector fall into this latter
group of nations.

In the medium term, the government of Bangladesh has so far undertaken a
few initiatives. The timeline for repaying the first instalment on subsidised credit was
extended until December 2020. However, almost all of the interviewed suppliers said they
had argued for similar government support during the second wave of COVID-19. The
suppliers also said they wanted the government to play a more active role in securing
delayed payments from buyers.

In contrast, due to its high debt burden and narrow fiscal space, Sri Lanka's
government has responded to the current crisis mainly through monetary policy
mechanisms. The vast majority of apparel sector-specific initiatives are currently taking
place at the departmental and agency levels. Government institutions, such as the Board
of Investment, the Export Development Board, and the Department of Commerce, in
partnership with different Chambers of Commerce and the Joint Apparel Association
Forum have introduced several initiatives to facilitate both continuous exports with few
disruptions and capacity development programmes?e.

Overall, many promises have been made targeting the long-term upgrading of
the Bangladeshi and Sri Lankan apparel value chains. However, only a few noticeable

16 For instance, the Department of Commerce has introduced an online mechanism in which documents
can be submitted for approval. Meanwhile, the government has given permission to export industries to
continue operations, even during lockdown periods.
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measures have been announced and are being implemented. These are likely to make
only a limited contribution to ensuring the effective recovery of the major market players
across the value chain. Thus, there is a need to explore alternate measures.

Identifying a value chain based solution: a framework of cooperation
between stakeholders in the value chain to address the medium-
term recovery challenges

The medium-term recovery will depend on how effectively the period of COVID-19
related contamination can be mitigated throughout the world through the use of the
new vaccines. Even in a best-case scenario, it will take more than a year for most of the
world to become vaccinated?. Therefore, the recovery period can be expected to exceed
a year. The strategies, approaches, and tools needed to address the recovery must be
innovative, effective, and time-sensitive to address the challenges of the recovery period.
This section explores an alternate approach to recovery in combination with initiatives at
both the value chain level and the national level.

At the value chain level, the initiatives suggest that a better distribution of orders
between supplying countries would contribute more to the recovery process of the
supplying firms in different countries. In this study, changes in the distribution of the
market share of knit (HS code 61) and woven (HS code 62) products were analysed for
the major supplying countries during the pre- and post-COVID periods. Among the top 20
apparel supplying countries, market shares underwent significant change between the
pre-COVID (December 2019) and post-COVID (June 2020) periods (Figure 4). China, the
leading apparel exporter in the world, achieved the highest rise in market share, followed
by Vietnam, Germany, Italy, Turkey, the Netherlands, Belgium, and France. Specifically,
during the COVID period, China's share of knit products increased from 34% in December
2019 (pre-COVID period) to 39% in June 2020 (during the COVID period). Its share of
woven products increased from 36% to 45% during the same periods. In other words,
brands and buyers over-focused on either a few large supplying countries or on reshoring
the production orders within their own regions. Consequently, the other major supplying
countries such as Bangladesh and Sri Lanka lost their share during the COVID-19 period
(based on International Trade Centre, 2020).

During this time, Bangladesh's share of knit products fell by 2% and its woven
products fell by 1%. In contrast, Sri Lanka's share of knit and woven products declined
by less than 1%. The alternate strategies followed by buyers in placing orders adversely

17 See: https://www.unicef.org/coronavirus/what-you-need-to-know-covid-vaccine
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affected the poor developing countries,
preventing them from maintaining their

normal market share. If buyers and .
brands had maintained their market g Countries
share of export orders with the largest such as
supplier, China, an additional USD 2 Bangladesh

billion worth of orders could have been .

distributed to other traditional supplying cmd Sri LC"'IkCI
countries during the COVID-19 pandemic. lost their woven
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whether the supplying countries have share durlng the
the capacity to fulfil their orders based CoVID-19 period_

on their specifications unless they have

prior experience with the production and

supply of such products. A product-wise

analysis of Bangladesh and Sri Lanka showed that such a distribution of orders is feasible
even within the product baskets of the supplying countries, and further, that Bangladesh
and Sri Lanka would simultaneously benefit from this.

Under such an alternative, the brands and buyers based in Europe, the US, and other
major sourcing countries, could make a joint commitment to ensure there is a gradual
return to the pre-COVID market share of import orders for the traditional supplying
countries. The major buyers could make official notifications on how they intend to
implement the redistribution of orders. The EU based buyers' platform could take the
lead in facilitating this process. The sourcing countries’ governments could encourage
their brands and buyers to comply with the redistribution of orders pursuant to their
RBPs.

Analysis confirms that both Bangladesh and Sri Lanka have the capacity to supply
the products that are currently being supplied by China. Figure 4 shows Bangladesh
and Sri Lanka's share of the global imports of different woven and knit products. Both
countries produce a considerable share of the global imports, along with China, of their
top five products. According to data from June 2020, Bangladesh and Sri Lanka enjoyed
a substantial market share in each of the products. Thus, they are likely to have the
capacity to produce such products in greater amounts if orders must be shifted from
other major suppliers such as China.
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Figure 4. Market share of knit and woven products among the major supplying countries

during the pre- and post-COVID periods
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The developed and developing country suppliers that received a greater share of

export orders during this period benefitted from the additional orders. The point is that
these countries are well-positioned to support their industries and workers under their
social support and other schemes. In contrast, there are countries in the supply chain that
would benefit more from fulfilling these additional export orders, particularly when they

are facing fiscal constraints and have weak social support schemes for their industries
and workers.
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Most of the apparel supplying countries in the developed and developing country
categories have strong social support schemes underpinning their enterprises and
workers. Given the ongoing crisis in the global labour market, including in the apparel
sector, these social protection schemes have played a vital role in these countries.
Social protection schemes vary by country. For instance, in China, support for the
workers who lost their jobs during the pandemic was extended through social protection
schemes. Concurrently, China issued guidelines for subsidising unemployed workers who
were ineligible for the existing unemployment insurance scheme (ILO, 2020 b). Vietnam
has also made significant positive changes to its social protection scheme. The budget
allocation for Vietnam's social safety net has increased over the years (Dzung & Vinh,
n.d.). In addition, Vietnam passed the Social Insurance Labour Law in 2006, amending it
in 2014, to bring public and private employees under the social protection umbrella on a
compulsory basis in the event of disability, sickness, maternity, work injury, unemployment,
and old age (ILO, n.d.). The fund for social insurance is generated by contributions from
the government, employers, and employees (ILO, 2014 q).

In terms of its public social protection expenditures (excluding health) on people of
working age, Bangladesh has been ahead of Vietnam, India, Sri Lanka, and China® (ILO,
2019). However, there has been no dedicated social protection policy or insurance scheme
for RMG workers in the country. As a result, even after a recent wage increase, workers
in this industry, among whom 54% are female, have remained vulnerable to big economic
shocks or crises. The fiscal constraints of the government have continued because the
total domestic resource mobilisation during July and August 2020 (the first two months
of the fiscal year, FY2021) was (-) 0.66%, lower than the same months in the previous
year. Further, government budget financing (domestic and external borrowing) was (-)
21.3% lower in July and August 2020 compared to the previous year. Overall, the fiscal
constraints at the local level have also continued, thereby diminishing the government's
ability to initiate any medium-term support measures for the industry.

18 The United Nations Research Institute for Social Development defines social protection as a concern
that deals with preventing, managing, and overcoming situations that negatively impact people's well-
being (United Nations Research Institute for Social Development, 2010). Social protection aims to reduce
poverty by diminishing vulnerability and social risks, including unemployment and disability (World Bank,
2001).

19 The expenditures are as follows: Bangladesh 0.7%, Sri Lanka 0%, China 0.4%, India 0.6%, and Vietnam
0.5% (percentage of GDP).

20 See: https://thefinancialexpress.com.bd/views/opinions/social-insurance-for-rmg-workers-1547827995
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Figure 5. Proposed framework for cooperation in the global apparel value chain
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Sri Lanka has established several social protection programmes designed to provide
relief to low-income and vulnerable groups. However, there is no specific social protection
programme targeting the RMG sector. Any assistance the apparel sector workers receive
is due to their family members qualifying for other existing programmes. Among those
surveyed for this study, the low number who received government support through social
protection programmes could be attributed to this. In response to the COVID-19 pandemic,
the Sri Lankan government introduced a relief package designed to help individuals and
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families affected by the pandemic. This relief primarily took the form of a monthly cash
transfer of Rs5000 (around USD 27) in April and May 2020. It was distributed to those
who were already enrolled in existing schemes and to a limited number of specifically
identified individuals and households who were assessed as having been affected by the
pandemic at the Grama Niladari division level (the smallest level of local governance).
During the second wave of cases, a monthly cash transfer of Rs5000, or an in-kind relief
package of similar value, was provided to selected households in the lockdown areas.
The fiscal constraints of the Sri Lankan government continued throughout the COVID
period. Its total revenue and grants declined by 26% between January and July 2020
compared to the previous year. In contrast, its public borrowing between January and
July 2020 was 28% higher than the previous year. Thus, the government has had a limited
capacity to undertake measures in support of the medium-term recovery of the apparel
sector.

Conclusions

Disruptions in the global value chain owing to the COVID-19 pandemic have adversely
affected the major market players, including the brands, buyers, suppliers, raw material
producers, and workers. Bangladesh and Sri Lanka, as two important apparel-supplying
countries in Asia, have been among the worst affected by these disruptions. Although
the two countries operate in two different categories of the products market (Bangladesh
specialises in low-value mass-scale products, whereas Sri Lanka specialises in medium-
end products), the level of adversity in both countries has been similar. Analysis showed
that neither the buyers nor the suppliers were prepared for the COVID shock. Hence,
each of them experienced multidimensional challenges, including the closing of retail
stores, retail chain bankruptcies, the cancellation of orders based on force-majeure,
the deferment of orders, cash crunches at the suppliers' end, difficulty paying workers'
wages, and the retrenchment of workers. To address those challenges, enterprises across
the supply chain looked to their governments for support. The governments' fiscal and
monetary policy support measures helped the enterprises and workers address their
vulnerabilities and risks in the short term. However, this support was limited in scope
when addressing the medium-term challenges (i.e., when recovery is slow paced and
extends across a long period of time). Given the fiscal constraints, particularly among
the supplying countries, a value chain based solution is highly favoured to complement
national-level initiatives. These initiatives, in turn, will contribute to enterprises across the
value chain during the recovery process.

The analysis presented in this study showed that most of the measures that have
been undertaken have been either short-term with a limited focus on medium-term
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challenges or have targeted individual level challenges. Inventory smoothing, reshoring,
and alternate sourcing might be useful to individual buyers or buying countries; however,
supplying countries and suppliers would benefit less. Brands/buyers extended their
support by supplying medical equipment to workers and arranging training. Several
value chain based initiatives were identified, such as the ILO's global call to action to
support brands, buyers, and international trade unions, and the Europe-based brand and
buyers' platforms for responsible business practices (such as ACT). These initiatives could
function well if the brands and buyers could commit to and participate in a joint initiative.
Unfortunately, only a few such noticeable measures have been announced and are being
implemented. Thus, they are likely to make only a limited contribution to ensuring the
effective recovery of the major market players across the value chain. There is a need to
explore alternate measures.

Against this backdrop, this study presented a value chain based solution, which
could more effectively protect the interests of buyers, suppliers, and workers. This
solution suggests that market players in the global apparel value chain should consider
a distributive approach. This would ensure that the minimum required amount of orders
and income are sourced from suppliers where their respective governments have limited
financial capacity to intervene during a crisis through social support schemes and public
borrowing. The principle underpinning the distribution of ordersis to maintain abenchmark,
or baseline level, of orders that supplying countries can rely on, while maintaining strong
social support programmes at the pre-crisis level. The total number of monthly export
orders would be redistributed among countries that need more orders. The major brands
and buyers, through their appliances and forums, would decide how the orders should
be redistributed to the different supplying countries. This redistribution could be further
extended to suppliers within a targeted country where the more vulnerable factories
would receive a higher share of orders during the crisis period. Such a redistribution
would effectively keep factories operating and ensure workers' well-being for longer
periods of time. Notably, this redistribution is currently possible in the product basket
countries without compromising the quality and standard of the products produced.

Such an initiative would be an extension of what is currently being implemented under
the buyers' platform and the ILO-led global call to action. Specifically, this initiative would
become part of RBPs, and thus, would ensure worker well-being. It is expected that by
ensuring the effective redistribution of orders by the buyers targeting supplying countries,
a better outcome would result and enterprises would be helped in their recovery process.

Given the fiscal stress on many supplying countries, including Bangladesh and Sri

Lanka, their governments may be unable to extend their support for long periods of time.
An important feature of these countries' previous support measures is that they have
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primarily consisted of monetary policy instruments such as subsidised credit for short
periods of time. The fiscal policy instruments have been applied only marginally. Critically,
the apparel sector workers in both countries have not been covered by national social
insurance schemes. This is in sharp contrast to countries such as China where import
orders have been reshored and have increased regionally. It is also below the standards
of many European countries that have offered fiscal policy support and extended social
support under their respective social insurance schemes. Hence, a redistribution of
orders, as proposed, would not have an adverse impact on the world of work in the major
developing and developed supplying countries. However, it would have a huge positive
impact on the other supplying countries that are relatively less developed. A market-based
redistribution of orders would be more equipped to manage the challenges associated
with longer periods of recovery, as discussed above.

This proposed redistribution would be an extension of the existing initiatives
undertaken by major brands, buyers, and sourcing countries. Under the framework of
RBPs, the brands and buyers could implement redistribution programmes accompanied
by a commitment to return their share of import orders to the traditional sourcing
countries at the pre-COVID level. Different buyer-led platforms could take the lead to
facilitate the process. They could inform the global stakeholders on how the member
brands/buyers intend to honour their commitment. Brands and buyers could share
possible projected targets for buying from key supplying countries, including Bangladesh
and Sri Lanka. Further, the governments of the sourcing countries and the brands and
buyers, could extend their long-term support to developing the social insurance schemes
of the supplying countries, targeting apparel sector workers. A social insurance scheme
initiative is currently being implemented in Bangladesh on a limited scale with the support
of the EU and German government. Such initiatives could gradually become broad-based
with the participation of suppliers, buyers, brands, workers, and the governments of the
supplying countries. Several brands and buyers have expressed an interest in contributing
to the newly created social protection scheme for RMG workers. Because the proposed
redistribution framework is still in the early stages of development, there is an opportunity
for further research with a view to its applicability to the RMG value chain.
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