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Introduction

Subcontracting is one of the most important features of
industrial networks and jndustrial development. Jayaweera and Dias
(1989) have only analyzed nature of su bcontracting activities in the Sri
Lankan garment industry but their study also focused on the impact
on women. With ihe phasing out of the lvlulti Fiber Arranqement
(MFA) in January 2005 and the withdrawal of Generalised Scheme
of Preferences (GSP+) facility in 2009, many small and medtum
sized faclories were closed down. This had bad repercussions on
thousands of garments workers who are mosfly women, who later
jojned with agents who are into sub contracting. Hence, it is necessary
to undertake a study to idenlify the opportunities and threats faced
by the subcontractors. The current paper investigates the main
characteristics of subcontracting activities and the challenges faced
the garment industry in Sri Lanka. The first section provides a brief
overyiew of various types of business linkages. The second section
presents the nature of subcontracting activities particularly among
small enterprises. The third section of this paper presents a brief
review of the garment industry in Sri Lanka while the section four
analyses the challenges and issues of subcontracting linkages in
lhe Garment Industry in Sri Lanka. The fifth section will conclude rne
paper.

We use data from field survey of garment firms in Sri Lanka
in 2011. Field survey was conducted by the researchers and final
year undergraduate students of Department of Economics, Facultv of
Arts, University of Colombo. In addition, case studies were conducieo
to get a deep underslanding about subcontracting aclivities in Ine
sector.

Business Linkages

Four types of business linkages can be found in $e existing
literature'?.

1) Production Linkage
These include forward and backward linkages. While
backward linkages are created due to the demand from the

2. In addihon some argue that lhere s another type of linkage namely consurnption
linkage (Haris, 1987).
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',l|rirll and l\.4edium Enterprises (SME) and other domestic
lrrrrrs for intermediate goods, forward linkages are created
, r,. i | (ionsequence of the supply of products of a firm to other
lIllti

-') M.r(.r o-Micro Policy Linkages
llrr):i(i linkages relate to the multitude of effects that

( tr)vornmental polices -macro level policies such as flscal

tl r rt:y, monetary policy and exchange policy have on small
, r rlorl)rises' operations.

l) I'rl(.r I|lltional linkages
I lr'..ic linkages deal with the interdependencies of national
rr(l international markets in which the small enterprises

lL| 1.1 ( )ns.

ll l,r..lrl tional Linkages
I r, .. nvolve the relationships among the different types of
rrr,lrvrrlLrals and organizations that operate and interact wlth
.rrr.rll (.nLefprises.

I l, ,w, rver, different writers have described business linkages
,,, |ir,,, rl w,rys For example, Hirschman (1958) identified hryo

,r, I r, ,,1 lrroduction linkages: backward linkages and forward
I I r 1' llr( rrLcresiing area of the production linkages is sub-

llrr',r lrrran (1958) further defines backward linkage per

r r, ,lLr, I .' l,r,rnr:lr the ratio of the total value of purchases from other
r'' ,,, ,, l, i llrc value of total produciion, and of forward linkage
|| , ,rr , il lli,.value of sales to other branches to the value of total
r' ,' ,,, | ,r.r rrcly irrterdependence ratios. Meanwhile, Amsden ('1991)
,r, ,rr'tr' tll|, r. lylres of linkages between big and small business: (1)

' ,r 1r 'l | ) 1,,, llrology and Labour, and (3) Intermediaie. According
| ', '1, | (1'.J1)1), to the extent that the formal banking sector is
r. t,,' r,l,r t, |i tltl to small scale enterprises for reasons related to
r, ,', , r,,'r ,,,. lr, irnd risk aversion, ihe presence of big business,

', ' 'r I r, rlv , r'i linancial intermediary, may be helpful to smaller-
,r, r,,,,r , r:orrdly, technology transfer between large and small

linkages can be found in Se existing

e is anoiher type ol llnkage namely consumpt on
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nt of Peopl 
3' who

s or work t r others or work t r otner

leav big business to ser. up, 'l'-Ll^l]-,-""t"1 .rocess is a movemenl
i:,il.lf "?^""Til;'li;:;:il;"':i:::*:;"::;:;#ff L?Tff;
l"Ti,'il?ilJi'i:'iiHJi'1J'l#i:1fl :l';,1"j;-:lHl",il::'i
:ni::Xi,:""',i"?""1["J,: ru'i"'::'# ::i t;i1",*; .1::,];fl ff :

;:T:::ffi'[?""[il';"ffiiUff=""^il"rr 
rirms throush sub-

contractlng.

Accordins to v ]l."'iil"J?;J",J:'i::il
environment ot firms rer firm. Visser (1996)

which is part of the b ion in the supply chain:

has classitied linkages ans-industry linkages.

upstream linkages' d' 
"m 

linkages refer to

and lateral and diagon m linkages connect

the suPPlY channel or

producers with

other industry D

of suPPlementary gooos

equiPment, training ' llnanc

research and design servlc 
ent - e.g.
rs who do
r market

rcontracting linkages

decides to outsource part of the transforma

Figure 1 : Overview of Firm ' Level Linkages

i;:,il:::lilTt'11"."^.
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^t ,t' llti l)t)velap Smalland l,4edjum Enterprise Sector in Sri Lanka:

lrrlr.r - l.irm Relationships

lrr this regard, a linkage is defined as any transaction,
,rl ,r, I I li rkes place between two firms. lt usually implies a continual
r, |.'||,)rr:.IIip involving recurrent transactions. The term inter-firm
I r,f . I tr I rs traditionally used to encompass all possible forms of
' , ( 'r, ,n r (: relationships between firms operating with jn an economy
rirrr,,rr, r 1991 & 1992).

| \tr):: lcngth Transactions,2 Licensing 3. Subconlracting
t .tt lt)ttk: Alliances
t)t k t].1992

I y1,r,'.,,t lrlrrr-Firm Linkages

.') O()ntractual Arrangements

lrt, r lrlr linkages can be divided into different forms of
',,,rr r, rr.'t ,Ur.rrqements in accordance with the degree of control

' ,,' r,,,tv 1,.r,, r)vcr the other. A typical classification is as follows
rt ,rlr l|rr 'r t,J/l), Casson, 1987; Wong, 1991).

,) ( )Ul||(llrt equity control - parent 100% subsidiary
l , r l, rrnt vcnture - ma]ority, 50-50 or minority
, ) l||,lLr:ilrial co-operation agreemenl
'lr | , r'nsing and franchising

ess, 10

edium-
,1991),
se and

)rld Develolment 9, (9) 1127

Figure 2: lnter - Organizational Relations

w of Firm - Level Linkages
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e) Arms length market relationship
i)'sopt'markettransaction
ii)'longer-term' recurrent contractual supplier-buyer

relationshiP.

The 'shitauke' subcontracting system of Japan can be said

to be an intermediary from supplier-buyer contractual arrangement
that is largely market transaction in nature' but is nonetheless

characterised by long{erm, stable relationship (Aoki, 1988).

b) Economic Roles

a) Direct vertical backward linkages -buyer-induced

b) Direct vertical forward linkages -supplier-induced

c) Interaction of Contractual Forms and Roles

The vertical backward linkage relationships involving

these relationships. Any one of the contractual arrangements can be

combined with either economic role to produce a matrix of diflerent

linkage forms and subcontracting; buyer firm p

suppliers through market transactions. One

this study ls sub-contracting linkage. The nex

will deal with subcontracting linkages with a
understanding on various tyPes of subcontracling linkages'

Sub-Contracting Linkage

As already pointed out above, sub-contracting is one type of

inter-firm linkage. They can be verticalchainsa and horizontal chainss'

It has been viewed by many as a necessary component of industrial

developm t, particularly in small-scale firms. Subcontracting means

to enter in to make or to let out a subordinate contract under which

the supply of materials, seryices, or labour is le ut to or accepted

by someone other than a party to the main ntract (Sit et al ,

IIif,lilil'liJ[."ribe hierarchv or the produclion cvcle For example, a larse

company subcontracting out to a smallfirm.

5. Horizontal chains is when a flrm subcontracl out io sibllng flrms in lhe sarne tier'
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relationshlP
t transactl
,ecurrent ntractualsupplier-buyer

lal backward linkages -buyer-induced

.ri i"*r,l rt*s"t -supplier-induced

iractual Forms and Roles

ry of the production cycle For example' a larqe

1991). Simply, it is specific form of outsourcing that involvu. ;n11ru1.

I rrk;rc1e, whereby the subcontractors provide largely labo1|. a".1"",rr processing raw materjals given out by the buyer firm, w" cho""

'1, lrrlron, we discussed with respondents about their product_sare
lrrl Ncvertheless, this does nol imply that subcontracting means
.rrii,ty ir market transactton. l\4arket transactton can be lak-on olace

,r, /tI rn .rnd anywhere witnout pre-arrangements or Withoui p.e_
, r,l, l;r contracting arrangements always take place aq"o16lnO 16,, , ,i,, and pre-arrangements (Watanabe, 1974; Wq... 1991.

, ' l,,r J93 ). Both formal and informal contacts are 1"i.n 1616

' , 'r I l, rirti( in this study. lt does oot matter whether the orime,,,flr.r lor i elther a wholesaler or retailer on the one h"nj or o
I r ' L lr r, ( | ( rn the other hand- The former is defined as Commercial
,t,, ,,,ttr,r(:Linq and the latteras industrial subcontracting (Watanabe,
l'r/ | {)rk{Ir, 1992). Therefore, the broad distinction cai be made

l,r ,, ltt' I l,V ir sub-contractor to the principal's specificql;on.. 11..,"
,rl',,,rrlr.rr l()r (locs not play a part in marketing. The proqU.l;..616

,r,,1' I tlr, t,rrrrr:rpal's brand name. Sit et al , (1991) men11r.. 11r.1tl,r l||,1,,1 :, lrconlracting is efficient as it leads to a better use of
i, !,L , , lr)(lustrial sub-contracting can be fUrther subeivided into
rl',' , t!t'. , r ,r r;pecialty su b-co ntracting, cost-saving sub-qontracting
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According to Dicken (1992), elements of the subcontracting

relationship are as follows:

1) Technical Aspects of Productions
a) Industrial subcontracting

i) Subcontraclng Processes
ia) Subconkacting components

b) Commerclal subcontractlng
i) Subcontracting whole Products

2) Nature of the PrinciPal Firm
a) SpecialitY subcontracting
b) Cost-saving subcontracting
c) Complementary or intermlttent subcontracting

3) Types of Relationship Between Principal and

Subcontractor
a) Long{erm, shortterm, or single batch

b) Principal providing some or all materials or

and advice
g) Principal being invarlably responsible for all

marketing arrangements

4) GeograPhical Scale Involved
a) Wthin border or domestic subcontractlng

b) Cross-border or international subcontracting

connections, higher risks etc. The current paper does not focus on

international subcontractin g.
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n!9!" ,o De,t"top S-a4 and M..c!tum tnletp4.e Se' tol ,r S,/ Larl.a

-21=t"t"nt. 

of the subcontractlng

)ductions
)trng
OCESSCS

lm Ponents
kacting
hole Products

:irm
tcting
ltractlng
ntermittent subcontractln g

letween PrinciPal and

rrm or single batch 
.

some or all materlals or

detailed design or sPecification

finance (e.g.: loans or grants)

machinery and equlPmenl

I technical, general asslstance

/ariablY resPonsible tor all

)ments

rvolved
lomestic subcontractlng.

nternational subcontractlng

t (1980), the rnterna

rct international su

ntracting However'

{ew small subcont

" 
io.ot" internal as well as external

'r""niooti"'"t high transaction costs'

.rn"ti" pi"O"" lack of {oreign market

,1. in" 
"urr"nt 

paper does not focus on

According to the nature of the principal flrm, industrial
'rrrbco;11ru.1;nno can further be divided (Dicken, 1986) into three
lyl)es: specialty, cost-saving and complementary sub-contracting.
1;peci611y subcontracting invotves the carrying out, often on a long-
lrirrrl of even a permanent basis, of speclalised functions which the
l'r rrrc pal chooses not to perform itself but for which the subcontractor
lr rs special skills and equipment. This is a type of monopolistic
.I oligopolistic subcontracting. However, the primary reason for
r( orting to this type of subcontracting is that subcontractors are more
' trtrtrialised in a given line of production than the contractor. This type

' 
rl I'trbcontracting most probably takes Place among the small firms

lrr'{iirlrseof thelackof skill staff for various fields. For instance, they

' rrrrrot recruit a person for a specific field, which is very importance
lr'rrl (r[ the product line but production cost of it is less than the unit
I rlr( )trr cost7. This is specialty subcontracting, on the other hand, cost
' rvrrl(lsubcontracting as well.

Costsaving subconiracting is self-explanatory lt is based upon
'lrll' tr'',,". in production costs between principal and subcontraclor
l' ' I I rlirin processes or products. lf P(LAC) > S(LAC), this type of
rrl" ,,rlrircting exists. Where P(LAC) is the long-run cost function of

rlrr ' l )r irpal firm and S(LAC) is the long-run cost function of the sub-
'.1rlr,r.l[]g firm. Complementary or intermittent subcontracting ls a
," rrr ' ir(iopted by principal firms to cope with occasional surges in

'l'rtr'rrl without expanding their own production capacity (Dicken,
I r,r l

llowever, most of the small entrepreneurs in developing
"'|Lrrrlrr!, lrke Sri Lanka are engaged in so-called 'slave-trade'
rrl" ',ltr;r(;ts In such cases, subcontractors offer low prices by

l'l ttr,r Lrrrl;rir advantage of their workers. The term of payment of
rr!.' 1vl, . of businesses is obviously not standardised. Cash is the
r"" l ,,,rnrrron form of payment In addition, the mode of transaction
| 'rrr',l,lu,lrcated. Formal and written contacts can be rarely found

'rrr"rr't {1r,. lfansaciions. Neither do contractors nor subcontractors
'"'rrv rlrrrrrt high standards of production or work hazards.
I lrr' lr ,t llr'r work is unreported in an attempt to escape from paying

' | ! , ,N r l, l l,)lnr(rs (1986) identifles three major types of produciion subcontracF
| ' ,,,,, lr rt,.r{i ty subcontracting, specalizatton subcontracting, and suppller

' r' I'iw/(J)x S(AC) sta nds for Average Cosl when X s produced bysub-

" , l'Lw/(i) i:; Unit Labor Cosl when X is produced by the principal company
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taxes. Without in-depth interviewss, these types of

linkages cannot be identified.

subcontract

Takahashi,2009)
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3wse, these types of subcontract

' ^r.. 
jr De!/p/op S/n.11 and Mpdium LFtelpl,se,Secroi it? Sr"/ L r/lAal

The second theory - development approach, also considers
.rrlr,rrrrtracting as a relationship between large and small firms, but

1, , ;, rrr ls as 2 tool for ind ustrialization, modern jzation a nd employment

'l,.r, r,rtion; macro level development. This is a good tool for mass
, rrrt ,k rVment generation and industrialization in developing countries
r\lV. r1, rlabe. 1971).

The third theory - networking and clustering approach,
,^,1,r lr is also recognized as 'Modern Approach' (Pyke, 1992;
l ,nrl,,( l Nations Conference on Trade and Development [UNCTAD],
l't'r,l lrremaratne, 2002), emerges as the best model for industrial

'l' v, IrJrrnent in developing countries, where small firms are key
L,l ' lr )l(lers in ind ustrial development. According to this theory, small

tr,r, . lr('llr each other (Ceglie & Dini, 1999; Premaratne, 2002). There
r r , ,ir)fr nant firm. From small firms' point of views, there are [wo
,,, rt, 'r ,r(luments small firm networking and clustering (Premaratne,

I r r ') | r sLly, since market transactions tend to become costly, firms

'rr, 
r,rt,l 1r) reduce transaction costs by networking. Secondly, in order

t, , t,, rl, )rr, firms need various kinds of resources. Small firms usually
lr, I r",r)rrces fully at their disposal. Firms gather these resources
tr ,rrr ,rLrlr;rrlers' or other firms. Therefore, in order to perform
, ,,,r,,rrr ir{rllvrtles, firms have to enter into relationships with the

',i1,, I l rl|i (Premaratne, 2001a). Overall, networking and clustering
r tl,' 1,, ,1 :jolution form small firm development (Johannisson, 1990;

,,1 | l1r1)0; Borg. 1991;Donckels & Lambrechl, 1995)-Amutually
. ll l, v' l()l)()d inter-firm network is imporlant for subcontracts

t,'., ,rr', rrkrr-iirms networks help to reduce economic uncertainty
rl'r,,rrr rr,rlrrr:, 2002).

I r,u n'''nl ll(lustry in Sri Lanka

r',rllr(lnt factories in Sri Lanka can be classified into three
,,, ,,,, ,tr,,rt,, (1) Factories operating within the Free Trade Zones
rl i I ,r{l Lrrrik-'r the Board of Investment (BOl), (2) Factories
,,t,',,li r't ,,rrl,rrrle FTZs and still under BOl, and (3) Factories
, t,, r,rri,t Lrrr,l,rr normal Company Law that are not covered under
tr,l \r/rtli llr Irtroduction oi liberalized economic policy in '197810,

ri,, 'r,r ru rrl rrrrlrrstTy became the key character of the industrial

' ' i, , l| .r l , rlk:r, whlch became largest single item of exports
,,, ll I rrl r rr l1)t16. lts share of total export earnings is 28% in 1986

',,,, rl ,'t)rfed doors for foreign drrect investrnent and FreeTrade
!, , I rl)lrslrcd

subcontractlng '
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Table 1 .

rhe s a rm ent i ncl u stry plavsa vita';:.1 
3.|g : f""]"fl ::i,ilJi::

ree decades of its existence lt

for roughlY 40% of industrlal

I exDorts. The industry emPloys

twice as manY indirectlY' Total

he region of 15% of the country's

eligible workforce

Sri Lanka s Gross Domestic Product (GDP) grew by a notable

e.ov" in i0io over a relativelv low srowth ot e 
!"1"-1n 

29,0? 
1h1,"-th"

il;;i;y;;.i"; recorded a srowth;r 8 4% in 2010 with the hisher

growth in all sub-sectors'

According to the Central Bank of Sri Lanka' the textile'

*"aring u-#i"t 
"and 

leather products category which is-t largest

contributors to the export revenue of the country grew by 5 . .during

,oi'o'i"rnprt"J r" o.oz in zoog Even with the numerous challenges

a infr"l"i*,"y, (Dheerasinghe, 2003; Fonseka' 2004; Kelegama'

;d;j: .;;;;: i.'.,gfi i"u"r o-r competition from local manuracturers'

withdrawal of GSP+ concessron (Kelegama' 2005)',high-cost of

skilled labor and imported raw materials' the industry remained

competitive in roducins hish,quallll.l":1f "o'u
and ethically cls on time Heavy dependence

on GSP+ con rkward linkages' and labour marxet

;.;.r;;. inflexibility of labour market' labour unrest' and high

""o-Jor 
Jrr"o labour are the key areas to be concerned by pollcy

makers.
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The garment industry in Sri Lanka has been mainly

on two major export markets, United States of America (USA)

European Union (EU). The industry, therefore, locused on e)
niche markets in the Asian region in order to diversify their

destinations. New innovations in the apparel industry included

launching of Re-Engineered Design (RED) products by using was

fabric of local apparel industry up-cycling and converiing them into

fashionable clothing line catering to Western clothing brands.

However, several measures were taken by the government

and various institutions to promote SMEs in the rural sector, in
particular to safeguard industries

from the imOact of the increaseo

competition. Also seve xPand th€

businesses in SME sect to develop

the textile and handloom industries.

Joint Apparel Association Forum (JAAF) states that Sri

Lankan clothing manufacturing and exporting sector is working

lowards a sustainable growth by meeting mid and long-term

challenges. Accordingly, the immediate challenge in the next five

years ii to develop backward and fonrvard linkages in the textile

value-chain11.

Also the apparel industry is aiming to reach US $5 billion in

exDorts from the sector by 2015. The major challenges faced by the

industry will be to control costs, to operate within the current labor

laws and to set up an effective supply chain.

Further it is necessity to develop trade relations mainly with

China, Japan, India, and Brazil and also develop trade arrangements'
particularly in the North American markets' along with which we need

io increase productivity and offer something different in the markets'

However, Sri Lanka is a high quality reliable destination'
Therefore it has to Jocus on ethical and green manufacturing, along

with which we also need to focus on speedy deliveries.

'1'1. However, the development of backward tinkages in the garment industry in Sri

Lanka was very slow lor a number of reasons (Kelegama & Foley, '1999)'
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A t aclello Develap Stnall and Medium Enterpnse SecIar in S Lanka:
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Jnited States ol Amenca ("oil^.,^^

The supplies for the apparel industry are mainly imported.
fhe machrneries are imported from Japan, China, USA or Taiwan.
Ihe raw material like fabric, thread and accessories are mainly from
(lh na and Hong Kong. Therefore manufacturers, as a Sri Lanka has
r)o power in bargaining.

Further, local outlets are the main target of srnall and medium
'(,.rle ventures. Therefore such ventures always try to get a chance
lr cater them which defjnjtely increases the bargaining power of high
,,f 0 snop owners.

The potential of new entrants are also high because the
,.rrvrronment and the facilities promote the garment industry. Since
llr,'(tarments are essential item for human beings the substitutes
l,l, rys a very insignificant role. However most of the factory owners
r. rvr) lo compete with the imported high quality apparels came from
rll r rvr-.r the world.

l\,4ost of the factory owners were having practical experiences
, ,rr r , r'.v material supply chain. The raw material base in Sri Lanka is

lLvorrk The apparel industry currently imports a significant amount
,,1 l. r;rw material requirements comprising woven fabrics and
1,,,,r,ores. Backward linkages have been one of the weakestareas

,,, llr, r(iustry. Prior to 1970's Sri Lanka had a textile industry, which
1' 1ri llre largest input component in the garment sector, collapsed
.1Ll llrc liberalization policies. Lack of trade competitiveness
l' lrr r1111;11[s on trade protection and lack of adequate adaptability to

,r, , I llrr rew demand for textile inputs could be sighted as major
tr l,rr , r r:;ponsible for the demise of this vital sector. Even after several
,1, ' r,1,. , ol expansions in the apparel sector textile inputs have to be
rrr;,,,rtr.ri lrcavily. The industry's dependents on imported inputs are
r', lli, lr r ot 1.6 billion of which fabrics cost US $1.2 billion whlle
rl,, l,,l rrr(.r) was spent on yarn and other non textile inputs (JAAF).
,. , r rt, | ,lr.rwback of thts situation has been the prolonged lead time,
'r, | , l.'r),l,rys in Sri Lanka when more efficient competltors require
,,rtl, 1|l r,r)rIrys Generally shipment process takes nearly 15 days.
lr rl ' r,.,rlc:: competitive disadvantages as it takes long lead times.

stries.

t'strv rs aiming to reach US,$5 billion tn
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Subcontracting in the Garment Induetry

Subcontracting firms play an important role in industrial
development. lt also generates employment and incomes in lhe
economy. Subcontracting markets have grown at a greater rate than
the induskial sector taken in its entirety for past 30 years (UNlDO,
2003). When large flrms subcontract small and medium-sized
enterprises both parties are mutually beneficial as largs firms can
enjoy the advantage of lower wage of small flrms while small firms
get opportunities to be in the business at low transactlon cost from
inter-fi rm corporatlon.

Subcontracting is usually defined as a sltuatlon where the
firm offering the subcontract requests another independent enterprise
to undertake lhe production or carry out the processlng of a material,
component, part or subassembly for it according to sp€cifications
or plans provided by the firm offering the subcontracl (Holmes,
1986; Taymaz & Kilicaslan, 2005). In other words, subcontracting
is a specific form of outsourcing that involves intlmate rolations and
information exchange between firms (Heshmati, 2003).

The main reason why a firm prefers to outsource production

is to minimize excess capacities to dispatch the order on time to avoid
rejections. Second reason is related to cost reduction. Also, the large
firms may seek to subcontract production, particularly for unskilled
labor inlensive production and to take advantage of lower wages in
small flrms.

Nature of Subcontracts in the Garment Industry

Firm size / capacity is usually influencing owners / managers
of the firms make decision to be subcontract otferlng, subcontract
receiving or both of them. In many cases small scalo ventures tend
to work as subcontractors while large flrms may use subcontractors.
In the Garment industry in Sri Lanka, subconkacting arrangements
are informal but it is part of the industry. There is not a set policy
or a formal system to deal with subcontracting businosseg. Garment
factories subcontract there production process for several rsasons:
(1) Dealing with the restriction on overtime, (2) Handling overload
orders -seasonality, (3) Labor union and handle labor unrest, and (4)

minimizing costs and maintaining high profit margin.
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' A Modelto Small and Medium Sedor in Si Lanka:

Process of Subcontracts Offering

Order Takes Place

||(,
Sample Making bY Main Contractor

n(.,

Sample Making by Subcontractor Under Special

Requirements - quality standard Registered sub contractors are

available for most of the firms

l{2
Size Set Sample - small, medium, large' XL' XXL)

Order to make a sample set with continuous inspections

rt+
les make decisions regarding lead

t and etc Average production time is
depends on the size of lhe order

J
lf Size Set Sample is ok; the main contraclor will be providing raw

materials to subcontractors' Subcontractors have to bear cut &

make Prices (CM Price) onlY

nu
' Pre Production Meeting (PPM)

Quality Managers, Production Managers and merchandisers from

. both parties should be Participated for this Meeting

||

Production Starting Quality Controllers from Main Contractor are

lmplanting Throughout the Production Process

n(2

QualitY Checking

0
ShiPment Arrangement

Source : Compiled bY the authors
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This study identified four different ways of subcontracting
engagements in the Garment industry of Sri Lanka:

a) The work is subcontracted out to independent small
firms or factories.

b) The work is subcontracted out to a regular work of the
same company. This worker is usually the line manager
or team leader or supervisor of the company.

c) The work is subcontracted out to another sibling
company.

d) The work is subcontracted out through a middleman.
Middlemen get orders from factories and subcontract
to other firms. They normally ask for a commission of
5-10 percent. In many cases, the middlemen are former
employees; mangers, line leaders, and supervisors of
the mother company.

Subcontracting activities are spread between web of
thousands of small business often taking the form of cottage induskies
which play an essential role as a source of employment and income.

During peak season which is from September to May
apparel industry is overloaded with orders. Especially during this
period subcontractors make a lot of money. Subcontracting is
highly labour - intensive important source of employment creation.
Nevertheless, this informal sector needs measures and a structure
for their continuation. The sector has extremely lean management
structure unwilling to take action not connected directly with running
the flrm. According to industry sources sub-conlracting has no major
overheads as production, merchandising, and supervising are alldone
by the owner of the subconlract who is usually a line leader, factory
manager or a supervisor with some experience in the trade. However,
in some cases supervisory services are provided by the main factory
for quality compliance. Hence, there is neither big hierarchy in the
structure nor qualified people to operate the work. Usually standard
products are given on subcontracting while the main factory focuses
on high end products.
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vays of subcontracting
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There are three types of subcontractors naming those who
are not compliant with industry standards, those who are ethical in

their work and those who.just get away with basic operations only

Challenges and Opportunities in Subcontracts

During the Multi-Fiber Arrangement (MFA) period garment
industry had a heavy reliance on small and medium scale
subcontracting enterprises. Several foreign buyers had mainlained

a cluster of suppliers. After the 1,4 FA being phased out foreign buyers

began focusing on larger producers who are equipped to supply a

wide range of markel needs. As a result many localsmaller producers

either expanded their production, amalgamated with larger producers

as DartnershiDs while some enter into subcontracting arrangement.

Withdrawal of GSP+ concession has crealed so many

problems in subcontracting feld due to the close down of small scale
garment factories. Therefore large scale manufactures has faced a

big problem as they face difficulties in outsourcing their orders.

Subcontracting in the garment sector has been facilitated by

the existence of a large labor surplus, composed moslly of young

women workers with little training, education and skills. Therefore in

subcontracts, labor can be used by emPloyers at lower cosls and

obligations in order to maximize profits or increase competitiveness'

Sometimes in the small and medium scale garment sector

companies outsource a part of the work to individual workers, who

work at home. These workers are paid on a piece rate. Therefore

outsourcing generates more profit and makes retrenchment easier'

But on the contrary, many subcontractors are not equipped with latest

technology, proper equipment, needle detecting machines, right

ironing apparatus etc. Non compliance of standard requirements can

lead to rejection of orders due to quality defects giving internationally

bad reputation for the industry'

Subcontracting can be given on cutting and making, packing

and flnishing or either cutting or packing based on the complexity

of the garment. Usual wastage of garments is calculated to be 3%

while subcontracting can be 5%. lt says that some subcontraclors
capitalize on lhe situation lo make more garments and release them

to the local market.
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Weak raw material base in garment sector in Sri Lanka also
makes another issue. In subcontracls, generally the main contraclor
provides imDorted raw materials to subcontractors. This raw material
shipment process takes around fifteen days and it makes production
delay. These impediments also make less machinery capacity
utilization.

From the employees' point of view, there are various
issues and challenges in subcontracting system. These include job
insecurity, long-working hours, temporary employment, part-time
works, non-availability of pension, leaves including sick leave and
maternity leave, sexual harassment, bans on unionism and colleclive
bargaining, and unhealthy working environment. The competitiveness
of subcontracting in the textile and clothing industry in the European
Union stress on flexibility and response, production by using jusfin-
time and raDid resDonse methods combined with all round vocational
training. In addition, quality, innovation, know-how and service have
assumed growing importance in firm's strategy. Use of information
technology appears an exlremely important means of improving lhe
competitiveness of flrms in this sector, including sub contractors.

Conclusion

Subcontracting is a specific form of business linkages in the
modern industrial theory on networks and clusters. In networks and
clusters, studies suggest that subcontracting may boost economic
efficiency and productivity though division of labor and innovations.
Sl\4E sector is particularly benefited from such linkages. Howeve( this
study did not analyze the impact of subcontracting on performance of
an individual firm-

Since garment industry in Sri Lanka has located in selected
areas as industrial estates, subcontracting can be effectively
developed if the regional development policies give a special
emphasis on the factors that make firms enler into subcontracting
relationships. Though networking and clusterlng approach is dominant
in the garment industry in many countries for example, Pakistan,
the approach is feebly applied by the industry in Sri Lanka. Trust
building among the firms is critical importance. The development of
subcontracting relations is one form of industrial network and cluster
development. lt is also the modern way for long term and sustainable
develooment of industrial cluster.
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