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Introduction

Over the past three decades export processing ZBR%s) have become popular
instruments of trade policy, offering enterprisexated in them free trade
conditions and a liberal regulatory environment. nMacountries see export
promotion as an important policy for economic giovin developing countries.
Various measures are being adopted by the govetsmenthese countries to
promote export competitiveness. As a policy meanaabieving this goal, the
concept of EPZs has gained noticeable significameecent years. Terms such as
EPZs, free trade zones (FTZs), special economicezofSEZsS) and export
processing factories (EPFs) refer to similar cotsgepith variations in policy
prescriptions and objectives. As EPZ is most comynased, this paper uses it
interchangeably with FTZ and SEZ.

In creating the EPZs, the immediate goal for Snikaawas to generate direct
foreign investment, exports, foreign exchange, @miployment. As in most
countries, in Sri Lanka EPZs do not account foaé percentage of the total
national employment but gains must be weighed ag#ie cost of generating the
benefits of EPZs, in particular the possible |lostares and revenues.

The basic objective of this paper is to examinerging issues concerning
EPZs in Sri Lanka, focusing on decent work, antirggibout recommendations to
address these issues.

EPZs provide customs-free and tax-exempt, expoetitgd manufacturing
facilities, investment incentives and streamlindchanistration, cheap utilities, and
better infrastructure. According to Jayanthakumaf2002), most enterprises in
EPZs are engaged in processing intermediate imforexports. Also included are
labour-intensive light manufacturing such as garmnpeaduction, assembly of light
electrical goods and electronics. Among the bemefitered are exemption from:
some or all export taxes; some or all duties onoirgp of raw materials or
intermediate goods; direct taxes such as profxsstamunicipal and property taxes;
indirect taxes such as VAT on domestic purchasasipmal foreign exchange
controls. Foreign companies also benefit from foeafit repatriation. EPZs offer
streamlined administrative services, especialljamlitate import and export, and
provide free enhanced physical infrastructure fodpction, transport and logistics
(Milberg, 2007).

EPZs are the mechanism through which global praclucthains are
elaborated, and their prospects are closely lintedhe dynamics of global
investment and trade. EPZs evolved mainly becasspr@duction costs rose in
developed market economies, companies shiftedateut-intensive parts of the
production process offshore, where EPZs providealt@active base.

Enterprises either set up their own plants, or cowib a network of
subcontractors with whom they work very closely ander to ensure that




performance is satisfactory. Given the currentdreawards verticalization, major
brands concentrate only on the design and marketihgheir brand, while
subcontracting all the manufacturing activities.eThubcontractor sources the
materials and components, manufactures the aricte performs the necessary
quality controls. If any of the time, cost or gtglilimits are not met, the
subcontractor bears the cost and may lose futurgamis to competitors.

In Sri Lanka, EPZ activities include goods prodostiand assembly to
services, including information processing, telecamications, business process
outsourcing (BPO), hotels, power generation, ets.i\ most countries in Asia,
Africa and Latin America, the largest share of stweent was absorbed by the
textiles and garments sector. Today there are aB0OQtenterprises within the
bonded zones and 1,200 establishments receivintasioenefits outside the zones.

The main findings in this paper can be summarizebkows:

= The presence of EPZs has grown over the past 38,\ieaterms of the
number of zones, employment, and share of exports.

= This growth has been most marked in two zones, lyakeunayaka and
Biagama, both outside Colombo, the capital city.

= Despite this growth in EPZ activity, EPZs still nealtp a relatively small
percentage of population. “EPZ intensity” (calcatht as EPZ
employment as a share of national employment) fa@62was 1.67,
compared to Mauritius which was 17.74 per cent.

= Wages in EPZs continue to be at or slightly aboagevlevels outside
EPZ areas, while the female composition of EPZ eymknt is possibly
declining due to a tightening of the labour marketfemale workers.

= There appears to be an improvement in the degresnfmrcement of
labour standards and rights in EPZs compared teithation in 1997 as a
result of social audits and the reorganizatiorheflabour inspectorate.

= The completion, in 2004, of the phase-out of agpquetas under the
Agreement on Textiles and Clothing, did not sigmaftly affect Sri
Lanka and has remained cost competitive.

= EPZ firms still do not form links to the domesticomomy, in most cases
purchasing almost all their inputs from abroad. dedthexpansion would
ease this structural obstacle to growth.

= The distinction between EPZs in the bonded area amtdide is
diminishing as the same conditions are being edeéntdb 1,200
establishments outside the enclaves. As the EPZARXN distinction
diminishes, the issue of labour standards and teeforcement will
become a key issue.

The outline of this report is as follows: section describes the
macroeconomic perspective and the labour marketasice section 2 deals with
the labour administration system; section 3 dessrithe evolution of the EPZ
policy in Sri Lanka; section 4 deals with the atiabl framework on key labour
issues. Section 5 concludes the analysis and gralicy implications.




1. SrilLanka’s macroeconomic perspective

Since the late seventies, Sri Lanka has looked tibexalised economy and
economic growth as key to development. Howeverpitles reasonable record of
economic growth, poverty has not been reduced. oeg to the 2006 Central
Bank Report (CBR 2006), Sri Lanka recorded a 7.4 gamt growth rate — the
highest since 1978, and an unemployment rate of g&b cent. However,
unemployment and underemployment among the youthilisa serious problem
which the government is trying to address. Desthigefavourable developments,
emerging inflationary threats and the overall sigusituation posed serious
challenges for policy-makers. One of the key polityusts was persistently
directed towards curbing the rising inflation pregs The average annual inflation
stood at 13.7 per cent in 2006. Inflationary pressypushed up annual consumer
price inflation to an average of 18.9 per centanuhry-April 2007, with serious
consequences for the labour market, including wsrkenployed in the EPZs.

The economic outlook in Sri Lanka for 2007-08 viétgely depend on the
internal security situation (EIU, 200D)etails for biblio pls. In 2006, exports
performed relatively well, supported by steady gamm export growth as
investment projects in the sector were implemenié@. garment sector has in the
past benefited from Sri Lanka’s inclusion in therd&ean Union’s Generalised
System of Preferences scheme, which grants teitiuctions to participating
countries.

The labour market scenario
Labour force and employment

According to the latest labour force surveys comeldidy Sri Lankan Department
of Census and Statistics (DCS, 2006), the midyeguiation of Sri Lanka was
estimated at 19.9 million in 2006. Of this, the dab force was 7.6 million,

comprising 7.1 million employed and 0.5 million umgloyed. Another interesting
labour market development in Sri Lanka is the Iasige of the public sector. One
in every ten workers in employment is employedhi@ public sector. Furthermore,
as 35 per cent of the workforce are employed infolnmal sector, the size of the
informal economy is relatively smaller compared dountries such as India,
Pakistan and Bangladesh.

Wages

Wages in the public sector are largely determingdhle government. For formal
private sector employees, the wage-setting mecmameludes several forms:
tripartite determination, collective bargainingymenerative tribunals, individual
employer-employee contracts, and more recentlyjsags and adjustments by
government directives. In the informal private sectvages are mostly determined
based on demand and supply conditions in the mé&o&R, 2006).

The minimum wage fixing system prevailing in thévate sector comprises
43 sectoral Wage Boards which include workers enERZs. However, one of the
current weaknesses of the Wage Board is that & doé covercertain categories
of employees in the EPZs.

A recent ILO study (2007) noted that wages, esfigagiathe private sector,
were very low wages and showed a decline in regewaver the years. There has




been an increase in the gap between wages in thateorand the public sector
where wages are double than those in the privaterse

The study also pointed out the growth in the wage lgy sex and region, as
well as the issues of wage-fixing and workers’ t&gim export processing zones.
Wage bargaining is limited at both the sectoral antkrprise level and collective
agreements have over the years reduced in numltercaverage. The study
brought home the fact that there was no link betwemges and productivity
and/or economic performance. While trade unionsstnen the need for setting
wages that ensure decent living standards, espedial the private sector,
employers stress the need to develop policiestio ioflation and pay systems that
link wages to enterprise performance, in orderdegktheir competitive position.
The table below shows that real wages for workelisdustry and commerce have
fallen in 2006 in the private sector. For indusaryd commerce as a whole, real
wages fell by 11 per cent.

Table 1. Wage rate indices

Index Percentage Change
Emplayment Category Mominsl Real Mamiral Real
2004 2005 200631 2004 2005 2006 2004 FOOS  2006(a) 004 zo0s 2006(z)
L. Government cuplayees

Central government emplovess 18721 24175 31556 1233 1427 164.2 ] 4.1 30.5 140 158 181
Mar-ezecutives L7m.0 21784 23533 1125 Lz&g 1485 gl.2 2.5 30 126 143 15.5
Minor employess 20395 2ET24 34741 1343 1578 1808 4.6 KIni} 300 15.7 17.5 146
Covernment school teachers 14254 13186 23042 941 1074 1199 zl.0 273 26.7 124 1.1 LT

2. Workers in wages boards 1rades
Al wages boards trades 12330 13287 13582 513 TES 0y 23 A 2.l 4.3 -38 448
Workers In agriculture 13977 15274 L5671 q9z.2 Q0.2 3LE 1.1 9.3 26 59 -2.3 95
Workers in industry and commerce 10441 10784 1,090.7 [t 537 SE.E 34 33 1.1 -5 -TH -10.8
Workers In services 7510 T TraLT 495 460 406 1n.g 38 oo 24 =70 BB

T3} Provisional Source: Departroenc of Labour

Source: Central Bank Report, Sri Lanka. 2006.

However, labour productivity continued to improve 2006, following the
trend of the last few years. In terms of value &ddj it increased by around 3 per
cent compared to the previous year, to Rs.142, #0employee, based on the
employment numbers adjusted for the Northern anstefa provinces for 2006
(CBR). The considerable increase in productivitythe services sector was the
main contributor to the increase in productivity2id06 while the contribution from
the industry sector was marginal.

The labour reations framework

The constitution of Sri Lanka recognizes the fundatal right to organize trade
unions and the freedom to join unions. Sri Lanka ladso ratified all the
fundamental ILO Conventions. Under the Trade Unda (TUO No. 14, 1935),
the right to form and join a trade union is a coght of every citizen. The rights,
immunities, and governance of a trade union areiged for by the TUO. The
status of trade unions was enhanced further byna@ndment to the Industrial
Disputes Act which became operative in Decembe® 18ich according to trade
unions facilitated trade union organization in o@es. This amendment compelled
mandatory recognition of a union that had a mentigersf 40 per cent of the
workforce by defining refusal to bargain with suchunion by the employer as an
unfair labour practice. Other acts of the employerch as interference in the




activities of a trade union, were also declarediraair labour practices (Sharmila
and Shamali, 2001). The Employers’ Federation ofl@e the apex organization
of employers, continues to see the amendment asided and not clearly defining
the activities of workers which could constitutdainlabour practice,

Prevention and settlement of disputes

For the purpose of settling disputes, the emplaysr employee have the right to
settle a dispute internally, by mutual agreemenbyrentering into a collective

agreement. The Industrial Disputes Act provides floe intervention of the

Commissioner of Labour through a number of mecmasisA dispute may be

settled by conciliation or mediation between thetips, or it may be referred to
settlement by an industrial court or arbitratové®ianthiran, 1999).

The Commissioner also has the power to summonegaaind conduct any
inquiries he considers necessary where he beliamesdustrial dispute exists.
Employees and trade unions may also resort to tragh action, including strikes,
downing of tools, picketing, etc., to obtain thelemands and rights from
employers.

According to the latest available data for the @édanuary to June 2006, the
Department of Labour dealt with a total of 4,268pdites (DOL Administrative
Report, 2005). During the same period, the corimliamachinery of the Ministry
of Labour settled 3,948 of these disputes — a comdadge effort. The Ministry
employs about 400 labour inspectors; labour inspestfor the year 2005 dropped
overall (DOL Labour Statistics, 2005).

Collective bargaining

In 2005 and 2006 an average of 40 collective agee¢snwere concluded by
workers and employers (DOL Labour Statistics, 200%)e number of strikes in
2006 were the lowest recorded in the last 10 yddosvever, some disputes and
continuing worker unrest in some key public sedtwtitutions (such as the Sri
Lanka Railway, Ceylon Electricity Board, the Srinka Ports Authority and
Ceylon Petroleum Corporation) during the same YE&R) have raised concerns
as to maintainingverall industrial harmony. Over the years, pubbctor disputes
have been increasing and the Government has regudkD assistance in
strengthening its dispute settlement machineryhénprivate sector, particularly in
the EPZs, rising inflation has led to negotiatiomsome enterprises between the
unions and employers for higher wages.

Terms of employment

While employers and employees are generally freecdntract the terms of
employment by mutual agreement, several statuteblesh minimum standards.
The Shop and Office Employees’ (Special ProvisioAs) specifies minimum

leave entitlements, payment of wages, maintenahgecords and registers; the
Factories Ordinance provides for minimum standaifdisealth safety and welfare
for workers employed in factories. According to tteems of the Wages Board
Ordinance, a number of Wages Boards were estabiliébre specific types of

activities, and these Boards determine wages hipartite discussion (Sharmila
and Shamali, 2001).




Labour inspection

According to the Industrial Disputes Act, the Corasmoner of Labour, any labour
officer or any other prescribed officer has “themgo to enter and inspect at all
reasonable hours of the day or night any placehiclwany workmen are employed,
for the purpose of examining any register or retdrdquired to be maintained
under the Act). The inspecting officer also hasrtgbkt to require the production of
registers and records at a place of his choicendke copies of all such records,
and to interrogate any person whom he finds awbekplace and whom he has
reasonable cause to believe is an employer or kmar. Any expenses incurred in
this regard are met by the state. The 2005 AnneabR of the Ministry of Labour
indicates that the number of inspections underWiregges Board Ordinance, the
Provident Fund, and the Shops and Office Act atllided in 2005 compared to
2004.

2. The evolution of free trade zones
in Sri Lanka

Sri Lanka attained political independence in 19&&wever, the process of
industrialization began only in the late 1950s whiem government formulated a
new development strategy with emphasis on indligaizon (Abeyratne, 1997).
The industrialization policies initiated during shiperiod were influenced by
contemporary development thinking, hence based han Import Substitution
Industrialization (ISI)strategy. For about two decades until 1977, Srikhan
remained a paradigm case of an inward-orientecetradime (Aggarwal, 2003;
Abeyratne). By the late 1960s, however, the balasicpayment situation had
worsened in Sri Lanka and a new policy emphasiexmort promotion was placed
within the overall framework of the ISI strategy.

In 1978, the government set up the Greater ColoBEdzmomic Commission
(GCEC) with wide ranging powers to facilitate fapeidirect investment (FDI) in
the fully export-oriented ventures. The immediatalgfor the country was to
generate foreign direct investment, exports, foreegchange, and employment —
all of which would not be created without the EPZs.

Following the establishment of the Katunayaka zotme BOI became
involved in massive expansion in EPZ schemes. Tdbaye are 12 new EPZs;
table 3 shows the employment generated in eadiesétzones by gender.

Table 2. EPZs: Employment statistics 2007 (within bonded area only)

Zone Male Female Total
Katunayake 16406 34069 50475
Biyagama 9338 10649 19987
Koggala 1810 8254 10064
Mirijjawila 168 1207 1375
Seethawaka 5839 9515 15354

Horana 560 138 698

Kandy 324 216 540




Zone Male Female Total

Wathupitiwala 1308 4443 5751
Mirigama 669 1454 2123
Malwatta 616 2001 2617
Mawathagama 911 2228 3139
Polgahawela 590 1304 1894
Total 38539 75478 114017

Source: BOI, document handed during interview

Thus, the EPZ policy in Sri Lanka was designednprily to attract foreign
investment and foreign exchange within the framéwof the export-oriented
policy regime: with significant relaxation of rulegoverning FDI, developed
infrastructure and support services, freedom frawerde industrial regulations,
high quality governance, and other attractive itiges. All the zones are generally
located in industrially developed districts. Spe@#orts are made to promote
zones outside Colombo, and certain complimentacgntives are offered to the
investors there. These include additional tax lagi] concessionary turnover tax,
and lower ground rent. It is estimated that themgant sector in 2005 itself
provided direct employment to approximately 340,p@0ple, 87 per cent of which
were women. Another 600,000 workers were indireddpendent on the industry
through employment in a range of support and relagrvice occupations (ILO,
2005).

The Katunayake EPZ (KEPZ) is the most highly depetbof all the BOI
zones, currently with 90 enterprises operatingnefacility. Of these enterprises 24
are apparel exporter plants. However other secoesalso represented, such as
precious stones and jewellery (5), trading hous¢shosiery and yarn (4), glove
production (4), electric and electronics (4), foeaw (3), artificial flowers (3), bags
and tents (1), and rubber products (1) .

The Katunayake EPZ companies belong in the mosemaogkector of the Sri
Lankan economy. Exports earnings from the zondl¢dt&7,186 million rupees in
2006 (BOI, 2007). There are investment projectsfd countries — 12 enterprises
from Hong Kong, 12 American, 10 British, 10 Indid®, German, 7 Japanese, 6 Sri
Lankan, 4 Belgian, 4 ltalian — in addition to comjgs from Taiwan, Korea,
Singapore, China, Luxembourg, France, Sweden amg/&yo

In nearly three decades, the zone has contribatédet creation of new job
opportunities. When the KEPZ was started in 198ehvere only 261 employees
working for the two enterprises established in zloae. In 2007 the zone has a
workforce of 34,920 local employees and 197 exatsi and has thus brought
employment opportunities to a large number of wowenkers. The table shows
employment in the KEPZ has declined somewhat fré&51due to the relocation
of factories to other countries and to other region Sri Lanka, technical
upgrading, changing employment relationships armtabe of workers. Currently
there is a shortage of 15,000workers in the vari€ie2&s in the country.




The Board of Investments (BOI)

In Sri Lanka the BOI is the apex EPZ authority. iARsmany other countries the
BOI operates a one-stop centre for foreign investmelt has its origins in the
Greater Colombo Economic Commission and is direecdgponsible to the
President of Sri Lanka. Operating as an autonorbody, it functions as a central
facilitation point for investors, providing adviesmd assistance at every stage of the
investment process, and is thus the only orgawizathat an investor needs to
contact. It is important to note that the BOI ispensible not only for the
promotion of EPZs but also for all other foreignedt investments .

The BOI is empowered to grant special concessiatsfgng special
eligibility criteria. The mechanism through whichch concessions are granted is
the agreement which modifies, exempts, and wavekrBgulations pertaining to
inland revenue, customs, exchange control and imgmmtrol. From time to time,
the incentives have been expanded to drive Sri &ankvo-pronged strategy of
diversification of exports towards advanced tecbgpl and value added and
investments in large-scale projects (includingasfructure) (Aggarwal, 2005).

To attract FDI in the initial phase of the evolutiof the zones, the
government granted generous tax concessions whalea foreign ownership, a
tax holiday of up to ten years including no taxestlee remuneration of foreign
personnel employed and on royalties and dividefidghareholders, as well as duty
exemptions on the importation of equipment, comsitbn materials and production
inputs. In early 1979 the BOI introduced the Famef@urrency Banking Units
Scheme, which provided the EPZ units unlimited asde foreign currency credit
at interest rates prevailing in the world financrarkets.

The BOI also provided EPZ units with industriah\sees such as land, power,
water and telecommunication services at subsidiaggs. Investors can also own
100 per cent equity in the sectors such as exposism, infrastructure services,
dairy and livestock, electronics. Investors otheant those above can set up joint
ventures, e.g. banking, insurance, energy, and psugly.

One of the unique services provided by BOI is thie of facilitator in the
provision of various services to investors. At thee of entry of an investor, the
BOI designates an officer to assist and guide tivestor in all his dealings with
various government departments and with the deatsn within the BOI
(Aggarwal, 2005).

Sectorwise data for all the zones was not avalablthe time of writing.
However, the Director of Labour Relation s providled sector composition for the
two most important zones in Sri Lanka, the Katukayand Biagama (table 4).




Table 3. Sectorwise distribution of enterprises for the year 2006
in Biagama and Katunayake

Sector 2006
Food and beverage and tobacco 6%
Textiles, garments, leather 50%

Chemicals, petroleum, coal, rubber and plastic ~ 12%

Non metallic mineral products 4%
Manufactured products 8%
Services including agricultural products 12
Others 8

Source: BOI internal document (2007).

As seen in many other countries, in both Katunayake Biyagama, the share of
textiles and garments make up 50 per cent of totestments in 2006. Thus the
process of diversification is critical for Sri LamkNonetheless, industrial upgrading
has occurred within this sector, with firms moviimngm assembly to full-package

production, in which higher value added aspectprofiuction are included in the
process. Within the EPZ-based apparel sector, &rka is clearly moving towards

the upper end of the market and to full-packagedypecton. Exports from EPZs

continue to contribute a major share to nationglbets in Sri Lanka, rising from 33

per cent in 2002 to 38 per cent in 2006.

At present, Sri Lanka not only faces stiff competitfrom other developing
countries of South and South-East Asia, but alsm f€hina, which has emerged as
a dominant force in the global apparel industry.the higher-value clothing
segment, producers such as Malaysia, the RepubKoma, Singapore and Hong
Kong (China) are also now serious competitors. @frthe most significant factors
affecting the competitiveness of the Sri Lankan ngart industry is low
productivity. While it has become evident that Banka cannot compete on low
labour costs alone, the emphasis has been shiftedproving the productivity of
both labour and the manufacturing operation as@evh

Within the BOI, the Industrial relations Departméiandles complaints made
by individual workers or workers’ councils and re®s industrial disputes. It also
provides other services related to human resowsuek as providing enterprises
with manpower resources, setting the terms anditonsl of employment, wages
and labour standards and providing updated infaomain employment statistics.
There are 30 officials in the Industrial RelatioBgpartment spread over the
12 zones.

Recent investment trends in EPZs

According to the BOI, of the total new foreign ditegnvestment in 2006, more than
60 per cent was invested in the telecommunicatsstior, textiles, apparel and
leather industry, hotels, power generation, infdramatechnology and business
process outsourcing (BPO). Within the industriattee the largest share of
investment was absorbed by textiles, apparel amtidée products, food, beverages
and tobacco products, chemical, rubber and plgstiducts and non-metallic
mineral products. Of the 354 approved projects,pB3ects were fully foreign-
owned and 87 were joint ventures between Sri Laskawal foreign investors, while




the rest were fully owned by Sri Lankans. Theretbeetrend is towards more joint
ventures and local investments (CBR, 2006).

The government is of the view that the thrust af tbng-term industrial
policy is to develop a globally competitive, dynamand technologically
sophisticated industrial sector. The BOI is of v~ that industrial policy should
encourage innovation and productivity improvemenpiocesses and services. In
this regards, the foreign investment is expectedn&ke a vital contribution by
providing capital, access to technology and actessarkets. To facilitate this
process, the government has initiated several mesmsumed at strengthening the
legal and regulatory framework, providing necessmufyastructure, improving
corporate governance, enhancing quality and maingpistandards, and improving
the competitiveness of industries.

GSP Plus status

Sri Lanka is the only country in Asia to benefibrfr Generalised System of
Preference (GSP Plus) status: a reduction of inghast to zero per cent on 7,200
items exported to the EU. This is subject to Smkaratifying all eight core ILO

Conventions, all eight human rights covenants, ddd conventions on the
environment. An additional requirement pertainsvédue addition pertaining to
exported items.

The global market access of Sri Lankan exportsexaanded further in 2006
with continuous negotiations at multilateral, regb and bilateral fora. The
country, while adhering to the commitments giveth® World Trade Organization
(WTO), engaged in bilateral trade negotiations wiitklia, Pakistan and other
regional countries. Trade negotiations with India2D06 was mainly focused on
resolving the problems relating to quantitativetniesons imposed by India for
certain exports and further negotiation of a Corhensive Economic Partnership
Agreement (CEPA).

The government is also pursuing negotiations wite £EU aimed at
rationalizing the stringent rules of origin (ROQ)teria imposed under the GSP
Plus scheme, which require Sri Lanka to add at ledger cent value addition in
the case of apparel exports in order to qualifysiaech benefits.

Wages and the feminization of employment in EPZs

More than 70 per cent of workers in the zones ammen . The large female share
in EPZ employment has been well documented, witm&m accounting for over
70 per cent and sometimes over 80 per cent. Owetaft two decades, studies
indicate a strong preference for women workers lezathey are cheaper to
employ, less likely to unionize, and have greatatigmce for the tedious,
monotonous work in assembly operations. This is dhme situation in EPZs
around the globe.

As stated earlier, Sri Lankan labour laws goverriiiRys are the same as in
the rest of the country. Although labour laws arefarm nationally, there are
emerging issues regarding the enforcement of tHases in EPZs and the
restrictions on trade union creation and actiomseference to the longer working
hours and the faster pace of work; trade unions d&fficulties or are discouraged.

There is lack of data to compare the wages of werkeside the zones with
comparable companies outside. The general impres&s been that they are at
about the same level as wages for equivalent workhé rest of the economy
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(table 3). This may be due to factors such as wegelation by the Wages Board,
the need to adjust to inflation as well adjustmenggle to public sector wages in
2006. Over the last two years, there have beengt®dk labour shortages reported
in the labour market and the feminization of EPZpkiywment appears to have
peaked.

In the past, EPZs in Sri Lanka, as elsewhere, tkrtdehigher female
employment where the skill intensity of productignow; however, in Malaysia,
when the EPZ production shifted to higher-technglpgoduction, many of the
women were able to obtain employment as techniciarthe electronics sector
(Sivananthiran, 1993).

Table 4. Enforcement of labour regulations - inspections, 1997-2005

Item 1997 1998 1999 2000 2001 2002 2003 2004 2005
(1) Labour inspections conducted
(@) Under Wages
Boards Ordinance 8,113 8583 11,137 9424 10,812 10,890 16,305 16,306 11,334
(no.)
(b) Under Shop &
Office Employees 11,664 13254 13,397 12,313 12,266 17,385 21,643 26,354 18,396
Act (no.)

(c) Employees

Provident Fund Act 12,039 16,144 16,667 30,458 43,053 52495 52466 61,190 34,105

(2) Arrears of underpayment revealed at inspections

(@) Under Wages
Boards Ordinance 4,547.0 8,055.9 7,821.0 7,909.6 15,235.1 102,904.4 61,052.7 61,244.1 28,097.1
(Rs.’000)

(b) Under Shop &
Office Employees  2,375.8  1,508.2 2852 3,136.3 8939 11,9143 432.6 2387 21138
Act (Rs.’000)

(c) E.P.F. Act (Rs.Mn.) 2432 248.1 363.8 4752 634.9 921.0 602.4 8308 1,551.9
Source: BOI 2007

EPZs and linkage with the domestic industry

Despite the growth in apparel exports during tls¢ o decades, the development
of backward linkages has been poor. The industmg&vily dependent on imported
inputs, with the result that the level of value edds low. In addition, the need to
import raw materials results in longer lead timgssing another serious threat to
the international competitiveness of the industirjnas not been developed due to
the high cost of investment required for the sgttip of such operations, and the
relatively small market. Sri Lanka therefore facgt§f competition from the
countries that are well supported by backward lyekendustries (e.g., India and
China). Backward linkages did not occur mainly hesealocal producers were
unable to meet world market standards for pricalijuand delivery terms, and
more importantly, there was lack of interest fromedl manufacturers in serving
EPZs because of low perceived returns.

The government has taken several measures to promegional
industrialization. Under “Nipayum Sri Lanka” (th®@ Enterprises Programme),
incentives were given for industries to relocatethe regions, which included
exemption from income tax for 5-10 years and frontiet and value added tax
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(VAT) for the import of new plant and technologigahdvanced machinery. This is
a major step undertaken to bridge the gap betweemtentives granted for BOI
and non-BOI projects. Under the 300 Enterprisegg@rame, many concessions
given to BOI investors were extended to local inwesas well. Further, factories
which were relocated outside the Western Provineeevallowed to deduct the
costs of relocation from their taxable income (CBB06). This will in the medium

term blur the EPZ/non-EPZ distinction. The issuelatfour standards and their
enforcement in local enterprises will pose furthehallenges to labour

administration.

The Budget 2007 provided measures to further devitle domestic industry.
Special attention has been placed on the estal#ishof textile processing zones
to develop backward linkages in the apparel ingustarther, the Budget 2007 also
proposed the establishment of a technology institutder the supervision of the
National Research Council. This is expected to owprthe competitiveness of
several industries such as textiles, rubber, epits and minerals.

The EPZ sector is facing several impediments inexaing higher growth.
According to the Joint Apparel Association ForurAAF), rising energy costs is a
burden. Sri Lanka is a net importer of oil and s@ply of reliable and affordable
energy to the industrial sector is extremely imaottin order to achieve higher
industrial growth. In addition, the Association dmpized the need to resolve the
issue of inadequate infrastructure, the risingso$tiabour and raw materials, the
lack of skilled labour, the lack of technically djfiad personnel in the construction
industry, rigid regulations in the labour marketdatme inefficiencies in public
sector enterprises.

Findings and major labour issues
Strategies for coping in a post-MFA environment

The Sri Lankan garment industry has experiencedgahenal growth since the
late seventies and continues to be the strongedbrper as far as the
manufacturing subsector is concerned. Furthernfogegarment industry had a
comparative advantage as a recipient of GSP Phtsissand as a result of a
bilateral agreement with the United States. In ptdeaddress the issues pertaining
to adjusting to the post-MFPera after January 2005 with a view to promoting
decent work in the EPZs, a workable system of $at&éogue between the three
partners — employers’ and workers’ organizationd #re government’s labour
administration system — in working together towards

Sri Lanka has ratified about 40 ILO Conventiongluding the eight core
Conventions, and its national legal framework cmstastringent measures in
respect of these and other rights and freedom®& (PWCP, 2006). For instance,
the Constitution of Sri Lanka guarantees the furefaal right to the freedom of
association (Article 14(1)).

However, despite this strong legal environmentretlae problems in giving
practical effect to some rights at work. Theredeégcits in ensuring the freedom of
association, particularly in some EPZs. Collecthaegaining is not widely used as
a mechanism for dispute resolution.

! International trade in apparel and textiles isutatgd by a system of bilateral tariffs and qudtaswn as the
Multifiber Arrangements or MFA; quota restrictiongre lifted in 2005.
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Improving quality and productivity in the
garment sector in EPZs

Most garment manufacturers were geared to produstaigdard garments for the
major markets under export quotas. Before the MiEAtg ended, 60 per cent of
total garment exports were based on quota expart2004, and Sri Lanka’s
dependence on quotas had been steadily increasiog $995. So far, the sector
has done well not only in surviving but in mainiagpits share in the total exports;
however, it faces intense competition from Chind bodia.

Despite the fact that the Sri Lankan garment ingugtas achieved
phenomenal growth over the last two decades, @sfaeveral challenges as follows:

= Low productivity compared to India and China desgiigher literacy
levels.

= Inadequate training of managers and workers is mapoitant factor
constraining productivity and competitiveness.

= One of the most significant factors affecting thempetitiveness of
garment manufacturing enterprises is the poor ioglship between
employers and employees.

= Sri Lankan manufacturers are more likely to invegechnology in order
to reduce their labour force.

= Some of the factories currently operating do nahgly fully with labour
standards, losing potential market share as atrefsturnover.

= Poor infrastructure (roads, transport and telecomoations), as well as
delays caused by documentation and customs praeedirports and
airports have seriously affected lead time and scast the garment
industry.

Establishing a Compliance Unit within the MOL
to secure compliance with the law

Commencing in 2002, the ILO supported a changegsoavithin the Ministry of
Labour to enable it to adapt to the country’s titams to an economy based
increasingly on market forces as the means of resallocation. It recognized the
need for the national labour administration systmadjust and restructure to
accommodate new policy initiatives. The ILO suppeamtibled the Ministry to re-
examine its role in national development, embraceamlge of development
initiatives, and adopt new approaches vis-a-viouabprotection and industrial
relations. The resulting changes and activitiesehbgnefited the clients of the
labour administration system; however, furtheractivould be necessary to effect
these benefits on a larger scale

Some of the outputs included the preparation oédoPmance Improvement
and Reporting System to guide the Department ofouabn improving staff
productivity and overall performance, particulady district level. A report on
“Strengthening the procedural and operational dspet the labour inspection
system” was drawn up, and a new inspection repon fwas introduced based on
an integrated inspection system. The preparatiora ahaster register of all
establishments liable to inspection has also consewerAdvice has been provided
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on the nature and purpose of the newly set up Naltimstitute of Occupational
Safety and Health and the Institute for Labour f&sid

The restructuring also led to the establishmert Gbmpliance Unit to secure
compliance with labour laws in BOI factories. Itonk began with a study of
decent work in the garment sector, but since tkegmation of the unit chief (to
become the Director of Industrial Relations in Bt@l itself), it has lost direction.
The task in the area of securing compliance anaoordinating with private
systems of assessment is a big challenge.

Tripartite action plan

Another initiative supported by the ILO was the elepment of a tripartite action
plan by a Multi-Stakeholder Task Force that wasnkd as an outcome of the
tripartite workshop “MFA and beyond”, held in Colbm in July 2004. The

workshop was organized by the ILO at the requesbaie workers’ organizations
and the Apparel Industry Labour Rights Movement §RIM), a consortium of

workers’ organizations and NGOs which has been ingrin the issue of potential
job losses associated with the end of quotas.

The tripartite action plan to deal with possible josses as the TC industry
restructures and adjusts to a post-MFA environmidioich remains to be done in
terms of follow up and achieving the objectivesie€ent work.

The relationship between private systems of assessnt
and the MOL’s Labour Inspectorate

The number of labour inspections in general hawdirte over the last two years
and with this the number of regular inspectionshimithe zones have fallen. Thus
the number of disputes over payment of statutonefits to workers have been a
major challenge.

The closure of factories within the zones havermfiappened abruptly and
without adequate notice, and workers were left ithcompensation or back-pay
and national insurance payments. For example, éiid of 2005, 15 factories had
closed with over 3,000 workers losing their jobslyahree factories paid any form
of compensation to the workers; many others deddutin employment protection
payment. A more serious problem is the paymenta¥iBent Funds.

In the vacuum created by the lack of regular labiogpections from the
Ministry of Labour, many garment buyers and mulim@al enterprises —
comprising 50 per cent of the total number of EBtlelishments — now implement
a system in their supply chain through which tha&ippliers are assessed for
conformity with a code of conduct. These assesssnard also known as “social
audits”. For example, Nike employs its own comptamfficials in its factories. A
large number of companies within the zones in @engnt export trade have also
recruited their own compliance officials who worigéther with the personnel
department. One company visited in the Colombo B&#d US$1,300 for each of
five audits conducted by five different buyers dgrthe past 12 months.

In this regard, for the MOL and the ILO, the folloy issues are raised:
given that the ILO international instruments arestrfeequently cited in Codes of
Conduct, what steps can be taken to put into malcteffect the principles
underpinning these international instruments twagteé enterprises; second, how
can this be done in a manner consistent with tipgoagh of the ILO as stated in
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the instruments; and third, what is the relatiopdietween these private systems of
assessment and the MOL'’s labour inspectorate, amd dan their activities be
coordinated?

In response to a request by the apparel industdysttuss ways of ensuring
the highest levels of compliance and give this@eatcompetitive edge, the ILO,
in partnership with EFC and the Joint Apparel Asstbans Forum (JAAF),
organized a Compliance Managers Conference whielt @éeth social auditing,
compliance and labour issues. More work needs tarmertaken in working
towards a multi-stakeholder monitoring mechanisnthwhe participation of the
MOL.

Facilitating the entry of labour inspectors
in the FTZs

One of the key factors for effective inspectionsthie FTZs is the free entry of
labour inspectors to undertake routine and surpnsepections. Sri Lanka has
ratified ILO Convention 81, Article 12 of which drlas labour inspectors to enter
freely workplaces liable to inspection. Sectionptbvides that “any employer who
fails to permit entrance, hinders any officer ire tBxercise of the powers of
inspection, fails or refuses to furnish such respptevents any other person from
answering an inspecting officer or furnishes fatdermation shall be guilty of an
offence punishable with a fine, a term of impris@mtnor both”. Similar provisions
regarding the power to enter and inspect conditiong/orkplaces pertaining to
safety, health and welfare standards stipulatedalayare found in the Factories
Ordir21ance, which applies to a majority of the emtises established under the
BOI.

It is important for labour inspectors to observe tonfidentiality required
with regard to the purpose of the inspection ifsitcarried out in response to a
complaint, specifically as to the source of the ptamt. According to the BOI, this
issue has risen due to the security provisions ss#eg¢ed by the EPZs being
custom-bonded areas. Thus, they state that anyoteeiregy the zone must have
BOI permission by way of appropriate identificatido satisfy the customs and
legal requirements on security. Consequently thgtipa seems to be that while
workplaces in the EPZs are not excluded from labospection, and as EPZs are
high-security areas, access to such workplacesbied to prior permissions. This
is a major concern for effective compliance of labtaws given the increasing
complaints regarding non payment towards provifiemd and the trust fund.

To address the issue of entry into the zones, wagk bn 1999 the ILO
Colombo Office brokered an agreement between the&@ the MOL, resulting
in an MOU between the two parties. One of the kewts in the agreement was
consensus to place an officer within the zones.af@mtly this arrangement worked
only in one zone and not in others. Most stakehsldgree that the ILO Colombo
Office should convene a meeting to revisit thigmagement.

A new MOU needs to put in place new working modgito gain access to
workplaces in the EPZs without prior authorizatioihe provision of proper
credentials is a requirement in Article 12 of then@ention which should enable
inspectors, in practice, to enter freely and withprevious notice any workplace

2 This issue was discussed by the CEACR in June 28G¥result of complaints by unions.
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liable to inspection or which they may have causedelieve to be liable to
inspection.

Targeting BOI factories outside the
EPZs for labour inspections

At present, there are 300 BOI factories inside Fi&s and about 1,200 BOI
establishments with the same conditions outsidedhes.

The BOI Industrial Relations Department has in plast undertaken fairly
regular monitoring of the 300 BOI factories insittee zone, but not the 1,200
outside. One of the constraints faced by industralations officials is
understaffing and the lack of formal training ither dispute settlement or basic
monitoring of labour standards and undertaking sssents as a preventive
activity. The monitoring/assessment is usually utaden by senior officials and
any shortcomings found are communicated to MOLc@fs for necessary action.

Concerning the factories within the zones, the namtivities of BOI IR
officials can be summed up as follows:

= maintaining industrial peace by settling disputes;

= handling grievances and coordinating with the MOlhew initial
mediation fails;

= monitoring of labour standards through regulartsjsi

= facilitating the establishment of Employee Councilad promoting
workplace cooperation.

Maintaining a Central Employment Data Bank to reggigob seekers and
place them in suitable jobs. Naturally this hadeffiect on the BOI factories both
inside and outside the bonded zones. Here the B@lstirial Relations officials
also have a responsibility to monitor labour staddand work closely with their
MOL counterparts.

The key issue for compliance with labour standaslghat other 1,200
establishments outside the bonded area designat8®afactories? The overall
responsibility according to the BOI is with MOL wehi itself has seen a fall in
regular inspection.

This situation of non-compliance in some EPZ fdetwregarding statutory
dues, particularly Provident Fund benefits, hasnbmenpounded by the growth in
outsourcing third-party contracts in the producti@hain. Some of these
establishments outside the zones also act as stpfidir the larger factories inside
the zones. It is therefore imperative that propdxolr inspections be undertaken
for the 1,200 factories on a priority basis.

Improving the planning, monitoring, and
implementation of labour standards

Sri Lanka has ratified ILO Convention No. 81 ondab inspection and is thus
obliged to maintain a system of inspection in orttesecure the enforcement of
laws relating to working conditions and the workirgvironment, provide
information and advice to employers and workersiow to comply with national
laws, and ensure that defects or abuses not cobgreslisting laws are reported to
the competent authority.
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The Convention does not stipulate the precise Idatbihe inspection system,
other than that it should be under a central aitthoin Sri Lanka the central
authority is the Department of Labour within the nidiry of Labour. The
Department is responsible for a number of divisiaech with responsibility for
enforcement and compliance in different areas. Timgection of working
conditions, work safety and occupational hygieneursiertaken by different
inspectors. Sri Lanka has some 400 labour inspeatesponsible for general
inspection relating to working conditions underigas legislations, and another 25
inspectors responsible for inspection under theofas legislation. In addition, the
Employee Provident Fund has 200 officers (fieldoeffs) responsible solely for
ensuring compliance under EPF legislation. In effetberefore, inspection
functions are undertaken by three different tygeaspectors.

A modern labour inspection system is driven bydhgectives of prevention,
protection coordination and improvement, with ticéual design of the inspection
system a response to these objectives. Under swgystam the emphasis is on
securing compliance with all labour laws and reiofes. With the assistance of the
ILO, the MOL has lately been reorganized, the iospa form revised, and a
monitoring and implementation unit set up. Thederef were expected to have a
positive impact on the inspection system and irsgethe number of labour
inspections (which has severely decreased from 20@&ead of the minimum 20
inspections per month per inspector, most labospeantors were conducting
inspections of only 50-60 per cent of the targetstéblishments assigned to them).

It is recommended that the MOL inspectors, the @&fectors and the BOI
officials coordinate their activities and work aseam, in tandem with the private
sector audits which are on the increase. It is eggethat the new National
Institute of Occupational Safety and Health and ltnstitute of Labour Studies,
although not having inspection duties, will be alol@rovide the required technical
support for the successful operation of a well dowted inspection system.

The proper management of the inspection systemsagates an approach to
labour inspections that makes better use of inggeoésources, including logistics,
transport, etc. This will increase the effectivened routine inspection visits
undertaken by inspectors (helping to prevent snsalles from escalating into
major problems).

The other major issue concerning labour inspectisr®ow to work closely
with trade unions and employers organizations ahdrostakeholders in securing
compliance.

Computerising data on labour inspections
undertaken in EPZs

Both the BOI and the MOL presently lack an effeetmechanism for monitoring
and analysing inspections of enterprises. The MORdministrative and
information processes in Sri Lanka have in the pabed heavily on manual
procedures, resulting in a massive flow of papekwpertaining to inspections.
Data on compliance required by the Ministry of lstly or the BOI on the
extension of GSP Plus status were also handled aiignit is now well recognized
that that the manual, paper-intensive system isitoproductivity, inefficient, and
not consistent with a modern approach to labouriaidtration.
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To address this, it is highly recommended thatrapderized system be put
in place for the intake and analysis of data ole@iduring inspections. In early
2007 all the districts offices of the DOL acquirednail facility. Computerization
will facilitate the planning of inspections and le-up work, particularly the
MOL’s district and sub-district offices. The MOLigork on effective monitoring
of the BOI factories will be greatly enhanced bynpaiterisation. In this manner
both the BOI and MOL will be able to tap into a coon databasg.

Increasing the number of skilled labour inspectors

With the expansion of the Sri Lankan economy, thenlper of enterprises liable to
inspection also increases. In order to maintain ianckase the quality inspection
penetration rate within the zones, more and betered inspectors will be needed..
This will also require shifting the emphasis toyaetion and working closely with
trade unions, employers and buyers and other sogilety groups. As well, media
and corporate communications campaigns could bechad to broadcast messages
on non-compliance, productivity, and good practitesstakeholders on a large
scale.

In the meeting with the Permanent Secretary, it masle known to us that
MOL was in the process of recruiting 100 laboumpergors in the three months
following. In this regard, it would be appropriate review the required
qualifications for inspectors and to ensure prdp&ning for them in the task of
securing compliance rather than policing entergrise

Promoting social dialogue and
the freedom of association in EPZs

The general complaints raised by most trade unmersain to the difficulty in
organizing and acquiring recognition in the fread# zones. This is due among
other things to employers resorting to the creattbrEmployees’ Councils (as
promoted by the BOI) which have the effect of hanmgethe creation of free and
independent trade unions and the exercise of ¢ t© bargain collectively. The
unions have already complained to the CommitteeF@edom of Association
(Case No. 2255, Complaint against the Governmeftriofanka, presented by the
International Textile, Garment and Leather Workdfgderation (ITGLWF) on
behalf of the Ceylon Mercantile Industrial and Gah&/orkers’ Union (CMU)).

Employees’ Councils have been in existence sin@4.1Blowever in June
2002, at the time when Sri Lanka was applying fer GSP Plus status, the BOI
published a set of revised standards called “Gimdsl for the Formation and
Operation of Employees’ Councils”. The unions pomit that Employees’
Councils are set up without consultation with timouns, and are under the control
of the BOI which is able to actively participate ali aspects of the Councils’
activities. They maintain that the Employees’ Calsnare not freely elected and
are therefore not “elected representatives”, asineeéf in the Workers’
Representatives Convention, 1971 (No. 135), antthiecontrol exerted by the
BOI prevents the Employees’ Councils from actingfull freedom to organize
their activities, formulate programmes and pronegtectively the interests of their

% The ILO-DIALOGUE Better Factories Cambodian Projeccurrently reviewing the computerisation of mant
factories. In Southern Africa, the ILLSA (Improvitgbour systems in SA) project has also developsdftavare
programme for monitoring and evaluating labour é@wjpns. So far the project has provided compugdris
systems to Namibia, Lesotho, and Swaziland
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members. In addition, the BOI was seen as beirgylgl@artial to the Employees’
Councils over trade unions.

Finally, unions are of the view that the currerdgadures for recognition in
the existing law are unsatisfactory. The BOIl Guitkd state that if a union
represents 40 per cent of the workforce, then thiernu— not the Employees’
Council —can represent the workers in collectivegaming; however, if the union
does not meet this minimum requirement, then theinCib can become the
collective bargaining agent if authorized by atste40 per cent of the workforce.
This has put unions and Employees’ Councils in aitpm where they must
compete for bargaining rights, which is a breactheffreedom of association.

Notwithstanding this, the unions are trying to depea strategy for both the
medium and long term on the issue of Employees’nCitél In the years before the
end of the MFA in December 2004, the ILO Colombdic@fplayed an active role
in organizing activities in the garment sector teercome the adverse effects
associated with the end of MFA. The Apparel-indudtabour Rights Movement
(ALaRM), a collective of trade unions, labour NG@sd observer organizations
affiliated with the apparel industry, was formedridg this time to work for the
rights of women workers in the industry, specifigdb train, educate and raise
awareness of rights among women workers, study @naicize the working
conditions of the workers in the garment industiggotiate with the managers and
owners of the garment factories to improve the avelfof women workers, and
request the government and the buyers to act w#hansibility on labour matters.
At present, ALaRM is engaged in mobilizing workeessearch and documentation,
media and publicity campaigns, lobbying and negogawith employers, the
government and buyers — all part of an internatioampaign to improve the plight
of workers.

Some of the unions in ALaRM have agreed that somtg about 35 factories
have registered trade unions, it may a good intemmasure to work with
Employees’ Councils, as the latter can handle soi¢he grievances of the
workers which are currently not being addressedllain addition, they maintain
that working with Employees’ Councils can lead e formation of trade unions.
They argue that this is one of the “new forms ofamizing” in the labour
movement that takes into consideration the chamgéare of work, in the process
enabling ALaRM to efficiently reach a large numbéfactories and mobilise their
workers. In short, in the absence of any other exs’ikoodies at the enterprise level,
the Employees’ Councils can be used to advanceghes of workers and can be a
good stepping stone for building a strong labouvemeent in the predominantly
female apparel sector (interview ALaRM member, Asi2007).

Other unions in ALaRM pointed out that the orgati@aof trade unions has
been unsuccessful due to several factors: suppredsy the employers of
unionization efforts, misinformation concerning dea unions, the government
policy of non-implementation of laws relating tade unions, and the lack of trade
union capacity and financial resources to orgawniaekers (interview with Marcus,
August 2007). However, they add that the majordassithin the FTZs, especially
in apparel factories, was that the employers haeel Employees’ Councils against
the attempts to unionize and that the Councils Ibeeh basically introduced in
order to prevent the formation of trade unions.

However, they expressed willingness to work withptagees’ Councils on
the following conditions:
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= Statements should be prepared and distributed aeropipyees to create
awareness about the real nature and workings ofdyegs’ Councils.

= The differences between Employees’ Councils argktranions should be
made clear in discussions with the members of Eyegl® Councils,
with the participation of trade union representdiv

= Exchange programmes should be organized to allaanumembers to
share their experiences with non-union workerstiveioenterprises in the
EPZs.

By and large, unions are not happy with the pragmesde in organizing
unions in Sri Lanka's export processing zones (BPZseir complaint that
employers often refused to recognize unions or dargvith them, leading to
strikes and lock-outs.

The process of granting recognition to unions fotlective bargaining
purposes is marked by excessive delays. Emplogais to delay the holding of
union certification polls for a long time, and maagion members are harassed
and/or fired in the meantime. As a result, workars afraid of being identified
with unions, especially when the union loses th#. gmployers also resort to
outsourcing in order to alter their workforce figarto ensure that the 40 per cent
union membership requirement is not met ..The Oepart of Labour recently
sought to address this problem by issuing instoastito labour officers on the
implementation of the law and on pro-active measuce be taken to facilitate
union certification polls.

According to the unions, the 1999 Industrial Digsu{Amendment) Act,
which protects workers against acts of anti-unioscrimination in taking up
employment and in the course of employment, hasbeen effectively applied.
They do not think that the maximum penalty of US$25 a strong enough
deterrent. Since the Act was adopted, many sericases of anti-union
discrimination and non-recognition of trade unibase been reported.

The Labour Department is responsible for filing @bamts against
employers alleged to have engaged in unfair lalppactices. Such offences are
tried before a Magistrate’s Court. Due to a backibgakes a long time to bring
cases to court, and the delays lead to the weadamid disbandment of unions.

To summarize, in Sri Lanka the alliance betweenutiiens and local NGOs
enabled it to focus its agenda on promoting deceotk in the EPZs and
organizing the unorganized workers. ALaRM is in @sipon to enter into a
dialogue with the stakeholders to promote collecbargaining and workers’ rights.
According to ALaRM, there are 35 unionised estélisnts in the EPZs and given
the relatively low wages prevailing in the EPZs Hctivities of ALaRM will go a
long way in promoting collective agreements.

As the ITGLWF General Secretary Neil Kearney reradrk

... Key to sustainability is the establishment of mature systems of industrial relations built
around social dialogue. “In the industrial context effective dialogue requires a voice for workers as
well as management. Unfortunately, serious shortcomings in the application of the right of
workers to freedom of association and to bargain collectively can make social dialogue almost
ineffective. Increasingly, it is recognized that no matter how well intentioned the corporate social
responsibility approach of brands and retailers, the impact is limited and unsustainable in the
longer term without social dialogue. Given that social dialogue is a key outcome of unionisation
and collective bargaining it is now essential that these be at the heart of any sustainable Decent
Work programme in the EPZs in global value chains and CSR initiatives (Kearney, 2006).
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The ILO is implementing a number of technical caagien projects (Better
Factories Cambodia, Better Work, Morocco Jordanedeavork project in the
garment industry), which promotes and facilitatedagjue between national social
partners and buyers (multinationals). The ILO polmosition is that no CSR
(corporate social responsibility) initiative is isable unless it is connected to
and supported by a strong national industrial i@hst system and its actors. CSR
work is usually top-down, with the MNEs imposingcsd compliance on their
trading partners. Recent studies conducted by thedt Trading Initiative (ETI)
show that this “policing” approach is costly ancedamot result in positive changes
in terms of social compliance. The ILO’s approach to build a win-win
partnership between national social partners ancEdid EPZs to improve the
industry’s competitiveness and compliance withoral law and core international
labour standards. Building sound industrial reladics vital in this strategy.

Employers’ initiatives to promote decent work in the FTZs
through the Factory Improvement Programme

The Employers’ Federation of Ceylon (EFC) is theliag employers’ organization
in the region. Currently it has a membership of adtrb00 members, of which 78
are BOI establishments. Many of the garment faesoin the zones are members of
the Joint Apparel Association Forum (JAAF), an asste member of the EFC.

Under the Local Management Development Project, M@@d the
Declaration the EFC collaborating on an intensiantng and follow-up effort in
both EPZ and non-EPZ enterprises, starting in &nkia and gradually moving into
other selected countries.

During the past four years, the EFC participatedaiprogramme for the
garment sector which increased labour productiatyd product quality and
promoted bipartite dialogue and safe working coodg. The Factory
Improvement Programme (FIP) was implemented, wltl® Isupport, for the
apparel sector in the EPZs, designed to raisedtteries’ capacity to comply with
international labour standards and increase tloanmpetitiveness.

The programme comprises six training modules, Yodod by visits to the
participating factories by the experts conducting modules. The modules are as
follow:

(1) continuous improvement (setting in motion the dtites discipline,
teamwork and commitment of senior management tasv#nd entire
project);

(2) quality improvements (tools, techniques, systemd emernalizing a
quality culture);

(3) workplace cooperation (introduce/enhance workeragament relations
and social dialogue, participation of worker-letedms for a two-way
process and worker rights);

(4) productivity enhancement (process planning and toong, efficient
techniques and overtime assessment and monitoring);

(5) human resources management (organization cultuegeg@ures and
practices, payroll practices, employee appraisalsd aworker
development);and
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(6) occupational safety and health (safety techniquesety training,
healthy workforce and conforming to internatiorequirements).

Given the low productivity prevailing in most emgses in the garment
sector, there is a need for follow-up by the emeisyto ensure more garment
factories come within this scheme (Best, 2005)

The programme methodology — in terms of targetiranagement capacity,
combining labour issues with those of productivapd quality, and action-
orientated learning — worked well in making thegreonme a success.

According to the EFC, the FIP can be credited foprovements in most
factories (IOE, 2007). A major achievement was itfiieoduction of improved
management systems and better understanding otdhaddress labour issues on
the part of the managers. The programme put ineptaightforward changes,
such as improved measuring and planning systemslgmaecause the managers
were most interested in these). Workers benefiteth fthe changes in terms of
higher wages and better health and safety condiabmvork.

The modules on social dialogue, HR and continuocuprovement also
achieved positive changes; workers reported thainooanication between workers
and managers had improved.

The discussions at the Employees’ Councils weremgdly seen by workers
as the platform for raising their concerns. Typigadblems workers cited as being
resolved through the Councils involved transpaatteen food and pay anomalies.
Workers in some factories mentioned wider changesg from the FIP, such as
more comfortable working environments and improvetsen productivity and
guality. The quantitative data also show improvegibess performance between
the programme start and end. In-line and end-@fdiefect rates across all factories
fell by an average of 25 per cent and 42 per cespectively. The man-machine
ratio fell by an average of 19 per cent and costrp@ute by 12.5. Falls in labour
turnover (34 per cent) and absenteeism (27 pej peonide indirect evidence that
improved people management can increase employiseasaon and commitment.
Managers believed these improvements had dirececpences for efficiency and
cost control, e.g. through lower recruitment anduiction costs and lower risks of
production hold-up (due to lower absenteeism).

The EFC is convinced that this experience can be transferred to the
factories in the bonded area as well as to theB@8members who are outside the
zones. The EFC has set up a voluntary mediatiotrecamd is keen to work with
the newly formed Association for Conflict Resolutim preventing disputes. Both
initiatives will be of importance to the promotiohsound industrial relations in Sri
Lanka and within the EPZs.

Following the success of the FIP programme, theréthodology has been
adapted irCambodia (the Better Factories Project) as well as in \aetrand India.

EPZs and social dialogue

The EPZs have been characterized by the lack délsd@logue between
employers’ and workers’ representatives; higheelléxipartite social dialogue at
the National Labour Advisory Council (NLAC) regandi the zones has also been
very limited.
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The weak enforcement of labour laws and the int@ngduction processes in
the EPZs can create an environment that generatgfict. In the absence of
adequate mechanisms and processes for informadtemmg, consultation,
negotiation and dispute settlement, many of theseflicts are inadequately
addressed and channelled. This is further complicaly the fact that many zone
enterprises are run by managers unfamiliar withlloastoms in the country.

All the issues pertaining to adjusting to a postAViéra discussed above and
the promotion of decent work require a workableeysof social dialogue as the
key element in a strategy to mobilize and develmpdapacity of all three partners
— employers’ and workers’ organizations and the egoment’s labour
administration system — in order to improve emplepbtconditions.

Recommendations

The Government of Sri Lanka is looking to the ERdsmake important
contributions to development in terms of foreigncleange and employment
generation. Apparel exports, which comprise a majounk of total exports,
successfully faced a quota-free trading environnaeming the last two years, but
are likely to face intense competition in 2008 wiile removal of restrictions on
China’s exports to the U.S. market. Sri Lanka’saappindustry needs to continue
its efforts to enhance the quality of its produdisprove compliance with
international labour standards and with good goaece principles, assure timely
production and delivery, offer competitive pricingyprove the skills of its labour
force, and the develop reputed international custdmases.

As well, continuing efforts to obtain some reliebrh the current Rules of
Origin (ROOQO) criteria imposed under the GSP Pluseste, which requires Sri
Lanka to add at least 50 per cent value additiocase of apparel exports in order
to be qualified for such benefit, would be highlgnieficial (RCB, 2006) A better
competition policy and a development framework F@ are important, so is the
need to focus on a decent work policy framework.

Given that the GSP Plus status will come up foren@wnext year, it is vital
for the key stakeholders and other actors concetoesiork together to develop
effective national policies that would fit into ti@WCP (Decent Work Country
Programme) of Sri Lanka. Such policies should prenrecent work and foster
investment and trade in the EPZs in the bonded ae& in the 1,200
establishments outside the bonded area. The isBaemust be addressed include
compliance with labour standards, social dialogwswben the stakeholders,
productivity, investment and technological upgradio enable enterprises to move
up the value chain.

Today there are also voluntary approaches emengitigg global market, e.g.,
the Framework Agreements between Global Union Fdders and multinational
companies. While the content of these agreemerfitsr,dmost cover the core
international labour standards and some also asldseses such as “living wage”
and health and safety concerns.
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Coordination between the labour inspectorate and
the private system of assessment

The MOL, the BOI and the social partners need imtlppwork out a coordination
mechanism between the private systems of assesduedértaken by global
brands such as Nike and Gap) and the labour inm@eetto ensure consistency
with the approach of the ILO. Initiated in 2004z initiative of the ILO Colombo
Office, this process should be continued and bdosie ILO’s work in this area in
other countries (Better Factories Cambodia, Batferk, Morocco Decent Work
project in the garment industry, Jordan TC projett,) can be useful models. In
these projects the ILO facilitates dialogue betweational social partners and
buyers (multinationals). For the CSR initiativeSni Lanka to be sustainable, it has
to be connected to and supported by strong natlgystems and its actors.

Promoting social dialogue in the EPZs

The issues presented above present challengeg tmighrtite constituents in Sri
Lanka to mobilize and work together to develop refler partnerships and work
towards extending the GSP Plus status. This willaglmng way to ensure the
sustainability of the EPZ strategy in Sri Lanka.

The EPZs are part of global production systems whave emerged largely
along sectoral lines, each sector developing disttharacteristics in terms of the
organization of global production and governancglobal supply chains. This is
clearly the case in the Sri Lankan garment sectochvproduces labour-intensive
consumer goods (textiles, garments and footwehe);lltO can continue to assist
the constituents in this area in by urging the texgsNational Labour Advisory
Council to engage in dialogue on issues of commuarest and to reach agreement
on conclusions and recommendations for the impreveraf social and economic
conditions. Although the agreements that can behexh may be voluntary, they
can have considerable influence in shaping poliarespractices in specific sectors.

Employers

The employers’ experience in implementing FIP 2 arglves them a platform to
improve competition, productivity and quality inetiEPZs. The work done on a
pilot basis in the FIP programmes in the last thyears needs to be shared with
their members: the 78 companies with BOI statud, #RWAF (their major sector
member). The EFC’s excellent training departmemt aasist companies in and
outside the EPZs to improve working conditions amaductivity through
remediation and training, and by working with thevgrnment and international
buyers to ensure a rigorous, transparent and aenig cycle of improvement.
During our meeting with the EFC Director-Generak tatter recommended that
the ILO include this issue in their DWCP and sectureding to enable the
employers to promoter decent work in the EPZs tijinathe FIP.

Strengthening the MOL'’s capacity to enforce laboudaws
and promote social dialogue

1. A major factor for effective inspections in FT&s the free entry of labour
inspectors to undertake routine and surprise ingpecThe MOL and the BOI
need to revisit the original MOU to ensure thablabinspectors are able to gain
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access to workplaces in the EPZs without the neegbrior authorization (in
line with ILO Convention No. 81, ratified by Sri hiea).

2. Strengthening the planning, programming and toang capacity of the MOL

As in most developing countries, the capacity of ®ri Lankan labour
inspectorate needs to be improved. Although theze480 labour officers, not all
of them undertake inspection work. The Ministry’soMtoring Unit should be
commended for the recent initiatives which haveraased the number of
inspections undertaken. These efforts need to temsified to target the EPZs.
Equally important is the training of inspectors amhal managers on managing the
inspection process.

There is a need for an inspection review in ordentrease the frequency of
public inspections in EPZ establishments in lighthe upcoming GSP Plus review.
The inspection review needs to take into accoumt fiequency of private
monitoring by buyers and identifying the gaps aneriaps.

Computerized information management system

One of the major tasks for the MOL is the developmef a computerized
information management system (IMS), similar toséhdéound in Singapore, Hong
Kong, Malaysia and Cambodia (under the Better FastdProgramme) and the
work carried out in the ILLSA project by the CTAh& ILO Colombo Office may
be able to assist in a pilot phase to computehieedata on inspections from the
1,500 establishments. In this regard, the recomateorts already put forward by a
consultant regarding software should be takenactmunt. The MOL is eyeing the
developments in the ILLSA project in Southern Adrievhose ILO-developed
software could be shared with the Sri Lankan MOL.

The MOL can also use the media as an effective smeardisseminating
information on labour law and good practices. Tetbgical developments such as
the Internet and low-cost delivery systems forvisien and radio have increased
the quantity and range of information that can kedenavailable to workers and
employers, even to remote areas where the BOlrfastare located. It is suggested
that the public relations unit of the MOL look irttus recommendation.

The MOL also needs to review the existing socialatjue mechanisms
within the National Labour Advisory Council withvéew to facilitating debate on
promoting decent work in the EPZs. It is recommentet a subcommittee be
created to discuss the labour issues in EPZs eguwar basis. Best practices and
lessons learned from other countries also show #rajagement with all
stakeholders — including government agencies, wsrkepresentatives and unions,
factory owners, and civil society — is a necessawgnponent of a strategy to
promote decent work in EPZs.

Review of labour law

To promote collective bargaining in the FTZs, tliwernment needs to review the
legal provisions concerning the recognition of &ashions and penalties for unfair
labour practices, as existing fines are too low. oissourcing and employment
relationships have emerged as a major issue, th&itteents have urged the MOL
to organize (with the assistance from the ILO) ipattite workshop on ILO
Recommendation No. 198.
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