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1. Introduction

This paper outlines the dynamics of global clothamgl textile value chains. In addition, it
focuses on how the economies of Sub-Saharan Afide@ been drawn into these globalized
value chains, enabling the development of clothimdustries in a number of less developed,
poor countries. It begins by setting out the dyrmanof the changing nature of the global
clothing and textile value chain in order to comteise the global trading patterns. The next
section deals with what is left in the industriatizcountries and what aspects of the chain have
shifted to developing countries. This is followey & detailed discussion of global trade,
employment and investment, which provides the cdrite analysis of the demise of the Multi
Fibre Agreement (MFA) and the impact of China oabgll clothing and textile value chains
post-MFA. The final section discusses the imporaotthe African Growth and Opportunity
Act (AGOA) for the development of Sub-Saharan Adriodustrialization. The chapter ends

with a number of policy conclusions.

2. Globalization of the textiles and clothing valuehains

A key defining aspect of globalization in this nesa is the production of manufactured
components which are sold as inputs for other carapts and end up as final products; all
linked and coordinated globally (Dicken, 1998). Asresult, in both the developed and
developing worlds, firms tend to sell less and leds the perfectly competitive markets of
economic theory, and more and more into globalesaliains (GVCs) which are regulated by
predominantly external global firms (Kaplinsky, Z)0The global clothing and textiles sectors,
par excellence, demonstrate these characterigti¢aeaworks of production, distribution and
marketing of particular products or groups of prtdli (Gibbon, 2003b: 1811). The clothing-
textiles value chain has historically played an anm@nt role in the process of industrialization
and is generally regarded as being a potential step for developing countries embarking on
an industrialization path. In the clothing valueaicth barriers to entry are low, capital
requirements are not onerous, production is lal@ensive, knowledge intensity varies,
tradability of goods is high and, finally, clothirapd textiles have been the source of rapid

export-led industrialization in a number of couesr(Gereffi and Memedovic, 2003).

This clothing-textiles value chain has become iasimegly globalized. In 2007, global clothing
and textiles exports were valued at US$628.4 billimaking them one of the world’s most

traded manufactured products. Even more signifigamixports increased at a compounded



annual rate of 6.1 per cent between 1990 and 280 2008). The textile and clothing value
chain is particularly suited to global productioetworks as most products can be exported at
each stage of the chain, making the sector higlalgetintensive and sensitive to a country’s
trade regime. Furthermore, a large portion of aghproduction, in particular, is labour-
intensive and requires low skill levels and is tlsuged to developing economies. In contrast,
textiles production is much more capital-intensarel developing countries have encountered

difficulties in creating backward linkages in tlextiles supply chain.

Natural and synthetic fibres are produced from naaterials such as cotton, wool and
chemicals. These fibres are spun into yarn, whichsied to produce woven or knitted greige
fabric. The fabrics are then finished, dyed andtpd as required, and used to produce made-up
textiles of clothing, home furnishings and indwdtror technical textiles. Animal fibres,
synthetic filament and non-woven textiles are alsed to produce carpets. Although the
clothing industry is clearly a significant consunwdrtextiles products, other sectors such as
mining, motor vehicles and construction are impartauyers of textile products such as cord,
rope and geo-textiles (Roberts and Thoburn, 20B8ure 1 outlines some of the major
products of the textiles and clothing industrieslevkigure 2 shows the entirety of the clothing
and textiles value chain. Generally, more complbigher value-added tasks remain in
developed countries with higher-paid skilled lahauile less skilled tasks have moved to low-
cost locations, mainly in the developing world. Mtreless, firms from high-wage developing
economies are finding it increasingly difficult tetain a competitive edge in a progressively
global market place. These firms have constantlgaiofront the competitive challenge from

firms in low-wage, industrializing economies theg able to produce more cheaply.

A buyer-driven value chain

The textile and clothing value chain is buyer-dnivelominated by large retailers, branded
manufacturers and marketers which control globabdpction networks and stipulate supply
specifications. Buyer-driven value chains are comno labour-intensive, consumer goods
industries such as garments, footwear, toys, heafticand consumer electronics. A common
element of global value chains is that economioracat particular stages are able to exercise
power over other agents in the chain (Roberts amobiirn, 2002). For example, in buyer-
driven value chains retailers can have signifiqgamwer over manufacturers in terms of price,
quality, lead times and raw material inputs. Thdileand clothing value chain is dominated by
large retailers, which do not own their own faaerbut organize and control production on a

worldwide basis. Information flows directly fromtaders to clothing manufacturers, but also in



many cases to textile plants, where decisions a#enon patterns, colours and material. The
commercial buyers in these global clothing valuaimh are extremely demanding. Without
exception, clothing and textiles researchers haenmoting how they are insisting on lower
prices, better quality, shorter lead times, smatierimum quantities and supplier acceptance of

as much risk as possible (Flanagan, 2003; Kaplira85).

The power wielded by these retailers is attributedtwo main factors. Firstly, consumer
preferences have changed. Consumers no longer stemdardized products but instead are
demanding increased variety of product choice,iteptb shorter product seasons, more rapid
product cycle turnover and smaller minimum orde&alifiger et al, 1999). Furthermore, they
are becoming more demanding in terms of price, dipgna smaller proportion of income on
clothing but shopping more frequently and buyinkarger number of clothing items (Nordas,
2004). The demands of consumers coupled with glmdian have led to retailers sourcing
production from the lowest cost locations arourgllorld. In this manner they are transferring
pressures to reduce costs, improve quality andtyatd manufacturers, mainly in developing
economies. These manufacturers either have to laltkercosts and lower their margins, or

improve productivity.

Secondly, mergers and acquisitions have led teatgr concentration of retailers in developed
economies. The growth in the buying power of retailand the emergence of large discount
chains and speciality clothing stores which havelaed independent stores have given
retailers the ability increasingly to manage thebgl supply network. In 2007, the top five
retailers in the United States of America accouritedb6 per cent of sales among the top 20
retailers (Weathers, 2003). Walmart is the singlgdst retailer, representing 32 per cent of
total United States demand in the retail sectd®20@7 (National Retail Foundation, 2008). The
UK clothing retail sector is similarly concentratétcording to London Economics (2008), the
top five retailers accounted for 35 per cent dditotothing sales in 2007. Experts predict that by
2010 the top ten retailers in the world will comt&b-30 per cent of the world textile and
clothing trade. This concentration of buying powefes retailers considerable control over the

activities of other agents within the commodity icha



Figure 1  Major products of fibre, textile and clothing industries
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Figure 2 The textile and clothing value chain
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While global sourcing has been beneficial from @&dpict-pricing perspective, there are
disadvantages. The drive to be more cost-competitas been driving wages down worldwide
and has also led to the loss of many textile amdhelg jobs, particularly in developed
countries, as production moved offshore. Neveriglthe trend towards offshore production is
unlikely to reverse. Since the late 1990s, retsileave been striving towards more cost-
effective forms of supply-chain management and cexyu their supply base in order to
concentrate on core suppliers. They are sharirggrivdtion more openly and developing more
efficient relationships with suppliers, thereby noying replenishment times, new product

development, quality and customer service (Weatl2633; Gibbon, 2002).

The move to offshore production

Internationally, the clothing and textiles indusbgth expanded and changed direction during
the 1990s. In what has become an increasingly blobeket place for the production of goods
many firms moved the low value-added parts of petidn (especially in clothing) offshore in
an attempt to maintain competitiveness. This moegah with Japan in the 1950s and 1960s,
followed by the East Asian Tigers (Taiwan, RepuloiicKorea and Hong Kong) in the 1970s
and 1980s, and then South-East Asia in the 199ls,@hina emerging as the biggest player.
Other emerging, second-level suppliers includedalndalaysia, Philippines, Indonesia and Sri
Lanka (Gereffi and Memedovic, 2003).

In the clothing industry, the move towards offshpreduction took hold in the mid 1970s when
branded marketers such as Nike and Reebok beganuocing production to the low-wage,
low-cost East Asian Tigers. These “manufacturetbaut factories” are involved in the design
and/or marketing of products, but carry out no ptithn of their own. Rather, they maintain
close control over the global value chain by sgttstandards, often sourcing raw materials

themselves, distributing them globally and thendntipg the made-up garments.

In 1974, the Multi-Fibre Agreement (MFA) was signedtifying countries’ rights to impose

quotas on textiles and clothing imports. Althoulga MFA was intended to be temporary, it was
frequently renewed. However, in 1994 the GATT stgrias signed the Agreement on Textiles
and Clothing (ATC), which committed to phasing the MFA. The objective of the MFA was

to give rich countries time to restructure thektiles and clothing industries before opening up
to competition from poorer countries. Although #Rictries were subject to quotas by the EU,
the United States or Canada, most of them did setthe full quotas to which they were

entitled.



This global regulation system was further compédaby each of the large importing blocs
negotiating separate bilateral arrangements witlvidual countries or regions. The European
bloc reached tariff reduction arrangements withstiyo former colonies through the Lomé
Convention. The United States came to a similaargement with countries in Central
America, the Caribbean and Mexico. Principally thgorting blocs set up complex tariff
schedules to protect the more capital-intensivéspafrthe chain, and reduced tariffs generally
on labour-intensive stages in the production cyEhe aim was to allow domestic producers to
take advantage of outsourced cheap labour for thekilled labour-intensive part of the

production cycle (Kaplinsky, 2005).

The consequences of these trade policy restrictioaie diverse. Firstly, preferential trade
access through quotas to Europe and the UnitedsStatant that production spread to an ever-
increasing number of countries. Secondly, when rkeypufacturers reached the limits of their
production quotas they actively searched for undiéized quota producer countries, in order to
organize garment production in these economiesreltwere three main countries — China,
India and Indonesia — which showed the most cardishtnd widespread near-saturation of
quotas for yarn, fabric and garments (Flanagan3R0thus, during the 1990s a rapid process of
third-party organizing and supply sourcing functiavere spread to key garment producers with
established access to established markets. Hong ijarment producers opened factories in
Mauritius and elsewhere, and Korean and Taiwanesd@upers spread their operations to the
Caribbean and to Sub-Saharan Africa. In turn, &y tmatured in their operations and
established their own footholds, Mauritian garmgmritducers began to extend their operations

to Madagascar.

Finally, following on from this globalization of pduction, the Asian producers, especially in
Hong Kong and Taiwan, developed the capacity toilaeband coordinate what is known as
full-package manufacture (i.e. all the manufactyritages) in the global textile and clothing
value chain, leading to what Gereffi (1999) ternigngular production networks”. In other

words, production in one country (usually less deyed) was organized and coordinated by
firms in another (mostly middle income) countryttwthe products produced sold on to final

buyers in a third (usually industrialized) economy.

A change in relationship between retailers and mdacturers
As consumers began demanding better value, retaileo began turning to imports from low-
cost locations abroad. This move was partly asbisjeadvances in technology, such as bar-

coding and point-of-sale scanning, that providethilers with accurate and up-to-date



information on sales which was used for replenigitnoeders, linking the clothing value chain
both vertically and horizontally.Retailers began to take a more pivotal role inigtesind
merchandising, producing their own branded prilabels. These trends resulted in a change in
the relationship between retailers and clothing ufecturers in developed countries: retailers
moved from being the clothing manufacturers’ mairstomers to their main competitors
(Gereffi, 2001). This fundamental restructuringlod sector in developed economies resulted in
a shift in power from manufacturers to retailersl @nanded marketers. The ultimate outcome

has been a shift from a supplier-driven value chaim buyer-driven value chain.

Retailers and branded marketers have been codrdjretpply chain networks since the 1980s.
Essentially, they have been making decisions alwbete products are made, at what price and
how quickly they need to be moved, while at the esagime controlling many aspects of the
production process itself, for example, designyi€abourcing, lead times, quality and price.
However, retailers and marketers are beginningdaage their supply chains more effectively
by reducing their supply base and transferring amsppilities to manufacturers. These
companies are increasingly relying on outsourciggnés and manufacturers to take on critical
coordination roles in full-package production agaments. Moreover, by the late 1990s
retailers and branded marketers were increasirdgptang more cost-effective forms of supply
chain management, and thus beginning to concer@rat®re suppliers, develop more effective

relationships with them and engage in more direstsng (Gibbon, 2002).

As world textile and clothing production moved fralmveloped to developing countries during
the 1990s, it became essential for clothing marufecs in developed economies to find ways
to compete with low-cost competitors in emergingoremnies. As a result, clothing
manufacturers also turned to outsourcing productiffishore. However, in contrast to the
branded marketers and retailers, clothing manufacgwdid not outsource to Asia but rather to
neighbouring countries, usually with reciprocaldgaagreements that allowed goods to be
exported and re-imported at relatively low cost.nMf@cturers create production networks
where intermediate inputs (cut fabric, thread, dndt and trim) are supplied to firms in
neighbouring countries. The garments are assenisied relatively low-wage labour and then
re-imported. The process is termed “production isgarin the United States where firms
manage production networks primarily in Mexico attte Caribbean Basin; “outward

processing trade” in the EU where production neltw@re located in North Africa and Eastern

! This refers to vertical relations between linkg (supply chain management) and horizontal redatieithin links
(e.g. cooperation and linkages within companiestatdieen firms) (Kaplinsky and Morris, 2002).



Europe; and “outward processing arrangements” padaand the East Asian NIEs where
production networks are located in lower-wage regiwithin Asia. The main objective of
outward processing trade is to cut labour costsclwban account for up to 80 per cent of the

total production cost of a piece of clothing (G&r&f001; Gereffi, 2002).

3. What has remained in industrialized countries?

The liberalization of clothing and textiles has memntroversial because the sectors make a
substantial contribution to employment in both deped and developing countries. However,
manufacturing in most developed countries has aotéd and changed its focus. Currently, the
United States, the EU and Japan are the largestuomrs of textiles and clothing, yet the
majority of clothing and textiles in these courgrie imported. The Japan Textile Importers
Association estimates that 87 per cent of clothresale in Japan are imported. Between 1990
and 2002, the United States’ share of world impoftgextiles and clothing rose from 12 per
cent to 21 per cent, before dropping back down@dr cent in 2007 (WTO, 2008). During
2001 alone344,000 jobs in the industry were lost (Flanagd3}. Thus, it can be seen that
clothing and textiles production in the United 8tahas been declining and that an increasing

proportion of demand is satisfied by imports.

Although there is almost no clothing industry leftthe United States or Japan, a sizeable one
remains in the EU, especially in southern Europe2007, the European industry consisted of
approximately 175,850 firms employing 2.474 millipaople with a turnover of $289.1 billion
(European Commission, 2008). In that year, EU atemtimported 57.7 per cent of their
garments from each other (WTO, 2008). Althoughai$ fluctuated slightly between 1995 and
2007 the EU share of world imports of clothing lhesiained between 32 per cent and 37 per
cent(WTO, 2008).Despite this, EU production has been declininghwiéarly a 6.4 per cent
decrease in employment in 2007 alone (European Gssion, 2008).

A change of focus

As global contract manufacturing has marginalizexrble of domestic clothing manufacturers,

the large clothing manufacturers remaining in depetl countries have had to change their
focus in order to survive. Firms have respondednbking marketing and operational changes,
e.g. just-in-time (JIT), quick response and teamelda manufacturing, and bolstering

technological innovation, making quality improverterand outsourcing (Taplin et al, 2003).

The production of basic styles with long productioms, few colours or styling changes has



been moved offshofeleaving developed economies to compete in matketsdemand quick
response manufacturing, fashion items and spacggitments. This change in focus has made
it essential for developed economy firms to invasiechnology and staff expertise, as well as
in more efficient processes, in order to compengatehigher labour costs (Warburton and
Stratton, 2002) and more demanding retail custorfersiighlighted by Taplin et al (2003), in
such an environment labour needs to be treated asset rather than a mere cost. Firms have
had to invest in skills development and keep lakdatmover low. Developed economies have
thus tended to retain higher value-added producétements such as design, marketing,

research and development and specialized manufagtur

As an example, although United States manufactsts@n extra dollar per garment, offshore
production has tended to level off at 70-80 pett edrthe domestic market, leaving 20-30 per
cent of production that needs to take place locéilgtly, there are many hidden costs involved
with offshore production. For example, efficieneyé¢ls are not as high in developing countries
due to higher staff turnover levels, poorer quadihd longer throughput times (although these
are improving over time). Furthermore, unexpectagistics problems can increase offshore
production costs. Secondly, fashion styles requuiiek response manufacturing and, because of
forecasting inaccuracy, even basic styles can requiick response times as excess inventory
can be very costly for retailers. Therefore, eveough developed economy manufacturers
cannot compete on price, they still retain a leggtie role in the production network (Warburton
and Stratton, 2002). Thirdly, some developed caestlo have a comparative advantage. The
New York clothing industry is synonymous with fashi(Rantisi, 2004), while the EU has a
competitive advantage in terms of quality, andylialinternationally recognized as a leader in
fashion and high-quality clothing manufacture (Cdssion of European Communities (CEC),
2003).

The clothing value chain has been well researchet documented, but the way in which
textiles fit into the picture is less clear (Rokeand Thoburn, 2002). The textiles sector is
traditionally far more capital-intensive and autdetbthan the clothing industry. The lead times
in the textiles industry are generally quite longlats capital-intensive nature results in large
minimum quantities and less flexibility (Nordas,04). Although some textile plants have seen
the opportunity of short production runs and quicknaround times, the sector is generally

perceived as being the bottleneck in the clothingps/ chain. Given the commodity-type

2 This is, however, changing as manufacturers ireldg@ing countries become more skilled and therefapable of
producing more complex styles and taking on mospaasibilities.
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nature of much of the fabric produced for clothingnufacturers, textiles firms in industrialized
economies are increasingly producing household iaddstrial textiles, which are more

technical and R&D intensive, subject to less frequstylistic changes and higher value-added
production. This, coupled with the capital intepsf textiles production, has meant that it has
been more difficult to relocate textiles productitm developing economies. Most of the
relocation that has taken place has been concedtirathe areas of production for the clothing
industry and less in the areas of household angsinidl textiles. Therefore, while there have
still been substantial losses, employment in theilés sector in developed countries has

generally held up better than clothing employméarflas, 2004).

A means for economic development

The labour-intensive nature of clothing (and taalésser extent textiles) production provides
low-wage countries with a comparative advantagetheamore, it is generally perceived that
the clothing industry is more suited to developiogntries because it offers entry-level jobs for
semi-skilled labour and relatively modern technglaegn be adopted at a comparatively low
investment cost. Therefore, clothing is suited dssh rung on the industrialization ladder in
poor countries, and many developing countries hesedl clothing (and textiles) exports as a
way of accelerating growth (Roberts and ThoburQ2YOHowever, it has been difficult for
developing countries to create backward linkagethénsector. Furthermore, because textiles
and garments can be imported and exported at ¢agé of the value chain, the import content
of the clothing industry is typically high. Partemponents and semi-finished goods often cross
the border several times before the final prodaathes the consumer, which means that tariff
rates have a multiplying effect on costs, making ihdustry very sensitive to tariffs.
Nevertheless, this allows great scope for speeitidin and intra-industry trade. Therefore, some
of the largest textile and clothing exporters ia World, for example, China and Japan, are also

the largest importers (Roberts and Thoburn, 2002).

Textiles and clothing manufacture has been a migireconomic development for many Asian
economies in particular. The Republic of Korea aapan, for example, became developed in a
30-year period largely because of the initial d&hment of textiles and clothing industries
(Weathers, 2003). East Asian apparel manufactitialiy developed from the mere assembly
of imported inputs in export-processing zones thate established to take advantage of low
labour costs. This was, in part, achieved with lfedp of capital and technical assistance
provided by the EU and the United States. Howether key to the success of East Asia was its

ability to move from mere assembly to higher vadaleled exporting through export incentives,
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and then to original equipment manufacture (OEMJ éinally brand-name manufacturifg.
These steps accelerated growth and enhanced iradlupigrading. According to Gereffi (2002),
the most successful countries are those which grerts in OEM supply, or those which are

developing full-package capabilities.

As the East Asian countries of Hong Kong, Taiwad &epublic of Korea began to develop,
wages and various other factor costs increasegsuadresult production relocated again. Firms
began moving labour-intensive activities to Souttsttand South Asian countries as well as
Latin America and, to a lesser extent, Africa. AsrtN Asian firms began moving production
offshore they continued to control and coordinatersing networks. Of critical importance is
that they focused on the more profitable designraatketing segments of production in order
to sustain a competitive edge (Gereffi, 2002). Hawantages these countries gained from
having a clothing industry were therefore not etyilost, although the benefits shifted in both
form and content. For example, domestic brand nzantufe is currently a major growth market
in Asia because the garments are fashionable daifite, provide good value for money and are

of high quality.

Based on the Asian experience, the theoreticalnaegtiis that labour-intensive industries move
to areas that have the lowest wage rates. Howesagres are not the sole determinant of where
production is located — government policies ancherge rates are also critical. Most important
are quotas and trade agreements. Quotas determined the outward shift of production
occurred, while preferential access to overseaketmithrough trade agreements determined
where firms went (Gereffi, 2002). Relocation to &sicountries, such as Bangladesh, Indonesia
and Sri Lanka, resulted from low labour costs, streent in Latin America occurred because of
countries’ proximity to the United States market aasy quota access and location in Africa
because of low quota saturation levels and prefiatdrade agreements (US International Trade

Commission, 2004).

3 Assembly— garment sewing plants are provided with importgqalita to assemble. OEM — buyers provide designs
to suppliers making garments to specifications Wwhice marketed under the buyer's brand name. GBMrment
manufacturers use their production expertise taggdesnd then market their own brand products.
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Box 1 Vietnam in the global garments and textil@alue chain; impact on firms and workers

Vietnam emerged during the 1990s as a significapplger of garments to the EU, Japan and the Uriiedes, largely as
result of its growing insertion into global valukains. Viethamese textile and garment (T&G) firmppy a wide range o
global buyers. The nature of their relationshiphvitie buyers varies according to the type of fi@ome retail buyers sourg
directly from Vietnamese firms using local reprdagimes but more commonly buyers place orders Watige regional
garment manufacturers who then deal with the Vietse suppliers, i.e. “triangular manufacturing”.

Due to the predominance of triangular manufactummgst firms, including some SOEs, are often unawdréhe final
destination of their goods, which makes it hardematquire market intelligence and respond rapidiyptiyers’ changing
demands and new fashions. Vinatex, the state hgpldimpany for T&G, has tried to address this byomhticing buyers tg
SOEs while some have established links with theetsighemselves. Direct links with buyers have teétlpeoducers to
improve quality and given them access to greatewkhow.

Most SOEs and joint venture companies have beentalihove up the value chain from basic cut-make-(CMT) to free
on board (FOB, where the company provides the ¢admd charges for the final garment) productioreiiability to do so i
conditioned by the quality and price of domesticgdfoduced fabrics and their ability to source fedifrom abroad on &
regular, reliable and cost-efficient basis. But #eat majority of private garment producers shibrk under CMT
arrangements, mainly for reasons of cost. The kayevadded functions of design, advertising andketarg remain the
preserve of the retail buyers.

The quality of local textiles is especially impaontdor integrated SOEs that spin yarn, weave falnd stitch garments fg
export, particularly as European buyers are peeceie be switching their business to firms ablexport FOB. Meanwhile
state guidelines have stressed the need to inctkas#domestic content of garment exports. Comdaabiout the quality o
local fabric are still common among garment expsrtédithough Vietnam’'s T&G industry has rapidly émted itself into
GVCs, ties into the value chains are quite distiharge SOEs have tended to attract the higherevahains while smalle
private firms tend to be restricted to smaller oegi traders and less valuable markets. SOEs plsgaa better positioned t
upgrade into fabric sourcing and thus access higimgs.

This differentiated integration into GVCs has inakily had varying effects, both dinms and workersGarment exports hav
been developed largely with imported fabrics buwgng pressure from Chinese competition, demandsHorter lead times
and the government’s aim to increase local coritegrment exports will mean the textile sector tuysgrade to meet th
needs of the export garment sector. SOEs havetew/és textile spinning, weaving and dyeing busthas been done wit|
state-subsidized credit, which is unavailable toghvate sector. But the standard of ViethameBgds s rising and the sha
of local content in garments is likely to increase,that there will be a growing move to FOB prdiut Large SOEs hav
been able to insert themselves into the value shafiteading buyers. However, although the numbb@rivate garment firms
is increasing they are unable to access the highality value chains. They supply smaller regiomabers, have poore
working conditions, pay lower wages and use moregmalized workers.

There has been substantial contraction in botliditmeal sector and household textile employmenthinformal sector, this i$

the result of the restructuring of SOEs; the textilorkforce contracted by almost a third in the @9®But productivity hag
increased and so have wages. The fall in textilplegment has been more than matched by a risermega employment
especially in private clothing firms, many of whiodly heavily on migrant women workers. Wages i@ garment industry
have also risen, but principally in the state secto

While garment workers have gained through employrnites those who work in SOEs who have especibéipefited. The
gains at the level of the SOEs lies in their apild upgrade thanks to state-subsidized credit; #iglity to undertake order:
for leading global buyers and their access to tfmkhow that such buyers impart to their suppliers.

Source:“*Vietnam in the global garment and textile vallins: impacts on firms and Workers”. Paper prepéoe UNIDO
by Khalid Nadvi and John Thorburn, 2005.
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4. Production, added value, employment and capacity

The EU textiles and clothing industry has an edtaaturnover of $289.1 billion and
contributes approximately 4 per cent to total mantifring added value. Textiles and clothing
production in the EU is concentrated in five coigsly France, Germany, Italy, Spain and the
UK, which account for approximately three quartefstotal production. Italy is by far the
largest producer of textiles and clothing, genatptlmost one third (28.4 per cent) of total
value added, followed by Germany with 14.5 per cdfitance and the UK with around 11 per
cent each, and Spain with 10 per cent. The soutt@rntries of Italy, Greece, Portugal and to a
lesser extent France and Spain contribute relgtivebre to clothing production while the
northern countries of Austria, Belgium, Germanye tietherlands, Sweden and the UK have
diversified towards niche markets and specializbigh value-added textile production. A full
92 per cent of Belgium’s value-added clothing agdikes is concentrated in textile production
along with 80 per cent of employment. Austria amel etherlands are similarly concentrated in
textile production, while textiles account for 78rgent of Germany’s activities. The UK and
France have approximately a 60:40 split betweetildexand clothing. In Portugal, Greece and
Spain the clothing sector accounts for more thanp&0 cent of the clothing and textiles

workforce (Commission of European Communities, 2003

The United States has suffered greater losses athinty and textiles production and
employment than the EU. Between 1990 and 2006, ¢loghing imports rose by $59.0 billion,
or an average annual growth rate of 14.2 per demtile imports, by contrast, increased by
$7.3 billion, or an average annual growth rate & Fer cent (Martin, 2007). In 2000S
textile output fell for a tenth year to its lowdswel in over 35 years, with a 9.2 per cent
decrease in employment. Clothing output fell byp&® cent and clothing employment by 8.3
per cent (Textiles Intelligence, 2008)At the end of 2006, domestic production accotihe
only 9 per cent of the United States clothing markeéth imports making up the remainder

(American Apparel and Footwear Association (AAF2007).

Table 1 gives an estimate of the value added foh stage of the textiles and clothing value
chain. The retail sector has the greatest shareale added at 57 per cent, followed by
clothing, fabric, yarn and fibre. Looking at FiguBe 62 per cent of clothing and textiles
production is accounted for by the textiles industith the remaining 38 per cent attributed to
clothing production. With regards to end-userspd6cent of clothing and textiles production is

used by the clothing industry, 32 per cent by ttterior and household industry and 22 per cent
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is used for industrial and technical purposes. ApBr cent, synthetics contribute the greatest

proportion of fibre production, followed by cottacellulose, wool and other.

Table 1  Percentage of value added in the textileathing retail value chain, 2004 Rer cent)
Retail 57
Clothing 23
Fabric 12
Yarn 5
Fibre 4

Source:Comesa, 2004: p. 30.

Figure 3  Share of clothing and textiles productionn the value chain, 2003

Share of clothing and textiles production by industry

Clothing
38%

extiles
62%

Share of clothing and textiles sector by fibre production Share of clothing and textiles production by end users

Wool Others
8%

Industrial and
technical
22%

5%
Cellulose
10%

Apparel
Synthetic 46%
54%
Cotton

23%

Interior and
household
32%

Source Commission of European Communities, 2003, pp.8-10.

Developed countries’ production is falling

The breakdown of global mill fibre consumption kegion (Table 2) illustrates the decline or
stagnation in production in developed economied, the growth in production in developing
countries, as well as the massive production cipaavithin these regions. For example, mill

fibre consumption in North America declined from3@) million pounds in 1997 to less than
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16,000 million pounds in 2001. Mill fibre consungti in Western Europe remained fairly
constant at around 11,800 million pounds over #wop, while consumption in Asia increased
from 60,600 million pounds to 73,000 million poundairthermore, China’s consumption of
34,700 million pounds in 2001 was more than dothe of the second largest consumer, North
America, and India’s consumption of mill fibre igwvalent to that of Western Europe. The
table also highlights the minute contribution ofe tiAfrican continent, with mill fibre

consumption of only 3,000 million pounds. Globaltptal mill fibre consumption rose by

nearly 11 per cent from 109,886 million pounds @97 to 121,623 million pounds in 2001.

The shift in production from developed to develgpitountries has been associated with a
decline in both the number of firms and employnmiaenteveloped economies. Although there
have been substantial employment losses in botlie®xand clothing, employment in the

textiles industry has held up better than clothimigile restructuring has been less destructive in
the EU than in the United States. In the clothindustry, most of the job losses have been
concentrated in small to medium-sized firms, whalger firms have engaged in their own form

of outsourcing to neighbouring countries to sunideron, 2002).

Table 2 Global mill fibore consumption, by region (£million), 1997-2001

Region or 1997 1998 1999 2000 2001
country

Asia 60,672 62,990 66,862 70,727 73,082
China 24,947 26,515 29,010 31,800 34, 692
India 9,586 10,111 10,901 11,304 11,208
North America 18,504 18,416 18,381 18,513 15,983
Latin America 5,874 5,839 6,378 6,748 6,507
Western 11,880 12,000 11,850 12,040 11,850
Europe

Eastern Europe 3,954 3,793 3,725 3,814 3,750
Africa 2,895 2,920 2,904 2,911 3,000
Middle East 5,606 6,117 6,581 6,801 6,800
Oceania 501 563 592 613 650
Total 109,886 112,638 117,274 122,168 121,623

Source:US International Trade Commission, 2004: pp. 1-20.
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Table 3 shows that all ATC countries experienceg@leyment losses in the clothing industry

between 1995 and 2004. The United States was tiestehit with 595,000 clothing jobs lost —

more than five times the losses of the UK, whicloamed to 109,000 over the same period.
United States clothing employment totalled 1.4 ionllin 1970 (Heron, 2002: p. 755), but by

1995 it had already dropped to 814,000, fallingdyrther 73 per cent to only 219,000 in 2004.
In the UK, employment decreased by 29 per centm ficd4,000 in 1995 to 45,000 in 2004.

Other countries that experienced substantial jgbde in the same period include Italy (82,000
jobs), France (60,000 jobs), and Germany (50, j6b6), while Spain and Portugal each lost
less than 20,000 jobs.

Table 3  Employment in textiles and clothing, ATC cantries (thousands)

1995 2000 2002 2003 2004
Textiles
United States 688 678 535 - 436
France 134 123 113 106 94
Germany 175 154 139 129 120
Italy 301 269 255 249 231
Portugal 99 98 97 85 84
Spain 97 110 109 104 90
United Kingdom 181 144 121 101 96
Clothing
United States 814 442 295 - 219
France 137 100 89 80 77
Germany 105 77 61 55 55
Greece 66 50 45
Italy 288 240 224 220 206
Portugal 143 129 139 128 127
Spain 107 123 104 100 90
United Kingdom 154 113 68 53 45

Source:Nordas, 2004 ; UNIDO, 2008.

Because of the capital-intensive nature of thelésxindustry and therefore the higher barriers
to entry, as well as firms’ ability to specialize higher value-added textile production, such as

industrial and technical textiles, employment |Igssedeveloped economies’ textile industries
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has been less severe than for clothing. Neverthelesre have been job losses, with the United
States again experiencing the greatest fall. UnB&tes textiles employment declined from

688,000 in 1995 to 436,000 in 2004. The UK alspeeienced substantial losses (85,000) over
the period, followed by Italy (70,000), Germany (& ), and France (40, 000).. Portugal and

Spain experienced relatively smaller declines ipleyment (15,000 and 7,000 respectively).

Employment in non-ATC countries’ clothing industreegrows

Non-ATC countries’ textiles and clothing employméhable 4) paints a very different picture
to that of the developed economiéalhile textiles employment also declined in mosirtoes,
clothing employment grew. In China, textiles emph@nt increased from 6.7 million in 1995 to
7.3 million in 1997 but then fell by 35 per cent4® million in 2000. (More recent data is not
available, but is estimated to have increased thjigince then). Nevertheless, China’s textiles
employment of 4.8 million is still nearly four tireegreater than the 1,291 people employed in
India (the second-largest textiles employer), asdelieven times larger than the number
employed in the United States (436,000).

In contrast, clothing employment has grown in maisthese countries with only the Czech
Republic and Poland experiencing consistent empdoyrtosses. Chinese clothing employment
increased from 1.8 million in 1995 to more than Rliom in 2000. Although more recent

figures are not available, Mexico had the secongelst number of jobs in clothing with

employment rising from 476,000 in 1995 to 760,00@000. Turkey’'s employment increased
by approximately 3 per cent between 2000 and 26@D1,000, while Romania’s employment
rose to 317,000 in 2004. Despite India’s globa#tigagnized position in clothing production,
only 449,000 people were employed in its clothingustry in 2004. Once again, China’'s

employment figures vastly exceed those in both ldgesl and developing countries.

* These figures are questionable with clothing emmplent clearly understated for economies such as.Iidore
reliable data is unavailable.
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Table 4  Employment in textiles and clothing (thousads)5

1995 2000 2002 2003 2004
Textiles
Czech Republic 91 79 72 58* 57
Poland 164 92 81 80 86
Romania 186 94 91 102 91
Morocco 70 42 42 40 39
Mexico 109 129 - - -
China 6,730 4,829 -
India 1,579 1,315 1,205 1,236 1,291
Indonesia - 665 570 553 -
Philippines 56 - - 40 -
Turkey 189 226 584
Clothing
Czech Republic 57 53 43 38 33
Poland 274 179 146 137 143
Romania 189 261 302 325 317
Morocco 102 160 165 167 159
Mexico 476 760 - - -
China 1,750 2,156 -
India 264 329 335 379 449
Indonesia - 479 469 445 -
Philippines 143 - - 142 -
Turkey 115 147 501

Source:Nordas, 2004 ; UNIDO, 2008.

Textile production brings investment

On the whole, countries that specialize in texpleduction perform better with regard to

investment than countries that specialize in cighproduction. Approximately 70 per cent of

total clothing and textiles investment is attrilalite the textiles industry and only 30 per cent to

clothing (CEC, 2003). The substantial adjustmemicess that has taken place in developed

® Textiles employment here includes knitting, thusréasing total employment figures substantially.
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economies as they have moved towards higher valdeebproduction to compete with cheaper
developing countries has necessitated the adopdiornew technologies and therefore
investment. However, the overall decline in the bamof firms coupled with the move of
production to developing countries has meant tiatdtment in developing countries has been
far greater than in developed countries. For ircgathe value of cumulative spindle and rotor
shipments to the US between 1996 and 2007 waslonlper cent the value of shipments to
China. The value of shipments to western Europinduhe same time period was 4.7 per cent
that of China (International Textile Manufactur&ederation (ITMF), 2008).

The number of installed spindles and rotors hidtttigAsia’s dominance in terms of available
global capacity and the increasing importance oin€de investment in textile and clothing
machinery (US International Trade Commission, 20042005, Asia and Oceania accounted
for 78 per cent of installed short-staple spinddésper cent of installed long-staple spindles and
35 per cent of installed open-end rotors (ITMF, &0@umulative purchases of spindles and
rotors between 1996 and 2005 showed similar trefigis. and Oceania accounted for 85 per
cent of short-staple spindles, 52 per cent ofalftstaple spindles and approximately 56 per
cent of all rotors purchased. In 2005 alone, Clalmne invested in 7.2 million short-staple
spindles, followed by India with 1.4 million (ITMF2008).Data on capacity and investment in
weaving equipment reinforces the evidence of Asgaswving dominance. Asia and Oceania
account for 58 per cent of shuttle looms, 84 pert @# shuttleless looms, 89 per cent of
filament weaving looms and 38 per cent of wool wegvooms. Cumulative shipments to this
area between 1996 and 2005 were 78 per cent (fotledess) and 98 per cent (for shuttle) of
the world total. China again led world purchasesaotounting for 61 per cent of the shuttleless
loom market in 2005 (Textile Asia, 2008). In costraSub-Saharan Africa’s share of world
capacity is insignificant, holding around 0.2 pentof the world’s spindles and rotors, and 0.2

per cent of the world’s weaving equipment (ITMFD2]

5. Global Trade
The top 10 clothing exporters in 2007 (Table 5) ev&hina, Hong Kong, Italy, Germany,

Turkey, France, India, Belgium, Mexico and the ¥dditStates. China was by far the largest
exporter, increasing its exports by a remarkakld®2 per cent from US$9.7 billion in 1990 to
US$115.2 hillion in 2007. In 1990, China had onlp&r cent of the world market but by 2007,
its share had increased to 33 per cent. If HonggKwith 8 per cent of the world total is
included, China effectively accounted for nearlif baworld clothing exports. Although Italy’s

clothing exports rose by 97 per cent between 19002807, its share of world exports declined
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from 11 per cent in 1990 to only 7 per cent in 200fen its exports of US$22.8 billion were
less than one third of China’s. Apart from Chinairkey, Mexico, India and Belgium also
increased their share of world exports. Turkeyareshrose from 3 per cent in 1990 (US3.3
billion) to 4 per cent in 2007 (US$14 billion). Meg’s exports rose by 777 per cent from
US$0.6 billion in 1990 to US$5.1 billion in 2007 the process increasing its share of the
world total from 1 per cent to 2 per cent. Indialething exports grew by 282 per cent, from
US$2.5 billion to US$9.7 billion, between 1990 &@D7, and its share of the world total rose
from 2 per cent to 3 per cent. Although the Unigtdtes increased its clothing exports by 68
per cent to US$4.3 billion, its share of the wddthl fell from 2 per cent to 1 per cent.

United States is the largest importer of clothing

Developed countries dominate clothing imports, wiith United States taking the largest share.
Between 1990 and 2007, United States imports gse@d¥ per cent, keeping its share of world
imports at a steady 24 per cent. Germany is thenselargest importer, followed by Japan, the
UK, France and Hong Kong. In 2007, United Stategoirts were worth US$84.9 billion. This
was three times the amount imported by Germany R9S%billion), Japan (US$24 billion) and
the UK (US$24 billion), and more than four timee thalue of French and Hong Kong imports
(US$20.9 billion and US$19.1 billion respectiveliy).2007, the US$183.2 billion imported by
the top five clothing importers represented 52 qamt of the world’s total clothing imports,
while the top 10 accounted for approximately 70qet. Other countries included in the top 10
importers are Italy (US$5.7 billion), Spain (US$iillion), Belgium (US$8.6 billion) and the
Netherlands (US$8.1 billion).
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Table 5  World trade in clothing by top 10 countries(US$ million)

Exports
Country 1980 1990 1995 2000 2005 2006 2007 ;/;;gaz%%i ‘ﬁ’g";%”d ?83'7
China 1,625 9,669 24,049 36,071 74,163 95,388 115,238 1,092 9 33
Hong Kong 4,976 15,406 21,297 24214 27,292 28,391 28,765 87 14 8
Italy 4,584 11,839 14,424 13,384 18,655 20,035 22,771 92 11 7
Germany 2,882 7,882 7,530 7,320 12,394 13,910 16,020 103 7 5
Turkey 131 3,331 6,119 6,533 11,833 12,052 14,001 320 3 4
France 2,294 4,671 5659 5414 8500 9,250 10,647 128 4 3
India 673 2,530 4,110 6,179 8595 9,465 9,655 282 2 3
Belgium - - - 3941 6,715 7,236 8,338 0 2
Mexico 2 587 2,731 8631 7,306 6,323 5,150 777 1 2
United
States 1,263 2,565 6,651 8,629 4,998 4,876 4,297 68 2 1
World 40,590108,129 158,353 197,498 276,822 309,593 345,301 219 100 100

Imports
United States 6,943 26,977 41,367 67,115 80,071 82,972 84,853 214 24 24
Germany 8,326 20,411 24,550 20,183 25,155 27,242 29,676 45 18 8
Japan 1,537 8,737 18,758 19,709 22,541 23,870 23,999 175 8 7
UK 2,858 6,961 8,002 12,995 20,227 21,639 23,791 242 6 7
France 2,637 8,381 10,639 11,412 18,000 18,976 20,875 149 7 6
Hong Kong 695 6,913 12,654 16,008 18,437 18,852 19,149 177 6 5
Italy 797 2,580 4,703 6,139 12,198 14,117 15,676 508 2 4
Spain 152 1,649 2,492 3,847 9,471 11,102 12,980 687 1 4
Belgium - - - 4828 7,706 7,663 8,614 0 2
Netherlands 2,875 4,768 5,132 5371 6,905 7,753 8,122 70 4 2
World 42,271 112,236 162,871 207,093 295,868 318,536 351,952 214 100 100
Source:WTO.
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Table 6  World trade in textiles by top 10 countrieUS$ million)
Exports

% change% of World % of World
Country 1980 1990 1995 2000 2005 2006 2007 1990-2007 Total 1990 Total 2007
China 2,540 7,219 13,918 16,135 41,050 48,683 55,968 675 7 24
Italy 4,158 9,492 12,877 12,040 14,834 15,392 16,387 73 9 7
Germany 6,296 14,033 14,385 10,851 13,578 14,456 15,458 10 13 6
Hong Kong 1,771 8,213 13,815 13,442 13,830 13,910 13,417 63 8 6
United States 3,757 5,039 7,372 10,961 12,379 12,665 12,386 146 5 5
nge“ab“wf 2,209 6,076 12,313 12,711 10,391 10,110 10,373 71 6 4
Taiwan 1,771 6,128 11,882 11,896 9,706 9,763 9,720 59 6 4
India 1,306 2,180 4,358 5,998 8,285 8,837 9,446 333 2 4
Belgium - - - 6,311 7,463 7,663 8,614 0 4
France 3,432 6,058 7,474 6,664 6,995 7,024 7,497 24 6 3
World 54,990 104,354 152,319 154,366 202,657 217,992 238,126 128 100 100

Imports

United States 2,543 6,730 10,441 16,008 22,538 23,498 24,089 258 6 11
China 1,100 5,292 10,914 12,832 15,503 16,358 16,645 215 5 7
Hong Kong 2,967 10,182 16,859 13,717 13,793 13,975 13,559 33 9 6
Germany 6,87111,868 12,477 10,007 11,865 12,596 13,490 14 11 6
ltaly 2,618 6,133 6,461 6,210 7,426 8,238 9,024 47 6 4
France 4119 7595 7,526 6,751 7,645 7,871 8,592 13 7 4
UK 3,560 7,018 7,262 6,889 7,231 7,600 8,260 18 7 4
Japan 1,663 4,106 5985 4,939 5812 6,179 6,302 53 4 3
Mexico 133 992 1,768 5824 6,043 5951 5,661 471 1 3
Spain 354 2,050 2,647 3,359 4,422 4,690 5,053 146 2 2
World 56,975 107,839 156,515 163,121 197,386 208,709 223,525 107 100 100
Source:WTO.
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China is also the world’s largest exporter of testiproducts, with 24 per cent of the global
total (Table 6). Its exports increased by 675 part drom US$7.2 billion in 1990 to US$56
billion in 2007, while its share of the world matkeore than tripled. ltaly is the second-largest
exporter, with goods valued at US$16.4 billion 002 representing 7 per cent of world exports.
Germany’s exports of US$15.5 billion accounted dpproximately 6 per cent, followed by
Hong Kong, with US$13.4 billion and the United 8&atvith US$12.4 billion, 6 per cent and 5
per cent of the world total respectively. Republidorea, Taiwan, India, Belgium and France
are also among the top 10 exporters. Interestirigtiia and the United States saw substantial

growth in their textile exports, of 333 per centlda6 per cent respectively.

Top 10 textile importers take over half of globatal

There is less concentration of textiles imports mgthe top 10 countries than there is of
clothing, highlighting the greater differentiatiafi markets. The top five importers of textiles
(United States, China, Hong Kong, Germany and )ltahport 34 per cent of the world total,
while the top 10 (including the UK, France, Mexidapan and Spain) import just under half
(49.5 per cent). The United States is the leadéxtile imports, which increased from US$6.7
billion in 1990 to US$24.1 billion in 2007, up 2p&r cent. China’s imports rose by 215 per
cent over the period, from US$5.3 billion to USEL®illion, while Hong Kong’'s imports
increased by only 33 per cent from US$10.8 biliorlJS$13.6 billion. Germany, France and
the UK all experienced minor increases, of 14 geit,c13 per cent and 18 per cent respectively,
revealing the gradual erosion of their clothingusigies and their move towards importing
made-up garments. The United States, China andddexere the only countries in the top 10
that increased their world share. The United Statesre rose from 6 per cent to 11 per cent
between 1990 and 2007, China’s share grew fromr5cemt to 7 per cent while Mexico’s
imports increased by 471 per cent, which tookhtrs of the world market from 1 per cent to 3

per cent.

Detailed textile and clothing trade data for thdatebh States and the EU reveal that the United
States’ top five clothing export destinations aren@da, Mexico, the Dominican Republic,
Honduras and Japan. Apart from Canada however Xp8rts to all of these destinations been
declining as have clothing exports to all other idpdestinations except the UK. Exports to
Mexico, the second largest United States expottirdg®n and accounting for nearly 22 per
cent of its total clothing exports, fell by 62 psnt between 1999 and 2006. Exports to the
Honduras contracted by the greatest amount (6@6¢@) over the period, those to Dominican
Republic dropped by 65 per cent and to Japan byetlcent. The exports to the Central

American countries are likely to represent productsharing with the United States and
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illustrate the decline in domestic US productioms. #oted, exports to Canada have risen, from
US$673 million in 1999 to US$1,098 million in 2086an increase of 63 per cent (AAFA,
2007).

While US clothing exports have been contractingyarts have been rising. China accounts for
the greatest share (30 per cent), with importseising by 324 percent since 1999 to reach
US$18.5 hillion in 2006. Imports from Mexico havetwally fallen by 30 per cent from US$7.5
billion in 1999 to US$5.3 billion in 2006, while ports from Honduras remained steady at
around US$2.2 billion. Vietham experienced the datgncrease, over 793 per cent, between
1999 and 2006. This growth has, however, occurféd overy small base of only US$36
million to reach a total of US$3.2 billion in 200éports from Indonesia and India also rose in
the period, growing from US$1.7 billion in 1999%8.7 billion (118 per cent increase) and from
US$1.5 billion to US$3.2 billion (109 per cent)spectively (AAFA, 2007).

The top five exportingountries account for just under half of total blog imports into the
United States, while the top 10 countries accoon6b per cent. Overall, US exports fell by 45
percent while imports increased by 41 per cent betwl&29 and 2006, further highlighting the
decline in domestic production of clothing (OfficETextiles and Apparel, Otexa, 2008)

US textile exports have seen some growth

US textile production has shown a slightly moreiipas trajectory, probably because of the

more capital-intensive nature of textiles and tleventowards higher value-added technical and
industrial textiles. Although textile imports haeentinued to rise, textile exports have seen
some positive growth. The export of textiles anrifss to Canada contracted by 14 per cent
between 1999 and 2007, but in response to bilatexdé agreements, US exports to the other
top five countries, Mexico, Honduras, Dominican Reg and El Salvador, showed healthy

growth over the period. Exports of yarn and fabtacMexico grew by 24 per cent, to Honduras

by 489 per cent, to the Dominican Republic by 2dBgent and to El Salvador by 736 per cent.
This illustrates the movement to outward procesginiges for developed economies. Mexico

accounted for 32 per cent of total US exports ehyand fabrics in 2006, followed by Canada

(16 per cent), Honduras (10 per cent), DominicapuRéc (6 per cent) and El Salvador (4 per

cent) (AAFA, 2007).

The import of textiles and fabrics by the Unite@t8s rose by only 7.4 per cent between 1999
and 2007. Imports of textiles and fabrics from Ghndecreased, by 15 per cent from US$1.4

billion to US$1.2 billion as did imports from Rdgic of Korea, by 11 per cent to US$697
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million. Imports from China rose by 445 per centi8$9.6 billion in 2007 and imports from
Mexico rose by 2 per cent to reach $1.1 billionpdémis from Italy also increased (24 per cent)
from US$646 million to US$796 million. Moreovergsificant growth was evident in imports
from India and Pakistan, which both increased by d&r cent (Otexa, 2008).

China is the EU'’s largest clothing provider

EU clothing and textiles trade figures show that tibp five clothing export destinations are the
United States, Turkey, Tunisia, Morocco, and Switzed. EU clothing exports to the United
States have been steady since 1999, remaining i$2I3billion region (Otexa, 2008).

China features most prominently with regards toitmgort of clothing and accessories into the
EU. Imports from China totalled $32 billion in 2Q0&n increase of more than 208 per cent
since 1999. This is more than three times the valumports from Turkey, which increased by
85 per cent to reach $12 billion, followed by Bagsh ($6 billion), India ($5.7 billion) and
Tunisia ($3.6 billion). Other important clothisgyippliers include Morocco and Hong Kong
which respectively exported $3.5 billion and $2il8dn to the EU in 2007 (Eurostat, 2008).

The main export destinations of EU textiles are lthmited States, Turkey, Tunisia, Morocco
and Switzerland. Between 1999 and 2007, EU egmirtextiles to the US increased by 19 per
cent from $2.7 billion to $3.2 billion. Exports ofade-up articles, wholly or chiefly of textile
materials decreased by 1 per cent to $454 millo, man-made woven fabrics by 11 per cent
to 257 million. Silk, another traditional large expdecreased by 28 per cent to $73 million in
2007. Exports of textiles to Turkey have increabgd0 per cent since 1999, totalling $1.8
billion in 2007, and are concentrated in the arebsnan-made fibres and staple filament.
Exports to Tunisia have risen by 35 per cent sir8%9 to reach a figure of $1.9 billion in 2007.
The large majority of this consisted of cotton expowhich accounted for $707 million in
2007. Although China is not in the top 5, EU tiexéxports to China are growing rapidly. They
increased by 318 per cent since 1999, amountir®P6d million in 2007. Some sectors have
been particularly fast growing, such as twine amdiage, which grew by 667 per cent. In 2007
exports to Hong Kong totalled $1.2 billion (73 pent increase since 1999), with steady growth
evident in sectors such as wool and animal hairp@&Ocent), in which Hong Kong forms the

primary market for the EU (Eurostat, 2008).

Textile imports into the EU are dominated by Chihiarkey and India. Other important sources
include Pakistan and Switzerland. Some categofi€hmese imports have grown particularly
rapidly, such as ‘fabrics from man-made textile enals’ (257 per cent growth between 1999

and 2007, reaching $983 million) and special wofadrics (470 per cent growth, reaching
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$467 million). Fast growing areas in Turkish impo#lso include ‘fabrics from man-made
textile materials’ (117 per cent growth betweend@hd 2007, reaching $765 million) and
other woven textile fabrics (104 per cent growdaahing $100 million) (Eurostat, 2008).

As Chinese imports have accelerated, some imptegeceaes from India have fallen, especially
woven cotton fabrics (11 per cent decrease betw®8® and 2007) and ‘fabrics from man-
made textile materials’ (12 per cent decline). Flooverings have risen however, by 87 per
cent to reach $643 million in 2007 (Eurostat, 2008)

6. The End of the MFA and the ATC

On 31 December 2004, the MFA came to an end artditvitame the termination of all quotas
on textiles and clothing trade between member staftthe WTO. However, there are a number
of tools available to governments to protect thextiles and clothing industries now that quotas

have been removed.

a. Import duties: the United States imposes relativalyh import duties on clothing,
averaging 11.4 per cent in 2008 (WTO, 2008). Intizmt the average rate for all
products was only 1.4 per cent, and tariff reveinam clothing accounted for 34.7 per
cent of all tariff revenue in 2006, despite thet fdat clothes only accounted for 4 per
cent of all imports (AAFA, 2007). The EU imposemsar duties, averaging 11.5 per
cent. However, it is unlikely that the United Stater the EU will increase import
duties. If anything, they are likely to decline.tBdhe United States and the EU have
put forward proposals to the WTO for substantigutions in import duties overall,

and both volunteered textiles and clothing for esply fast reductions.

b. WTO-sanctioned temporary measures: countries faairsyirge of imports have the

right to adopt emergency measures e.g. anti-dunthitigs.
c. Non-WTO sanctioned measures: a country that beliggeeconomy will be harmed by
imports is still able to impose temporary dutiesbsidise its exports or even ban

imports. However, it does so knowing that othemtoas will retaliate.

Initially, quotas on insignificant low-volume clatiy and textiles imports were integrated or

liberalized under the ATC. The last quotas to baaeed were the significant ones where the
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bulk of textiles and clothing trade is undertak&here is great uncertainty surrounding this
removal of quotas and its subsequent effect onléexid clothing producing countries. Some
experts predict a “big bang” effect, while otheediéve that a few countries will gradually
increase their exports into the main importing ¢oas of the United States, the EU and Japan.
Moreover, buyers are expected to consolidate fheithases to a few politically and financially

stable countries that adhere to acceptable lalragtipes.

Although 73 countries were subject to quotas byHEbke United States and Canada most were
not able to fill them. While the elimination of widfilled quotas will have no impact, quota-
constrained countries have been freed from thesteanets. Flanagan (2003) illustrates that
there are three main countries, China, India amldriesia, which showed the most consistent
and widespread near-saturation of quotas for ylabrjc and garments. Bangladesh also used
most of its quotas for the United States (it hadquota restrictions in the EU), but was

constrained mainly in garments rather than falrigaon.

The quota-free environment from 1 January 2005ohagided a platform for China and several
other Asian countries, for example, India, Indoaesnd Bangladesh, to dominate in world
textiles and clothing markets. Textile safeguaralgehslowed this process however. Moreover,
it must be recognized that the phasing out of qubtes removed a large amount of cost out of
the industry as a whole. Quotas act as an exparatiding an estimated 20 per cent on to the
retail price of most garments (Weathers, 2003; Gan2004). Moreover, quota hopping led to
inefficient allocation of textile and clothing prnaction globally. The loss of quotas benefits
consumers as inefficiencies are reduced and pdieigte, further exacerbating the deflationary
trend in clothing prices (Nordas, 2003; Comesa,4200he annual cost of quotas to United
States consumers was estimated at US$70 billioite Whrriers to textile and clothing trade are
estimated to have cut world income by as much &l billion. Moreover, the estimated cost
of quotas to developing countries was US$40 billiotost export revenue and 27 million jobs

foregone (de Janquieres, 2004).

China gains the most from the end of quotas

Although there is great uncertainty surrounding rgy@oval of quotas, it is clear that China is
the greatest beneficiary as few countries are @bd®mpete against it on price. China’s exports
of clothing have already increased to approximatetuarter of the world total since it joined

the WTO in 2001 (de Janquieres, 2004). Asian pracesdeclining, while exports are growing

(Kaplinsky, 2005). China has the ability to prodacgrowing range of items and has improved

its capacity to overcome barriers of internatiogadlity standards. The availability of cheap,
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high-quality fabric, both domestically and in ndigliring Asian countries, is also a strong

advantage (Robins et al, 2004).

The US International Trade Commission’s 2004 coimgnsive overview of emerging global

competitiveness trends in the textile and clothimdustry concluded that China has a major
competitive advantage derived from a combinatiotoafwages and high productivity, and the
production of high-quality and low-cost inputs. Giis regarded “among the best in making
most garments and made-up textile articles at amity or price level” (p. xiii). Hence it is

“expected to become the ‘supplier of choice’ forstidnited States importers (the large apparel
companies and retailers) because of its abilityneke almost any type of textile and apparel

product at any quality level at a competitive grtie xi).

As guotas were eliminated and tariffs continue éordduced, China’s share of world clothing
has further increased. At the end of January 2@0,Chinese government released trade
figures indicating that Chinese imports of textil@sd clothinginto the United States had
jumped about 75 per cent, rising from US$702 millia January 2004 to more than $1.2
billion. In terms of product volume, imports of raajclothing products from China leapt 546
per cent. In January 2004, for example, China d@rpo®41,000 cotton knit shirts under quota,
whereas in January 2005 it shipped 18.2 millionse of 1,836 per cent. Similarly, imports of
cotton knit trousers were up 1,332 per cent yeayean. Given that China ships a large part of
its goods through Hong Kong, which would not bdetd in these figures, the real impact
may well have been understated (New York Timedviaéch 2005).

This immediate impact set the stage for a rapidea®e in Chinese market share over the next
few years. Total Chinese clothing and textile etgto the US increased by 44 per cent in the
2005 to 2007 period, with the largest increasesdii the categories of yarn, with 85 per cent
or more artificial staple fibres (6232 per centr@ase) and dresses (1171 per cent increase). One
of the largest single categories is flat goods laaadbags, which grew by 24 per cent to reach
$2.6 billion in 2007 (Otexa, 2008). China’'s shaf¢he US textiles and clothing market, which
was about 10 per cent in 1999, now stands at 38.6ent (Otexa, 2008)..

The short-term impact of Chinese clothing exportglfe EU of a quota-free 2005 can be seen

in Table 7. In the immediate quota free perioduatds jumped and prices dropped.
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Table 7. EU clothing imports from China

1stquarter 2005/1st quarter 2004 China market share
in EU-25 imports

Volumes % Price % 1Q 2004 % 1 Q 2005 %
T-shirts 164 -26 7 17
Pullovers 534 -47 6 38
Men'’s trousers 413 -16 6 35
Blouses 186 -24 6 22
Women'’s coats 184 -18 6 10
Bras 139 -15 30 49
Socks & pantyhose 63 -22 30 54
Linen & ramie yarns 51 1 27 45
Linen fabrics 257 1 10 45

Source:Nathan and Associates, 2005.

The response of the United States and the EU wasgotiate safeguard agreements with China
limiting the pace of China’'s penetration into thalomestic markets and introducing

predictability and certainty back into global clioilp and textiles trade. The EU agreement
introduced a phased quota system limiting annu@htr in Chinese textile and apparel imports
to the EU to between 8.5 per cent and 12.5 per icettie 2005-2007 period. Despite this,

Chinese exports of clothing and textiles to thedtew by 30 per cent in the 2005-2007 period,
with a particularly large increase in woven fal{d@0 per cent) (Eurostat, 2008). The US-China
textiles pact limited US imports of Chinese textled apparel products in 34 categories for
three years from 1 January 2006 to 31 December.2B88veen them, these 34 categories

accounted for 46 per cent of China’s textile anpeapl exports to the US (Barrie, 2005).

Whilst safeguards have at best only managed tadheubrakes on China’s import growth, they
have also encouraged importers to prematurely ifgegiternative foreign sources of clothing,

the effect of which will endure beyond the restaios. A fundamental impact of the safeguards
was a major import diversion shift as retailerstéad of turning to domestic suppliers, sought
new alternative low cost foreign supply sourcesc®started import diversion also stabilized,

and is likely to be a permanent phenomenon. Vietdamexample, has gradually strengthened
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its foothold in the US apparel import market siseéeguards were initiated, with shipments in
2007 surging 34.44% in value terms from 2006 (O®23@8).

What effect have Chinese exports had on the retsteofleveloping world’s access to the major
markets? As Kaplinsky (2005) points out, the dixésimpact of this period of globalization on

the developing world has profoundly chang&tie previous period of developing countries’
export growth, which so benefited the rise of tHE$\ was primarily at the expense of domestic
producers in the high-income economies, which vegreeezed out of their domestic markets.
Consequently, these developing countries could I&aimeously increase their exports to the
United States and Europe. In short, it was a paesgum game for them. But as the domestic
industry in the major consuming blocs has now bereded, then the growth of exports from
one or a few developing countries is likely beka tost of other exporters in the developing

world: in short, a zero-sum game.

Smaller exporters lose out
Table 8 shows how garment imports to the UnitedeStand the EU altered between the first
quarter of 2004 and the first quarter of 2005 (&fan, 2005).

The zero-sum nature of the effect of the removadtas is apparent. Hong Kong has to be
removed from the list as exports from there weneoalt certainly from China or Vietnam. In a
short period therefore, just under 30 per centxpbeers lost substantial market share (over 20
per cent), while only 12 per cent managed substlagdiins. The worst affected countries were
Russia and parts of Eastern Europe which, accotdiganagan (2005) based their exports “on
quota rather than manufacturing or design strengitsia presented an interesting picture.
Large, developed-country exporters in Asia, e.giwdia and Republic of Korea, also
experienced a major drop in volumes. But South-Easan countries either showed export
increases or maintained stability. Exports from Badia, Bangladesh and Sri Lanka were up,
while those from Thailand, Indonesia, the Philiggnand Pakistan either showed healthy
increases or remained relatively stable. Vietnapgdormance was clearly affected by other
regulatory constraints, most of which are no longdevant due to its subsequent admittance
into the WTO. The major surprise was India, witless-than-spectacular 24 per cent increase in

exports.
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Table 8. Percentage change in volume exports to Wad States and EU, first quarter 2004-first
quarter 2005

Country % change
Poland -72.1
Russia -63.1
Hungary -54.4
Lithuania -49.1
Hong Kong -44.1
Myanmar -42.5
Slovakia -36.1
Republic of Korea -33.8
Ukraine -30.7
Macau SAR -29.2
Czech Republic -27.7
Morocco -26.4
Taiwan -26.4
Macedonia, FYR -23.6
Israel -17.6
UAE -10.2
Tunisia -9.5
Turkey 9.1
Mexico -8.6
Vietnam -8.5
Bulgaria -7.2
Syria -5.7
Colombia -4.4
Mauritius -3.0
Lesotho -2.7
Malaysia -2.7
Singapore -2.6
Croatia -0.9
Costa Rica -0.5
Phillipines 0.4
North Korea 0.5
Indonesia 0.9
Bangladesh 1.0
Romania 1.3
Egypt 6.8
Peru 6.9
Thailand 7.4
Honduras 7.5
Dominican Republic 7.7
Pakistan 9.8
Madagascar 10.1
El Salvador 10.2
Guatemala 10.8
Sri Lanka 115
Cambodia 12.8
India 24.2
Jordan 35.4
Nicaragua 35.7
Serbia 47.6
Haiti 48.3
China 109.1

Source:Flanagan, 2005
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Low wage rates are often cited as the reason fanaGhsuccess. However, while wages in

China are very competitive, they are nowhere glglihe lowest (Table 9).

Table 9  Clothing manufacturing labour costs in 2008 in US$ per hour, including social charges

Country/region Labour cost (US$/hour)
Bangladesh 0.22
Cambodia 0.33
Five cheapest labour cost countries Pakistan 0.37
internationally
Vietnam 0.38
Sri Lanka 0.43
China inland 0.55-0.80
China China coastal 2 0.86-0.94
China coastal 1 1.08
Egypt 0.83
Jordan 1.01
Tunisia 1.68
Other selected countries South Africa 1.75
Turkey 2.44
Brazil 2.57
Romania 4.03

Source Jassin O’'Rourke Group, LLC, at www.btj.com.bd.

There appear to be a humber of other reasons foraBhsuccess in textiles and clothing: a
dexterous, dedicated, coordinated, non-militanstable but undervalued currency; diligent
investment in new manufacturing technologies; dyadind cost of fabric; lead times and
services offered to apparel importers or brandgomntariff rates, and the cost of freight also
playing an important role. China’s dominance washier enhanced by active participation by
the Government in the development process. A caoatibim of low interest, non-repayable
loans and cash export incentives, coupled with adervalued currency gave China a

comparative advantage which WTO-compliant count@sdd not match.

The lynchpin of China’s success lies ultimatelyhwitts industrial policies. China prioritized
unemployment and job creation and structured aldpreent plan aimed solely at achieving
this purpose. The plan had four legs: i) identifyilabour intensive and mutually beneficial
industries (clothing, footwear, luggage and toysihweomplementary skills (stitching) and
markets; ii) if the industry was export orientaujuistries were developed adjacent to a port; iii)

skills and people were concentrated to encourageiajzation, reinforced through specialised

33



education systems; iv) a critical mass of clothiingis was achieved off the back of which a
viable textiles industry was developed and theeeafh similar fashion, a clothing machine

equipment manufacturing industry.

The availability and cost of quotas had a majordotpn the sourcing decisions of buyers in
developed countries. With the elimination of quptaher factors will grow in importance and
clothing and textiles firms’ ability to meet thesstical success factors will be the key to their
future success (US International Trade Commiss2004). The United States and the EU are
the largest markets for clothing and textiles imtporaccounting for more than half of all
imports of clothing and more than 20 per cent oflévdextile imports, but they have very
different expectations of their suppliers. Althougll customers require much larger orders and
more rigorous quality controls than developing-dopiirms are exposed to in their domestic
markets, United States customers require evenrlgigmtities and demand even more stringent
quality controls. Furthermore, EU buyers’ expectasi regarding non-production functions
undertaken by suppliers are broader (and henceasgt them more) than those of customers
in the United States, where modes of doing busiaessmuch more exacting and extensive
(Gibbon, 2002; Weathers, 2004).

Price no longer the sole determinant

The changing global environment and the buyer-driglaracteristic of the international value
chain means that although price is the primaryrdatent, it is no longer the sole determinant
of competitiveness (Salinger et al, 1999; Weath2894; Nordas, 2004). Customers have
become much more demanding in terms of lead tinpaality, reliability and the value of all
services provided by the supplier. The ability toflexible and accurate when responding to
customers’ needs, as well as having an in-deptlenstehding of the customer’s market and
culture has become critically important. Furtherejodeveloped-country customers have
become increasingly concerned with non-productiactdrs such as social compliance and
environmental standards. Long-standing relatiorsshifth buyers, and communication and
transparency with customers have become incregsimglortant as buyers reduce the number
of their suppliers, and quota constraints becorse & a problem in respect of where they place

their business.

Factors that give countries an advantage

In an assessment of the competitiveness of fodahing and textiles suppliers to the US
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market (US International Trade Commission, 200d¢, /S International Trade Commission

identified seven factors that could potentially\pde countries with a competitive advantage.

a. Business climate and infrastructure: buyers arelyliko concentrate on countries that
are politically and financially stable, as well asmpliant with acceptable labour
standards. Infrastructure supporting the buyinggse (e.g. telecommunications, ease

of import and export documentation, test centreg)so critical.

b. Proximity to markets: reliable delivery and leadhds are increasingly important,

making it difficult for firms in distant location® satisfy customer requirements.

C. Market access: although quotas have been remaudts still remain.

d. Labour and management: to be competitive a coumtgds a skilled (or trainable),
inexpensive and productive labour force. Low laboosts alone are insufficient. As
middle management is tasked with the day-to-dayamesibility of maintaining product

guality and productivity, upgrading managementiskd equally vital.

€. Raw material inputs: availability of cost-compefgi quality fabrics and trim in a
country or region is important because it affectedpction lead times and reliability, as
well as the rapid provision of samples before orgiExcement. If fabrics are not
available locally, then shipping times and othgidtics problems can affect lead times

and cost, thus increasing buyer risks.

f. Level of service provided and reliability of sumsli the buyer-driven nature of the
textiles clothing value chain has forced supplismsbe more responsive to buyer
demands. As customers begin to reduce the numbsrpgfiers, they are likely to use

those which are competitively priced and flexilw#ering full-package services.
g. Domestic demand: the growth in domestic demanctireldping countries, particularly

in Asia, may result in these countries supplyingater proportions of production to the

domestic market.
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Need for second-tier suppliers remains

Despite the generally concerning global outlook #rellikelihood of buyers sourcing mainly
from China, many believe there will always be adéar second-tier suppliers. Although
buyers will be consolidating their supply base,edgsification among a few main countriiss
still key as they are likely to spread their riglurthermore, Chinese exports of clothing and
textiles only account for approximately 29 per ceintotal global exports. With a population of
1.3 billion people, China is also the largest ptéérdomestic market in the world (WTO,
2008). Since 1978, its economy has been growirDgber cent per annum, doubling its per
capita income every seven years. It is becomingain®e most important economies in the

world, not just as an export base, but also asjarmaarket itself.

Currently, almost all textiles and clothing tradeniith the United States, the EU and Japan, and
yet together they represent only about 10 per aktite world’s population. The wealth of their
populations, and therefore their ability to buytbks, is growing at a much slower rate than that
of the world’s middle-income countries. There aneréfore many opportunities in growing
middle-income countries where the demand for agfhincreases at a much faster rate than
economic growth (Flanagan, 2003). In addition, dyeticcess to the United States and EU
markets after the end of quotas may benefit maaa thfew selected countries. China does not
have the capacity to supply the whole world in shert term. Japan, which currently relies
heavily on Chinese imports, has already startedowarce its imports elsewhere. Although
China still accounts for 82 per cent of its clothimports and 55 per cent of its textile imports,
imports from the EU, Indonesia and Vietnam havenbg®wing. The EU accounts for 7 per
cent of Japanese imports in clothing and 11 pet cemmports in textiles. Other significant
markets include Vietnam in clothing (accounting fbrper cent of Japanese imports) and
Indonesia in textiles (6 per cent of Japanese itap@WVTO, 2008). Buyers based in the Middle
East, Russia and Australia, which currently relguily on Chinese imports, may also wish to
similarly diversify their orders. While Asia’s rige the top of the world’s clothing and textiles
industry is therefore unquestioned, the jury i gtit as to how much space will be left to other

players.

7. AGOA and Sub-Saharan Africa
The Generalised System of Preferences (GSP) progeaim GATT-authorized and allows

industrialized countries to offer certain non-reoial tariff preferences to developing countries.
The African Growth and Opportunity Act (AGOA) idmited States programme that builds on
the existing GSP programme by expanding duty-freeebts to an additional 1,800 product
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lines (making 6,000 in all). It originally coverg¢le period from October 2000 to September
2008. On 13 July 2004, the AGOA Acceleration Ac206D4 (AGOA III) was signed into law.
AGOA Il extends AGOA benefits until 2015. This exrsion introduced an added measure of
predictability and credibility to AGOA and was inted to provide business with greater
confidence about investing in Africa. These changay militate somewhat against the effects
of the ATC, providing producers in Africa with atter chance of competing with low-cost

producers in the Far East.

There are currently 41 SSA countries that areldégunder AGOA for duty-free exports to the
United States. Textiles and clothing are ineligibleler both the GSP and AGOA. Although
there is a “wearing apparel” provision governedabgeparate set of conditions and rules of
origin, eligibility for AGOA does not automaticaliynply eligibility for it. To export clothing
duty-free to the United States under AGOA, cousthave to have implemented a visa system
that ensures compliance with the AGOA rules of iariigr clothing. The Africa Investment
Incentive Act of 2006 (signed by President BustDecember 20, 2006) amends the textile and
apparel portions of AGOA and is referred to as "AGIV". AGOA IV provides duty-free and
quota-free treatment for eligible apparel artickeade in qualifying sub-Saharan African
countries through 2015. As of 2008, 26 countriescansidered eligible, including South Africa
which achieved eligibility on March 7, 2001 (AGO2008).

AGOA'’s rules of origin stipulate that clothing hecsbe made from United States fabric, yarn
and thread, or from fabric, yarn and thread thaprsduced in AGOA-beneficiary SSA
countries. However, a special rule applies to L@=ined as countries that have a GNP per
capita of less than $1,500 in 1998) that allowssé¢heountries duty-free access for clothing
made from fabric originating anywhere in the wortdtil September 2012. All AGOA-
beneficiary SSA countries except South Africa dydior this rule. (AGOA IV continues to
grant lesser-developed beneficiary country statuBdtswana and Namibia, qualifying both
countries for the Special Rule) (AGOA, 2008). Tfere, while clothing exports to the United
States from South Africa require a triple-stag@dfarmation (i.e. yarn to fabric to clothing) in
order to qualify for AGOA, all other eligible coui@s are only subject to a single-stage

transformation (i.e. only the garment has to bearladally — imported fabric can be used).
AGOA's effect on the SSA clothing industry

AGOA has had a profound effect on the garment itighssin SSA. When it came into effect in

2000, AGOA'’s aim was to improve the economic candi on the African continent by giving
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African-made goods special tariff-free access (urmdgtain conditions) to the US market. It
was predicted that there would be a significantaase in non-oil African exports, providing a
development boost for industries in countries ttegperately need more employment (Mattoo
et al,2002). The effects of AGOA, however, have not bagmwidespread as they could have
been as the AGOA rules of origin are very stringehén compared with those associated with

other preferential schemes.

During the 1990s, SSA only increased its globaresiwd clothing output from 0.6 per cent to
0.8 per cent (Economist Intelligence Unit, 2004).2001, SSA countries accounted for less
than 1 per cent of global exports of clothing aextites. SSA’'s main trading partners are the
United States and the EU, with US imports from ¢hesuntries rising by 85.3 per cent between
1999 and 2002, while EU imports dropped by 5.5qe@t (Gibbon, 2002). Clothing and textiles
account for 2.5 per cent of total US imports fro®ASin 2007 and the vast majority qualified
under AGOA (Otexa, 2008). Many smaller, higher-cés$s-developed countries have been
provided with valuable opportunities as they hagerbshielded from open competition (Minor
et al, 2002). Preferential trade agreements haesvedl SSA to expand its exports. Exports
from the region are mainly low-price basic itemghsas trousers, T-shirts and sweaters that
typically have long production runs, low labour temt and few styling changes (US
International Trade Commission, 2004; Economistlligence Unit, 2004). The production and
export of clothing and textiles is concentrated ansmall number of SSA countries. A
disadvantage for SSA is that it is not a partiduliow-cost location. Labour costs are relatively
high, productivity is low, lead times are long arah-labour input costs are higher than in Asia.
Further disadvantages include poor logistics (rigtétansport costs and longer lead times),

unreliable telecommunication systems and inadequlatsical and technical infrastructure.

As Table 10 shows, Lesotho is the largest SSA d&paf clothing to the United States,
exporting goods worth US$387 million in 2007. Agligect result of AGOA, Madagascar’s
clothing exports to the United States jumped froi8$45.7 million in 1999 to US$277.1

million in 2007. Because of the impact of AGOA, Ibétenya and Swaziland have significantly
increasedheir clothing exports to the United States, aralsgcoming substantial exporters of
clothing. These six countries accounted for US$,f8llion out of total SSA exports of

US$1,293 million in 2007. In 2007, Mauritius was Br the largest African exporter of
clothing to the EU (US$660 million).
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Table 10 Clothing exports from Africa to the US andEU (US$ million)

Kenya Lesotho Madagascar
us EU us EU us EU

1990 25 25 24.5 5.6 0.4 10.8

1991 4.5 6.3 27.0 18.2 0.1 15.1

1992 7.8 17.4 50.8 18.3 0.2 18.5
1993 22.1 10.3 55.1 14.7 1.5 46.3
1994 35.2 7.1 62.4 135 2.8 92.6
1995 34.0 6.3 61.7 12.6 6.7 122.0
1996 27.1 3.3 64.9 12.7 11.0 147.7
1997 31.3 2.6 86.5 45 15.3 177.1
1998 33.5 2.3 100.2 0.8 22.0 218.0
1999 39.3 2.5 110.7 0.2 457 213.9
2000 43.9 1.7 140.1 1.6 109.5 234.6
2001 64.4 1.7 216.7 3.2 178.2 233.3
2002 125.9 11 321.0 21 89.4 145.6
2003 187.8 1.4 392.4 1.2 195.9 127.9
2004 277.2 3.3 455.9 1.2 323.3 198.2

2005 270.6 3.1 390.7 0.8 277.1 226.1
2006 262.9 11 387.0 11 238.4 291.2
2007 248.2 1.1 383.5 2.3 289.4 339.6

Mauritius South Africa Swaziland
us EU us EU us EU

1990 121.2 522.7 0.0 32.3 3.4 n.a.
1991 97.7 536.5 0.7 72.7 5.2 n.a.
1992 113.1 533.9 2.4 73.2 7.1 n.a.
1993 161.2 501.0 12.7 75.5 9.7 n.a.
1994 186.2 518.8 34.7 73.4 155 n.a.
1995 190.3 573.3 55.7 66.9 11.7 n.a.
1996 164.7 616.0 60.4 67.1 114 0.0
1997 184.4 658.0 70.9 62.3 151 0.3
1998 233.3 693.2 78.7 69.4 16.3 0.5
1999 231.6 625.2 96.9 68.3 23.2 0.6
2000 244.7 638.5 140.9 78.6 31.9 1.1
2001 238.3 591.2 173.4 69.0 48.1 0.8
2002 254.4 642.3 180.6 68.7 89.1 0.2
2003 269.0 616.2 231.8 78.0 140.5 0.2
2004 226.4 640.4 141.3 72.4 178.6 1.1
2005 166.6 552.4 67.2 51.8 160.9 0.04
2006 118.8 612,3 46.9 39.5 135.2 0.1
2007 114.6 659.6 23.9 28.7 135.3 0.1

Source:Otexa, Eurostat.

39



Table 11 AGOA qualifying as share of total clothingexports to US (US$ million)

Country 2001 % 2004 % 2006 % 2007 %
Lesotho 129.2 60.1 447.6 98.2 384.5 99.3 379.5 98.9
Madagascar 92.1 51.8 314.5 97.3 229.5 96.3 281.4 2 97
Kenya 51.7 80.0 271.5 97.9 257.6 98.0 244.7 98.6
Mauritius 38.9 16.3 147.8 65.3 110.2 92.8 108.7 994.
Swaziland 8.2 17.1 175.6 98.3 134.5 99.4 134.5 99.5
South 30.4 17.4 114.7 81.2 42.0 89.5 215 89.9
Africa

Source:US Department of Commerce, Otexa.

It is important to note the distinction between @timg synthetic and cotton textiles and
garment products to the United States market thra\@OA. Table 12 shows the United States
customs duty rates and the then China-United Stpteta costs. Exports to the United States
were protected by two factors — the percentage i@gy(tariff) and the US dollar cost of buying
import quotas. With the end of the MFA, the latiesappeared and is no longer an add-on cost
to exports from countries such as China. The ordyernce countries with preferential
agreements have is the rate of duty added on tpribe by the United States government. For
synthetics (sweaters at 32 per cent or men’'s suit®7.3 per cent) this still maintains a

substantial rate of protection against cheap exgpdompetitors.

Table 12 US customs duty rates and China-US quot@sts

Item General 2007 duty % 2003 quota price/dozen

Cotton garments

Knit men’s shirts 19.7 US$32.50
Knit T-shirts 16.5 US$32.50
Woven men'’s trousers 10.3 US$39.00
Woven women'’s dresses 8.4 US$30.50

Synthetic knit/woven garments

Knit women'’s skirts 14.9 US$35.00
Knit Sweaters 32.0 US$23.50
Woven men’s suits 27.3 US$90.00
Woven women'’s dresses 16.0 US$37.00

SourcesGeneral US duty rates: Harmonized tariff sched20€3 reference prices for Chinese/US quota
www.chinaquota.com.

® Our thanks to Peter Gibbon for providing this imfiation.
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Textile exports do better than cotton

SSA garment and textile producers will thereforgehto be wary of depending on exports of
cotton products. Even though AGOA allows for prefdaial access to such products if the
cotton is sourced from Africa, the duty rate prawidprotection (on average only about 14 per
cent with peaks rarely exceeding 20 per cent) maly be substantial enough to protect
producers from competitors who are the main beisefics of the end of the MFA. The key

issue is to be able to develop the cotton-prodweisie chain in order to reap systemic
competitive benefits along it. This is especialig tcase for South African producers who are
subject to triple transformation. At present, thdkbof the cotton produced in Sub-Saharan

Africa is exported out of the region in an unbeaietied form.

Zambia and Malawi are cases in point, with almdktof their sizeable cotton production
exported. These exports are then converted intockland imported back into SSA as raw
materials for clothing manufacturers that are syipglinto the United States under AGOA. An
important set of conversion stages within the cofiipeline are therefore being lost to SSA (the
manufacture of yarn and fabric). This has to chaageof 2015, when AGOA’s one-stage
conversion provision for SSA countries ends. Sdhftiica is therefore in an ideal position to
establish itself as the textiles supply base faicaf using regional cotton inputs. This would
involve establishinga strategic partnership between the South Africakegiment, other
African governments, the South African cotton-tiestiindustry and major clothing-producing
industries in Africa, including Mauritius, Madagasc Kenya, Lesotho, Malawi, Ghana and

Swaziland.

8. Conclusion

The analysis of the changing dynamics of the amghand textiles value chains reveals a
number of critical issues. The international clothand textile industries are hyper-competitive.
The termination of the MFA, the increasing libezation of most major consumer markets, the
emergence of China as an export behemoth, theaisioge discernment of consumers in
developed-country markets, the power wielded byebsiyn the global clothing and textile value
chains, and the importance of global preferentiafi¢é access arrangements such as AGOA,
clearly illustrate this. However, the future of tbething and textile industries globally is not
set in stone. It is impossible to be sure of theemxto which China will dominate the two

sectors. Growing middle-income economies, the deeduyers in the developed countries to
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spread their purchasing risk and the continued resipa of the global clothing and textiles
market all suggest future opportunities for thosmd capable of meeting stringent critical

competitiveness success factors.

Preferential trade access through AGOA has hadjarmmapact on a significant number of SSA

countries. These poor, less-developed countriee haanaged to develop or even create from
scratch their clothing industries, and expand tlesjport output to the United States market
through locking them into AGOA-dependent clothimgldextiles value chains. This has had a
significant impact on employment in countries sashL_esotho, which had little industrial base
of any consequence and where waged labour wasneahtio the ever-shrinking export of

migrant labour to the South African gold mines. Tinpact on employment, and hence poverty
reduction, in countries such as Lesotho, MadagastiKenya has been significant. The extent
to which China and the rest of the Asian clothimgdoicers in the post-MFA environment have
reduced these countries’ clothing exports is howelso significant (Kaplinsky and Morris

2008). If this were to stop, or reverse, these sinilizing trends, then the developmental

consequences will be severe.

The conclusion in relation to South Africa is ma@@mplex. The South African clothing and
textile industry is bifurcated and not solely deghemt on exporting into global value chains. As
a middle-income country it is the only SSA countvigh a large and significant high-income
domestic markét Until recently, protected by an import-substitgtiindustrialization regime,
this has been the basis for sustaining a substaluimestic clothing industry, employing well
over 100,000 workers with substantial multipliefieets. The impact of a post-MFA world, with
the increasing dominance of Chinese and Asian merduin the global clothing and textile
value chains, on this middle income country’s dimghindustry has been even more severe than
it is on the rest of Sub-Saharan Africa. The Asiampetition has not only jeopardized export
markets, but also squeezed South African clothind textile producers out of their own
substantial domestic market (Morris and Einhorn&0PBolicy levers must therefore be directed
not only towards export market possibilities, bigoatowards realigning the domestic value
chain in order to ensure competitive access to dommarket opportunities. In much the same
way as developed economy clothing and textile pretsihave needed to create manufacturing
capabilities that meet incredibly onerous fast if@shlean retailing and replenishment retailer

requirements as a means to survival, so South afratothing and textiles manufacturers need
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to substantially upgrade their operational capidsli to secure speed and flexibility that

differentiates them from primarily Asian competgor

Policy conclusions that result from the above ansily

It is clear that preferential trade access (such@®A) provides a critically important way for
“competitively disadvantaged” less-developed cdaatto lock into global value chains. For
developed-country “preferences” provide these a@emian edge in competing with their
greatest threats in accessing these markets -déweloping-country producers in Asia and
China in particular (Kaplinsky, 2005). Such prefdaia trade access is, at the very least, a
necessary condition for further industrializatiemployment expansion, poverty reduction and
development to occur in many countries in SSA.His tespect, a more refined, preferential
trade policy regime would need to also take notéhefbalance between natural and synthetic

products so as to take advantage of the substéantifilopportunities contained in AGOA.

However, such access has its own built-in limitadiofor it cannot be sustainable in the long
term if it is simply based on tariff discountinghi$ ultimately has to go hand in hand with
countries being able radically to upgrade theirrappenal performance and ratchet up their
competitiveness levels relative to the clothingdueers in Asia. If these SSA countries cannot
learn to compete on the basis of more than tardfgrted prices, through internalizing the
production lessons of manufacturing excellence stautially ratcheting up their operational
performance, upgrading their production capabdijtiand meeting the critical success factors
demanded by global buyers, then they will ultimatirop out of the global clothing and textiles
value chains. They cannot expect to remain conmpaiitdisadvantaged and successful. This
places a major policy onus on governments andriatiEmal agencies to provide production
capability upgrading assistance to firms (suchirastevel innovation, continuous improvement

networks, benchmarking programmes) as well as i@an access technological innovation.

Finally, this may well require SSA to pay more atten to the dynamic development of the
downstream cotton, yarn and fabric linkages withia clothing and textiles value chain. In the
case of SSA, this requires serious analysis of tmvereate potential clothing and textile

synergies throughout the region — i.e. fostering #xisting cotton production in SSA, its

" The South African market for clothing and textif@®ducts was estimated at around R55 hillion (apprately
$5.5 billion) in 2008, with over 90% of clothing dutextiles production destined for domestic as sppato export
consumption (authors’ own calculations).
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conversion into yarn, and expanding the cottontbasatile industry, primarily located in
South Africa.
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