G @ | TOGETHER

!{’\N i D/? L&y

=S~ vears | for a sustainable future
OCCASION

This publication has been made available to the public on the occasion of the 50" anniversary of the
United Nations Industrial Development Organisation.

’-.
Sy
B QNIDQI
s 77

vears | for a sustainable future

DISCLAIMER

This document has been produced without formal United Nations editing. The designations
employed and the presentation of the material in this document do not imply the expression of any
opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development
Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its
authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or
degree of development. Designations such as “developed”, “industrialized” and “developing” are
intended for statistical convenience and do not necessarily express a judgment about the stage
reached by a particular country or area in the development process. Mention of firm names or
commercial products does not constitute an endorsement by UNIDO.

FAIR USE POLICY
Any part of this publication may be quoted and referenced for educational and research purposes
without additional permission from UNIDO. However, those who make use of quoting and
referencing this publication are requested to follow the Fair Use Policy of giving due credit to
UNIDO.
CONTACT

Please contact publications@unido.org for further information concerning UNIDO publications.

For more information about UNIDO, please visit us at www.unido.org

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION
Vienna International Centre, P.O. Box 300, 1400 Vienna, Austria

Tel: (+43-1) 26026-0 * www.unido.org * unido@unido.org


mailto:publications@unido.org
http://www.unido.org/

R

RESTRICTED / 8 / O 3 January, 1990
English

Lo ha 7?4 JTEELE
'»f/;(‘&’f/?. 7’ ;f /-u‘jﬁe. ?/,?/ﬂa,:

oo dF

et 7T P

Implication for the textile and garments sectors of export-oriented
developing countries of the single EEC-sarket in 1992 with particular
attention to Thailand’'s industry

Prepared for the Government of Thailand Dy the United Nations Industrial
Development Organisation

. -
Based on the work of P.J.B. Steele, expert in textile trade and trade
developaent policy.

United Nations Industrial Developmsent Organisation

This work has not been cleared with the United MNations Industrial
Developsant Organisation which does not, therefore, necessarily share the
views presented.




WSRO i

¥

N

ARRTRRT e e

-TERMS OF REFERENCE ke

1.

RESTRICTIONS ON _INTRA-EC TRADE IN TEXTILE PRODUCTS

l. ‘.

1.2.

."2-

COMMUNITY TRADE BARRIERS
THE EFFECT OF RESTRICTIONS
THE INTERNATIONAL TEXTILE TRADING REGIME

2. l.

2.2.-

2.3.

2.4,

2.5

2. 6.

3.

TEXTILES AND THE BATT

FISCAL CONTROLS

PHYSICAL REBULATION

THE MULTI-FIBRE ARRANGEMENT

EC REGULATION -OF TEXTILE TRADE UNDER THE WFA -
THE EFFELCT OF MFA RESTRICTIONS ON EU TEXTILE TRADE
THE REBULATION OF THAI EXPORTS TO-THE EC

3.1.

3.2.

-". .

THE BILATERAL. TEXTILE TRADE AGREEMENT
MAJOR PROVISIONS UF THE AGREEMENT
THAILAND AS A SUPPLIER OF THE EC MARKET, 198308

4.1,
4.2.

IMPORTANCE AS A SOURCE OF SUPPLY .
IMPORTS OF RESTRICTED PRODUCTS
THE REALISATION OF THE SINBLE MARKET :

1.
.

é.

ERIECTINES
MRS
IMPLICATIONS FOR THE SUPPLY OF.-TEXTILE PRODUCTS

6.1,

6.2

GENERAL CONSIDERATIONS
THE ECONOMIC EFFECTS

11

14

1o

19

19

19

o o o N

iv

iv

iv




£ |

7. THE EXTRA-EC TEXTILE TRADING REGIME AFTER 1992

7.1. THE EFFECT OF THE SINGLE MARKET
7.2. T+HF FUTURE OF THE MFA

8. FUTURE OPPORTUNITIES FOR THAI TEXTILE EXPORTS TO THE EC

8.1. THE EFFECT OF THE SINGLE MARKET
8.2. THE UCHANGE IN THE INTERNATIONAL TEXTILE TRADE REGIF™

APPENDIX i: REGIONAL SHARES OF THAI QUOTAS IN THE EC, 1987-91

APPENDIX 2: THE FUTURE .° THE TFYTILE wuwE REBIMC

THE PUNTA DEL ESTE DECLARATION
THE ATTITUDES OF THE PARTIES -
PRESENT NEBOTIATING POSITIONS

SPECULATIONS ON FUTURE TRADING RESIME s

34

4

42

A7

A

47




T R b el - - = 2 - ————— e o o

INTRODUCTION
GENERAL

This report has been prepared by the United Nations Industrial Developasent
Organisation (UNIDD) on behalé of the Government of Thailand. It is based
upon a study carried out by M P.J.B. Steele on the basis of work carried
out in Western Ewope.

The report is concerned with the isplications for the textile and gareent
trade of exported-oriented developing rountries of the emergence of the
single European Community (EC) market after 1992 with particular reference
to the likely effect on Thailand. It also considers in this context likely
developsents in the international textile trading regise.

TERMS OF REFERENCE

. The study cutline on the basis of which this report was prepared is quoted
( © verbatim below:

The present situation
Present restrictions on free trade in textile products betweemn the EC
sember—states and the effect of these on imports of such products;

The present regime governing imports of textile products into EC
aepber—states from Third Country sources wnith reference any
differences in the restrictions imposed on such imports wmith respect
to the rarious states;

Thailand’s position unde: this regise with particular refereace to the
bilateral textile trade agreesent between that country and the EC;

The relative importance of Thailand as a supplier of textile products
to EC sewber-states ir the five year period 1984-88. The extent to
which this reflects the trading regime governing these exports would
be cousidered;

(j The situation after 1992

The objectives sought by-the EC in establishing a unjified wmarket
indicated in broad detail and the likely institutional changes to
effect these objectives;

The iwplications of these changes for the resainirng barriers to free
trade in textile products between the EC member states;

The likely effect on the trading regime governing textile isports froms
Third Countries mith particular reference to Thailand’'s relations with
the £C;

The consequences for the relative volumes of textile products derived
from internal trade as opposed to imports;

An assessaent of the future opportunities for Thailand as a supplier
of the EC market for textile products.

iv
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SURY
The main findings of the study may be summarised as follows:

The remaining physical, technical and fiscal barriers to free trade
within the EC had little effect on intra-Commumnity trade in textile
products. The absence of formal trade barriers (tariffs and quotas)
had long since encouraged producers to regard the EC as a single
market for trading purposes - those in Italy and Germsany taking
particular advantage of the opportunities created by this situation.
The EC was the main source of textile imports for sember-states and
was also the main outlet for their exports. Only since the aid-1980s
had there been any indication of third countries beginning to take
advantage of their lower costs to regain some market share.

Imports into the EC froe third countries, including Thailand, were
presently governed by bilateral textile trade agreements negotiated by
the EC Commission with its trading partners on behalf of its member-
states. These were entered into under the provisions of the Multi-
fibre Arrangesent (MFA) which allowed for quantitative restriction. on
imports of specific products from specific sources when these were
judged likely to disrupt the domestic market of the isporting country.
The element of specificity in the MFA was an acknowledged derogation
from the safeguard provisions of the GATT which provided that such
measures should apply equally to all Most Favoured Nations. The EC
habitually shared out the quotas it negotiated under the arrangesent
between the member-states and also negotiated special cuotas for
individual mesber-states in cases of particular need. This tended to
make it more difficult for suppliers to make full use of their
Cosmsunity quotas.

The EC {ioxtile trade regime had the effect of curbing increases in
imports when domestic demand for textile products was strong, but
could not wholly prevent these. The pattern of EC imports overall was
largely governed by econoaic factors, although the quotas applied to
particular suppliers did tend to distort sourcing by guaranteeing
higher cost producers with large quotas a disproportionate share of
the wmarket at the expense.of lower cost competitors. It was possible
to over-emphasise this effect, but it certainly hold good in the case
of standard products readily produced by other countries with ssaller
quotas.

Imports from Thailand had _increased steadily since that country first
began to trade with the EC in 1975. It was, however, still a minor
supplier in 1988. In volume terms trade increased markedly after 1985
reflecting the strength of demand in the EC market, but, whereas
imports of products not affected by restrictions continued to increase
in response to this, those of restricted products were curbed by the
effect of the quotas which began to affect growth-rates once they wer>
fully utilised.

The effect of the removal of the final barriers to intra-Community
trade was judged likely to have minimal consequences for EC suppliers’
costs and thus unlikely to affect buyers’ sourcing stratenies
directly. Indirectly, its chief effect was likely to be the




1

encouragesent of present trends towards the developsent of production
and distribution companies operating on a European scale. However,

- this was not considered to be a factor which would favour reliance on

community sources as opposed to lower-cost imports from developing
coantries. The ending of the present system of quota-sharing was, in
fact, seen as a major benefit to third country suppliers taken
together with the expected evolution of pan-European distributors.

Changes in the present textile trade regime in the direction of freer
trade under GATT rules expected to be agreed in the latest round of
the GATT multilateral trade negotiations (MTN) were likely to favour
increased imports from developing country suppliers because of lower
production costs. The concositant tightening of the BATT rules
regarding market access and fair trading might serve to reduce the
comparative advantage presently enjoyed by developing country
proaducers in respect of yarns and fabrics because of the high level of
investment in advanced technology in this area undertaken by the
European industries. However, this factor was not thought 1likely to
affect the present competitiveness of garsent producers in developing
countries because of the inherently labour-intensive nature cof
clothing msanufacture which favoured suppliers with access to low-cost
labour.

It was concluded that the effect of the possible move to an
international regime favouring freer trade in respect of textile
products was likely to benefit Thai exports to the EC, especially
those of clothing. This reflected the che ability of Thai producers to
compete with those in the EC in terms of cost, a factor which would no
longer be checked by the effect of quotas and the greater ease of
servicing a single European market as opposed to a dozen national
markets within a single customs union as was the case at present. It
was recognised that the removal of present export incentives might
effect the competitiveness of Thai producers relative to other
developing world suppliers in the EC market, but, on balance to its
advantage. This took into account the anticipated continuation of
existing quantitative restrictions en China which was likely to prove
Thailand’'s most dangerous competitor on grounds of cost. With respect
to other suppliers, Thailand was well-placed to take advantage of the
reduced competitiveness of Hong Kong, Taiwan and South Korea resulting
from significant increases in their production costs. Those countries’
present domination of the market was to some extent guaranteed by the
large quotas they had secured under the MFA regime and the remsoval of
these would be to increase their exposure to lower-cost producers
which had also developed a reputation as reliable suppliers of quality
goods such as Thailand. That country could, therefore expsect to
increas2> its present exports in volume as well as value terss,
although it was not possible to quantify the effects of the various
factors.

vi
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1. RESTRICTIONS ON INTRA-EC TRADE IN TEXTILE PRODUCTS

1.1. COMMUNITY TRADE BARRIERS
fbsence of formal barriers

There are no formal barriers restricting textile trade between EC aember-
states in the form of discriminatory tariffs or guantitative limits - i.e.

quctas.

Spain and Portugal constitute the chief exceptions to this general rule
reflecting their late entry into the Cosmunity and the granting of
transitionary regises to enable their industries to adapt to the rigours of
free internal trade. Portugal was the chief beneficiary of this generosity:
EC quotas on imports from Portugal were phased out in 1988, but Portuguese
import quotas from the EC were not phased out uwntil 1990 and the
progressive reduction of its tariff barriers will not be completed until
1993.

With regard to intra-EC textile trade in general teras, however, there are
numerous activities relating to the adsinistration of trade generally and
governsent economic msanagesent in broader terms which still constitute
informal barriers to the free flow of these materials within the Community.
These barriers can be categorised as physical, technical and fiscal.

Physical bariers

Border controls: The chief physical barriers to trade arise from the
survival of border controls and take the form of an exaggerated insistence
on the performance of formalities or arbitrary and therefore discrisinatory
use of customs rules. Excessive paperwork is a subject for particular
complaint. Not only does this impose administrative costs on traders, but
it also causes delays at national borders within the EC both of which tend
to benefit dosestic suppliers. France has a particularly bad nase for these
practices, but traders tend to bracket all the southern tier of states -
Portugal, Spain, Italy and Ereece - as offenders in this sense.

Ironically, it is the differing restrictions imposed on extra-EC imports by
mesber-states that creates the greatest opportunities for delaying
shipments of textile products originating in other parts of the Cosmunity.
As will be seen, the quotas negotiated with third country suppliers by the
EC on a Community basis are divided between the various member-states and,
in addition, countries can claim additional protection against -imports
under Article 115 of the Treaty of Rome and may be granted “regional”™ -
i.e. national - quotas for product categories from particular sources on
which there is no "Community” quota. Thus it becomes necessary for the
Customs authorities at .each frontier to check the origin of all
consignments and, in the case of imports, to ensure that they are properly
allocated to the country’s share of the Community quota or to its regional
quota.

It is not possible to determine how far obstructions to internal EC trade
arising from this sort of activity is the result of deliberate efforts on
the part of the governments concerned to secure by administrative action
protection for their domestic industries which they cannot secure through

[ %]




SECTION I

official policy and how far it arises from the over—-scrupulous
administration by government agencies of .egqulations formulated in a more
protectionist era. It is to be remarked, however, that in other areas of
trade, particularly that in agricultural commodities, these governments
have shown a willingness to administer regulations in ways which defeat the
objectives of a free internal market when competitive imports from other
mesber-states threaten the domestic market-shares of imsportant sectors and
sub-sectors of the national economies.

It seems to be generally acknowledged by those concerned with intra-EC
trade that these obstacles are now less pronounced. It is likely that EC
competition policy in the 1980s has been to wear down the scope for the
deliberately discriminatory use of border controls.

Road traffic controls: Another important physical obstacle to free trade is
the complexity of the regulations governing the sovement of goods lorries
through member-states. Admittedly, this does not discriminate directly
against imports, but, insofar as it increases the freight-costs of trans-
national traffic, it tends to favour domestic production.

Technical barriers

Capital movements: Restrictions on the free flow of capital practised by
some of the wmesber-states affect merchandise trade as well as direct
investment. France and Italy are major offenders in this respect.

Currency differences: The lack of a single European currency also hinders
trade as a result of movesents in the values of the national currencies
relative to each other. The effect of the European Monetary System has been
to even out the effect of these movements and, therefore, to introduce
greater certainty in traders’ calculations as to the local currency value
of the prices they impose and reduce the need for hedges against
fluctuation in their pricing. The failure of the UK to join the system
seans that the hedging costs of exporting to that country are higher than
elsewhere.

Public procurement policies: Many of the governments also pursue
restrictive public procuresent policies which have the effect of
discouraging tencering by non-national suppliers.

In the case of textile products there are, of course, no national health
requirements or manufacturing standards which provide many opportunities
for obstructing intra-EC trade in the case of of other product categories.

Fiscal barriers

The main fiscal barriers to internal trade are the differing value-added
tax rates in the various countries. This tends to favour suppliers in those
countries with lower rates in that their production costs are reduced. This
could be addressed only by making VAT paid in one sember-state deductible
in another instead of, as at present, the full value of the imsported
product becoming Jiable. In addition, the practice of Italy in demsanding
payment of value-added tax Dy importers at the time of import rather than
after it has been sold discriminates in favour of domestic producers.
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1.2. THE SFFECT OF RESTRICTIONS
Integration of the EC as a textile trading area

The EC national markets for textiles (yarns and fabrics) and clothing have
become progressively integrated since the establishment of the Community to
the extent that suppliers have been encouraged to develop their trade with
outlets in other sesher-states and distributors have been increasingly
prepared %o 1look to sources elsewhere in the Community. In each country
dependence on imports has increased mostly to the benefit of Cossunity
suppliers. This is desonstrated in Table 1.1. below. Only in recent vyears
has trade with third countries begun to regain some of its former relative
importance.

Table 1.1.1 EC trade in textiles and clothing, 1973-87
WS $ bn)

W5 W W I 9% 195 1% 19
Isports

Textiles 9.05 3.4 2277 1857 18.Y9 2.2 26.61 .07
Clothing 5.80 116 2.79 BR2 1MW .3 BB AD

Total e N0 8% B0 By IS Y g8
0f which, fros (@)
T

Textiles 8.7 &2 b5 8.0 6.0 8.2 85 b3
Clothing %7 882 A3 St 51.1 2.9 %6 0.8
Total M6 B0 [VI 0S5 0O bl 0.7 B3

Exports -

Textiles 11,02 154 AB.% 0.8 2.9 2292 29.17 AW
Clathing 499 848 117 1385 WUE 1592 2217 7.4
Total 1539 @ 72 WS NN BV SLU 2

Of which,
froa (1)

EC

Textiles 3.1 »I 4 6.9 08 616 Bb6 A9
Clothing 8.0 6.6 67 N4 .8 0.4 8.2 8.0
Total 63.1 61,3 628 - 829 6.2 6Lt 854 6.0

Sowrce: GATT: *International Trade®

Portugal and Spain are less integrated into the main EC trading area than
the other mesber-states, largely as a consequence of their relatively late
accession to the EC - 1986. Traditionally their industries had enjoyed
heavy protection against isports, but had been allowed to compete in the EC
markets as low-cost suppliers. The dismantling of the old protective
barriers after they becase members had an almost immediate impact on their
trade with the rest of the Community which, as a result, became much more
avenly balanced.
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Factors in the growth of intra£C trade

The growth of intra-EC trade in textile products was primarily a result of
the Comson Mariet which removed the main tormal barriers to trade between
the EC msember-states. This encouraged producers which had previously
concentrated on their domestic markets to operate on a wider Ewropean scale
and their ability ¢to do this was reinforced by the growing
internationalisation of clothing fashions in the 1940s and 1970s.

There were, however, a number of other factors that promoted this end
chiefly by imposing obstacles between the EC and overseas markets thus
discouraging a more outward orientation. These included:

- The maintenance of tariffs barriers between the EC and other advanced
econoeies which discouwraged trade in both directions;

- The development of textile and clothing industries in developing

cauntries which competed effectively with EC suppliers in third
country markets in teras of price and, increasingly, in terms of
quality. The impositio. of quotas on expnzr-ts from these countries to
the EC favoured a higher level of intra-EC trade;

- The imposition of restrictions on isports by msany developing countries
In any case, EC suppliers would have found it increasingly difficult
to compete in these markets with producers located in the developing
countries because of higher production costs.

Beneficiaries of integration

The main beneficiaries of the integration of the EC market were Germany
and, increasingly, Italy, in the case of textiles and Italy in the case of
clothing.

Sermany’'s success largely reflected the returns of investeent in advanced
technology which enabled the textile producers in that country to secure
substantial improvements in quality. Here the Serman industry seems to have
adopted a different approach to that adopted by the US industry which took
advantage of advanced technology tco secure unit cost reductions. This was
achieved by a .disproportionate concentration on a relatively few
homogeneous products where long production runs were possible - notably
bottom-weight cottons such as denim. This enabled the US industry to
compete with producers.in developing countries - notably Hong Kong - in
producing such fabrics, but did not affect its ability to respond to the
demand of domestic clothing makers for the wide variety of top-weight
fabrics they required to service the increasingly fashion-driven garment
market. As a result, not only have they lost market share in the case of
standard fabric constructions, but also in the case of higher quality
materials which have been increasingly sourced from the Far East.

. Berman textile production is still the preserve of sedium-scale producers

fulfilling specialist functions which gives the industrv much greater
flexibility than its US counterpart. The tenefits of advanced technology
are applied to the manufacture of quality yarns and fabric constructions
where higher production costs are less of a factor in determining price
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levels and to finishing processes that give finer results, but are also
more flexible in responding to the different requiresents of the market. In
recent years standard yarns and fabric constructions have been increasingly
imported in grey form from low—cost extra-EC sources - notably China oand
Pakistan - for finishing in Germany rather than being sourced locally.
Because of the advanced nature of the technology esployed, however, Germany
has tended te resort less to this expedient than the UK and France.

Italy’s success reflected, in part, the ability of its designers to
generate fashions which the mass—markets of its EC partners were willing to
buy. However, even more important was its success in organising the supply
of these mass—sarkets in such a way as to minimise the impact of labour
costs in a generally high-wage economy while aveiding the inflexibility
which can result from relying on advanced technology and long production
runs which are ill-adapted to the needs of the clothing market both from
the point of view of the supply of the materials required by that industry
and the producticn of clothing. (Clothing production has in any case proved
remarkably resistant to the introduction of advanced technology that might
reduce its inherent labowr-intensity, largely because of the failure of to
develop alternatives ¢o the sewing-machine operator as a means of
assembling and finishing garsent comsponents.)

The Italian response to this probles has been the outwork system whereby
the various production processes have been devolved among a series of
specialist producers operating on relatively small scales while only
marketing and quality control was centralised in large units.

The main losers from the integration of the EC market have been the UK and
France both of  which failed to respond adequately to the needs of the
intensely variegated textiles and clecthing wmarket that increasingly
developed in the 1970s and 1980s. It seems likely, however, that the
development of small-scale knitting and clothing enterprises in areas of
high concent:-ations of immsigrant population, where wages are very low -
notably the East Midlands - is recreating in the UK that outwork network
which has enabled the Italian industry to become a dominant supplier not
only in the EC but alsoc in the USA.

(L]
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2.  THS INTERNATIONAL TEXTILE TRADING REGIME

2.1. TEXTILES AND THE GATT
The free trade ideal

For most of the period since the end of the Second World War in 1945 the
main philosophical influence on the development of the trading regime
governing relations between the advanced free market economies and between
these countries and other less developed economies has been the GATT. This
seeks a progressive diminution in the barriers to the free movesent of
goods and services between signatory nations. It has been the international
expression of a central tenet of classical liberal economic theory that
free trade is the surest way of securing to all nations the benefits of
economic developsent.

The BATYT is, of course, in large measure, a statement of an ideal, a pious
aspiration even. The serious short-term consequences for established
economic structures of unfettered import competition and the political
tensions that can arise from this, on the one hand, and the efforts of many
countries to boelster artificially the competitiveness of their exports, on
the other, have ensured that most countries in the world maintain complex
regimes to protect domestic production. Preferential trading arrangesents
between GATY signatories have also proliferated since 1945 - the EC being
only the wmost significant of many instances. Nevertheless, successive
rounds of wulti-lateral trade negotiations (MIN) under the 6ATT have
established limited targets for the reduction of protective mechanisams to
be achieved over periods of years and considerable progress has been made
in this direction, particularly with respect to fiscal controls (tariffs),
less so with respect to physical barriers.

More important, perhaps, the very existence of GATT as a statement of an
ideal influences the way in which the major economies approach the whole
problem of international trade in general terms and ensures that there is
continual moral pressure on them to move in the direction of greater
freedom. The effect of this concept of morality on the behaviour and even
the convictions of trade ministers cannot be dismissed as completely of no
account.

Textiles a special case

Probably less progress has been made towards the realisation of the free
trade ideals of the GATT in the case of textiles than with any other single
category of goods, with the possible exception of agricultural commodities.
In the case of textile products this reflects both the concerns of the
major western economies and the needs and aspirations of the developing
world.

Importance to the West: In all the major free market economies, the textile
and clothing industries, are major employers of labour. This gives them a
social and political significance which may exceed that derived from their
actual contribution to the national economy.

In addition, these industries constitute significant markets for raw
materials and semi-manufactures produced by other sectors of national
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economies - in the case of the EC which imports much of 1its agricultural
fibre either in the raw state or as yarns and fabrics, the main local
supplier is the organic cheaical industry which provides synthetic ¢{ibres,
bleaches, dyes etc. Furthermore, they support significant industries which
produce capital goods and spares.

1t is alco considered that a substantial textile fabric industry requires a
clothing industry as an outlet for its products. Thus.the EC argues that,
despite considerable advances in economic efficiency achieved in recent
years, the European textile industries would be hard hit by the disruption
of clothing wmanufacture and this should, therefore, be sustained against
import competition even though it has prqved far less amsenable to
restructuring than has textile production’. In addition to these
considerations, a substantial degree of national self-sufficiency in both
textile and clothing supply is traditionally regarded as a strategic
necessity. (In the USA certainly. the ability to clothe the arsed forces
from natiocnal resources is a virtual shibboleth - if not for
administrations, certainly for politically influential groups whose
opinions cannot be ignored.)

Importance to developing countries: Against this perception of the
importance of textile production for the well-being of their own economies,
western statesmen are also well aware of the function of textile production
in the effort of developing countries to develop export-oriented
industries. It is generally recognised that textile industries with their
relatively simple and labour-intensive technologies, low capital
requirements and massive and assured markets constitute a particularly
suitable means by which developing countries with a substantial resource of
low—cost labour can take a first step towards higher levels of
industrialisation.

The traditional concern of developing economies to become more than eere
suppliers of basic commcdities in return for imports of high value
processed goods has been reinforced in recent years by the decline in the
relative value of such commodities and the need to find additional sources
of foreign exchange to service the massive burden of debt which was
accumulated in the 1960s and 1970s in efforts to develop an industrial base
more oriented to the domestic market. Western statesmen have, in fact,
promoted economic restructuring to this end, both through international
bodies such as the IMF and the World Bank and through national technical
assistance agencies. This has meant that they have, in effect, encouraged
the development of export-oriented textile enterprises that will challenge
their own industries in their dosestic markets.

The western economies have, therefore, found themselves needing, on the one
hand, to protect themselves against the seemingly intolerable short teram
economic, political and even strategic consequences of allowing their
domestic textile industries to be disrupted by the competition of low-cost
imports and, on the other, to allow such imports as one of the more obvious
means of avoiding the calamity of large-scale default by their Third World
debtors. Underlying these immediate concerns is an almost visceral
conviction that freer international trade would be to the long terms benefit
of the world economy.
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In an effort to seet both these concerns they have resorted increasingly to
regulation . This has the object of allowing the growth of imports from
developing countries while checking the possibility of very rapid growth
based on low prices which could seriously disrupt their domestic
industries. It was hoped in this way to create an environsent in which
those industries could be rationalised and restructured thus becoaing
better fitted to meet the competition of norts. -

2.2. FISCAL CONTROLS :
Advanced economy tarifé levels

It is, in part, a measure of the deference accorded free trade virtue by
protectionist vice under the .G6ATT that, even in the case of textile
products, the major importers have accepted substantial reductions in the
very high levels of tariffs that constituted the sain protective mechanisas
for domestic industries before the Second World War. On the other hand,
their willingness to give ground here can be seen in a more cynical light
as an acknowledgement of the relative inefficiency of fiscal controls as a
means of effecting the requlation which the textile trade is perceived as
requiring.

Table 2.31. below indicates trade-weighted average reductions in levels
achieved by the major free market economies in the period 1973-87 during
the Tokyo Round of the MIN - after the city where the negotiations were

-initiated. In general, the reductions of textile tariffs were rather lower

than those relating to other manufactured goods, even although the latter
were at much lower levels in 1773. The greatest reductions were achieved by
the major economies - the USA, Canada, Japan and the EC mesber-states -
while there was little movesent in the case of the four EFTA countries.
However, the USA and Canada, together with Austria and- Finland, still
maintained generally high tariff levels in 1987 compared to Japan, the EC
and Sweden. Swiss tariffs were the lowest of the eight groups considered.

The data relating to the individual textile product categories indicate the
tendency for tariff levels to be increased according to the stage of the
production. Thus those on fibres are . ‘erally very low while those on
clothing. are very high. This reflect. the increased wvulnerability of
western .industries the greater the proportion of added-value. This is
particularly the case with clothing because of the labour-intensity of
garsent manufacture, particularly the final assembling and finishing
stages, .which gives low-cost labour countries a comparative advantage in
the case of this category of products which cannot be off-set by increased
capital investment.

Linitations of tariff protection

Tariffs are considered to give inadequate protection in the case of textile
products in that they cannot be deployed flexibly to respond to sudden
upsets in the prevailing balance between domestic production and imports
caused by sudden unforessen in arrivals of low-cost products. It is,
however, just such sudden upsurges that pose the greatest threats of
economic. disruption in terms of unanticipated mill closures, lahour lay-
offs etc and consequential political disturbance.
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Table 2.1: Redurtions in average tariff levels dwring the period of the Tokyo Rowd (1973-1997)

114]
Comtry Taritf  Fibres Yarms Fabrics fade-wps Clothing Al [}

- lewd textiles masfactwes
temcl.  (excl.
fibres) petrolem)

Ush Advalores 3.5 90 115 1.5 2.5 19.0 3.0
1997
fedixction 3.5 355 45 S0 4.9 4.5 2.0
197367

Canada M valoren 3.0 13.0 2.5 2.0 .0 A5 . 85
1. .
feduction 1.0 3.0 4.0 30 1.9 y A3 0
1973-87

Japan M valores 0.5 &3 99 115 14.0 11.5 3.3
1997
Ruuction - 1.0 1.0 30 3.5 25 4.5 $
1973497 - :

e§ AMvaleem 0.5 7.0 105 7.5 13.3 11.5 6.0
w7
Rediction - 1.0 4.0 40 3.0 3.9 1.5 .
197387

fustria AMvalorm - 7.0 BS 225 3.0 N0 125
1997
Reduction - 15 35 3.0 - 0.5 20
197387 . .

Finland Ad valores 0.5 6.5 2BS5S 19.0 N0 200 &0
1987
Reduction - - 035 3.0 1.5 1.0 0.5
197387

Seden A valores 05 7.5 139 8.0 14.0 12.5 4,5
1997
feduction - _2.0 1.0 0.5 0.5 0.5 1.9
197367

Suitzerland Ad valores - 35 85 35 11.0 8.5 2.5
1987
Reduction - 1.0 26 0.5 2.5 2.0 1.0
197397

Sowce: “Textiles and clothing in the world econosy®, GATT, 1904

Upsurges in imports tend to occur in the case of particular products from
particular sources. The GATT orovides for safeguards against this sort .of
disiruption under Article XIX which allows countries to impose both fiscal
and physical controls. However, it is required that measures taken under
this article are subject to the principle of ergs omnes — i.e. they must be
applied equally against all Most Favoursd Nations and not merely against
the source of the disruptive imports - and, furthermore, those affected
sust be offered appropriate compensation for loss of trade. Both the £C and
the USA are very reluctant to resort to this provision against a Third
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Country because, under the erga ommes provision it would also require thes
to iwmpuse restrictions on each other. Because tariffs have to be set at a
very high level to exclude textile products fros low—cost developing
countries the effect of this would be largely to exclude possibility of
trade between each other - which, on the whole, does not rely on
competitive pricing - with a consequent risk of damaging retaliatory
action. .

2,3. PHYSICAL REGILATION
Specific guamtitative restrictions

The =main instrusent of control used to regulate- the textile trade -
certainly since the late 1950s - has been the quota. By this is
understood a quantitative limitation on imports of specific products froms
specific sources when these are deemed to threaten to -disrupt domestic
sarkets. In other words, exports of a product to a particular destination
from a particular source can be restricted if these are considered to to
pose a disruptive threat to the domsestic industry in that destination while
exports of the sase product from another source which have yet to pose such
a threat could be quite unrestricted. Similarly, exports of other products
from the source subject to restrictions in the first instance would not be
thesselves subject to restriction if they did nat pose the threat of
disruption. In this context disruption takes on a particular technical
seaning in that the materials at issue are being imported in such voluses
as to be likely to displace those produced domestically and, therefore, to
force the closure of uncompetitive national aills and endanger the
livelibood of national work—forces.

The principle of specific restriction which is, thus, the central feature
of . the international textile trade regise, was formulated in the G6GATT
Decision on Market Disruption of 1960. This allowed restrictions to be
imposed selectively by importing countries when a sharp increase in isports
of specific products froe a specific source had occurred because of prices
that could not be matched by domestic suppliers even though damage to the
domestic market might not yet have occwrred. As already noted, the limits
would be placed on exports from offending countries and not generally on
imports of the product in question from all sources as required by the erga
omnes principle. It is important to note that, under the 1960 decision, it
was not necessary to prove that the low prices which were causing or
threatening market disruption were themselves a consequence of unfair
trading practices on the part of suppliers. Such practices may, in fact,

often be factors in the low.prices of imported products - garmsent
producers in western countries who are wmost likely to claim market
disruption would argue that they are almost invariably the cause - but

unfair trading as such was an issue quite distinct from market disruption
and was dealt with separately within the BGATT.

As already implied, the element of specificity in the imposition of these
restrictions - whather as to product or source - is directly contrary
to the erga omnes pri-~iple of BATT Article XIX. Thus arrangements which
take advantage of thr 1960 decision are acknowledged as derogations from
the GATT - i.e. del verate departures from its principles and rules.

10
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Avplication of the Market Bisrwption decision

The 1960 .decision was applicable to all products, but, in fact, it has only
been used in respect of textiles. Further, it has only been applied by
sajor industrialized econnomies against imports froa developing countries
and the coammist world. The main beneficiaries of the protective asasures
which it peraits have been the USA, the EC assber states, Canada and the
EFTA signatories - the Scandinavian countries, Austria and Switzerland.

The fact that use of the market disruption principle has been confined to
textiles reflects the particular sensitivity of the advanced economies in
this area for reasons that have been already rehearsed.

That it should have b!m directed only at developing country souwrces -
Japan alone excepted - is often cited as an instance of the
discrimination the west habitually practices against these countries. Some
degree cf verisismilitude is lent this charge by the fact that the bulk of
the textile products iaported by the western countries also originates in
those countries. (This is largely due to the scale of the intra-EC trade in
textile products discussed in section 1. above.) However, a sore convincing
explanation of the phenomsnon cosplained of is that in the case of
develaoping country exports alone is the threat to western markets based
upon low prices rather than considerations of style, quality etc.

2.4. THE MUULTI-FIBRE ARRANBEMENT
Provenance of the WFA

The 6GATT #Arrangesent Regarding International Trade in Textiles, amore
commonly known as the Multi-Fibre Arrangesent (MFA), is the latest of a
series of agreesents entered into by the BATT signatories since 1961 to set
aside the GATT rules and provide a sulti-—national frasework within which
individual imsporting countries can ispose restrictions on imsports of
textile products from individual supplier countries. It was preceded in the
1960s by the Short Tera Arrangesent and the Long Tera Arrangesent, both of
thes like the MFA.built around the concept of market disruption, but more
limited in their scope. Having come into force in 1974 and been renewed
thres: times - in 1977, 1982 and 1986 - the IFA has proved the aost
long-lasting of these arrangesemts.

The chjectives of the WFA .

The original forsat of the MFA was detersined by the concerns of the
western economies, particularly the USA and the EC sesber-states, and its
development has been largely .influenced by the particular nature of those
concerns at those times when the arrangesent case up for renewal. Its
longevity is sufficiently explained by the continuing relevance of those
concerns. :

Essentially, it has had two objectives:
- To allow importing countries to protect their domestic industries from

the damaging impact of unrestrained isport competition based upon low
prices;

11
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- - To allow an arderly growth of exports to those countries from low—cost
Third World producers which is accepted as being to the benefit of
bath parties.

The corollary of the right to protect their dosestic irdustries which the
arrangesent secures for isporting countries is the obligation it isposes on
thea to.ensuwre that these industries are restructured in such 2 way as to
render thea less wulnerable to low cost isport competition. It is envisaged
that this will asan that the speciai protection currently enjoyed by the
industry -will eventual!y become superfluous.

Principal featwes

The principal provisions of the MFA relating to the isposition of
restraints on internatiomal trade in textile and apparel are:

- Countries asy enter into bilateral agreesents regulating trade in
textile products by agreeing to ispose quantitative restrictions on
specific categories of imsports of which are disrupting or threatening
to disrupt the domestic aarket. Base quotas have to reflect the
supplier countries’ historical export performance - there can be no
*roll back” although this principle was underained by the EC in the
1977 version of the Arrangesent - and later versions of the MFA have
made special prov sion for new entrants which would have suffered if
strictly historical criteria had been adhered to in_the deteraination
of base gquotas.

- Products so restrained have to be allowed to grow at positive rates
each year - 6 per cent was stipulated in MFA-] - although exceptions
were allowed for particularly sensitive items. Again, new exporting

- countries, ssall suppliers and the least developed contries were to
be allowed more generous growth provision.

- In order to allow for full utilisation of quotas there has to be
*flexibility” in enforcing the saxismus level permitted in any ane year
within certain limits for which minisa were established. This is the
origin. of the concepts of "swing”, by which the limits of one agreed
quota may be exceeded as long as others were correspondingly adjusted,
*carryforward”, by which unused portions of the previous year's quotas
can be carried forward to the gresent year and "carryover”, by which
certain proportions of the guotas established for the coming year can

.- be borrowed for use in the current year.

few quotas

In the case of products not specifically covered, quotas could be
introduced during the life of the agreement if msarket disruption was
occurring or threatened. Where two countries could not agree to the
impesition of quotas in these circusstances or could not agree at what
level they should be imposed, the isporting country could uwunilaterally
impose restrictions during the life of the agressent. Again, reference was
to be esade to historical performance in determining the base quotas and
annual growth was to be permitted after the first year.

12
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Market disrwption criteria

Despite considerable efforts on the part cf the original MFA negotiators,
no aobjective criteria of wmarket disruption were agreed in 1973 and
experience since the arrangesent came into force has served only to
increase the degree of subjectivity surrounding this key concept. There
were, however, a nusber of guidelines:

- Market disruption had to relate to the existence or threat of serious
damage to the domestic industry. This could be assessed with reference
to such factors as sales, market share, profits, esploysent and
production. :

- The damage must be clearly comnected with a sharp and substantial
increase in imports from a particular sowrce and/or prices set at a
level considerably lower than those prevailing on the dosestic msarket
for similar products fros local and other import sowces for reasons
not attributable to subsidies or dumping.

L

Sorveillae

An international body known as the Textile Surveillance Body (TSB) was set
up to supervise the functioning of the MFA. The TSB reviews all agreesents
and safeguard seaswres taken under the arrangesent. It is also the
principal foruas for settling disputes. The developing comntries — i.e. the
comtries chiefly affected by restrictions on textile products imposed by
the advanced Western economies - consider that the effectiveness of the 1SB
is limited by the fact that of the eight seats fowr are allocated to
*jimporters® and three of these are aliocated to the USA, the EC and Japan
on a permanent basis. (The fourth rotates between the Scandinavian
countries and Canada.) The four "exporter®™ seats are occupied by developing
country representatives who normsally only have a short posting. This mseans
that the Western representatives can build up a body of personal expertise
and they are, in addition, better serviced by their domestic Governments.
As a result the deliberations of the TSB tend to be biased in favowr of the
West and criticisa of actions taken by Western governsents is consequently
suted. Whatever the merits of this cosplaint, it is difficult to dispute
the point that the actions of Western countries have rarely been
successfully challenged by the TSB.

A Textiles Committee of the GATT was set up to monitor the operation of the
MFA. It is the final arbiter under the IFA for interpreting its provisions
and is a court of appeal for disputes that cannot be resolved in the TSB.

Tightaning of restrictions

There has been a tendency for the protective provisions available to
importing countries under the MFA to become amore stringent with each
successive protocol of extension. This has generally reflected the
preoccupations of the EC and the USA, with .-the party currently wmost
concerned by import trends setting the pace. In MFA-I1 and IFA-111 for
instance, the EC was mainly concerned to secure provisions that would
justify its intention of rolling back imports of -the most sensitive
categories from dominant suppliers - Hong Kong, the Republic of Korea,
Taiwan and Macau. At that time tha USA could afford to take a rather wmore
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relaxed approach because of the relatively low levels of import growth it
was currently experiencing. In MFA-IV in 1986, however, the USA was
influenced by its experience of the isport surge of the previous three
years and tended to take the lead in introducing a more restrictive elesent
into the arrangesent.

The sain additional restrictions introduced with MFA-1IV were:

- Coverage of the MFA was extended to fibres other than the traditional
cotton, wool, and manmade fibre - principally raamie, and silk
blends. This reflected a surge of imports of rasie sweaters and other
articles from China in 1985 and 1986.

- Isporting countries could impose quotas unilaterally in the absence of
agreement with the suppliers for two years instead of one year as
previously.

- Underutilised quotas could be removed. This provision was intended to
address the probles of sudden upsurges that could occur within quota
limits if suppliers began to take full advantage of quotas whicn they
had previously not fully utilised.

- Very large quotas from dosinant suppliers could be adjusted when their
heavy utilisation was having.a growing impact on the market. Thus
existing agreed quota levels could be frozen or even reduced if, at
some stage during the life of an agreesent, such levels seemed to pose
a danger of market disruption. This seasure was intended to justify ex

- post facto the action of the USA in 1986 renegotiating existing
agreesents with Hong Kong, South Korea and Taiwan despite the fact
that these still had sose time to run. Its effect was reinforced by a
furthe~ provision allowing for growth-rates lower than é per cent in
cases of particularly serious disruption.

These provisions were put forward by the USA specifically in order to plug
the apparent loopholes in MFA-II1 which were identified as the main cause
of the import surge of 1982-87.

c2.5 EC REGULATION OF TEXTILE TRADE UNDER THE MFA
WA bilateral agreesents

The EC’s imports of textile products are governed by a series of agreesents
with suppliers throughout the world. These agreements are negotiated by the
Commission on behalf of member-states under a mandate agreed by the Council
of Ministers. The negotistors are assisted by a committee of national
representatives set up under Article 113 of the Treaty of Rose - and hence
known as the 113 Committee. At end 1989 the EC had entered into 19 such
agreements.

Disrisination between sowces .

The .EC’'s main object in the agresments with individual suppliers which it
enters into under the MFA is to secure its domestic textile and clothing
industries from disruption by over-rapid growth of imports of low-cost
materials from developing country sources. Subordinate to this aims is a
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concern to take advantage of severe restraints placed upon the msajor
suppliers to favour imsports from the least developed countries. Thus there
is an acknowledged policy of discrimsinating between sources.

In the negotiating sandate agreed by the Council of Ministers in 1977 Hong
Kong, South Korea, Taiwan and Macau were identified as “dosinant” suppliers
on the basis of their historical export performance. Although its total
shipsents were considerably saaller than those of the other three, Macau
was included largely because it was a substantial supplier of garsents.
Since 1977 these countries have always been subject to more stringent
limitations on their trade than all other suppliers with particular regard
to the establishesent of the base levels for individual product quotas at
the beginning of new bilateral agreements, permitted annual growth-rates
for quotas, and the operation of flexibility - see above. It is likely that
in the case of those products which the EC regarded as most sensitive in
the context of possible market disruption quota levels actually declined
between 1977 and 1982 and had still not recovered to earlier levels by
1986. This curb on growth was supposed to allow for faster rates by less
developed suppliers, but in fact few of these were in a position to take
advantage the EC’s generosity in this matter. .

There were no a4ditions to the numbers of dominant suppliers since 1977 in
respect of the rounds of negotiations that began under the 1982 and 1986
extensions of the MFA - IFA-11]1 and MFAR-IV. This was despite the fact that
by 1986 China had emerged as a major source of both textiles and garsents.
The +failure to treat China as a "dominant™ in respect of the MFFA-IV round
can only - be explained by geo-strategic considerations. There is
considerable pressure to bring it into the first division of suppliers when
the next round of agreements comes to be negotiated.

The basket-extractor aechanise L

Agreements entered into by the EC are comprehensive which is to say that,
in addition to the products covered by specific restrictions on their
trade, exports of products not so covered are kept under surveillance and
there are quantitative criteria which define when the EC may call upon its
partners to consult on possible market disruption and the introduction of a
new specific restriction. In fact, the use of this so-called basket-
extractor mechanisa is never automatic, and quantitative criteria are only
one of the indicators used by the EC for assessing possible market
disruption which is usually done following requests for particular
protection from asesber-states under Article 115 of the Rome Treaty. In
cases where market disruption is thought to have been established the EC
will also decide if the problem is sufficiently wide-spread to warrant
seeking .a Community quota in respect of the offending product or whether
the problem could be resolved by a regional quota in respect of a single
mesber-state.

The use sade of the basket-extractor msechanism broadly reflects the level
of import activity. There were, for instance, very few cases in the period
1982-86 when economic factors coupled with strict regulation of the EC
market encouraged suppliers to concentrate on developing US outlets, but
the recovery of import demand in the EC, beginning in late 1984, brought
about a rash of cases.
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Regionalisation of quitas

fAlthough most of the quotas imposed under EC bilateral agreements apply to
the whole of the Comsunity, the total limit is divided amongst the various
seaber—states in proportion to their relative isportance as importers of
the cateqgory of product covered. Germany usually has the largest share
followed by the UK, France, Italy and the Benelux countries. The division
of Thailand’s quotas are considered in the following section. In the
agreesents made by the EC prior to 1986 there was no provision for the
transfer of ore country’s under-utilised quota to another country and this
favour was granted by the EC entirely on an ad hoc basis. In the agreesents
negotiated under MFA-IV, however, it is possible to transfer quota from a
country which has used less than 80 per cent of its allocation to a another
country. The quantities which could be transferred were progressively
increased in the case of each agreeaent.

The system of regional breakdown of quotas tends to make it more difficult
for supplying countries to use to the +full their Cossunity quotas
particularly in the case of products much in demand. This arose when there
was inadequate quota to fill orders in one country and yet obstacles were
placed in the way of using another sesber-state’s allocation to msake up the
difference.

c2.6. THE EFFECT OF MFA RESTRICTIONS ON EC TEXTILE TRADE
Sources affected

As intimated above, restrictions on exports to the EC under the MFA mainly
affect the dewveioping countries and the state-trading countries. Of these
two groups, the developing countries are by far the more important as
sources of textile products for the EC. Imsports from state-trading
countries tended to increase in both absplute and relative terms in the
years 1977-88 covered by Table 2.1. below, but the relative increase was
largely a factor of the very rapid growth in shipments from China. Imports
from other state-trading countries fluctuated in this period between 5.5~
6.0 per cent of the total in the case of textiles and between 14-18 per
cent in the case of clothing. Imports from non-MFA sources - i.e. the
advanced economies -~ tended to decline in relative importance over the
period under consideration in the case of buth product groups.

The period selected for analysis are the years covered by MFA-11, MFA-111
and. MFA-1IV to date. These are considered significant from the point of view
of assessing the affect of quotas on the trade pattern as the EC imposed
stringent restraints on imports from the “dominant suppliers” under MFA-]]
and MFA-111 and relaxed these restrictions marginally under MFA-IV. China
was treated very much as a non-dominant developing country supplier
throughout this period - i.e, far more leniently than Hong Kong, South
Korea, Taiwan and Macau in recpect of the growth-rates and flexibility
provisions granted in respect of the main products importwed.

Trend analysis
Textiles: Growth in imports of textiles was consistent throughout the

period, but tended to be rather slower in the early 1980s and fell away in
1986 only to recover in the period 1987-88. This was consistent with the
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pattern of intra-EC trade considered in section 1 above. Although imports
from developing countries - i.e. those most affected by the MFA
restrictions - grew fairly steadily over the period covered by the table,

.with the exception of 1986, their share of total imports tended to decline

from 1977 to 1986 and had still not recovered to the 1977 level by 1988. In
the case of China, however, growth in absolute and relative teras was
consistent for the greater part of the period.

Table 2.1.: EL isports of textile produrts froa third comtries, 1977-88
{ELU bn)

ALl isparts OF shich,
Developing countries thina

Textiles Clothing Textiles Clothing Textiles Clothing
1 total 1 total 1 total 1 total T total 1 total

1977 4.083 100.0 4.591 100.0 1.5/ 3.6 2.5% 55.0 0.128 3.1 0.082 0.9
1978 4.5%9 100.0 4.588 100.0 1.667 36.2 2420 5.1 0.1 29 0.0 0.5
1979 5.78% 100.0 5.7203 100.0 2.053 35.7 3.073 3.9 0.1%0 3.3 0.038 0.7
1980 6.313 100.0 6.657 100.0 2.28 3.8 3I.657 B0 0.22 4.0 0.0% 1.5
1981 6.305 100.0 7.309 100.0 2.151 4.1 445 1.0 0.35 52 0.14 23
1982 6.675 100.0 7.948 100.0 - 2.283 33.6 A6 A9 0312 57 0.8 2.4
1963 7.298 100.0 9.284 100.0 2.416 33.1 S5.221 56.2 O.44 5.7 0.3 316
1994 B.482 100.0 11.043 100.0 2.851 33.6 &4.126 5.5 0.489 5.8 0.413 3.7
1985 9.253 100.0 11.784 100.0 2.98C 32.2 6.181 S2.6 0.577 6.2_-0.49 4.3
1986 8.479 100.0 11.996 100.0 2.894 3.0 4.93% 57.8 0.588 &9 0.601 5.0
1987 9.168 100.0 14.506 100.0 3.3/5 358 B.49% B.b 0.633 69 0.98 6.4
1988 9.708 100.0 15.954 100.0 3.5% 3.0 9.402 B.9 0.671 69 1115 7.4

LY

Source: COMITEXTIL

Clothing: Imports of clothing grew in importance relative to textiles
throughout the period. Again. the rate of growth rose markedly in 1987 and
1988. The developing countries were the major source throughout the period,
but the rate of growth fluctuated markedly, falling away in 1978 and 1979
and again in 1982-85 with pronounced upward surges in 1980-81 and 1986-88.
Again, imports from China grew steadily over .the period.

The slow down in the rate of growth of imports in the early 1980s can be
largely explained by the mini-recession which zffected consumer spending in
the main EC economies. This was reinforced by the buoyancy. of the US
economy at the time and the strength of the US dollar which had the effect
of turning the attention of developing country exporters from the sluggish
EC markets. In addition, the USA, as a single market servicec by a .number
of transcontinental distributors, was inherently more attractive to the
major Far Eastern exporters tnan the EC where distrihution was still for
the most part still organised on 2 national basis and marketing was, as a
consequence, more difficult. (The system of sharii g the EC quotas tended to
exacerbate this problem.) Similarly, the upturn after 1986 can be
attributed to the recovery of the EC market, which actually got under way
in 1985, and the down-turn in the US market at the same time. The effect of
this latter development on major textile product exporters was reinforced
by the fall in value of the US dollar from 1986 onwards.
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This would suggest that the MFA restrictions were of secondary importance
to economic ractors in determining the pattern of iaports by the EC. They
had .- the .effect of curbing growth during cyclical upswings as in the later
1970s and after 1984, as they had also in the USA in the early 1980s. This
effect is particularly sarked in the case of countries subject to very
tight gquota growth-rates and flexibility provision - e.g. the “domsinant"
suppliers. However, they do not prevent upsurges from restricted sources at
the early stages of upward cycles as formerly under-utilised quotas become
more bheavily utilised. This is evidenced in the US market in the early
1980s and in the EC in the later years of the decade.

NOTES

& the Report mﬂ!luhleaﬂﬂothngluhstrrﬁnsam of the Ewopean Cosmmnities;
CDN(EB)65S FINL

7!;:! stands alone asongst the advanced industrial economies in that it has sever itself used the
Market Disruption Decision to ispose restrictions on its trading partners. It is also wnicue in this
conpany in that it has had restrictions isposed on its exports of textile products by the USA and
the EL. In the first instaace, it can be confidently asserted that Japan‘s forbearance in the satter
of the use of IFA-sanctioned restrictions reflects aore the particular efficacy of its wmiqe array
of regulations and restrictive market practices in repelling inports than the effect of any free
trade virtue. With regard to the restrictions ieposed om it, the Japamese textile and clothing
industries have in recent years posed rather less of a cospetitive threat to thase in the other
advanced econosies than was formerly the case: one of the asjor concerns of the USA in its latest
agremeet with Japan in 1987 was to prevest Korean textile producers fros taking advantage of
Japan’s relative freedos froe quotas to facilitate the entry of their aore restricted proccts into
the S sarket.
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3. THE REGULATION OF THAl EXPORTS TO THE EC

3.1. THE BILATERAL TEXTILE TRADE AGREEMENT
General

Thailand‘s textile trade with the EC is regulated by bilateral agreemsent.
That currently in force was negotiated in 1986 and came into effect in
1987. The original term was four years. However., the agreesent was modified
in 1988 in two proces-verbaux to take account of the effect on Thailand’s
quotas of the introduction of the Harmonised System of Tariff Nomsenclature.
At the same time it was agreed that the term should be extended to 1991.

The agreement and the MFR

The agreement was made under Article 4 of the MFA. This permits countries
to agree to impose quantitative restrictions on exports of textile products
from one of the partners to the other or a bilateral basis subject to the
general provisions governing sucl. agreements in the arrangesent. (Under
Article 3 importers may impose unilateral restraints on imports from a
supplier country subject to their persuading the TSB that there is actual
or threatened market disruption. The restraints which can be agreed under
frt. 4 are, supposedly, less stringent than those allowed under Art. 3, but
it is not necessary to secure the detailed approval of the TSB in each case
where the importing country decides to seek additional restrictions. Thus
there is an incentive on both importers and exporters to use Art. 4.)

The agreement specifically excluded the use of the MFA Art. 3 provisions
and also the GATT Article XIX safeguard clause in respect of imports of
products covered by it. In fact, in common with all the EC’s bilateral
agreements, this one covered all products made from cotton, wool and mmf
(CWM) products. Those not subject to specific quotas were governed by an
administrative procedure which allowed for the imposition of quotas should
any of them at any time be judged to have become disruptive of the EC
market.

The EC did not, however, take advantage of the 1986 extension of the MFA to
cover silk-blend and "other vegetable" fibre products. This reflected the
small scale of EC imports of such iteas compared with that of the USA at
the time the MFA was renegotiated.

Rules of origin

Unless otherwise specified the agreement only referred to products deemed
to be of Thai origin. Determination of origin was according to EC rules.
Broadly-speaking these require that the.last major production process be
carried out in the c . intry of origin. Thus, cut and sewn garments, may be
processed from imported fabrics and knitwear may be produced by 1linking
imported panels.

3.2, . MAJOR PROVISIONS OF THE ABREEMENT

Specific lisits on exports

Specific limits (i.e. quotas) were established restraining Trailand’'s major
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SECTION 111

textile product exports. Most of these took the fora of Community limits,
although special regional quotas were established for the UK, france and
the Irish Republic. Details are given in Table 3.1., including the
modifications agreed in the 1988 proces-verbaux. It will be seen that the
annual growth-rates allowed 1n respect or quotas for clothing in the most
sensitive Group 1 category were somewhat higher than those allowed for
Group I textiles.

Double-checking procedure

According to the usual EC requirement, all Thai shipements were to be
accompanied by export licences. These are used by the EC in what is known
as the double-checking procedure to ensure that suppliers do not ship in
excess of their quotas. lUnder the systea the appropriate agencies in each
member-state issue an import authorisation to cover each export license
received. These are issued subject to the source country still having quota
left in respect of the categories in the shipment. In theory over-shipsents
can be embargoed, but in practice the EC is usually content to adjust the
quota for the product in question in respect of the following year year to
make up the difference.

Qutward processing trade

Special quotas were established for products subject to outward processing
in Thailand. The EC’s Outward Processing Trade (OPT) arrangesents allow for
cloth or cut goods made in a member-state to be finished in another country
and then reimported into the EC on which duty is paid only on the value
added to the final product outside the EC. This practice is intended to
assist Community clothing msanufacturers to meet the competition of
developing country suppliers by allowing them to undertake the most labour-
intensive processes in countries with relatively low-cost labour. In fact
most of -the EC OPT is carried out with countries of the Mediterranean
littoral - although Mauritius has become more important in recent vyears.
There is very little interest in OPT with a location so remote from the EC
markets as Thailand and, as a result, the OPT quotas are usually hardly
used.

Re-exports of textile produrcts fros Thailand

Imports of textile products into the EC for purposes of re-export outside
were not to be taken into account in calculating quota-limits.

. Regional quota-shares

The Community quotas shown in Table 3.1. were divided between the
individual member-states as indicated in Appendix 1., It will be seen from
this that the distribution of the gquota-shares as they are called differs
from category to category, although Germany is usually given the largest
followed by the UK, France and Italy. Growth-rates can also vary in respect
of each quota-share, those of the larger importers sometimes increasing
more slowly than those to the smaller countries.

The process of dividing the quotas reflects the nature of the EC as a

collection of country markets with differing abilities to absorb exports.
This also explains why some countries are also given so-called regional
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Table 3.1.; Isports froa Thailand subject to quantitative restrictions wnder the 1987 Thai /EC testile trade
agresment as assnded in 1968,

1> | Description Unit Guantitative lisit fnsusal
grouth-rate
Category ("000) Y 4]
1997 1988 1999 19% 1991
&aqi 1A
Cotton yarn
2 c Moven fabrics of cotton g 9,3000 (9,579 (9,B66) {10,162) (10,467) 3
2 Of which other than bleached & Xg 2,409 (2,881 (2,556 (26320 ND 3
b wunbleached
3 Soven fabrics of discontinuous Kg 17,000 17,510 18,035 18,576 19,133 3
¢ synthetic fibres
3 Of which other than bleaches & g 4,462) (A, WU,730) 88 (50220 3
unbleached
B&w 1B
4 e T-shirts etc Pieces 11,150 15,394 16,167 16,95 17,84 S
43 Outfits Pieces WA 2,i91 2,32 2,448 210 &
5 e Jerseys eic Pieces 8,400 8,820 9,261 9,74 10,210 S
55 Gutfits Pieres WA 3856 3663 3,883 4,116 b
& Men’s & wosen’s Pieces 2,050 3,4M 3,608 3,802 4,006 S5
d woven trousers etc
7 d Wosen‘s blouses etc Pieces 2,600 3080 3,238 3,403 35M S5
8 Yen’s woven shirts Pieces 2,200 2,342 2,426 2,512 2,808 3.5
Gromp 11 A
2 Yarn of discontinuous synthetic waste Kg 1,685 1,786 1,8 2,007 2171 &
fibres
Grap II B .
12‘ Pantyhose, socks etc, knitted Pairs 11,200 11,872 12584 13,39 14,19 &
16 Men’s woven suits Sets 140 135 13 153 162 &
2 Woven parkas etc Pieces 3,950 4,197 4,4 4704 ASBL b
Yo Wi ghtwear = Pieces 2,523 2,64 285 3,006 3,004 &
26 § Dresses Piexes 2,800 298 3,14 3I3I®H ISH b
22 Sosen's woven suits Sets 180 164 178 184 1L~
3 Knitted track suits =~ Sets 1,685 1,794 1,860 1,9 2,08 b
1A
3 Woven fabrics of artificial staple Kg 3,200 3,44 3,604 3920 419 7
fibres
Growp 111
10 ¢ Gloves etc Pairs 8,400 B8/98 9,617 10,290 11,010 7
"h Nosen's knitted suits Sets 388 12 16 2 2 3
n Men’s knitted suits Sets 280 m 187 197 2 &

Mote: “Italian Tegiosa) quota; “Category 3 includes Cat, 2; “Cat. 3a is a sub-lisit of Cat. 3. Cat 22 is a
sb-lisit of Cat 3a: easad as a result of migrations of products previously classified wnder Cat. 63
following introduction of 15.; Supplementary categories cosposed of suits foraally classified under Cats. 16,
29, 74 and 75, Use of these supplessntary quotas was rlﬁictd to individual producers in Thailand whose
esports had been affected by the introdection of #5.; X regional . The original 1986 lismits were
modified to persit the creation of Cats 4s and 5s; Hrish regional quota; French regional quota introduced in
a sodification of the 1985 agreesnt. Later the annual liaits were reduced to accomsodate the creation of
Cats, 4s and Ss.

Sources: EC/Thai-agreessnt of 1985 (unpublished English text) and Proposal to EC Council, COM(BB)7S4 FINAL.
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SECTION 11X

quotas in respect of products to which the national market is sensitive,
but are no praoblem in the rest of-the Community.

Transfers of regional guota-shares were perasitted provided that the quota-
share from which the transfer was amade was utilised less than 80 per cent.
Utilisation of such transfers was permitted up to 2 per cent of the quota-
shar= _appertaining to the country to which it was sade. For 1988 this
maximum was increased to 4 per cent, for 1989 8 per cent, for 1990 12 per
cent and for 1991 16 per cent. The EC also undertook to consider increasing
Community quotas if any region was still inadequately supplied.

Flexibility provisions

In order to facilitate full usage of quotas Thai suppliers are permitted to
use some of thc quota relating to the following agreesent year as long as
this. does not exceed 5 per. cent of the total quota for the category in
question in the current agreesent year. This carryforward is deducted from
the following year s guota.

In addition, usage of quotas not fully utilised in any year is perasitted in
the following year up to a liait of 7 per cent of the total quota for the
year from which the carryover is msade.

In respect of Group I textile products transfers between Cats. 2 and 3 and
from Cat. 1 to Cats. 2 and 3 may be .made up to 7 per cent of the quantity
limit to which the transfers are sade. Transfers between Group I clothing
Cats. 4, 567and8naybeuadewto7percentof the quantity limit to
which the transfer is made.

Transfers into any category in Eroq:s 11 and 111 may be made from any
category or categories in Groups I, 11 and III up to 7 per cent of the
quantitative limit to which the transfer is sade. Tables of equivalence for
ase .in transferring quota froms one category to another were given in the
agreesent.

The increase in any category quota as a result of the application of these
flexibility provisions is limited to 17.per cent in any one year.

Basket-extractor sechanisa

Procedures were laid down to he followed when the EC wishes to introduce a
new quantitative limit in respect of a product not previously subject to
restraint,

The aminimum criteria for establishing market disruption related imports
into the EC in any one year fros Thailand to total imports in the previous
year as follows:

- 1 per cent for Group 1 categories;

- S per cent for Group_-1l categories;

= . 10 per cent for Group 111 categories.
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It was, however, made plain that the mere fact that imports had reached
these levels need not trigger a request for consultations on a new
quantitative level on the part of the EC.

The provisions also obliged the EC to accept all consignments of the
category in question shipped before the consultation call. For its part
Thailand was abliged to freeze its exports for three months at 25 per cent
of the lavel achieved in the last calendar year or 25 per cent of the level
resulting from the application of the criteria formula, whichever was the
highest

Should it not prove possible to agree a quantitative limit the EC was
permitted to introduce one unilaterally at 106 per cent of the level of
imports in the last calendar year. There were provisions ensuring the
application of an annual growth-rate on such a limit.

- Circosvention

r Where products of Thai origin were transshipped or re-routed in order to
establish for thea another national origin — and therefore evade the quota
limits — the Thai guotas could be appropriately adjusted. Failing agreesent

=" the EC could act unilaterally in this matter. In earlier agreemsents the EC
had been empowered to make punitive adjustments of quotas in the event of
circusvention so this say be regarded as a measure of liberalisation.
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SECTION 1V

c4. THAILAND AS A SUPPLIER OF THE EC MARKET, 1983-88

cA.1. IMPORTANCE AS A SOURCE OF SUPPLY

Thailand did not become a significant supplier of textile products to the

EC market until 1975. Since then shipaents to the EC have grown fairly

steadily in relative as well as in absolute terms, although even in 1988 it

was still a relatively ssall source in the context of total imsports. (In
that year it accounted for 5.6 per cent of total EC isports of textiles from
developing countries and 4.9 per cent of garsents.)

After 1981 clothing accounted for a growing proportion of total shipsents.
It is the cosson experience of developing country suppliers that the
greater part of their trade with the EC - and, indeed, the USA - consists
of garments, this being the area where their comparative advantage over
domestic producers in the advanced industrial economies is most sarked.

Table A.1.: Thailand’s relative ispartance as-2 sowee of textile pradicts for the EC sarket, 177508
(Ecu mn)
Total EC isperts O0F which, fros Yaailawd Nropurtion fron Tailand (D
Textiles Cisthing  Total Taxtiles Clothing Total Textiles Clothing  Tetal

1977 4,083.00 4,590.66 B,674.06 SBM NT NN .4 08 L1
R AR5 45K.79 9,104 B9 W18 A0 o4 09 o8
wn: 5, 745.92 S5,02.79 11,M8.71 3.8 U 12N .5 1.0 1.2
180 6,355 64942909 B4 BS 19.8 14 1.2 13
1981 6,%6.21 7,30.03 35424 B0 1M 9.5 L3 L6 1S
IR, bANET TS USSR TR IR% BLY L5 L7 16
1965 7,29.70 9,28.95 B 0010 1825 28U 5 14 14
1994 BAEL19 11,0823 1S5  IN.63 . 159 A4 L.6.. 1.4 LS
TS 9,270 11,0437 20,0007 1002 18002 404 20 15 17
1996°  BA78.72 11,795.66 B,414.35 150 2350 409.02 20 20 20
mz 9,160.78 14,506.19 Z3,673.97  160.36_ 30.81 .22 1.8 25 22
1988°  9,78.39 15,954.22 25,662.61  2M2.11 AA.81  666.92 21 29 26

wote: 1 of % B of 10; € of 12. _

Seurce: CRMITEXTIL
c4.2. IMPORTS OF RESTRICTED PRODUCTS
EC inports

It is difficult to discern trends in imports by the EC of individual
product categories because of the effects of the introduction of the
Harsonised Systes of tariff nosenclatuwre in 1988. It will be seen, however,
that imports of all textile products subject to restrictions under the
agresment as revised in 1988 rose sharply in 1985 and 1986 and thereafter
settled down at a +fairly steady level in 198/ and 1988. Imports of
unrestricted textiles, on the other hand, grew markedly over the whole
period .1984-88. fMuch the sase pattern was noted in the case of clothing
with the exception that substantial growth continued into 1987.

The +fall in the rate of growth of imports of restricted products in the
latter. part of the period covered by the table was a consequance of the
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clable 4.3.: B igperts fron Tailaad of predurts subjart to qamtitative restrictions wew the csrest

apeaest, 1904-08

o Bescription = hit 19¢ 195 19 19 19 K Owia e
Category o L+ 4]

N 1.
Gap I A
| Catton yarn s 1,00 302 10,78 12489 K312 WA WA

2 thven fawics of oot I 8,16 999 9247 005 90 MBI N7
3 Woven fabrics of discontimems 7] 6718 7,73 B,100 7.3M S5M 835 N2
GoplIB - .

A T-shirts etc Pieces 5,608 5,97 12,489 15361 _. 81 178 @5
5 Jevseys etc Piees 6,015 574 09% 7,0 947 N3 7.0
b fien’s & wam's Pieens 1,700 1,9 2041 208 29% WMo 8.7
7 _ losee's blesses et . Piess 1,58 1,08 23 213 259 8.3 8.8
] fim’s woven shirts Pieces 1,057 1,015 1,72 1,818 1815 &6 7.5
GwplIb
n Yarn of discntimemss sywthetic mste K3 M M M, &5 B8 VY B2
Gup IS - -

12 Pantyhese, sacks eir, tnitted Pairs 6,909 A 1R 13N 12,7TR 1015 1674
16 fen’s woven suits Sets 2 8 LR 25 Wa WA

a fioven parkas etc . Piaes 2,088 291 3,68 4,05 400 1024 915
Y. | Seghtusar Pieces 1,4 1212 2% 24 34% %.4 1AS5
% Fresses Pieces 1, M3 1,312 1,003 269 240M 101.0 N.2
y. e ‘s woven suits Sels S 9 &0 1871 2468 WA Wa
B-  Kritted track siits Sets 3 I 104 120 1,381 1024 915
Grep II1 A )

3 oven fabrics of artificial stple g 104 208 4.8 256 277 WA WA
Grosp IID - -
10 Gloves etc -

Pairs 4,38 3,36 4,079 4202 SH5 0.5 6.3
7 team's knitted suits Sets N3 W 1,39 3306 321 WA WA
75 Mem's bitted sits Sets 23 3% 1,59 408 1973 WA WA
M1 restricted textiles = g UM B3 R5980m 2,23
Al restricted clothing . - - kg 7 7,78 412 5% 21415
. Gther _textiles . kg 95 20M 3M 598 8%
- Sther clothing s K 1,2 1,99 338 306 7485

Sowrces: mmmn. and Table 3.1.

of the quotas. In 1984 and 1985 these were underutilised and this allowed
for an upsurge of usage when the market recovered in 1986. However, froa
1986 on quotas were fully utilised and growth was limited to the annual
growth-rates agreed in the bilateral. (In the zase of clothing a further
upsurge was possible in 1987 because the agreesent had introduced
substantial increases in quota base-levels in the case of most products. In
addition, more clothing categories were subject to restrictions in the new
agresment.) However, the table illustrates the sain. characteristic of the
MFA textile trade regime which is to curb the growth of imports of affected
products when demand for these is very strong. However, it also
desonstrates that the setting of quantitative limits allows for upsurges in
imports- as the market experiences cyclical upturns and previously under-
utilised quotas become fully utilised. These upsurges are particularly
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disruptive for domsestic industries and, as noted in section 2, the EC and

> the USA have attempted to adjust successive IFA agreesents to deal with the

phenosenon — apparently with limited success.
Guota-wtilisation

There are no data relating to the level of Commmnity quota utilisation

- takings into account the effect on annual levels of flexibility provisions

and downward adjustsents for overshipments in previous years. However,
Table 4.2. compares actual isports to the lewvels for 1987 and 1988 which
were agreed in the bilateral as amended. This suggests very high levels of
usage in the case of all clothing quotas, particularly those in the
particularly sensitive Group I. Of the three Commmity textile gquotas, Cat.
2 (woven cotton fabric) appears to be fully utilised, but Cats. 3 and 22
(amf fabrics and yarns) were under-utilised. However, it must be recalled
that Cat. 2 mas a treated as a sub——category of Cat. 3 which seans that the
more the. Cat. 2 level is utilised the more the level for Cat. 3 overall is
reduced.. Thus, utilisation of what was actually available under that
categery-was much higher than the calculations in the table would suggest.

The generally high level of quota utilisation was confireed by the EC
despite their inability to supply tie supporting evidence.

tise of quota~chares and regional quotas

Except in the case of the K in 1989 it was not possible to secwre data
relating. to -u=age of quota-shares and regional quotas by the individual
sesber-states. However, the high levels of overall usage suggest that the
countries with the largest shares and regional quotas were generally using
these to the full. Thus, Germany, the UK, France and Italy constituted the
largest markets in that general aorder.

X quota-utilisation in 1989

UK utilisation of the Cat. 2 quota (cotton greige) was high, but that of
processed Cat. 22 (processed cotton fabric) was limited. In the case of amsf
fabric categories 3 and 3a usage was also low — but see the remarks above.

In the case of the most sensitive Group I clothing categories, usage was
high in the case of Cats. 4 and 5, less so in the case of 6, 7, and 8. (X
interest .in the specialist outfit categories 4s and 55 was modest.

There was hardly any take-up of the K share of the Cat. 22 quota
(synthetic yarn). Of the other Community clothing quotas, that on pantyhose
etc (Cat. 12) was well-utilised, but mostly of the others only msodestly.

Of its own regional quotas, Cat. 29 (women’s woven suits) was fairly well
taken up, but 16 (men’s suits) and 73 (knitted track-suits) were only hal¥f
utilised.

UK usage of Group I categories was, therefore, sisilar to the pattern for
the €C as a whole - although it is likely that the continental states will
have made more use of the special quotas for suits under Cats. 4 and 5. it

‘would sese, howsver, that its usage of other quotas, especially those on

clothing, was below the levels of Germany, France, Italy and the Benelux
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countries.

Table 4.3.: K wsage of sheres of Thai Cmmmity quetss and its om regional gmts, 1997

0N  Descriptim Wit dyesd quta Nwiom  Gsmtity W of
Category '00%  limit shigpible  licond =t
emtity.  for ispert

Gep I A

2 Woven fabrics of catten ] 1,00 . 1,108 | 8.5

Y- Of which other thas bleached & 7 y i A9 3 154 5.0
whleached

3 Yoven fabrics of discontinuses Ks 2,037 2,208 54 2.5
syathetic fibres

3 Of which other than bleached & 7] v ) m 8.0
wbleached

GraplB

4 T-shirts etr Piexes 4,400 4,55 3,907 2.0

3 Outfits Pies &0 Y i n.0

H Jerseys etc Pieces 2,70 287 2,660 7.5

= Datfits Pieces 1,677 1,70 250 9.5

6 XX X3 Pieces 368 42 B\ 8| 0.5
woven trowser's elc

7 Youmn s blouses etc Pieces o5 L] n 72.0

8 fen's woven shirts Pierss 28 y. ] 167 [ X )

Grep 11 A

2 Yarn of discontissus symthetic s k) k") y /] 6.0
waste fibres

Grap 113

12( Patyhose, socks etr, knitted Pairs 2,29 2,458 2,49 7.0

16 fm’s woven suits Sets 183 183 ] .0

a Woven partas etc - Pieces 98 1,103 8 97.0

Y- ] Nighbwea Pieces 4B ¥s:] /) 3.0

26( Presses Pieces £ | &51 37 61.0

2')c men’s woven suits - Sets 1 106 13 1.0

i Knitted track suits Sets 420 ;m 6 8.0

Grewp 1IDb

10 d Gloves etc Pairs 2,52 2,586 1,302 50.0

10 _ 1,211 1,29 1,082 90.0

N' Wosen's knitted suits Sets 16 .4 12 6.0

Cl. 2,057 228 . 1995 85.0

0 - 20 820 M3 66.0

Note: 'lndﬁs flexibility provision, quota-share tr.lg and adjustasnts for overshipamnt; bmtin of
sxximm shippable quantity in receipt of isport license; regional quotas.

Sawces: Trade sowrces
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S. THE.REALISATION OF THE SINGLE MARKET -

S.1. OBJECTIVES

The abjective to be achieved by end—-1992 is the establishesent of an
institutional frame—work that will facilitate the process of transforaing
the EC from a custoss union of twelve national economic entities into a
single aarket. The acdel aised at is that of the USA, although there are
substantial differences between the sssber-states as to the extent to smhich
the various areas of sovereign asthority should be subsueed into a quasi-

- federal structure. It is, however, cosson ground that the unified esarket

should continue to expand after 1993, taking on sore and wmore of the
characteristics of a single economic entity. This is seen as making it
possible for resources of people, saterials and capital can be deployed to
the saxisus advantage.

S.2. MEASURES .

Smneral

The achievessnt of these cbjectives is sesn as requiring ssasures to remove

- . the_-resaining barriers to the developasent of the single sarket and their

replaceasnt by institutions that prosote that end. Existing barriers are
broadly :cateqgorised as physical, technical and fiscal. The Cossission’s
Internal . Market White Paper which was published in 1985 listed some 300
satters that required to be addressed in these connections. By aid-1989
these had been reduced to 779 as some of the original 300 had. been achieved
or grouped together. Each of these points require a Commmity Directive
appraved by the General Council after discussion by national delegates and
the EC Parliament. .

Yific directivs

Praoposals in the White paper that will eventually becomse directives cover
the following main areas: .

- Liberalisation of financial services;
- Liberalisation of transport services;

- The creation of suitable conditions for-co-operation in the field of
- industrial and intellectual property and company law generally;

- The .opmning up of the public procuresent and information sarkets to
tenders from all msesber-states;

- The harsonisation of technical and other standards;

- The resoval of frontier controls and the harmonisation of import and
export: procedures for goods, such as veterinary and other health
controls;

- The removal of fiscal barriersy

= . The ¢$reedom of sovesent and settlesent within EC countries for all
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citizens of EC states.
frws of wcertainty

VAT regises: One of the sajor barriers to the evolution of the single
_market_are the different rates of VAT charged in the mssber-states. As long
as these differences exist so long will tax frontiers survive within the
Commmity. It is considered unlikely that progress will be made in this
area until at least 1996.

Monetary- union: As noted in section 1, differences in exchange rate and
foreign .exchange controls are considered to be significant obstacles to
.ntra-EC trade. These will not be swiftly resolved as long as national
governaents regard their ability to sanage their exchange rates as a non-
negotiable aspect of their sovereign authority. The IK Governsent is,
however , .committed to enter the Eurcpean Monetary Systea *when the time is

~ripe® and it seess unlikely that this will still not have been done by
1993. This will resove the main cause of fluctuation in exchange rates
between between the various European currencies. -

1 t islation: The UX Governeent .is at present adasant in its
refusal to introduce the proposed cosson esployment legislation. However,
this affects workers® rights and further restrictions on the labouwr market
rather than the status of the single market as such.
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6. IMPLICATIONS FOR THE SUPPLY OF TEXTILE PRODUCTS

6.1. GENERAL CONSIDERATIONS

fAs noted in section 1, the bulk of EC trade in textile products is between
sember-states, largely as a result of the removal of formal barriers to
trade consequent on the establisheent of the Common Market. This encouraged
producers to develop autlets in other sember-states and distributors to
look to those countries as possible sources of supply. At the samse tise
other factors created disincentives to trade with third country suppliers.
Since the mid-1980s, however, isports fros external sources, particularly
the developing countries, has grown substantially largely as a result of
economic developsents. In short, the remaining barriers to t. ade within the
Community which are due to be largely removed by 1993 have not exercised a
significant influence over the sourcing policies of buyers.

It has to be considered, therefore, whether the effect of the creation of
the single market will bring about significant changes in the economic
factors that affect the attractiveness or otherwise of EC supply sowrces.

6.2 THE. ECONOMIC EFFECTS
Dirct effects on costs

The direct effects on costs of the removal of the present barriers to trade
between . member-states are axpected to be Iifli.al. The conclusion of the
sost authoritative review of this subject " is that these could range
between -0.5-1.5 per cent. The possibility of savings of this order is
unlikely. influence sourcing strategies. .

Indirect effects on costs

Just as the creation of the Comson Market .timulated trade between member-
states, _the institutional changes scheduled to be completed by 1993 are
expected toc facilitate the development of companies which operate on a
European scale by removing present disincentives to investmsent and the
cross-border movesent of goods and capital as well as serving to stimulate
a wmovement in this direction by bringing about a greater awareness of the
potential of the single market. In other words, companies will becwe more
“European -aminded™ and, therefore, more inclined to take advantage of the
new opportunities which will be opened up for both producers and
distributors. The question resains, however, whether this will necessarily
favour European sourcing. .-

European scale operation

The company operating on a European scale will be seeking to use its power
in the market place to negotiate the most favourable terms with suppliers
and to exercise the greatest possible influence over the strategies of
retail outlets. By these means it will try as far as possible to secure the
economies to be derived from the scale of its operation and, thus, becose
sore competitive. A possible iapediment to the evolution of such companies
is the survival of national differences in taste in clothing as this
affects styles, fabrics, colours etc. As already noted, however, there has
been a process of convergence here in Europe and, indeed,. throughout the
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world and, insofar as differences are still significant, they chiefly
affect the sort of tailored outerwear worn on more foraal occasions. This
accounts for only a relatively small part of the total clothing market and
even in this area there has been considerable internationalisation in
taste.

Essentially such companies will organise the sourcing of products and their
distribution on a European as opposed to a national scale. It is important
to note that such companies have already made their appearance and the
formal creation of the single market will, at most, encourage and
facilitate this process. There would seem to be scope for several types of
operation:

- Those which organise production for onward sale to wholesale and
retail outlets. This type of organisation is probably best exemplified
at present by the Italian companies Benetton and Gruppo Finanziario
Tessile both cf w#hich have wholly-owned manufacturing plant outside
Italy in addition to making use of the Italian industry’s specialist
outward processing network. They also create onward 1links with
distributors throughout the EC. Given the high costs of msanufacturing
clothing in Ewope, this is increasingly likely to be done through
outward processing contracts, with European cut goods or fabrics
shipped outside the EC for assembiy and finishing. This is already a
well-established pattern with the German industry where suppliers have
links with contractors in Eastern Europe and Yugoslavia as well as
with Greece inside the Community while, increasingly, the French
industry also looks to North Africa for svch services or further
afield in Mauritius.

- Companies which are. essentially wholesalers placing orders for
contract production and distributing to a .wide range of retail
outlets. Iaportant examples of such companies are presently found in
Bermany, including Schiesser AG, Mey and USA. The suppliers of these
companies are in Germany itself, Greece and the Far East. Their main
outlets are currently in Germany, but they also supply retailers
elsewhere in the northern tier of mesber-states - although not in the
UK,

- Major retail groups which purchase centrally on behalf of their
outlets. The retail distribution of garments in the UK is presently
dominated by such companies of which the largest is Marks & Spencer.
There are also important examples in Germany such as Kaufhof, Hertie
and Karstadt. Again these operate primarily on a national basis, but
many have acquired outlets in more than one EC country. Marks &
Spencer is established in France while the UK C&A group has been “in
Europe” for many years. Tnhere are also specialist clothing shops such
as Mothercare, Laura Ashley and Habitat which have outlets in a nusber
of EC countries.

- Another possible development of the single market is the mail-order
house operating on a European scale. It is understood, however, that
the development of such businesses is hampered by the complications of
national VAT structures. As already noted, these are not due to be
harmonised until at least 1996.




SECTION VI

Ettects on srcing

The wmere fact that more such companies might evolve as a result of the
single market would not, of course, necessarily benefit European producers.
As already noted, for most textile and clothing products there are limits
to the scale of production and major suppliiers are those which organise
supply from a nusbter of separate sources through outward processing.
Because of the costs of production in the EC, especially labour, this
increasingly, involves the. use of contractors outside the EC.

The US experience is probably relevant, especially as that country is the
acknowledged exemplar for the European single sarket. For sany years major
clothing producers in the USA have only. produced their more expensive lines
in that country while mora standard items destined for the mass—sarket have
been contracted out, mainly to Far Eastern suppliers. Increased
manufacturing costs in the USA and the strength of the US dollar at the
time encouraged a massive growth of import sourcing in the early 1980s,
such of it by US clothing producers.

An alternative to this is the o\}uard processing of cut goods which is
encouraged by the 807 duty-break™ The growth of the US outward processing
trade has undoubtedly been stisulated by the tightening of US restrictions
on imports under the agreesents negotiated during the MFA-IV round:
although standard 807 goods are subject to restrictions in the sase way as
other imports, the main 807 sources in the Caribbean have been less
affected by such restrictions and, under the Caribbean Textile Access
prograsse, there is wwestricted access for 807 products assesbled fros cut
goods manufactured from US-made fabrics. In effect, US clothing
sanufacturers have becose, essentially, suppliers, using their own domestic
production facilities only when_it appeared economic to do so.

Again, in the case of companies which are essentially distributors and have
no wsanufacturing facilities of their own, the example of the USA
demonstrates organisations which service a giant single market have .o
national loyalties if the products they require can be more econosically
sourced elsewhere. In addition, as a single market served by a lisited
nusber of distributors is much easier for overseas producers to supply than
the EC: which is still to a very large extent a collection of national
markets serviced by distribution networks that transcend national
boundaries. This reflects not only reduced marketing costs, but the scale
of the orders placed. This was one of the factors that caused major Hong
Kong suppliers to concentrate their marketing effort on the USA in the
early 1980s and maintain this emphasis after the downturn of the US market
in 1987. Thus the developsent of a single EC market could be expected to
make Europe more vulnerable to overseas producers able to supply products
of the desired quality to agreed delivery schedules with whom European
producers cannot compete an grounds of cost.

Already such a trend is evident. Hong Kong knitwear producers have been
able to establish themselves in the Italian market relying on a combination
of high quality and cost that the local industry cannot match despite its
acknowledged world supresacy as a supplier of knitted garments. It is
significant that Marks & Spencer which used to esphasise the fact that its
merchandise was UK sourced has in recent years encouraged its suppliers to
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look further afield - including the Far East. Portmsans Ltd. in the X which
is the buying arm of the Sears group tends to look to Hong Kong first and
turns to EC sources only if its Hong Kong suppliers have inadequate quota.
German distributors also tend to favour non-European sources to the extent
that they will look to European producers even for quality products only
when shortage of quota prevents thea from securing their full requiresents

in Hong Kong.
hick response

The main advantage enjoyed by local producers in respect of such consumers
is their proxiamity toc the market place which can enable them to respond
much more ismediately to the constant changes that characterise the
clothing market, particularly in the case of ladieswear where fashions
change al?st every season. The development of “"quick response” supply
strategies = in recent years enables retailers to reduce considerably the
inventory costs that have been traditionally associated with supplying such
a market and can be particularly burdensose to sajor distributors servicing
sany . outlets. "Buick response® is, as yet relatively undeveloped in EC
clothing markets, but it may be a factor which will eventually favour a
greater reliance on local producers.

’&g *The - cost of nonEurope in _—-the textileclothing indwstry®; IFD-Institat +wr
Wirtschaftsforsciung—Froseteia Calcolo Sri; Docusent of the Commission of the Ewopean Comsmmities;
1988. .

dnder- iten 807 of the US tariff systes US manufacterers ady export comowent parts to another

- cowtry for assesbly and reisport the finished guods paying duty oaly on the value added outside the

(5. This concession was developed as a seans of encowaging US industries to saintain dosestic
sanufacturing facilities and associated saterial requiressnts by allowing them to take advantage of
low-cost labowr overseas for particularly labour-intensive processes. It was also a way of prosoting
sconomic activity in particularly favoured developing comntries. 807 contracts have proved
particularly appropriate to the garsent industry. See P.J.B. Steele, "The Caribbean clothing
industriess the US and Far East comnections®, op. cit.

xD.tit:lr response” is the gmeric ters used in the USA to describe a whole package of mamagessnt
technigues and technologies whereby the demestic textile industries - fabricaskers as well as
clothing manufactwers - attespt to capitalize on their one undowbted crypetitive advantage over
importers which is their proxisity to the issediate consuser. fsick response associates a rapid
exchange of data right through the clothiag production and distribution process with sophisticated
anagesent processes and the sost advanced production technology with the cbject of reducing the
response tise of producers and distributors to desand trends in the retail sarket. This means that
costly inventories at each stage of mwfacture and distribution can be reduced to 2 sinimm to be
replenished on a "just in tise® basis - cosson in other aress of sanufactwring and food distribution
- and the risks of over- and under-ordering, particularly characteristic of the fashion end of. the
clothing market, can be samsibly reduced.
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c7. THE EXTRA-EC TEXTILE TRADING REGIME AFTER 1992

c7.1. THE EFFECT OF THE_SINGLE MARKET

- As already indicated, the main effect of the completion of the single

market and especially the aboliticn of controls on crass-border trade will
be to sake it very difficult to enforce a systea of sharing Cosmunity

.import quotas on textile products between the various wmesber-states. For

the same reason sember-states will no longer be able to request special
protection against imports under Article 115 of the Treaty of Rome and be
given regional quotas.

The effect of tnis on the pattern of imports from third countries into the
EC is uncertain. It is possible that countries that have enjoyed a high
degree of protection until now, Greece, Spain and Ffortugal, will see
disproportionate inci-eases in their imports. It is also likely, however,
that it is countries with well-established i1mporter networks, such as
Germany and the UK, will also see increases in third country sourcing as

- importers in those countries, which often complain of shortage of quota,

place larger orders. Suppliers will also find it easier to deal with known
customers than to open up relatively undeveloped markets.

Whatever the outcome in this respect, the measure seems likely to be an
unqualified benefit to third country suppliers because of the increased
flexibility they will derive from being able to use their quota-allocations
wherever _they:will in the EC. This will be particularly advantageous if, as
seems likely, the single sarket encourages the evolution of distributors
operating on a European scale who will place very large orders on behalf of
retail outlets . throughout the Community. The experience of Hong Kong

. suppliers noted in the previous section suggests that this makes a wmarket

easier to service and considerably increases its attractions as an export
outlet. .

c7.2. THE FUTURE OF THE MFA
Isportance of the textile import regise

The analysis of the pattern of imports into the EC in section 1 suggested
that the main factors underlying the growing importance of third country
imports after 1985 were the upturn in demand in mesber-states as they
emerged from the mini-recession of the early 1980s and a corresponding
down—-turn in the attractiveness of the US market as a result of the

- . weakening of the US dollar - although some major suppliers, notably Hong

Kong were not affected by this. The upsurge in EC imports would not have
been possible, however, had there not been considerable under-utilisation
of quotas in the previous .year as a result of the relative weckness of its
market and the strength of that in the USA. Similar rates of growth cannot
be expected in subsequent years given that quotas were by then much more
fully utilised and suppliers would be confined to agreed growth-rates plus
flexibility. Similarly, the virtual capping of supplies from Hong Kong,
South Korea and TYaiwan as a result of the particularly restrictive
agreements of 1986 and the fall in Chinese exports in 1988 <following
substantial embargoes on overshipments in 1987 made the US market much less
attractive to importers leaving aside the decline in demand. However,
under-utilisation of -US quotas in 1988 made it possible for imports of
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restricted products in the first ten months of 1989 to increase by some 15
per cent over levels achieved in the comparable period in the previous
year.

Anothe aspect of the present textile trade regime is th extent to which it
guarantees markets to suppliers in particular countries irrespective of
their competitiveness. The ocbject of the MFA of creating shortages of low
cost textile products froa particular sources in ajvanced country markets
thus enabling high-cost domestic producers to continue to trade at econoaic
prices has as its corollary that those in possession of quota can rely.- on
selling their products even though they may be unable to satch the prices
offered by a lower—cost supplier. Thus, it is argued, by way of example, a
Hong Kong shirtmaker with quota can sell in the USA despite the fact that a
Thai company can offer an eguivalent product at some 15-20 per cent lower
cost because the Thai company has inadequate quota.

The mutcose of the Uruguay Rumd

The present MFA which governs bilateral textile trade agreements between
the major imsporters_and developing country suppliers, including Thailand,
will come to 2an end in 1991. The nature of the successor regise -~ whether
it will: be once again extended or replaced by some other arrangesent or
whether .the notion of a special regime for the textile trade will be
altogether abandoned - will be largely deterained by the outcome of the
Uruguay .Round of multilateral trade negotiations under the BATT which are
due to be completed by the middlerof 1990. It is impossible to foresee the
outcome .of the MIN with any degree of certainty at the beginning of 1990.
However,. Annex 11 analyses the known negotiating positions of the various
parties and the balance of forces and, on this basis, offers a speculative
forecast. ... _.

The follow: =7 seem likely to be the main points agreed upon:

- The MrA will not be renewed and textile trade will be returned to GATT
rules -- or rather brought under GATT rules effectively for the ¢first
S o timesg .

- That there will be a period of transition during which the present
MFA regime is phased out. The exact programse cannot easily be
determined, but it seems likely that suppliers in less-devel.ped
economies will be favoured over those in more advanced economies -
such as Thailand. The length of the period of transition is also
uncertain. The author suggests that a period of-five ypears would be

- adequate if the parties can agree on other matters - see below - but
this could be highly optimistic. The most authoritative estimate from
an EC sowrce (the Berman textile industry association) is that it
might take from 9-15 years; .

)

- That GATT rules will be strengthened, limiting the opportunities for
developing countries to impose restrictions on imports into their own
market and to indulge in uifair trading practices in respect of their

-~ exports by means of subsidies or dumping. In addition, it will be made
easier . to enforce intellectual property rights in ideas and trade-
marks., Such measures will be the price of the West's agreeing to
abandon the principle of quantitative restriction of imports;
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- The.GATT Article XIX safequard clause will be sodified allowing
quantitative restrictions to be imposed against particular suppliers
in respect of specific produvcts in cases of particular . need. Again,
the West attaches particular isportance to this.

Swrt-tera igplications for E isports froa third comtries

The above scenario suggests that there will be little- change in the
international textile regime for some little tiae after 1991 and it seess
likely that the EC will renew its msain bilateral trade agreesents. In
respect of the more developed suppliers — such as Thailand - these should
have much the sase coverage as those currently in force. Some of the less
sensitive quotas aight be abandoned and there will be more generous base-
levels, growth-rates and flexibility provisions for the rest. These quotas
are rarely fully-utilised and such concessions seem unlikely to have auch
practical effect on the level of isports. Growth-rates and flexibility
provision would presumably be increased progressively in respect of the
most sensitive quotas as a preliasinary to phasing these out. The EC is
committed to favouring the less-developed sources in this process, but the
extent  to which they will be able to benefit from this significantly to
increase their sarket share is in doubt.

In general, the.regise during this transitionary phase will tend to favour
some increase in the growth-rate of imports into the EC from the developing
world . -:assisted by the ending of quota-sharing and Article 115 regional
.quotas. The pattern of growth will, however, still be mnly determined by
economic .developsents and their effect on. EC desand.

Longer-ters implications fer EC isgorts

The effects of free trade: The effect on -imports of the ending of
quantitative restrictions on textile exports and the introduction of a free
trade regimse under the GATT is necessarily more speculative. Assuming that
unfair trading is banned and some more effective- means are fond of
enforcing this - and .this seess to be a minimum requiresent for the West's
agreeing:to abandon the MFA - the questions remain to be resolved as to how
far this would affect the competitiveness of developing country producers
vis-a-vis the EC domestic industries and also the competitiveness of
developing country producers in relation to each other. Of particular
interest.is the effect on producers in Hong Kong, the major supplier, whose
production costs relative to other producers have increased inexorably in
recent years largely as a consequence of the growth of the Hong Kong
economy,. and also those in the Republic of Korea which have had a similar
experience and for- much the same reason -~ although in .their case the
availability of investment and export incentives eases the predicasent of
producers in that country.

The large quotas presently held by Hong Kong probably make it easier for
~certaio producers to survive in the market place in the face of competition
from those in less costly manufacturing locations - such as Thailand.
Manufacturers of standard items such as sen’s business shirts are probably
most at risk here. This would suggest that under free trade they would lose
their market.
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However, it is isportant to note that the possession of quota does not
necessarily gquarantee markets: Trinidad & Tobago, for instance, has been
unable to benefit from its agreement with the USA largely because its high
costs make it an uneconomic manufacturing location. Singapore also finds it
hardly worth its while to use its EC quotas because .of its high
manufacturing costs - although it is noticeable its exports to the USA sees
to have been less affected by this.

Nevertheless, the chief factor in Hong Kong's continuing domination of the
world wmarket is its concentration on-high-value items where the margin of
profit is proportionally higher and which are not easily msanufactured
elsewhere. It’'s position is also reinforced by its reputation for
efficiency and reliability as a supplier which has caused EC and US buyers
rto.regard it as their first choice of asanufacturing locations. This
confidence will not be easily transferred to other sources of supply. It
seess most reasonable, therefore, to assume that, while the removal of most

-~ specific quantitative restrictions on trade in textile products will

increase the competitive pressures on Hong Kong’'s relatively high-cost
industry, the benefits to spurces of supply will accrue only over a

.considerable period of time. ~ Similar remarks aight be made of such sources
as the Republic of Korea and Taiwan.

The effects of fair trade: Another significant issue to be considered is
the effect on exports from developing countries of the likely strengthening
of GATT. rules and disciplines as these affect access to those country’s
domestic . markets and international trading practices - particularly those
that make possible below-cost pricing of exports. This is not easily
resolved. in the absence of more data relating to the extent toc which the
possession of protected markets makes it possible for developing country
producers to compete more effectively in international msarkets. It is also

- uncertain how far the benefit such producers derive from investment and
export incentives affects their competitiveness in respect of the domestic
industries in the advanced economies as against other developing country
suppliers which also seek to sell in those markets.

In the case of the EC, the industry takes the view that its investment in
advanced textile technology has enabled it to reduce its unit costs to
developing country levels. It would maintain that subsidy of production
alone enables suppliers in those countries to compete successfully in EC
markets. - It is acknowledged, on the other hand that EC garment industries
probably . could-not compete with those in developing countries even if the
latter abandoned their subsidies because of the inherently labour-intensive
nature of this activity. The only area where Western producers have .-a
definite comparative advantage is in the case of high-fashion garments the
demand ¢for which at the time they appear on the market cannot bz readily
determined. In this instance, with proper "quick response" technology, they
are in a far better position than those in the Far East to react quickly if
their proves to be a ready demand for the products.

Intellectual property: The question of intellectual property as this
affects trade in textiles and garments is likely to prove a contentious
issue for two reasons:

- There is considerable pirating of Western producers’ trade marks and
designs. It is possible that this is not of great significance in the
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trade with Western countries, which mostly consists of the filling of
contracts placed by Western buyers. However, there is said to be
substantial counterfeiting of famous brand-name Western garsents with
well-known brands both for domestic sale in developing countries and
for export - especially to the Middle East -~ and this enables the
perpetrators to be more competitive when bidding to supply Western
contracts;

- The contract nature of most exports from third countries, whereby
suppliers adopt the specifications given thea by Mestern buyers rather
than generating their own designs, opens up a rich field for dispute
over the origins of such specifications.

-AA tightening of the rules regarding intellectual property could affect
developing country exports to the West firstly by depriving suppliers of
the revenues of trade in counterfeit. It is also quite possible that the
administrative mechanisas that will need to be introduced to secure
intellectual property in products so epheseral as textiles and garsents
will make it more difficult even for legitimate trade to be carried on.

S
Ya considering the futwre pattern of trade in textile products between the alvanced ecowmies of
. the West - including the EC - and the developing comntries it is ispossible to ignore the question
.of -the likely consequences of Hong Kong's retwrn to Chimese sovereignty in 1997 on the bility of
its textile industry to continue to function as at present. Its preseat isportance as 2 sowce is
auch that its future in this respect must affect the trading opportmnities of alternative soorces of
- lowcost, -high quality prodects - asongst shich Thailand most be inclwded. Having said this it has
» to be. acknowledged that the matter is highly speculative and beyond the stope of the present
. exmise. It has, accordingly, been assused that the presest political difficulties which appear to
cloud . the futwre of the Colony will be resolved aad the the comeon economic asbition of hina and
the Umited. Kingdom that it should continee as a thriving free sarket econoey after the take-over
will be achieved.
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8. FUTURE OPPORTUNITIES FOR THAI TEXTILE EXPORTS TO THE EC

8.1. THE EFFECT OF THE SINGLE MARKET
&l of quota—sharing

Like other developing country suppliers, Thai textile producers will
benefit from the removal of most of the resaining barriers to intra-£C
trade insofar as this will sake it no longer possible for the EC to divide
its Comsunity quotas among eesber-states as at present or to ispose
regional quotas in respect of individual countries. As intimated this is
likely to bring about the cessation of this practice in any fora and the
establisheent of a single market for isports as such as for internal trade.
This will aeake it such easier for Thai exporters to fully utilise their
quota allocations.

Evolstion of Ewopean-scale profuction and distribution

The msain consequence of the evolution of the single Ewopean market for the
market in textile products in the EC is likely to be the encouwrageasent
this gives to producers and distributors to organise their operations on a
European rather than a national scale. In the case of production, this is
likely to result in more Euraopean companies engaging in outward processing,
especially in garsent sanufacture in order to secure the benefits of lower-
cost labour in the less-developed regions of the EC or in third cowntries.
(In the latter instance, an increase in outward processing trade would
require some relaxation of the present limits the EC places on this which
would not be affected by the single market as such.) Thai producers would
be unlikely to win a substantial proportion of EC's outward processing
trade because of their geographic resoteness and an extension of this
practice might make it more-difficult for theam to compete in teres of
price. In general termss, however, this is not expected to have a
significant effect on the pattern of sourcing.

The evolution of European-scale distribution companies is, if anything,
likely to benefit Thai producers insofar as such companies are likely to
welcome the increased flexibility in sowrcing arising from the ending of
quota-sharing.

8.2. THE CHANGE IN THE INTERNATIONAL TEXTILE YRADE REGIME
The sove towards 3 freer trade enviconammt

Thai trade with Europe seems more likely to be affected by changes in the
present textile trade regime as this affects EC trade with third countries
generally than by the evolution of the single European market. 1f, as seems
likely, the changes result in a freer trading environsent this could have
consequences for Thailand in the fors of fewer and larger quotas with more
generous growth-rates and flexibility provision and ultimately the removal
of all quantitative restrictions except in the wmost exceptional
circumstances. The question remains, however, how far the Thai industry
will. benefit from this developsent in that it will not only be able to
compete for a larger share of the EC market with European producers - which
will almost certainly be to its benefit - but will also be obliged to
compete with other developing country suppliers which, like itself, are no
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longer constrained by quotas. It is known that influential figures in the
industry believe that the present quotas liait the effects of price
competition in the market place by limiting the opportunities for such low-
cost suppliers as China and Bangladesh and thus .guarantee thea market

. share, -

It is judged that this represents an over-reaction for a number of reasons:

- China, whose industry sust be considered the greatest threat to that
of Thailand in terms of the prices it can . charge on international
aarkets is likely to continue to be a restricted source because of its
inability to confora to GATT requiresents relating to fair trading
practices. For reasons which are argued in appendix II, it is
considered likely that these restrictions will take the fora of quotas
as at present and China already fully utilises these quotas. It is
concluded, therefore, that China will not be allowed to take over_ the
EC market to the exclusion of other suppliers even if this was within
its productive capability.

- Insofar as quotas guarantee market-shares to those who possess thes -
and the extent to which they do is debatable - those chiefly at risk
- from freer trade would appear to be the relatively high cost producers
in Hong Kong, South Korea and Taiwan. As already noted, these
industries - particularly in the case of Hong Kong — have _tended to
concentrate on the production of higher-value itess within the various
restricted category ranges where their relatively high costs
constitute less of a competitive disadvantage. It would not be easy-
for less-experienced competitors to challenge them in these areas.
(Fashion knitwear would sees to be 2 particular case in point.)
However,. partly because of its very large quotas, Hong Kong is still a
sajor ~supplier of such standard items as aen's business shirts,
women’'s slacks and leisurewear with a lower fashion content. These can
be produced elsewhere and Thailand has already demonstrated its
ability to produce things to the satisfaction of buyers in both the EC
- and._the USA, in particular winning contracts to produce thes for
prestigious designer-labels which might previously have gone to Hong
Kong. This reflects not only its present relatively low production
caosts,. but also its capability to produce orders to precise
specifications within acceptable quality tolerances to exacting
delivery schedules which are considered equally as important as low
prices in detersining the sourcing strategies of buyers in the WNest.
This suggests that the Thai industry will be better placed than most
to compete with Hong Kong in a freer market despite the very close
links -the Colony’s producers have established with outlets on both
sides of the Atlantic.

It is concluded, therefore, that Thailand is more likely to benefit than to

lose were it to be obliged to compete in a less restricted asarketing
environeent. .-

The. strangthening of GATT rules
The corollary of freer trade in textile products is likely to be fairer

trade with substantial restrictions imposed on the right of the developing
country _suppliers to protect their domestic markets and to subsidise
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exports by means of incentives. Assessaent of the comparative advantages of
the Thai industry should, therefore, take account of the effect on its
costs of the possible withdramsal of present textile specific subsidies and
export incentives and other tax-based incentives available to all
exporters. The latter were modified in 1989 - partly as a result of
pressure from the EC and the USA in the GATT negotiations, but they are
still considered export-effective and the possibility of #further, changes

in the event of agreesent to phase out the MFA must be consideredl.

Such changes would, however, affect all suppliers except those who can
claia benefit of the GATT rules which ease the agplication of the fair
trading provisions in the case of “"infant industries” and particular
balance of paysents problems. However, these rules are usually accepted as
justifying restrictions in access to domestic markets rather than unfair
export trading practices. Furthermore, the sort of countries which aight
successfully pray thea in aid are unlikely to be significant competitors in
overseas sarkets.

On balance, it seems likely, therefore, that the effect on the Thai
industry. of strengthened GATT rules would, be to reduce the present
cospetitive advantage over Ewropean producers which it derives froa present
subsidies rather than to affect its own competitiveness vis-a-vis other
developing world suppliers. As suggested above, this loss of cosparative
advantage wmight affect its ability to export cotton textile products, but
would be unlikely to affect exports of gar-ents which constitute the bulk
of its trade with the EC in value terams.

-NOTES

See “Bistortions of cospetition in warld testile trade:® GESMNTENTIL, Fraskfwt-as-fhain, 1999,
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APPENDIX II: THE FUTURE OF THE TEXTILE TRADE REGIME

THE PUNTA DEL ESTE DECLARATION

It is- cosmon ground asong all countries that are party to it that the
present lextile trading regime enshrined in the WFA should be terainated
and that international trade in textile products (including clothing)
should be carried out under the general rules of the GATT. The agreement in
1986 extending the MFA protocol for the fourth tise coincided with the
opening of the Uruguay Round of multilateral trade negotiations (MIN) on
further progress under the GATT and a separate Working Group on textiles
was established within this framework. The Punta del Este Declaration,
which set out the objectives of the objectives to be pursued over the whole
period of the Uruguay Round ~ i.e. until 1991 - contained the following
reference to textiles:

Negotiations in the area of textiles and clothing shall aims to
foraulate wmodalities that would perwmit the eventual integration of
this sector into GATT on the basis of strengthened GATT rules and
disciplines, thereby also contributing to the objectives of further
liberalization of trade.

fnalysis of this statesent suggests that the parties committed thesselves
in two main areas:

- Firstly, to find ways of bringing to an end the various systems under
which textile trade could be subject to restricticns not permitted
under the GATT and bringing the trade under GATT rules. (In addition
to the MFA and the bilateral agreesents governed by it there are a
number of other restrictive regises relating to textile trade between
6ATT members.) The wording i--licates, however, that the parties (id
not expect the integration into the BGATT to be achieved
instantaneously, but rather that, once the decision had been taken,
there would be a period of transition during which extra-GATT

srestrictions would continue to be permitted as the process was carried
forward

- To make the GATT rules and disciplines more effective. The implication
here is that this would have to be attended to before the integration
of. .the textile trade could be completed.

It is important to note that the object of bringing textile trade into the
6ATT was perceived as contributing to the achievement of the wider G6ATT
objective of a more liberal international trade regime applying to all
commerce between the nations. In other words, it was not envisaged that the
6ATY regime would become generally more restrictive in order to accommodate
textiles. This bhas significance in view of the evolution of the debate
within the Textiles Working Group.

The ¢first of the commitments in the Punta del Este Declaration - the
agreeing of a programme for bringing textiles under GATT rules - was to
prove very fertile ground for disputes between the parties and these had by
no means been resolved by the end of 1989 - i.e. less than 2 year before
the round was scheduled to end. However, the second commitment, the process
of ‘"strengthening GATT rules and disciplines”, proved to be an area of
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disagreeaent altogether more fundamental. Here the parties were divided not
so0 such over the technicalities of how to.reach an agreed goal as over the
nature of the goal they were seeking to reach. Nevertheless, unless there
could be some meeting of minds on this point, it was unlikely that there
would be any progress in achieving a sore liberal textile trading regise.

THE ATTITUDES OF THE PARTIES
The protagonists

Broadly speaking, the parties involved in the discussion of the future of
the textile trade regime divided into two main groups, the advanced
economies - the tera "the West” is used in this report for the sake of
convenience - and the developing world. However, while the West finds
itself in broad agreement as to its objectives,-the group representing the
developing world finds itself divided into a number of distinct factions
with different opinions as to the desirable outcome of the negotiations.

The position of the Nest

Reasons for abolishing the MFA; The West - which in this context seans the
USA and the EC member-states supported msore or less by Canada and the EFTA
group but excluding Japan - are agreed that it would be desirable to end
the MFA as a derogation from the BATT. As it stends it is forever a cause
for-dispute between them and the Third World suppliers of textile products,
both in general terms and in the details of the application of individual
agreements. It is also a major obstacle to the realisation of those free
trade objectives enshrined in the GATT of which the Western countries are
the chief proponernits. As long as the MFA survives on their insistence it is
a standing reproach to the genuineness of their comsitasent to.these ends.

Furthermore; the MFA is an obstacle to the development of export-oriented
textile industries in the Third World which the West is well aware is of
the utmost importance to the economic development of those countries.. This
remains the case even although the fifteen years of its existence have seen
a massive expansion of third world exports of textile products to the West
and very few developing countries find themselves in the position of having
the possibility of further significant expansion denied them because of the
nperation of the arrangement. It is generally accepted that the
underdevelopment of much of the Third World poses far more of a threat to
the advanced economies than does the continued erosion of the sarket share
of their domestic textile industries.

Continuing need for regulation: Nevertheless, the coricerns that lead the
West to institute the present textile regime as a derogation from the G6GATT
were -as potent at the beginning of the 1990s as they were in 1973 or in
1960 when the market disruption principle was formulated.

Purely on the grounds of general economic disruption which would result
from the sudden retraction or disappearance of large sections of the
textile and garment industries, the West has reason to be concerned at the
consequences of a simple sweeping away of the MFA. The question has,
howaver, in addition, an- important political dimension., Despite the
considerable reductions in the numbars they employ over the period of the
MFA, the textile industries of the West are stil)l large employers of labour
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and, as such, are - or are perccived as -~ considerable political forces.

This is particularly the case in the USA where the cause of protecting the
jobs of textile and clothing workers by imposing further restraints on
imports of these. products attracts powerful allies in the shape of
politically organised femininist and ethnic groups — a natural enough
attraction given the composition of that work—force. More seriously for the
free market tendency in the US governmant, the cause has been seized upon
by more. populist elements in the Democratic party as a mseans of
embarrassing successive Republican administrations. At a less calculating
level, it appeals to the sensibilities of those who resent what they see as
the sacrifice of Amserican interests to the benefit of contriving
foreigners.

The political potency of protectionisa in the middle 1980s was evidenced by
the passage of highly protectionist bills through both Houses of Congress
which were only narrowly defeated at the end of the day by Presidential
vetoes. These aeasures were undoubtedly assisted by the massive surge in
imports of the period 1982-846 and it might have been supposed that the
reduction of this pressure from 1987 similarly reduced the force that they
represented. The poor showing of protectionist candidates during the
Presidential primaries early in 1988 even in states with high
concentrations of textile workers could be seen as confirmation of this.
Nevertheless, towards the end of 1989 protectionist sentiment was still
sufficiently strong to cause the Senate Appointments Committee to refuse to
canfirm  aabassadorial status on Mr R. Sorrini, the President ‘s nominee as
Chief Textile Negotiator — a move which should probably be interpreted as a
warning shot. More seriously, yet a third protectionist bill was being
sooted .at the end of that year the provisions of which, were they to be
passed into law, would undoubtedly be inimical to any attempt to liberalise
the textile trade on an international basis. The industry claised to have
no knowledge of when the bill would be introduced if it was introduced at
all. This could reflect some doubt as to the viability of such a measure in
the political climate then prevailing, but the mere rumour of its
introduction is probably intended to influence the President’s negotiating
posture in the final stages of the Uruguay Round in the same way as the
severely restrictionist bill then in Congress had influenced President
Reagan’s approach to MFA-IV in 1986,

In the EC protectionist sentiment appears to be less of a danger to the
realisation of the Uruguay Round objectives in respect of the textile trade
than it does in the case of the USA. This is illusory in that it takes no
account of the fact that the EC has, on the whole, taken more effective
measures to protect its industries than has the USA and these have been
able to afford to be less openly politically aggressive.

However, it _-is generally acknowledged that the EC was instrumental in
ensuring successively more restrictive MFA regimes in the first and second
protocols of extension - MFA-11 and MFA-1I1 - and the bilateral agreceaents
it entered into covering the period 1977-86 were certainly more stringent
than those of the USA, particularly as they applied to major suppliers such
as Hong Kong. The effect of this on EC imports has been already noted in
the main text — especially-in relation to those into the USA - although it
is also argued in this report that the attractions of the US market arising
from the economic circumstances of the period 1982-86 were probably more
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important - in bringing about the disproportionate growth of Third World
exports to the USA than the relatively less severe restraints the US
Government imposed on such exports under MFA I] and MFA 1II. Although the
EC was able to adopt a more liberal posture in respect of MFA-IV this was
because its initial position was more restrictive.

The upturn in EC isports in recent years — again probably more a factor of
developments in the US and European markets than of any reduction in the
severity of EC restrictions - does seem to have resulted in heightened
activity by the textile industry political lobby and this was reflected in
the negotiating posture of the Commission in respect of the Uruguay Round.
Although this was less overtly anti-BATT than that which the US industry
lobby would have imposed upon its Government had its trade legislation been
successful, it could pose just as great a danger to the successful
.integration of textile trade into the agreesent.

Perceived dangers of a free trade regime for textiles: There is the
fundamental consideration that, despite the considerable degree of
restructuring of the textile and garsent industries of the advanced Western
economies which took place in the 1970s and 1980s - and which would
probably not have taken place without some fors of regulation - these
industries still cannot compete with developing country producers in
supplying the requirements of their own domestic markets. This reflects the
comparative advantages of Third world suppliers in terms of production
costs, particularly low-—cost labour, which would always tend to make thems
sore competitive in a free market. The labour-intensive nature of the
garsent industry and its resistance to technological development in respect
of sewing operations makes the West sore vulnerable in this area, but it
also has difficulties in competing with lower cost producers in the supply
of yarns and fabrics - particularly those top-weight materials which are
mainly required for garment production. =

In addition to these doubts about the wisdom of exposing their industries
to competition from sources that enjoy irreducible comparative advantages
in terms of low production costs - thus continuing to threaten that . market
disruption based on price that the MFA regime and . its predecessors was
designed to avert - the West also fears that the removal of this protection
could result in an increased threat of disruption based on unfair trading
practices. Of particular concern here are:

- Production and export incentives based on preferential treatment in
areas of fiscal and credit policy and access to foreign exchange;

- Predatory pricing supported by state subsidiesy

- The closure of developing country markets to imports of textile
products, including high-value fashion items only produced in the
West;

- Lack of respect for intellectual property in the matter of logos,
designs etc. Western producers complain in particular of the pirating
of textile constructions and patterns the preparation of which can
account for 10 per cent of total production costs according to some
reports and of the common practice of placing a small sample order
with a Western garmentmaker which will develop the style and
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specifications which Western buyers will then ask a developing country
producer to use in supplying the main order;

- Charging domestic producers lower prices for national textile raw
materials.

It can be argued that at the present time these practices are usually
intended to give those indulging in them an advantage with respect to other
low-cost suppliers and that, in any case, their damaging impact in the West
can be regulated by the use of quantitative restrictions. The Western
~industries would deny that they are wholly unaffected by such activities
even with the MFA - the question of intellectual property, for instance, is
hardly touched by quantitative restrictions - and, if they remained
unchecked after the termination of the arrangesent, the position would
become considerably worse. Particularly at risk would be those areas of the
market where the Western industries had made themsselves competitive by
investment in advanced technology or where their ability to originate and
respond . quickly to fashionable developments should be an inherent
advantage.

Such unfair trading practices and unjustified protectionisa are supposed to
be addressed by various provisions under the GATY, but the efficacy of
these in the case of products so epheseral as most textile and clothing
items is limited. Their impact is alsoc reduced by the provisions in the
BATT which make special allowances for “infant industries” and where
balance of. trade considerations can be claimed to justify a protectionist
regime. It is for this reason that the West has insisted that the
subjection of international textile trade to GATT ruies should, at the very
least, be accompanied by a strengthening of those rules in these areas.

Attitudes in the developing world

The International Textiles and Clothing Bureau: In general terms the
supplier countries of the Third World have been less equivocal in their
support for the Uruguay Round objective than those of the West, principally
because they are likely to be the immediate beneficiaries of any move to
remove the present restrictions on their trade in textile products based on
market disruption considerations.

Single-minded advocacy of the ending of the MFA has certainly characterised
the stance of the International Textile and Clothing Bureau (ITCB). This
body is, in effect, a suppliers’ club established to achieve that end and,
in the meantime, to act as some sort of counterbalance to the overweening
economic advantage of the West in the negotiation of the general trade
regime — it was originally set up to provide them with technical assistance
in the negotiation of the second protocol of extension of the MFA in 1982 -
and individual bilateral agreements. Its membership  includes all the major
developing country textile and clothing suppliers with, however, a few
significant exceptions. The nature of these exceptions serves to point up
certain underlying tensions and even fissiparous tendencies within the 1TCB
alliance.

The position of the NICs: Significant suppliers which are not members of
the 1TCB include Thailand, Malaysia and the Philippines in South East Asia,
the Dominican Republic and Haiti in the Caribbean and Mauritius in the
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Indian Ocean. The rationale for their absence is not certain in every case
and it is not known whether it is always based on deliberate policy as
opposed to 3 failure to take a decision.

The example of Thailand suffices, however, to indicate the uncertainty of
at least one group of suppliers faced with the possibility of the ending of
the MFA. Here the failure to join seems to be based on the doubts of the
industry as to the benefits of such a developaent given the country’s
status as a newly industrialised economsy. Industry policy on this msatter in
Thailand appears to be strongly influenced by the larger quotaholders which
believe they are gquaranteed secure markets for their products by the
present system and do not relish the prospect of having to compete in an
unregulated market, particularly with Chinese producers which are likely to
have an increasing labour-cost advantage given: the rapid expansion of the
Thai economy. The ability of the industry ta2il to wag the national dog in
this instance may be to somse extent a reflection of the present hiatus in
the national decisionmaking sachinery in Thailand as the Bovernsent and the
Industry_ develop institutions appropriate to the country’s comsparatively
recent status as a major supplier. It is by no means certain, however, that
a policy body more representative of the national interest would
necessarily come to a different conclusion as to what this might be than
has the present industry caucus.

Less developed textile suppliers: Apart from the NICs, another group of
supplier countries which have doubts as to the benefits of 1TCB policy of
promoting the integration of the textile trade within the GATT rules are
these which have proved unable to take advantage of low labour costs to the
same extent as those in South and East Asia because of deficiencies in
economic management either on a company or a national level. Within the
ITCB a number of the South American members fall into this category.

In the Caribbean the failure of the Dominican Republic to join the bureau
may reflect the extent to which the industry on that island depends on its
outward processing trade with the USA. This is known to have made it
increasingly reluctant to accept investment in cut-make—-trim_operations by
Hong Kong suppliers for fear of. aggravating the USA and similar
considerations may underlie its stance, or lack of stance, on this issue -
assuming, of course, that it is a deliberate policy decision. (Jamaica,
which is a sesber of the bureau, has, on the other hand, tended to take a
far more robust attitude vis-ris the USA in the matter of the overseas
cospanies it is prepared to see investing in its clothing industry and, as
far as can be determined is genuinely enthusiastic at the pr?pect of the
ending of quantitative restrictions on its trade with the MFA™.)

Attitudes of more developed economies: The doubts entertained by Thailand
and perhaps some of the.other NICs - for instance, its ASEAN partner
Malaysia -~ seem to be justified by the attitudes of the even more
successful economies, notably Hong Kong, Singapore and South Korea. These
also accept that trade liberalisstion could result in substantial loss of
market share as the quota system is dismantled which could create msajor
problems in the shori-term because of the extent to which employmsent
currently depends on their textile and garment industries.

Unlike the lesser NICs, however, the Governments of Singapore and Hong Kong
take a wmore squable view of the prospect as thuy ses their comparative
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advantages as textile and garsent suppliers being steadily underained by
low-wage producers and they would prefer to see the resources presently
devoted to these activities being redeployed in areas mure appropriate to
their current state of economic developaent. Even within the MFA Singapore
is no longer able to compete in large areas of the gareent sarket and its
quotas are largely under-utilised. Hong Kong is still cospetitive, but
sainly in the high-value segesents of the market into which it has
- increasingly moved in recent years. It amay be said of these two couuntries
that their position with regard to the textile objectives of the Uruguay
Round reflects their genuine attachaent to the free trade principles which
they ronsider underlie their ecc.asic success.

Unlike the other Tiger governsents, that of South Korea evidently intends
that the country should resain a msajor textile supplier. It .also
recognises, however, that, given its increasing wage-rate differentials
compared to other producers, this can only be ensuwred if the industry
concentrates on high-value areas of the market and takes advantage of the
latest available technology. A variety.pf production and export incentives
have been introduced to encourage this™.

ITCB and fair trade: The above analysis of the known attitudes of ITCB
sesber and non-sesber states suggests that the attacheent of Third World
suppliers to the principle of integrating the textile trade within the GATT
largely depends on their assesssent of the benefits of the resoval of the
WFA restrictions. However, this rarely goes hand in hand with a belief in
the merits of free trade as it affects their own sarkets. Many suppliers
wish to protect their own dosestic sarkets for balance of payments reasons
or to provide an econosic base to support their export efforts; others wish
to be able to prosote their export sales by the use of incentives or
predatory pricing policies - included in this number being the relatively
mighty and phenomenally successful Korea as has been already noted. Thus,
they have tended to oppose the attespt of the West to widen the discussion
of the integration of the textile trade into the GATT away froa mere
consideration of the removal of MFA restrictions.

PRESENT -NEGOTIATING POSITIONS
GATT sid-ters review

In April, 1989, produced a statesent on the position reached in the Uruguay
Round of negotiations. The decision on textiles gave no indication of any
agreesent in the two main areas of dispute - the ways of integrating
textile trade within the GATT regise and the nature of the GATT regime
within which it would be integrated - but it clarified sosewhat the
objectives the parties had agreed to pursue as compared with the Punta del
Este declaration.

The main elesents were:
- A programme for bringing the trade within the GATT rules would be
determined by the end of theround -. i.e. in 1990 before the
. termination of MFA-IV which, by implication, would not be extended vet
again when it came to its period in 1991;

- There would be a progressive phasing out of trade restrictions
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beginning after the end of the round - i.e. the A and other
arrangesents would not be aholished imsediately;

- Integration would still be on the basis of "strengthened GATT rules .
and disciplines”, -but, as in 1986, there was no indication of what
this aight sean;

- Special attention would be paid to the needs of less developed
countries. There was no elaboration of this point, but it =say be
presused _that the parties intended it to sean that this would apply
both during the period of phasing out of non-BATT restrictions and
after the trade was fully integrated into the GATT when the LDCs would
still be spared the full rigours of umrestricted international
coapetition.

Phasing cut son-GATT regines

ed approaches: At end-1989 there was still no agreement between the
parties on the first substantive issue to be resolved, i.e. the prograsse
tor phasing out non-BATT restrictions on the textile trade and its
integration into the GATT regise. A nuaber of ITCB member-states had made
suggestions, including Pakistan - whose subsission is-reported to have been
made as_ early as February, 1988 - India and Indonesia, which broadly
proposed a progressive movesent awmay froa restrictions beginning with the
right to introduce new restrictions and then reducing -the number of
existing restraints, Switzerland -also submitted a proposal, chiefly
remarkable for its suggestion that the parties to restrictive agreesents
should themsselves deteraine “he programse for ending thea. This notion was
specifically rejected by the ITCB on the reasonable grounds that such an
arrangesent would require bilateral agreements which would be difficult to
implement within a multilateral framework.

There had been no official proposal in this regard fros the EC at end-1989.
However, the influential 6Germsan industry had evolved a three-phased
prograase which it saw as being worked out over periods of 3-5 years. It is
not unreasonable to assume that this will colour the approach finally
- adopted by the EC and, in view cf the weight of the Comssunity in
determining the +final outcome, it seems worth-while elaborating on it a
little. Briefly the German programme, emanating from Gesamttextil,
envisagrd that:

- In. phase one the number of agreements negotiated under the new
international arrangement succeeding the MFA would be considerably
less than those concluded under MFA-1V,.-presumably favouring the less

= developed countries. Where agreemsents were negotiated the numsber of
quo'.as would be considerably reduced. Again this is likely to affect
principally categories outside the most sensitive Sroup 1. The system

-of categorisation might also be simplified which it is claimed would

nave the effect of creating greater flexibility in deliveries -
althnugh at present the rather broad EC categories are judged to be
more effective in curbing suppliers’ efforts to evade restrictions by
modifying specifications than the more narrowly defined US categories.
The EC would also suppress purely regional quotas under Article 11S5.
Finally OPT arrangements would be liberalised.
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- In phase two growth rates and flexibility provisions would be
increased on a step by step basis and abolition of the more marginal
quotas would proceed.-It is envisaged, however, that this process
would concentrate on prisary products - presumably grey gqoods and
basic fabrics - while the protection of made—up goods would advance
aore slowly. This would be in line with the EC view ot the isportance
of maintaining an EC garment industry if only as a market for its
textile products. The basket-extractor sechanisa would be retained
only for extrese esergency cases.

- In the third-phase the hard core of quotas would be subject to
progressively higher growth rates and gradually phased out. There
would be no basket-extractor sechanisa. .

The EC esphasis on safeguards: As already noted, the EC had adopted no
official line regarding the mechanics of integration other than that these
should be progressive as froa the ending of the MFA in wid-1991. It is
understood that in its submission to the Textile Working Group on the
subject sore emphasis was placed on the need to retain safeguard provisions
against wmarket disruption during the phasing out process which amight be
based on MFA Article 3 and 4 provisions. This seess to have been completely
unacceptable to the ITCB. (It may also be presused from the stance of the
EC on the continuing need for safeguards against disruption in extresis
that some of the EC mesber-states will guery the Gesamttextil suggestion
that there should be no basket-extractor mechanisa in the third phase of

its proposed programase.)

The US approach: The USA had sade no suggestion on the matter of phasing
out the restrictive regime by end-1989. The apparent reluctance of the USA
to commit itself almost certainly reflects the adainistration’s fear of the
industry lobby and its unwillingness to open up a domestic hornets’ nest by
showing its hand too soon. It is likely, however, that it is also quite
happy. for the EC to take a leading role as in the 1977 and 1982 IMFA
negotiations. In most areas it probably supports the EC approach.

More specifically with regard to the transition regime, it .is widely
believed . that: the US governsent had considerable sympathy with a suggestion
from Canada that non-GATT restrictions should be replaced by others which
did not offend against the GATT erga osnes rule. These included tari¢f-
quotas - perhaps . slong the lines of the 65P - and global import quotas.
However, these latter had been the key elemsent of the 1987 Trade Bill which
President Bush had roundly condemned as a presidential candidate and which
his predecessor had been obliged to veto in the closing weeks of his
adeinistration. It would be an extraordinary developmsent for Mr Bush ever
to allow his administration to be associated openly with a proposal to
introduce such a system, yet it is reported that the possibility has been
actively studied.

It should be noted that the 1T7CB condemned the Canadian proposal notion on
the grounds that the object was to liberalise international trade not
introduce new restrictions. It could be that it was also concerned that
such moeasures might be introduced for a transitionary period and then
become insidiously permanent in the same way as MFA itself. It seems
unlikely, however, that either Canada or the USA ever regarded this as more
than a negotiating ploy and that their real objectives for the phasing out
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period - period undetermined - were for a quasi MFA regise, broadly similar
to that also intended by the EC.

Streagthening GATT rules and disciplines

s already indicated, the EC has tended to esphasise the need to ensure
that the integration of textile trade into the GATT systea should go hand-
in-hand with the strengthening of GATT rules and they sade it quite plain
that they saw this as referring to such matters as equality of access to
developing country markets, fair trading provisions - including -more
effective anti—dumping procedures for use in textile cases and non-
discriminatory pricing of raw saterials - and respect for intellectual
property. Although the US Government has yet to comait itself in this are
it is known that these matters are of equal concern to its own industry
and it is likely that it too will insist on a parallelisa between progress
in this area and the ending of the MFA regime.

For its part the ITCB insists that the Punta del Este commitmsent was to
bring textile trade into the GATT and it resists the notion that this
should be dependent on any other factor. This seems a dubious argueent:
insofar as that comsitment was specific at all it was specific that
integration of textile trade into the GATT should be on the basis of
strengthened GATT rules and disciplines. The ITCB argued, however, that
whatever was meant by that its sembers did not mean by it what the EC was
-now. . arguing that it seant. It also made the point that the matters raised
by the EC were all being discussed by other negotiating groups in the
round. This was not denied by the EC, but it asserted that it would be in
order _for the textiles group to note what was going forward in those areas
and to make its views known.

Continuation of specificity

An even more contentious proposal of the EC related to continued protection
against market disruption based on lower prices not dependent on unfair
trading practices even after the MFA was phased out and textiles came under
the BATT. As already noted, the GATT safeguard clause, Article -XIX,
provides that measures taken under it must apply erga omnes and it was this
that had prompted the original 1960 market disrupt wn decision which
permitted specific restrictions as a deliberate derogation from the GATT.

The EC made it clear that it considered that "strengthening the GATT rules
and disciplines” included the possibility of imposing specific restrictions
under Article XIX in exceptional circumstances. Perhaps the clearest
evidence of its commitment is the fact that this notion was introduced in
the safequards negotiating group and not the textiles group which
strengthens the supposition that it is not merely regarded as a negotiating
ploy, i.e. an impossib’'=2 stipulation_which can be abandoned if there is
satisfactory progress . egarding GATT rules and disciplines as they affect
the textile trade. Market disruption as a consequence of fair price
competition is likely to remain a major concern of the West whatever the
provisions regarding fair trade. Although the USA had not pronounced on
this issue at the time of writing, there seemed no reason to doubt that it
would be prepared to follow the EC lead.

The proposition was, of course, entirely unacceptable to the ITCB, which
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regarded the ending of the principle of selective restrictions as the sine
qua non of its entire negotiating strategy. It was accurately remarked that
-to give way on this point would be in effect to allow the MFA to hi-jack
the 6ATT. It might be added that the proviso that such restrictions would
be confined to exceptional circumstances could give no casfort to exporting
countries as every single restriction introduced under the MFA was supposed
to represent a response to an exceptional circuastance. .

SPECULATIONS ON FUTURE TRADING REGIME =
A leagthy trmsition fros specific restriction

Consideration of the future of the textile trading regime after the ending
of MFA-IV must necessarily be highly speculative at end-1989 given the
apparently irreconcilable positions of the protagonists in the Uruguay
Round MTN textiles group as indicated above. Nevertheless, it is safe to
conjecture that there will be a lengthy phasing out period during which the
regime will have sany of the features of - the present MFA, including
-specific safeqguard restrictions. The West will almost certainly insist on
this and the ITCB seems inclined to accept that process of moving textile
trade into the GATT must be gradual. In addition, as noted, a good many of

- the bureau’s weembers are inclined to see the MFA system as offering a
degree of market security which they are certainly reluctant to forgo for
the more bracing atmosphere of free trade.

wWhat is less certain are the steps that will be taken during this period to
phase out the MFA. Some latitude will undoubtedly be shown by the West to
the least developed countries in foregoing the right to introduce new
restrictions under any basket—extractor sechanisa and even in giving up
existing. restraints. Such an approach would probably be tailored to allow
the EC and the USA to maintain existing preferences in respect of their
clients in the Mediterranean and Ceribbean respectively. (At the moment the
EC imposes no quantitative restrictions on its ACP partners under the Lome
Convention although, unlike tariffs on items manufactured from yarn, this
right is not specifically abjured.) =

It is more difficult to see how this will be arranged in the case of wesajor
suppliers, in whose number Thailand will almost certainly be included. In
the case of the EC the division of categories into progressively less
sensitive groups may give some indication as to which restrictions will be
the first to be abandoned or allowed more generous annual growth-rates and
flexibility provisions. The USA may also feel obliged to give up its
aggregate quotas in respect of these suppliers at a fairly early stage.

Sose hard cases

The position of suppliers outside the GATT will present some probleas.
Although it is difficult to see a US administration differentiating between
Taiwan and its fellow tigers the EC might have no compunction in doing so.
It is, however, difficult to believe that Taiwan's position could be made
less <favourable than it is at present. The possibility that an
administration will be elected to office willing to renounce Nationalist
pretensions to the unity of China and seek independent status in the World
Community cannot now be ruled out before the end of the century. This
would, of course, pose an uncomfortable dilemma for the West and must
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affect the textile regime it imsposes on Taiwan.

Special treatment for China will certainly be necessary given the
unlikelihood of that country conforsing even to the present GATT regime yet
alone “strengthened rules and disciplines.” The most likely outcome here
seems to be for little or no change with existing restrictions and growth-
rates continuing to apply. It is, indeed, possible to envisage an
alternative scenario in which sinimum prices would be set for Chinese
products as suggested by Gesamttextil and there are precedents for treating
state trading countries in this way with regard to other categories of
_ trade. The author believes, however, that inertia and the difficulty of
administering such a rule in respect of textiles and garments given the
epheseral nature of sany of the products will prospt the first course.
This would. be profoundly unsatisfactory for the industries of the West, but
raison d‘etat will probably continue to prevail in the formulation of
Western trading policies.

Strengthened GATT rules

In practice the length of the transition period could be largely deterained
by the .willingness of the developing world to agree that the GATT rules
should be modified to give the West some of what it wants in respect of
fair trading practices. (Equal access to suppliers’ dosestic markets may be
accepted as less important given that Western exports to to the Third World
are likely to be confined to the peripheral high fashion end of the market. .
On the other hand, a protected domestic market can be held to constitute a

hidden subsidy which strengthens the hand of the local industry in making
export sales.) It seems unlikely that the ITCB group would push its
opposition to any advance here to the point of endangering the main
objective, especially as the West is prepared to concede the argusent of
the need to protect infant industries and balance of payments positions in
respect of the least-developed countries. Given these considerations the
author believes - probably optimistically — that the transitional regime
could probably be ended within five years. After all, the Western
industries are unlikely to be any more immunised against market disruption
-on.price at the end of fifteen years such as Gesamttextil proposed than any
shorter period and, if the West is genuine in its commitment to give up the
MFA regime, there would seem no purpose to be served by prolonging the day.

Market disruption safequards

The issue of whether specific safeguards against threatened market
disruption based on price can be brought within the GATT ambit is likely to
prove altogether more contentious. As already suggested, there is every
reason to suppose that this is a very serious proposition on the part of
the EC which will be whole-heartedly supported by the USA because it meets
an inescapable economic requirement. It seems unlikely, on the other hand,
that the ITCB members could accept a provision that holds out the
possibility of replicating the whole MFA framework of restrictions.

One possibility might be to accept that there will be specific restrictions

- .while internationalising the process of their introduction with a view to

making them more of the exceptional recourse they were originally intended
to be. There are probably two essential requirements here:
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- That clear criteria should be established for determining msarket
disruption which leave sinisus room for adeinistrative discretion.
this it can only be said that textile negotiators have failed

- discover such criteria for some thirty years;

- That there should be an international tribunal to detersine all cases

where .market disruption is claimed and the appropriate response

this is proved. In other words, restrictions should cease to be the
subject of bilateral agreements reflecting the relative economic and
diplomatic influence of the parties. Such a body should be an
independent entity based on such examples as the centre for the
settlement of international investment disputes than the present TSB

which is manned by representatives of national groupings.

It should be said that, so far as is known, this sort of solution to the
probles has yet to be considered. Almost certainly, however, some solution

will have to be found allowing specific restrictions under Article XIX.

NOTES x
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