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III. STATUS OF PROTECTION FACING EXPORTERS OF
TEXTILES AND CLOTHING FROM ASIA AND THE
PACIFIC IN THE NORTH AND SOUTH MARKETS

By William E. James

Introduction

Textiles and clothing were identified with export-oriented, manufacturing-led
growth throughout East and South-East Asia in the latter half of the previous century.
South Asian countries have initiated a similar process of growth in these critical sectors,
by far the largest industrial branch within the South Asian region in terms of GDP,
exports and employment. The emergence of China as a major textile and clothing
producer and supplier to world markets has been facilitated by China’s accession in late
2001 to WTO. All the countries in the region have been strongly affected by the
achievement of global trade liberalization through ATC, which gradually reintegrated
textiles and clothing into the multilateral trade regime during 1995-2004. A process of
consolidation of the industry has unfolded with the abolition of the global system of
quota restrictions on trade in textiles and clothing. Small and marginal clothing suppliers
have exited the market, and market shares of competitive Asian suppliers in the
markets of the OECD countries have consequently grown. Textiles production is also
being consolidated, with only the largest suppliers likely to be left standing at the end of
the process.

Predictions that Asian suppliers would collapse in countries such as Bangladesh,
Cambodia, Indonesia, the Philippines, Sri Lanka, among others, have turned out to be
unduly pessimistic. In fact, the performance of most developing Asian suppliers in world
markets has been quite good (Asian Development Bank, 2006). Furthermore, even
though China has attained a predominant position in world production and exports,
textiles and clothing are occupying a shrinking proportion of China’s national export
basket as more sophisticated manufactures – especially in machinery and chemicals,
and allied industries – become more important (Asian Development Bank, 2007).

A threat to the future development of the textiles and clothing industries within
developing Asia and Pacific economies, however, exists in the increasing proliferation of
preferential trade agreements involving major industrial markets and developing coun-
tries. It is estimated that more than 300 bilateral free trade agreements (FTAs) are likely
to be in force by the end of  2008, many of which impose restrictive rules of origin and
high margins of preference in the textiles and clothing industries with a view to
protecting the domestic producers within each bilateral trade agreement (Asian Develop-
ment Bank, 2006). Moreover, a recent study of FTAs entered into by Asia-Pacific
countries noted that the agreements between an Asian partner and non-regional
partners tended to provide more favourable market access in textiles and clothing than
did agreements involving two Asian partners (James, 2006). For example, the Republic
of Korea-Chile FTA offers immediate duty-free access to the Korean market for Chilean
textile and clothing exports, but the Republic of Korea-Singapore FTA only phases out
tariffs on textiles    and clothing over a 10-year period. In addition, rules of origin tend
to be more restrictive for intra-Asian trade partners than for non-regional partners.
Hence, Asian bilateral agreements, such as those in Europe and the western hemi-
sphere are creating a more complex and difficult trade environment for Asian suppliers
of textiles and clothing.
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The impasse in global trade negotiations in the Doha Round and the likely
demise of the Trade Promotion Authority of the Bush administration in July 2007 mean
that initiatives to further liberalize multilateral trade in these sectors are unlikely to take
place any time soon. To some extent, unilateral initiatives taken by select OECD
countries to provide duty-free and quota-free access to designated LDCs or to other
designated low-income countries may offset the failure of Doha. However, these
initiatives in themselves are unlikely to lead to greater integration within developing Asia,
as they are usually capped at relatively small volumes of trade and do not provide any
certainty for long-term investments.1

The Association of South-East Asian Nations (ASEAN) has identified textiles and
apparel as one of the dozen priority sectors for early liberalization in its efforts to create
an ASEAN Economic Community by 2015. ASEAN earlier commissioned a study of non-
tariff measures (NTMs) inhibiting the integration of textiles and clothing, which was
completed early in 2007.2 The investigation found that there was a significant incidence
of NTMs and that a number of them were highly restrictive of the development of intra-
ASEAN trade in intermediate textile products and of investment in textile and clothing
industries. Similarly, a recent study prepared for the Asian Development Bank (ADB) on
the textile and clothing sectors in the member countries of the South Asian Association
for Regional Co-operation (SAARC) finds substantial and highly restrictive internal
barriers to trade in textile intermediate products in the South Asian region.3

It is logical that the developing countries and customs territories of the Asian
and Pacific region should consider textiles and clothing as sectors that are likely to be
on the leading edge of trade and investment cooperation in the region.4  In South Asia,
Bangladesh, India, Nepal, Pakistan and Sri Lanka all have a revealed comparative
advantage in both textiles and apparel (James, 2007). Afghanistan and Bhutan have
significant handicraft production, although mainly for the tourist trade but not yet for
commercial exports. Afghanistan also has capacity in the production and exporting of
carpets. It remains to be seen whether either of these SAARC members will become
suppliers of clothing to world markets.

In ASEAN, Cambodia, Indonesia, the Lao People’s Democratic Republic, the
Philippines, Thailand and Viet Nam all have a revealed comparative advantage in
clothing; in addition, Indonesia, Thailand and Viet Nam have a revealed comparative
advantage in textiles (James and others, 2007). The other member countries also have
significant capacities in textile and clothing production and trade, as suppliers (Malaysia

1 For a discussion of these unilateral preference programmes and their impact on Asian
suppliers, see James, 2006.

2 James and others, 2007. This study is one of three on measures inhibiting the integration of
priority sectors: textiles and apparel, electronics and logistics.

3 James, 2007. This report is a precursor to a larger study of measures restricting trade
integration and investment in SAARC textiles and clothing industries.

4 In both the European Union and North America, regional integration and cooperation began
with the integration of an industrial sector at an early stage of the integration process. The
Steel and Coal Community of 1952, comprising the six original members of the European
Community, was the predecessor to the Treaty of Rome of 1957. In North America, the Auto
Pact of 1965 was the predecessor to the Canada-United States Free Trade Agreement of
1989 and the North American Free Trade Agreement (NAFTA) of 1993 (Trebilcock and Howse,
2005).
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and Brunei Darussalam) or potential suppliers (Myanmar), or as hubs for intraregional
trade as well as between the region and the world (Singapore). China also has a very
strong revealed comparative advantage in both textiles and clothing (James, 2007).

Despite the strong competitiveness of South Asian suppliers in world markets,
trade integration within SAARC is barely developed. Specialized clothing exporters in
Bangladesh and Sri Lanka make hardly any use of regional supplies of fabric from India
or Pakistan. Trade integration is also very limited within ASEAN as extraregional fabrics
are largely used by clothing exporters in Cambodia, Indonesia, the Philippines and Viet
Nam, despite strong textile capacities in Indonesia, Malaysia, Thailand and, increasingly,
Viet Nam. A recent study conducted for ADB shows that intra-industry trade within
labour-intensive industries, including textiles and clothing, declined during 1995-2004, in
contrast with rising intra-industry trade in technology-intensive and human capital-
intensive industries (Asian Development Bank, 2007).5  The external trade environment
in textiles and clothing has also been altered by the agreements between China and the
European Union, and China and the United States to implement temporary quota
restrictions on selected clothing and textile products. The new quota restrictions on
shipments from China to the United States market are examined in section A below. In
section B, market access conditions as well as external barriers to textile and clothing
exports from Asia-Pacific suppliers in major markets are considered. Section C reviews
internal barriers to increasing intraregional trade in the Asia-Pacific region. Section D
looks at policy implications and makes recommendations.

A.  Performance of Asian and Pacific suppliers in major markets in the
post-quota era: Case study of the United States market

The member countries of ASEAN and SAARC comprise a major portion of world
population, and a growing share of world production and trade. These countries were
expected to be among the major beneficiaries of liberalization of world trade in textiles
and clothing with the phasing out of the quota system under ATC. This expectation
appears to be borne out in the case of the United States market – the largest import
market for clothing in the world.6

The performance of ASEAN in the post-quota era in the United States market in
terms of value (table 1) and volume (table 2) can be compared with overall world
shipments (tables 5 and 6). ASEAN clearly outperformed the growth of world shipments
in apparel during the first two years of the post-quota era in value, and although the
growth in volume of shipments was below the world average in 2005, volume growth in
2006 was a multiple of world growth (16 per cent vs. 2.4 per cent). For the ASEAN
member States, apparel is dominant in the value of shipments, up from 91.8 per cent in
2004 to more than 94 per cent in 2006. Textile intermediate products (yarn and fabric)
accounted for just 2.4 per cent of the value of shipments of all textile and apparel items
to the United States in 2006. However, textile shipments fell sharply in 2005 compared

5 The Grubel-Lloyd index of intra-industry trade is calculated in the case of SITC 3-digit product
groups for 11 East and South-East Asian economies: China; Hong Kong, China; Taiwan
Province of China; Japan; the Republic of Korea; Indonesia; Malaysia; the Philippines;
Singapore; Thailand; and Viet Nam.

6 United States apparel imports in 2006 reached US$ 71.6 billion (Office of Textiles and
Apparel, January 2007) compared with US$ 59.9 billion for the EU25 (EmergingTextiles.com,
2007a).
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with 2004, causing total ASEAN shipments in 2005 to grow more slowly than world
total shipments in value in the first year of the post-quota era. In 2006, textiles
showed modest growth in value and overall growth in value and volume of
shipments from ASEAN outperformed world average growth in the United States import
market.

Cotton apparel accounted for 63 per cent of total apparel shipments to the
United States in 2006, thus showing faster growth than any other product group during
2004-2006 (in both value and volume). A major development in 2006, compared
with 2005, was the strong performance of synthetic fibre apparel. The positive trend
in shipments of synthetic fibre apparel appears to be carrying over into 2007 and
partially makes up for a stagnation in cotton apparel shipments in the first month of
2007.

In the SAARC member countries (Bangladesh, India, Nepal, Pakistan and Sri
Lanka) that supply textiles and apparel to the United States, performance in terms of
growth in the post-quota era has been clearly superior to world average growth in value
(table 3) and volume (table 4). Apparel shipments to the United States from SAARC are
also predominantly cotton apparel, accounting for more than 79 per cent of total apparel
shipments in 2006. Indeed, with the elimination of quotas, shipments of non-cotton
apparel (with the exception of silk apparel in 2006) have shrunk as SAARC suppliers
specialize in cotton fabric apparel. In marked contrast to ASEAN, SAARC suppliers of
textiles performed quite well in the United States market, with shipments growing by 15
per cent in 2005 and 11 per cent in 2006. Moreover, textiles account for between 25-30
per cent of SAARC total shipments to the United States, a much higher share than for
the ASEAN countries. This helps to highlight a possible complementary relationship
between SAARC and ASEAN that might provide a basis for increased integration of the
two subregions. Fabric shipments from SAARC are dominated by those of India and
Pakistan, and are much larger than ASEAN fabric shipments to the United States
market.

At present, fabric imports in ASEAN are mainly from East Asian suppliers
(China, Hong Kong, China, Japan, the Republic of Korea and Taiwan Province of
China). However, scope may exist for increased trade in intermediate products from
South Asian suppliers if shipments are timely, of good quality and competitive in cost.
Barriers that obstruct the development of intraregional trade are discussed in section C
below.

China’s performance in the United States market in terms of value and volume
(tables 7 and 8) was very strong in 2005, with extremely rapid growth in apparel
shipments of almost 70 per cent in value and 98 per cent in volume. For textiles, growth
in value (29 per cent) exceeded growth in volume (25 per cent) in 2005. Overall
shipments were up in 2005 by 54 per cent in value and 44 per cent in volume. The
imposition of restrictions on selected clothing and textile items began in the second half
of 2005; this may have cooled off the rate of increase in the latter half of the year, as
in the first six months of 2005 shipments of apparel grew by over 140 per cent in value
(Asian Development Bank, 2006). A comprehensive agreement to restrict shipments of
clothing and textile products in most of the fastest growth categories was reached
between the governments of the United States and China in November of 2005, and
restrictions were implemented thereafter, strongly affecting shipments in 2006. The
restrictions are implemented through agreed limits on the volume of shipments, and it
can be seen that apparel shipments in all of 2006 slowed to just over 10 per cent (table
8) while growth of textile shipments was limited to just over 11 per cent.
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However, unit prices are not regulated by the agreement and these rose
somewhat (unit values of China’s clothing items that were restricted increased in the
United States by an estimated 21.3 per cent in 2006). Despite that fact, unit values of
China’s products remained a good deal cheaper than those from other ASEAN
suppliers. For example, unit values of Indonesian shipments to the United States
comprising items for which China faced quota restrictions in 2006 remained nearly 37
per cent higher than Chinese unit values.7

In 2007, China’s shipments have gained momentum as the system for allocating
quotas apparently has become more efficient – the volume of apparel shipments
increased by nearly 68 per cent in January of 2007 compared with January 2006.8

However, shipments of textiles grew by less than 5 per cent in January 2007 compared
with January 2006 (table 8). Unit values of shipments by China continue to increase,
with an expected growth rate in both clothing and textile items of about 10 per cent in
2007 compared with 2006. The likelihood is that China will be able to increase
shipments in terms of volume up to the allowable limits in 2007; however, actual growth
in value will be determined by unit values, which may be expected to rise somewhat.

Does the improvement in China’s performance in 2007 mean that other competi-
tive Asian suppliers will be displaced in the United States market? In looking at this
issue, market shares were calculated for value and volume for ASEAN (tables 9 and 10)
and SAARC suppliers (tables 11 and 12). These tables show that ASEAN has steadily
improved its share in the United States market for apparel during 2004-2007, with the
value share topping 20 per cent in the first month of 2007 (up from 17 per cent in
2004). The tables also show that market shares of ASEAN in items on which China
faces restrictions are rising even faster than for all apparel shipments, from just under
18 per cent in 2005 to almost 22 per cent in January 2007.

 Value shares in textiles have continued to fall for ASEAN. Volume shares have
increased for ASEAN apparel although cotton apparel shows a slight drop in 2007,
which is more than compensated for by an increase in the share of synthetic fabric
apparel. The market share, in terms of volume, of textile shipments, however, continued
to fall and was under 5 per cent in the first month of 2007 (table 10). The overall
volume share is stable for all shipments compared with all United States imports at
around 11 per cent for ASEAN. This indicates that unit prices of ASEAN shipments are
rising and that ASEAN suppliers are attempting to move up in terms of quality of
products rather than compete in low-end products in the United States market.

SAARC members have also steadily increased their market share of apparel in
the United States market between 2004 and 2007. Cotton apparel from SAARC has
increased its market share from 13 per cent in 2004 to more than 20 per cent in 2007.
This pattern is different from ASEAN where the share of synthetic fabric apparel is
rising sharply. In contrast to ASEAN, SAARC is also increasing its share of the United
States textile market with an 18.2 per cent share of all textile items (value), up from 16
per cent in 2004 (table 11). SAARC suppliers have also taken advantage of limits on
China’s shipments in restricted items with a jump in market share from 10 per cent in
2004 to almost 15 per cent in the first month of 2007. The volume share of SAARC

7 These estimates are available upon request from the author.
8 EmergingTextiles.com (2007b) reports quota fill rates as much higher in 2007 than in 2006 for

China’s shipments in restricted items.
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products has risen sharply since restrictions were imposed, but the trend in share is
upward over the entire period of 2004-2007 (table 12).

The market share data indicate that ASEAN and SAARC suppliers are still
competitive in the United States market. In addition, the market share of the China has
increased in the United States market (tables 17 and 18). China’s share in terms of
value rose to 19 per cent in 2006 compared with 13 per cent in 2004. In terms of
volume, the rise over the same period was from 22 per cent to just over 30 per cent.
The question is, then, which suppliers to the United States market are being displaced?
Aside from former large quota suppliers in East Asia (the Republic of Korea, China,
Taiwan Province of China, Hong Kong, China, and Macau, China), the big losers in the
United States market have been preferential suppliers to that market under various
bilateral and unilateral preference agreements. The growth in the value and volume of
shipments by major preferential suppliers of textiles and clothing in the United States
market have consistently been negative since the system of quotas was eliminated. The
value of shipments from NAFTA partners (Canada and Mexico) has fallen each year
(table 13) and volumes of NAFTA partners are also consistently negative (table 14). The
members of the African Growth and Opportunity Act (AGOA) preference scheme had
large negative growth in both value and volume (tables 13 and 14). The members of the
Central America-Dominican Republic-United States Free Trade Agreement (CAFTA-DR)
recorded negative growth in the value of shipments as well. United States preference
programmes with restrictive rules of origin (particularly NAFTA) have performed poorly
since quotas were eliminated. The relaxed rules of origin used in agreements with Egypt
and Jordan have allowed these preferential suppliers to increase shipments to the
United States market, although from a low base and in amounts that cannot reverse the
overall trend for preferential suppliers as a whole. Whether or not this trend will continue
may crucially depend on the implementation of the CAFTA-DR agreement, which was
delayed by legal difficulties in some of the member countries. CAFTA-DR has more
liberal rules of origin than NAFTA in that it allows cumulation across members, and
between CAFTA-DR and NAFTA itself.

Market shares of major preferential suppliers in the United States market have
deteriorated since 2004 in both value (table 15) and volume (table 16). Restrictions on
China’s shipments appear to have had little positive effect on United States’ preference-
receiving suppliers except perhaps to have slightly slowed down the pace of decline in
market shares. Further analysis of market share trends over time will help to verify
whether the trend can be reversed, as CAFTA-DR is a huge supplier and has
advantages over Asian suppliers in terms of proximity and delivery time to the United
States.

B.  External tariff and non-tariff obstacles facing Asian and Pacific
suppliers in major markets

The United States and the European Union constitute by far the largest markets
for textile and apparel imports globally, and together they account for the bulk of
shipments from suppliers in Asia and the Pacific. The main form of protection in these
two large markets, aside from the recently introduced safeguard quotas on selected
products from China, is in the form of tariffs. United States tariffs on cotton apparel are
typically in the range of 10 per cent to 20 per cent; however, for synthetic fabric
apparel, peak tariffs of more than 30 per cent are applied on a “most favoured nation”
(MFN) basis. The European Union also has relatively high tariffs on textiles and clothing
on an MFN basis. Japan has somewhat lower ad valorem tariffs but has hundreds of
specific tariff rates on textile products that can be highly restrictive.
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A number of Asia-Pacific region suppliers are attempting to gain preferential
access to the United States market through bilateral FTAs. Singapore is the only Asia-
Pacific developing country to have an FTA with the United States that has entered into
force. However, Singapore has a very small capacity in textiles and apparel and is not a
major supplier to the United States market. (Neither is Australia, which also has a FTA
with the United States). In any case, the rules of origin in the Singapore-United States
FTA are highly restrictive, along similar lines to NAFTA (James, 2006). A significant
recent development is the conclusion of FTA negotiations between the United States
and the Republic of Korea. The agreement’s provisions for rules of origin in textiles and
clothing are similar to those in the United States-Singapore case, with a restrictive
“yarn-forward” rule that requires use of regional yarn and fabric.9  Details of rules
governing non-regional yarns and fabrics remain to be worked out. The Republic of
Korea has significantly greater capacity as a supplier, particularly of textile intermediate
products and clothing. The agreement mandates immediate reciprocal duty-free treat-
ment for qualifying shipments of textiles and fabric. (However, there is also a special
safeguard provision for the United States to fall back on, should textile and clothing
imports from the Republic of Korea surge). Hence, trade diversion from competitive
Asian suppliers to Korean suppliers in the United States market is a possibility.

The United States (like the European Union) is contemplating greater use of
trade remedies to stem the inflow of shipments of textiles and clothing from competitive
Asian suppliers. In particular, the United States is targeting Viet Nam and is implement-
ing a vigorous monitoring programme of shipments from Viet Nam for the purpose of
anti-dumping investigations and measures. The United States insisted upon this require-
ment as part of Viet Nam’s WTO Accession Agreement (EmergingTextiles.com, 2007c).
It is also likely that China will face anti-dumping measures in future, once the safeguard
quotas are eliminated at the end of 2008. China is regarded as a “non-market”
economy, and the United States has until 2016 to impose anti-dumping duties unilater-
ally on that basis on shipments from China.

Another worrisome trend is the push in the United States Congress to exclude
textiles and clothing from the Doha Round Agreement. The issue may be moot, as the
Bush administration was not successful in obtaining an extension of the negotiating
authority under the Trade Promotion Act (TPA) after it expired on 30 June 2007. Failure
of the Doha Round to move forward will have adverse consequences in that it will leave
high MFN tariffs in the United States, European Union and Japan untouched, even as
those countries continue to pursue more bilateral trade agreements with restrictive rules
of origin.

C.  Internal tariff and non-tariff barriers to trade and investment in
Asian and Pacific textiles and clothing

The presence of internal barriers to regional integration of Asian-Pacific textile
and apparel sectors has been recognized as a major problem that requires urgent
consideration by governments in the region. In 2006, the ASEAN Secretariat commis-
sioned a study of NTMs and their impact on efforts to create a single ASEAN market in
three of the 12 priority sectors that ASEAN leaders have identified in their efforts to

9 A summary of the agreement can be downloaded from the Office of Textiles and Apparel,
United States Department of Commerce homepage at www.otexa.ita.doc.gov/. See also Asian
Development Bank, 2006.
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create an ASEAN Economic Community (AEC) by 2015. A brief summary of
the findings of a report on NTMs in textiles and clothing (James and others, 2007)
follows.

The inventory of NTMs restricting intra-ASEAN trade in textiles and clothing is
evaluated in seven major supplier countries – Cambodia, Indonesia, the Lao People’s
Democratic Republic, Malaysia, the Philippines, Thailand and Viet Nam. The occurrence
of NTMs, the consistency with which observed NTMs are applied, and the degree of
restrictiveness they pose for trade in textiles and clothing are estimated based upon a
sample of respondents. The most frequently occurring NTMs are those involving
customs administration, followed by taxes and tariffs, technical barriers, investment,
outward processing arrangements, and political economy and institutions. The most
restrictive NTMs were those on outward processing arrangements (OPAs), followed by
investment, subsidies, taxes and tariffs, political economy and institutions, and customs
administration with moderate to critical values. Structural change characterizes the textile
and apparel sectors, with smaller countries (Cambodia and the Lao People’s Democratic
Republic) becoming more specialized in clothing exports and larger, more developed
countries (Indonesia, Malaysia and Thailand) maintaining substantial textile capacities.
The Philippines is undergoing transformation into a specialized clothing exporter as its
textile sector is contracting. In Viet Nam, the opposite is occurring through FDI flows
into textile production. ASEAN integration in textiles and clothing is limited, and
restrictions on investment and OPAs are serious obstacles to efficient development of
production networks.

SAARC is also likely to consider designating textiles and apparel as priority
sectors for regional integration. It is widely recognized that South Asia is among the
world’s least integrated regions, due in large part to the historical legacy of conflict
between the two largest member countries, India and Pakistan. A study of internal
barriers to integration of the textile and apparel industry would be necessary to provide
a detailed analysis of the problem. Fortunately, it is likely that such a study will be
forthcoming in the near future. However, for now, it is worth noting that the SAARC
member countries maintain high tariff and non-tariff barriers to trade in textiles and
apparel, and have excluded hundreds of tariff lines (mainly in textile fabrics) from
liberalization under the South Asian Free Trade Agreement (SAFTA), which recently
entered into force.

Only Bhutan, Maldives and Sri Lanka have refrained from large-scale exclusions
in textile intermediate products among SAARC members. Of these three countries, Sri
Lanka is the only SAARC member with a substantial textile and apparel capacity and it
makes little use of fabric from within SAARC, preferring instead to import fabric from
East and South-East Asia. Despite the severity of the internal restrictions on trade
between Bangladesh, India, Nepal and Pakistan (the other main SAARC suppliers),
potential for integration in these sectors in the long term is very favourable. Bangladesh
and Nepal (like Sri Lanka) tend to specialize in garment production (although
Bangladesh has a large spinning and knitting capacity). India and Pakistan have large
domestic supplies of raw materials (especially cotton), and India is a competitive
supplier of synthetic fabric and numerous inputs related to textile and clothing produc-
tion. While Nepal together with Pakistan specialize in cotton apparel, India and Sri
Lanka have large capacities in synthetic apparel. In addition, Bangladesh is a competi-
tive supplier of most types of ready-made garments. Freeing internal trade in textile
intermediate products would be a significant step towards taking advantage of the
potential for regional integration in South Asia.
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The creation of an Asian-Pacific Textile and Clothing Community would help to
boost the competitiveness of suppliers from developing countries within the region, and
would help offset the discriminatory effects the region faces in major markets from the
proliferation of bilateral FTAs. ASEAN efforts to create a single market in textiles and
apparel would be an important milestone in developing a broader regional agreement.
The ASEAN-based suppliers are intent upon developing OPAs in order to take advan-
tage of the competitive prowess of the 10 member States. The recent successful
development of OPAs between Thailand and the Lao People’s Democratic Republic is a
case in point. Thai-Lao cooperation has enabled suppliers of cotton apparel in the Lao
People’s Democratic Republic to enter the United States market. Similar arrangements
are envisioned between Malaysia and Viet Nam, Cambodia and Thailand, Indonesia and
Viet Nam, and eventually extending to Myanmar. The Philippines is developing OPAs,
through Hong Kong, China, with suppliers in China. These arrangements can form the
basis for wider regional cooperation. If SAARC members can join in the process,
possibly through subregional agreements, this would further boost the process. Signal-
ling that a region-wide open trade regime in intermediate textile products was in the
works would also attract FDI flows that would strengthen technological capacities and
production networks in textiles and clothing in the region.

D.  Policy implications and conclusions

The adoption of policy measures is vital to enhancing competitiveness between
the present and the end of 2008, when safeguard measures restricting China’s
shipments to the United States market will end. In the case of the European Union,
safeguards are currently scheduled to end in 2007 (year-end).10  Competition will
become more intense in 2008 and 2009 and in the following years. Hence, there is a
limited window of opportunity for competitive Asian suppliers to prepare themselves.

Private sector efforts to boost productivity at the level of the firm or manufactur-
ing establishment through improved management of the entire value chain can be
supported by government efforts to facilitate trade (Azhari, 2007). Trade facilitation
measures are identified as any means of easing the movement of goods across
borders. The most important areas where government actions can influence the ease of
movement of goods across international borders include improved customs administra-
tion (including reducing corruption), better port handling, and efficiency and improvement
in the quantity and quality of infrastructure. Trade agreements aimed at fostering
integration by removing internal barriers to trade in intermediate textile products are
clearly important in allowing private enterprises to exploit opportunities. The combination
of private sector investment and management improvement, trade facilitation and trade
agreements are immediate areas where competitive Asian suppliers can work to
enhance overall competitiveness.

The reduction of tariff and non-tariff barriers to trade needs to be accelerated if
intraregional trade in textile and related inputs is to grow in line with potential. In the
case of SAARC, the member countries have all but precluded the healthy integration of
the textile and clothing sectors in the region by excluding most products in HS 50-63
(textiles and clothing) from liberalization under SAFTA. In contrast, ASEAN has already

10 See European Commission, 2005 for the schedule of European Union safeguard quotas. The
agreement notes that the European Union will undertake restraint in exercising its rights under
the terms of China’s WTO Accession Agreement in 2008.
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implemented tariff reductions in these sectors, particularly for textile yarns and fabrics
under the Common Effective Preferential Tariff (CEPT).11

Taxes and investment regulations may also be reformed to encourage integration
through development of OPAs. In particular, domestic taxes on imported raw materials
such as cotton and on intermediate inputs such as yarns, fabrics and accessories may
discourage development of OPAs within the region. Restrictions on foreign investment
have also limited integration of Asian suppliers. Removal of barriers and restrictions on
FDI through mergers and acquisitions would spur intraregional trade and enhance
competitiveness. Reductions of trade costs and time delays in moving inputs and
outputs across borders could be the key to whether or not the industry survives and
thrives after the end of China safeguards, particularly in smaller Asian suppliers of
apparel to world markets. For larger countries with integrated textile and apparel sectors,
trade cost reduction is the sine qua non for remaining competitive and for enhancing
market share in large world markets for textiles and apparel, particularly if the Doha
Round continues to be kept on hold.

Among the measures that could immediately benefit textile and clothing produc-
ers within ASEAN, going to zero CEPT tariffs on textile intermediate products without
exception and adoption of an ASEAN green lane for shipments from member countries
to member countries (even if transiting through a non-member country) are recom-
mended. ASEAN is engaged in broader liberalization negotiations with China, Japan, the
Republic of Korea and India, and thus could provide a uniform template for intraregional
trade in textiles and apparel. A consistent set of rules of origin with a provision for
regional cumulation and a choice of complying through a threshold value-added,
maximum non-regional content percentage or a specified process (production of fabric
from yarn, cutting and sewing of fabric into clothing) would be an important step in
avoiding the increasingly complex “noodle-bowl” of rules of origin.

In addition, ASEAN-plus agreements could help the region to avoid developing
into a series of competing hub and spoke systems by linking all the spokes together
under one set of rules. This would benefit businesses by simplifying their decision-
making, and by providing an environment conducive to intraregional investment and
trade.

Asian suppliers of textiles and clothing can face the future with confidence and
bank on continued growth if steps are taken now to prepare for the rising competition
over the next two years or so.

11 Trade in intermediate products for exporters is also benefited by duty exemption and
drawback schemes in the member countries of both SAARC and ASEAN, but these
arrangements discourage the development of an integrated domestic industry and encourage
the use of fabric and yarn from non-member suppliers. This is not necessarily a bad idea, as
it makes sense to purchase inputs from the lowest cost suppliers. However, timidity in
reducing internal barriers to trade in textile products reduces the opportunity for firms to attain
economies of scale and to develop regional production networks.
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Table 9.  ASEAN Textile and Clothing market Shares
in the US Market in Value (%)

2004 2005 2006 YTD 2007

Clothing, all items 17.22 17.40 19.31 20.26
Cotton 17.39 18.06 20.21 19.98
MMF 20.25 19.67 21.39 24.31
Wool 10.01 7.77 8.05 8.79
Silk & veg 3.64 4.56 4.63 7.23

China-restricted clothing items 16.30 17.88 19.76 21.77
Textiles, all items 5.35 4.06 3.89 3.63

Yarn 9.17 8.95 11.22 9.81
Fabric 4.17 3.15 3.17 3.26
Made-ups 5.39 3.82 3.36 3.16

China-restricted textile items 4.13 3.16 3.50 3.17
Grand total all items 14.58 14.34 15.74 16.39
China-restricted items 15.00 15.88 18.06 19.88

Source: Author’s compilations.

Table 10.  ASEAN Textile and Clothing Market Shares
in the US market in Volume (%)

2004 2005 2006 YTD 2007

Clothing, all items 17.39 16.67 18.88 19.00
Cotton 16.02 15.96 18.16 17.53
MMF 20.92 19.04 21.49 22.96
Wool 16.02 11.66 12.32 13.64
Silk & veg 3.55 3.68 3.91 5.73

China-restricted clothing items 14.09 14.24 17.74 18.29
Textiles, all items 6.19 5.12 5.06 4.64

Yarn 12.78 12.97 14.60 12.34
Fabric 5.61 4.19 4.31 4.43
Made-ups 4.94 3.87 3.42 3.20

China-restricted textile items 3.98 3.23 3.93 3.52
Grand total all items 10.95 10.12 11.03 11.06
China-restricted items 9.96 9.74 12.18 12.89

Source: Author’s compilations.
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Table 11.  SAARC Textile and Clothing Market Shares
in the US Market in Value (%)

2004 2005 2006 YTD 2007

Clothing, all items 10.78 12.11 12.91 15.53
Cotton 13.03 15.28 16.91 20.40
MMF 8.96 8.58 7.89 8.78
Wool 4.70 4.28 3.10 4.06
Silk & veg 2.97 2.71 2.94 2.74

China-restricted clothing items 10.06 11.84 12.92 14.99
Textiles, all items 16.08 16.75 17.65 18.24

Yarn 9.02 8.88 11.68 8.31
Fabric 9.35 7.90 7.90 6.34
Made-ups 20.48 21.66 21.97 24.08

China-restricted textile items 11.40 11.49 13.65 14.32
Grand total all items 11.96 13.17 14.02 16.20
China-restricted items 10.21 11.80 13.00 14.92

Source: Author’s compilations.

Table 12.  SAARC Textile and Clothing Market Shares
in the US Market in Volume (%)

2004 2005 2006 YTD 2007

Clothing, all items 12.63 13.48 14.58 18.07
Cotton 14.92 16.89 18.90 23.49
MMF 10.43 9.33 8.72 10.93
Wool 8.95 7.88 5.57 6.57
Silk & veg 3.00 2.32 2.35 1.99

China-restricted clothing items 11.01 12.19 14.31 16.29
Textiles, all items 14.84 15.65 16.70 15.81

Yarn 12.58 13.82 16.31 11.14
Fabric 9.00 8.60 9.49 7.56
Made-ups 19.19 20.36 20.52 21.81

China-restricted textile items 6.55 7.60 9.10 9.95
Grand total all items 13.90 14.71 15.78 16.73
China-restricted items 9.19 10.32 12.21 13.98

Source: Author’s compilations.
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Table 15.  Major Preferential Suppliers Textile and Clothing Market Shares
in the US Market in Value (%)

2004 2005 2006 YTD 2007

Clothing, all items 34.21 30.38 27.13 21.27
Cotton 40.69 34.76 30.52 23.05
MMF 29.41 27.56 25.13 20.64
Wool 22.53 19.91 18.57 25.12
Silk & veg 1.18 1.24 1.11 0.84

China-restricted clothing items 43.61 39.52 33.98 27.30
Textiles, all items 16.13 14.94 13.08 11.70

Yarn 42.20 41.45 39.65 42.28
Fabric 22.43 22.25 20.56 18.54
Made-ups 9.15 8.26 7.35 6.46

China-restricted textile items 21.81 20.09 19.06 16.21
Grand total all items 25.37 22.69 20.40 16.00
China-restricted items 41.28 37.35 32.42 26.17

Source: Author’s compilations.

Note: Major Preferential Suppliers are those identified in Table 13.

Table 16.  Major Preferential Suppliers Textile and Clothing Market Shares
in the US Market in Volume (%)

2004 2005 2006 YTD 2007

Clothing, all items 35.13 30.54 26.98 21.26
Cotton 41.40 35.05 30.53 23.39
MMF 29.96 26.52 23.55 19.56
Wool 22.75 18.89 16.66 22.44
Silk & veg 1.17 1.02 0.92 0.77

China-restricted clothing items 42.30 38.34 34.81 27.02
Textiles, all items 20.65 18.41 15.19 13.75

Yarn 44.19 39.71 31.55 32.30
Fabric 28.14 25.79 22.97 20.37
Made-ups 9.97 8.99 7.69 6.68

China-restricted textile items 24.56 21.57 18.39 15.66
Grand total all items 26.80 23.66 20.29 17.11
China-restricted items 35.05 31.49 28.20 22.87

Source: Author’s compilations.

Note: Major Preferential Suppliers are those identified in Table 13.
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Table 17.  China Textile and Clothing Market Shares
in the US Market in Value (%)

2004 2005 2006 YTD 2007

Clothing, all items 13.78 22.04 25.35 36.64
Cotton 7.37 14.59 18.10 30.73
MMF 16.41 27.36 32.04 42.56
Wool 9.34 29.84 38.23 28.40
Silk & veg 82.74 83.16 83.18 74.17

China-restricted clothing items 10.92 15.98 17.61 26.98
Textiles, all items 30.36 35.44 39.49 44.46

Yarn 1.43 3.38 4.47 5.29
Fabric 9.79 14.67 16.45 18.98
Made-ups 44.90 48.74 52.00 59.19

China-restricted textile items 27.23 33.20 34.85 37.59
Grand total all items 17.47 25.12 29.03 38.56
China-restricted items 12.67 17.90 19.41 28.06

Source: Author’s compilations.

Table 18.  China Textile and Clothing Market Shares
in the US Market in Volume (%)

2004 2005 2006 YTD 2007

Clothing, all items 14.90 26.73 28.87 36.00
Cotton 9.85 19.88 22.12 30.88
MMF 14.92 31.67 34.59 39.75
Wool 9.28 34.58 46.92 40.04
Silk and veg 86.04 88.52 88.94 87.69

China-restricted clothing items 12.46 21.14 20.72 29.26
Textiles, all items 32.20 37.74 40.88 43.01

Yarn 1.17 3.24 5.75 7.28
Fabric 10.02 17.35 16.81 20.30
Made-ups 54.30 58.11 60.83 61.73

China-restricted textile items 35.81 42.57 44.07 45.53
Grand total all items 24.85 32.97 35.69 39.87
China-restricted items 22.00 29.89 30.13 35.20

Source: Author’s compilations.
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