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Introduction


I am very pleased to be participating in this Conference, which brings together two very  important and timely topics, trade and poverty reduction.  Also, I am particularly happy to have the opportunity to provide remarks on the paper presented by Dr. Spinanger.  In my view, it is appropriate, in the context of the stated objectives of this Conference, to include a discussion of textiles and clothing trade since, for many developing countries, this sector represents the main merchandise export, and is an important source of employment and a major earner of foreign exchange.  Furthermore, the comparative advantage in some areas of textile production and in most areas of clothing production lies firmly with developing countries, largely on the basis of their lower production costs.  The full application of these factors have, however, been suppressed to some extent by the extensive and long-lasting system of quotas; a system which has fostered the development of a global trading structure not always based on sound economic principles.


I would first like to set the scene, before addressing the main points raised by Dr. Spinanger, by providing you with some observations on the MFA regime (1974-1994) and then a brief overview of the main provision of the Agreement on Textiles and Clothing (1995-2004).

Some Effects of the MFA Régime


When examining the long-standing quota system which grew up under the MFA, one has to consider one of its major effects to be the repeated pattern of expanding and shifting production, as investment in new facilities was made in the less-restricted or unrestricted exporters.  This shift in production and export activity led to demands in the industrialized countries for yet more widespread restrictions in the new exporting countries, which, in turn, brought about further shifts to unrestricted countries.  While sustaining the performance of the original, predominant suppliers, this shifting production and export pattern stimulated the growth of industries in countries which, had it not been for the MFA restraint system, might not have entered the international market as exporters when they did.  This also served to expand global production capacity.  Another important by-product of the quotas was the intense effort by developing countries to upgrade quality, in order to maximize income from limited quantities.  This brought them increasingly into direct conflict with the industrialized countries.  By the end of the MFA regime in 1994, exports from more than 30 developing countries and transition economies were under quotas in the US, EU, Canada and Norway.

The Agreement on Textiles and Clothing


It was the acceptance by both importing and exporting countries, in the preparation for the Uruguay Round, that the MFA system could no longer be sustained which led to the negotiation of the WTO Agreement on Textiles and Clothing.  The ATC was designed to be a ten-year process to progressively bring all textile and clothing trade fully under WTO rules and, thereby, to dismantle the extensive network of bilateral quotas.  The central element of the ATC is the transitional process for the integration of all textile and clothing products into WTO rules and disciplines.  As products are brought fully under normal WTO rules and out of the scope of the special rules of the ATC, quotas on them must be removed and no further bilateral quotas can be applied in the future.  When the ATC began, in 1995, all existing quotas under the former Multi-fibre Arrangement (MFA) were carried over into it, which amounted to over 1,100 individual quotas maintained by the US, EC, Canada and Norway.


The agreed rate for the integration of products in the first stage (1995-97) was 16 per cent of the total volume of each country's imports in 1990;  and a further 17 per cent was integrated on 1 January 1998 at the beginning of the second stage.  At the beginning of the third stage, on 1 January 2002, a further 18 per cent of products will be integrated;  the process will be completed on 31 December 2004 with the integration of all remaining products.


Another key aspect of the ATC is the requirement for automatic increases in the annual quota growth rates which were also carried over from the former MFA.  For products remaining under quota, the rates of annual growth applicable to these quotas have been increased, by a factor of 16 per cent in stage 1 and by a further factor of 25 per cent in stage 2.  At the beginning of stage 3 on 1 January 2002, growth rates will be further increased by a factor of 27 per cent.  

Implementation of the ATC


As reflected in a number of the questions raised in Dr. Spinanger's paper, it is in the implementation of this Agreement where important conflict between the developing, exporting countries and the developed, importing countries has occurred.  Looking at the implementation process, it is clear as we pass through the seventh year, that the legal requirements in the ATC are being met;  that is, the correct percentages of products have been integrated and the growth rates are being increased.  However, it is equally clear that the integration of products into WTO rules by the US, EU and Canada has been concentrated in the least sensitive ones and with very few quotas being removed. 


In the first stage of integration, only Canada included a product previously subject to restriction, work gloves;  the EU and the US integrated products not subject to restriction.  Also in the first stage, Canada unilaterally stopped enforcing its quotas on tailored-collar shirts, affecting 22 WTO Members.


In the second stage of integration, Canada integrated two categories of products subject to quotas:  the previously mentioned tailored collar shirts and textile handbags;  removed quotas on clothing products in six additional product categories, though not integrating these products;  and provided a one-time permanent increase in the quota level on winter outerwear by 10 per cent.  Also in the second stage, the EU took the first steps in integrating products subject to restriction and did so for 12 restricted categories, affecting five Members to varying extents.  The US integrated all or part of 24 product categories, with specific limits affecting three of these categories or combined categories and six Members;  the other product categories were in group or aggregate limits.  The third stage integration programmes of the US, EU and Canada, to take place in January 2002, has now been notified to the WTO.  While a full analysis has not yet been carried out, it is clear that there will be some additional quotas removed;  however, the overall impact in this regard will continue to be limited.


Norway has taken the most decisive steps, unilaterally removing all 54 quotas that it had carried into the ATC:  14 in 1996, 32 in 1997, five in 1998 and the remaining three on 1 January 2001, though without integrating the products. 


Many developing, exporting countries have forcefully argued that the implementation processes of the major importers had been highly unsatisfactory, with no real liberalization being achieved in the first years of the ATC's operation.  The product integration programmes of these countries were not commercially meaningful for the developing countries, being concentrated in low value‑added products of little export interest.  Further, very few quotas, which represented only about 5 per cent of the total applied, had been removed thus far leaving the vast majority for the final stage.  Concern was also expressed that the retention of quotas to the end of the process, often referred to as "backloading" could lead to serious problems, including possible demands for their continued application after 2004.  


In response to these concerns, the countries maintaining quotas have noted that just over half of all their textile and clothing imports will be subject to WTO rules by 1 January 2002 and that several quotas will have been removed.  They have further emphasized the importance of the increase in the quota growth rates as representing important market liberalization;  and they have noted the substantial increases in imports into their markets, even while the quotas are in place.  What is equally important, they have reconfirmed their commitment to full integration of this sector with the removal of all bilateral quotas by the end of the transition period.  


The WTO Council for Trade in Goods will be conducting a review of the implementation of the ATC later this year, examining the progress achieved in the second stage, that is, between 1998 and the present.  This will provide all participants with the occasion to bring forward their arguments on the present state of the implementation process.  In addition, the developing countries are pressing their concerns and seeking redress to the situation in the current discussions in the WTO General Council on implementation-related issues, in the context of the preparations for the Fourth Ministerial Meeting to be held in November in Qatar.

The Post-ATC Period


The central question in Dr. Spinanger's paper is reflected in the title, "What Will Happen When the ATC Gives Way to MFN Principles Beyond 2004?".  In fact, important shifts in production and trade, particularly in clothing, are already well under way and if his predictions prove sound, will accelerate when the quotas are removed.  Looking at trade developments in the 1990s, one striking feature is the continued rapid rate of growth in clothing exports in spite of quotas remaining in place.  Between 1990-99 clothing exports advanced by 72 per cent to a level of $186 billion.  This represents an average annual growth rate of 6 per cent which almost kept pace with total world merchandise exports growth of 6.5 per cent.  These figures are also well ahead of world merchandise production which averaged just 2 per cent annual growth in the 1990's.  In this regard, it is also noteworthy that clothing imports into the US increased in the 1990's by 118 per cent.  The US imports almost one-third of total world trade.  The EU clothing imports increased by 53 per cent in the 1990s, which accounted for 47 per cent of world clothing trade.  


Turning to the exporting side,  it is apparent that the predominance of China, now the world's largest clothing exporter, has expanded in the 1990s with clothing exports tripling to reach $30 billion.  This rapid growth is also reflected in Hong Kong, China's re-exports of clothing which doubled during this period, to a level of $12.8 billion.  


However, China's growth must be seen in relation to the larger picture of Asia's evolution in clothing production.  While some countries are in the growth stages, others are diversifying into other sectors and shifting away from clothing production.  This is most apparent in two other large Asian exporters, Korea and Chinese Taipei.  Their total clothing exports have fallen considerably, down 41 per cent in the 1990s from $11.8 billion to just $7.7 billion. Clothing exports have fallen in Korea from 12 per cent to 3.4 per cent of total merchandise exports and in Chinese Taipei from 6 to 2.4 per cent.  At the same time, domestic exports from Hong Kong, China have increased very little over the decade 1990-99, just 3 per cent.  These declines and lack of growth are, of course, a reflection of the broad economic expansion in these exporters, which has rendered their clothing production increasingly uncompetitive.  Another major shift in Asia has been the rapid growth in Japan's clothing imports, rising from $8.7 billion to $16.4 billion in the past decade, mostly to the benefit of China.  In 1999, 70 per cent of Japan's total clothing imports of $16.4 billion came from China.  


Also, when speaking of substantial change in trade patterns, mention must be made of the Caribbean and Central America.   Mexico has benefitted immensely from its NAFTA membership, increasing its exports to the US from just $0.6 billion in 1990 to $7.8 billion in 1999.  Also, there are the special access programmes which the US extends to the Caribbean and Central American countries eligible for C.B.I. benefits.  In 1999 the value of clothing exports from the Dominican Republic to the US was almost equal to total US clothing imports from the European Union, while Honduras exported more than any of the ASEAN countries.  These benefits are currently being expanded under the new US Trade Development Act of 2000 which aims to extend this activity in the Caribbean and Central America, and introduce it in Sub-Saharan Africa, leading to duty-free entry under specific rules. This system maximizes the benefits of geographical proximity;  retains the fabric sourcing as well as the design and marketing of the clothing products in the US, while carrying out the assembly functions abroad, which allows an important proportion of the value added to the developing countries.  


Bearing in mind all of the foregoing examples of change – both rapid expansion in some countries and decline in others – which have occurred during a period of extensive quotas, albeit coupled with substantial overall export growth, it should be anticipated that such change will continue and even intensify as the quotas are liberalized and removed.  As tracked by Dr. Spinanger, there is every reason to anticipate that much of this change will be focussed on the currently fast-growing market in China.  The impact of China's accession to the WTO on this anticipated growth remains to be seen, particularly the role of any special safeguard systems which might follow the demise of the current quota system.

Other Forms of Trade Restriction


Dr. Spinanger's paper also expresses concerns that the quota system could be replaced in the future by other trade policy measures which could have a negative impact on global trade expansion.  These include the increased use of anti-dumping, countervailing and safeguard measures.  To date there have been instances of these trade remedies being applied, particularly of anti-dumping actions in the area of textiles, however, such measures in clothing trade are rare.  That is not to say that such remedies could not be used or mis‑used to a greater extent in the future.  This possibility only points to the need for all countries to participate fully in the rule-based process of the trading system.  Indeed, the demise of the quota system will not mean the end of the WTO's role in textiles trade.  Governments must continue, through their work in the WTO to ensure the full and faithful implementation of the existing rules and to seek to extend market liberalization by further developing the rules and procedures of the trading system.


Textile and clothing tariffs, as noted by Dr. Spinanger, are generally among the higher rates in he developed countries and the reductions undertaken in the Uruguay Round are lower than the goal of an overall one-third reduction.  This implies that, in future multilateral negotiations, with quotas removed from centre stage, market liberalization through the lowering of textile and clothing tariffs will take on much greater importance.

Conclusions

Considering all of the factors that I have identified on the global "balance sheet" of textiles and clothing trade in relation to those set out in Dr. Spinanger's paper, I see substantial similarities of viewpoints though with some possible differences in the weighting of factors.  Adjustment and evolution is, of course, nothing new to the textiles and clothing sector.  It has been evolving even from the first entry of developing countries into world textiles and clothing trade.  For the past four decades this evolution was in response to the increasing incidence of quota restrictions;  the repeated waves of investment in production facilities in new exporting countries, followed by ever-increasing imposition of quotas.  Now the tide is turning as the changes are in reaction to the removal of quotas and the hoped-for return to market forces.


However, the equation is never this simple.  Now one must add in the impact of technological advances as well as the rapid changes in communication, both of which are reducing the relevance of distance.  Production techniques such as outward processing and advances in marketing techniques are also adding to the complexity, while advances in product quality are putting more developing countries on a par with the developed country producers.  On top of this there is the rapid growth in China, the maturation of the clothing industry in some of the longer-established East Asian countries, the development of the immense export potential in South Asia and the favourable trading conditions being implemented in the Caribbean and Central America.


Without the apparent shelter of quotas, it will now be incumbent on all producers and on their governments to adjust to a world of competition based on market forces.  Industries will be required to strive constantly for greater efficiency, dependability and quality as described in Dr. Spinanger's survey on investment considerations.  At the same time, governments will be called upon to put in place policies which will create the best conditions to carry out this trade with a minimum of delay or additional costs.


Therefore, when all is considered, there is every reason for developing countries to look optimistically to the future of textiles and clothing production and trade, bringing potential for growth and opportunity for those who progress and adjust to the changing circumstances.  However, the road ahead will continue to be rocky and twisted, calling for ever more skill on the part of both producers and their governments to navigate towards long term success.
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