Bra wars

On January 1st 2005 the quotas that had bound trade in clothing and textiles were ended and free trade began. This global quota system was called the Multi-Fibre Agreement (MFA) and was introduced in the 1970s. The ending of the agreement this year is the final part of a gradual 10 year programme by the World Trade Organisation (WTO) to phase out the quotas. The textile quotas were originally introduced by the major industrialised nations to protect their industries from cheap imports from elsewhere in the world. This system allowed the developing countries to have a guaranteed share of world markets through their quotas and as the market has grown, the quotas have grown correspondingly.

The ending of the guaranteed quotas at the start of this year raised concerns among many smaller developing countries that the major textile producers - China and India - would take the lion’s share of the market and smaller producers like Bangladesh and Cambodia would lose out as they lost their guaranteed share. Bangladesh, for example, is heavily dependent on the textile trade with 85% of their exports being textiles. As Mark Duckenfield, a trade expert at the London School of Economics put it:

“China and India would be more competitive because they are able to produce larger quantities at lower cost than some of these other countries. Mauritius would be a prime example of a country which has thrived under the quota regime but now faces some problems.”

Source: BBC News Online, New look for global clothing industry by Andrew Walker, http://news.bbc.co.uk/1/hi/business/4098305.stm
Rich countries also were concerned about the ending of the Multi-Fibre Agreement, though British manufacturers felt that they had moved sufficiently up market to be less threatened by the low-end cheaper Chinese and Indian imports. 195,000 people are employed in the textile industry in the UK and increasingly they are working in firms at the top end of the market where the profit margins are larger and smaller quantities are needed of each size and style. However, despite this, many firms were still worried about the ending of the quota system.

UK consumers though are likely to gain from the ending of the quotas. Cheaper imports will boost demand and shoppers will gain from increased consumer surplus. This, however, may be at the expense of the producers who will be forced to cut margins in many areas to compete with the lower-cost imports.

These concerns were also spread throughout Europe and while many manufacturers used the ten year phasing out period to restructure their operations and develop new products, some still felt that cheaper imports would seriously affect their businesses.

By June 2005, these concerns seemed well founded and Chinese imports of clothing were growing rapidly. In May, Chinese clothing exports were 30% higher than the previous May and the Chinese trade surplus had doubled over just one month to $8.99bn – well above expectations. Imports of jumpers and men’s trousers to the EU were up by 400%, T-shirts by 157% and shoes by 700%. These increases were too much for the EU to cope with and, under increasing pressure from European firms, they agreed a deal with China in June to limit growth in imports of 10 categories of Chinese-made clothing and fabrics - including T-shirts and flax yarn - to 10% a year until 2008.

However, this was far from an easy solution. By July around 75 million items were sitting in warehouses and ports around Europe as the quotas were already exceeded in many categories. Retailers and manufacturers had launched huge shipments of goods to fulfil orders already in place, but these were not being allowed through because of the temporary quotas. The British government and the EU were now both coming under pressure from retailers who were concerned they would not be able to fill their shelves and the prospect of empty clothing shelves at Christmas loomed large. The row became known as ‘bra wars’ and led to some painful puns in the tabloid headlines including ‘Storm in a D-cup’ among others.

Peter Mandelson, the EU trade Commissioner, started urgent talks with the Chinese authorities and by the start of September had negotiated a deal with the Chinese. Under the deal, half the blocked goods were to be released unconditionally. The rest will count against 2006 quotas. This deal was approved by the EU on September 6th.

However, the story is far from over. The US authorities too are in negotiations with the Chinese over the rising level of imports. US clothing manufacturers have warned Washington that thousands of jobs could be lost if restrictions are not placed on certain Chinese imports. The Bush administration has already imposed quotas on imports of knitted shirts, cotton trousers and underwear. It is considering similar restrictions on wool trousers, dressing gowns, bras and sweaters.

Want to find out more?

For more information on the economics of trade and the free trade and protectionism debate have a look at Boxes 23.3, 23.5, 23.7 and 23.9 in Economics (5th ed). The case study in Box 23.10 (p.666) considers the latest round of trade talks of the WTO. In Essentials of Economics (3rd ed) Box 4.4 pp.144-5) looks at OPEC while cost-push inflation is considered on pp.276-7. 

For articles related to trade see News Item 13 in the March 2005 edition of the Economics News Articles and also News Item 17 in the January 2005 edition.
