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Prgface

On April 5, 1984, the United States International Trade Commission, on
its own motion, instituted investigation No. 332-184 under section 332(b) of
the Tariff Act of 1930 (19 U.S.C. 1332(b)) on Emerging Textile-Exporting
Countries. This study was undertaken to update and supplement an earlier
report on the same subject that was published by the Commission in 1982. 1/
For the present investigation, 14 countries were selected for study of their
textile and apparel industries, trade patterns, government policies, and
resources to analyze their export potential to the United States and other
world markets. Of these 14 countries, 11 were examined in the previous
report. 2/

The term "emerging"” as used in this study refers to those countries
engaged in the process of increasing their relative share of world textile and
apparel trade. It does not refer to a level of economic development or to a
specific level of exports during a given period. Although many developing
countries have the potential to significantly expand their exports of textiles
and apparel during the remainder of the 1980's, the 14 countries selected for
consideration in this study were chosen primarily on the basis of actual
export levels or export growth to the United States during 1976-83. These
countries range from small, new suppliers, such as Indonesia, to larger,
established suppliers, such as India. The People's Republic of China (China),
which emerged as an important supplier of textiles and apparel during the
mid-1970's, has since increased its exports faster than almost all other
countries.

The evaluation of the potential of the 14 countries to significantly
increase their exports of textiles and apparel is based on information and
data primarily from published documents of the U.S. Departments of
Agriculture, Commerce, and State and the United Nations. Information was also
obtained from numerous domestic and foreign publications and interviews with
U.S. Government and industry officials. In addition, a field study was
carried out. It included visits to five of the countries studied: China,
Indonesia, Macau, Singapore, and Thailand. In those countries, interviews
were conducted with local industry and government officials. Data on world
trade in textiles and apparel and on exports of the 14 developing countries
were compiled by the staff of the U.S. International Trade Commission’
primarily from United Nations data. Export data for 10 of the 14 countries
studied were derived from data showing what other countries had imported from
the 10. 3/ This method allows for a close approximation of the exports of
countries that do not report such data to the United Nations or that do not do

1/ Emerging Textile-Exporting Countries: Report on Investigation No.
332-126 Under Section 332 of the Tariff Act of 1930, USITC Publication 1273,

August 1982.

2/ Brazil, China, India, Macau, Malaysia, Mexico, Pakistan, the Philippines,.
Singapore, Sri Lanka, and Thailand. The countries newly added for this report
are: Indonesia, the Dominican Republic, and Haiti.

3/ These 10 countries are China, India, Macau, Halays1a, the Phlllppxnes,

Sri Lanka, Thailand, Mexico, the Dominican Republlc, and Haiti.
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so on a current basis. Export data for the remaining four countries were
compiled from their reports to the United Nations on their exports. 1/

The information and analysis in this report are for the purpose of this
report only. Nothing in this report should be construed to indicate how the
Commission would find in an investigation conducted under other statutory
authority covering the same or similar matter.

1/ These 4 countries are Brazil, Iﬁdonesia, Pakistan, and Singapore.
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Executive Summary

World trade in textiles and apparel has been accorded special attention
at the national and international levels for many years, as evidenced by the
various international agreements developed to achieve orderly trade between
exporting and importing countries. The concern over textile trade has
intensified during the past decade or so because of the significant expansion
of the textile and apparel industries in the developing countries against a
backdrop of decelerating growth in consumption of these products in the
developed countries, the major markets. In addition, employment in the
textile and apparel industries of the developed countries has been declining.
Unlike the developed countries, which have largely depended on their own home
markets for growth, the developing countries have extensively used exports for
their growth, which has contributed significantly to a deterioration in the
terms of trade for the developed countries.

Trade in textiles and apparel of cotton, wool, and manmade fibers has,
since 1974, been governed by the Multifiber Arrangement (MFA), established
under the aegis of the General Agreement on Tariffs and Trade (GATT). 1/ The
MFA replaced the GATT-sanctioned arrangements, developed during the 1960's,
that provided for control of trade in cotton products. The MFA provides the
framework for the negotiation of bilateral agreements between importing and
exporting countries, or for unilateral action by importing countries in the
absence of an agreement, to prevent market disruption. The trade
restrictions, taking the form of quantitative limits, or quotas, on shipments,
mostly from developing countries, represent a derogation from the GATT, whose
nondiscrimination principle prescribes that no-less-favorable treatment be
accorded to all member countries. All the principal importing and exporting
countries, except Taiwan, are MFA signatories. 2/

The widespread and growing attention given world trade in textiles and
apparel since 1970 largely focused on the growing exports of Hong Kong,
Taiwan, and the Republic of Korea (Korea), the so-called Big Three. These

1/ Textiles and apparel covered by the MFA, which account for the bulk of
textile and apparel imports, are excluded from duty-free treatment under the
Generalized System of Preferences (GSP) and the Caribbean Basin Recovery Act
of 1983, commonly referred to as the Caribbean Basin Initiative (CBI). GSP,
under Title V of the Trade Act of 1974, provides duty-free treatment for
specified eligible articles imported directly from designated beneficiary
developing countries. GSP, implemented by Executive Order No. 11888 of Nov.
24, 1975, applies to merchandise imported on or after Jan. 1, 1976, and is
expected to remain in effect until July 4, 1993. The CBI is an economic
recovery program of trade, economic aid, and tax measures designed to expand
productive capacity and open new markets for nations of the Caribbean and
Central America. The CBI, enacted in title II of Public Law 98-67 and
implemented by Presidential Proclamation 5133, provides for nonreciprocal
duty-free treatment until Sept. 30, 1995, on most products imported from any
of the nations designated as beneficiary countries.

2/ For a more definitive discussion of the MFA, officially known as the
"Arrangement Regarding International Trade in Textiles," and its predecessor
arrangements on cotton products, see The Multifiber Arrangement 1980-84,
USITC Publication 1693, May 1985.




suppliers emerged as important sources of supply during the 1960's, and each
has since supplanted Japan to become the largest suppliers of low-cost
textiles and apparel to the world and to the United States. The Big Three's
combined share of U.S. imports has doubled since 1970, increasing from 24
percent of the total to 49 percent in 1983 and 47 percent in 1984.

The success of the Big Three in expanding their exports of textiles and
apparel has led to increasingly tighter restrictions on their shipments to
their major developed-country markets. These restrictions have encouraged
them to trade up to higher value-added goods to maximize their export earnings
and to move into heretofore relatively less import-sensitive products subject
to the MFA but not yet restricted by specific quotas. 1In addition, the Big
Three have recently accelerated their shipments of products not currently
subject to MFA control, namely products of miscellaneous textile fibers,
especially silk, linen, and ramie.

The increasing restrictions, as well as rising production costs, which are
causing the Big Three to trade up in quality and fashion have created
opportunities for new and smaller suppliers to export low- and medium-priced
apparel. A number of new and smaller suppliers have expanded their share of
world trade to become more important sources, either for specific products or
for multiple products. This partly reflects the long-term shift of textile
and apparel production to regions of low labor cost. It also reflects the
ongoing search by importers for alternatives to the Big Three for low-cost
production with fewer quota restrictions.

The following is a summary of findings on the textile and apparel
industries of 14 low-labor-cost countries with regard to their specific
strengths and weaknesses and potential for growth. 1/ A brief overview of
world textile trade and of U.S. trade is also included for perspective.

o World trade in textiles and apparel grew considerabl during the
1970's but has shown little or no growth during the early 1980°'s.

World trade in textiles and apparel, 2/ as measured by the value of world
exports, grew at an average annual rate of almost 18 percent between 1970 and
1980 to $95.5 billion. However, with the onset of the worldwide economic
recession and the corresponding decline in product demand, the trade grew by
less than 1 percent in 1981 to $95.9 billion and then declined by slightly
more than 5 percent in 1982 to $90.7 billion. It recovered by an estimated 2
percent in 1983, primarily as a result of the economic recovery in the United
States,. to approximately $92.8 billion. Approximately 3.5 percent of world
trade in textiles and apparel in 1983 originated in the United States.

1/ The countries include Brazil, China, the Dominican Republic, Haiti,
India, Indonesia, Macau, Malaysia, Mexico, Pakistan, the Philippines,
Singapore, Sri Lanka, and Thailand.

2/ Textiles are classified in the Standard International Trade
Classification (SITC) system under SITC 65 (textile yarn, fabrics, made-up
articles, not elsewhere specified, and related products) and apparel is
classified under SITC 84 (articles of apparel and clothing accessories).



o World consumption of textiles and apparel has been relatively stagnant
in recent years.

Growth in consumption of textiles and apparel in the developed countries
has slowed significantly since at least the late 1970's. The estimated annual
rate of growth in consumer expenditures on apparel in these countries, after
averaging 3.5 percent in 1978 and 1979, declined to 2 percent during 1980 and
1981 and to 0.5 percent in 1982 before recovering somewhat to 1.5 percent in
1983. The growth of these expenditures in the United States decreased from
9.5 percent in 1978 to 2 percent in 1982 and then rebounded to 3.5 percent in
1983. In the European Community (EC), the annual growth of its apparel
expenditures declined from 4.5 percent in 1978 to 2 percent in 1980 and to a
negative 0.5 percent in 1981 and 1982 before recovering to 0.5 percent in 1983.

Little real growth also has occurred in world consumption of textile
fibers, an indicator of demand for textiles and apparel. After averaging 14
pounds per capita during 1970-72, world consumption rose to approxlmately 15
pounds in 1979 and 1981 before falling to the l4-pound level in 1982 and
1983. Per capita fiber consumption in the United States peaked at 55.9 pounds
in 1978, declined continuously through 1982, when it reached its lowest level
since the mid-1960's of 44.7 pounds, and then rebounded significantly in 1983
to a 4-year high of 53.6 pounds. In Western Europe, per capita fiber
consumption reversed a 3-year decline in 1983, but recovered much more slowly
than U.S. consumption, reflecting the effects of the prolonged recession there.

o Significant shifts have occurred in textile and apparel production and
emploxmpnt from the devel oped countries to the developing countries
during the gast decade or so. i

The relatively large supply of low-cost labor in the developing countries
contributed importantly to the fact that their textile and apparel industries
were among the first in their manufacturing sector to be developed and to
produce exports competitive in the world market. Production and employment in
the textile and apparel industries of developing countries have increased
continually since 1970. Apparel production has carried the weight of that
increase, continuing to expand during the 1980's to record levels, whereas
textile production has remained flat during the period. By contrast, textile
and apparel production in the developed countries has shown little growth over
the years. It has declined since 1979, and employment has declined
continually since 1970.

1/ The three country groupings used here--developed, developing, and
centrally planned economy countries--correspond closely to those used by the
United Nations in reporting world trade and in the TPSC TradeNet, an
interagency computerized system of trade data developed by the Trade Policy
Staff Committee (TPSC), chaired by a representative of the Office of the
United States Trade Representative. Developed countries include the United
States, Canada, Japan, Western Europe (including Yugoslavia), Australia, New
Zealand, and South Africa; centrally planned economy countries include China
and other Communist countries; and developing countries include Hong Kong,
Taiwan, Korea, and other countries not included in the above.



The declines in production and employment in the developed countries have
resulted from stagnant consumption in their home markets and a loss of

competitiveness to developing countries because of their lower labor cost.
Declines in employment have also been prompted by developments in
productivity, especially in the United States, where the ongoing modernization
of the textile mill industry has been accompanied by a high degree of
automation and product specialization.

o The expansion of textile and apparel production capacity in the

developing countries has intensified competition in the export
market, leading to significant shifts in trade.

The developing countries increased their exports of textiles and apparel
more rapidly than did the developed countries between 1970 and 1980. They
averaged 23-percent growth per year, albeit from a smaller base, versus 16
percent for the developed countries. Moreover, the decline in world exports
during the early 1980's was almost entirely attributable to the decline in
exports by developed countries. Consequently, although the developed
countries remained the larger exporter, their share of trade decreased from 73
percent in 1970 to an estimated 55 percent in 1983. By contrast, the
developing countries' share nearly doubled during the period to just over 32
percent. The remaining 13 percent of the trade in 1983 came from the
centrally planned economies, with slightly more than one-half of their exports
originating in China.

The relative importance of the developing countries in the export market
has been increasing both for textiles and, especially, for the more
labor-intensive apparel, with their share of the trade amounting to slightly
more than 40 percent for apparel and 25 percent for textiles in 1983. The
developed countries, despite having experienced a decline in their share of
the export trade, still dominate the textile trade, generating about
two-thirds of the exports. Their greatest loss of market share has come in
apparel, for which they supplied slightly less than half the world exports in
1983.

o The 14 emerging textile-exporting countries as a group expanded their
exports faster than all other countries during 1979-83.

The relative importance of the 14 countries analyzed in this report in
world textile and apparel trade has increased significantly in recent years,
with their combined share of the overall trade expanding from 11 percent in
1979 to 15 percent in 1983. Their combined exports rose by about 50 percent
during the period to $13.9 billion, whereas those of all other countrles
increased by only 5 percent to an estimated $78.9 billion.

Although the aggregate data for the 14 emerging countries together are
heavily influenced by China, which accounted for about 40 percent of their
combined exports during 1979-83, many of the countries experienced significant
export growth. Average annual gains of more than 15 percent were recorded by
China, Pakistan, Indonesia, Malaysia, Sri Lanka, and the Dominican Republic.
The major exception was India, whose exports have declined since 1980.



o The major market for many of the emerging textile-exporting countries
is the United States, whose imports from these and all other

countries have increased considerably during the 1980's.

The United States is the major market for many of the 14 emerging
countries; its share of their exports increased from about 20 percent in 1979
to approximately 28 percent in 1983. It received a much greater share of the
exports of Mexico, the Dominican Republic, and Haiti, where U.S. firms send
garment parts for assembly and subsequent return as finished garments for sale
in the U.S. market.

U.S. imports of textiles and apparel from all countries, including the 14
emerging countries, increased by an average annual rate of 17.5 percent during
1979-84, reaching a record $17.8 billion in 1984. 1In 1984 alone, imports rose
by an unprecedented 39 percent or by $5 billion. Shipments from the 14
emerging countries expanded more rapidly during the period, rising at an
annual rate of 21 percent to $4.6 billion in 1984. Slightly more than
one-third of this growth was generated by China, whose shipments climbed .
nearly sixfold to $1.3 billion, making it the fourth largest supplier after
Hong Kong, Taiwan, and Korea. By contrast, imports from the Big Three rose
less rapidly, by 16 percent annually, to a total of $8.3 billion;
consequently, their share of total U.S. imports, after reaching 49 percent in
1983, fell to just under 47 percent in 1984.

The rapid growth of imports in the 1980's far exceeded the growth of the
domestic market for textiles and apparel, resulting in successively higher
record levels of import penetration. This is especially true for apparel,
which accounted for three-fourths of the value of the sector's imports during
1980-84. Imports' share of the U.S. apparel market expanded from 25.6 percent
in 1981 to 27.8 percent in 1983 and to 33.0 percent in 1984.

o The growth in imports of textiles and apparel has prompted the United
States to intensify its efforts to control these imports which will
significantly influence the export potential of the emerging
textile-exporting countries.

The United States currently has agreements with 30 countries 1/ providing
for quotas on imports of specified products and procedures for establishing
quotas on other products when it determines that imports of a particular
product are causing or threatening market disruption. It negotiated 6-year
agreements with the Big Three during 1982 that provide for average annual
growth of 1 percent by quantity on quota items and, during 1983, negotiated a
S-year agreement with China that provides for average annual growth of just
under 4 percent.

1/ Brazil, China, Colombia, Costa Rica, the Dominican Republic, Egypt,
Haiti, Hong Kong, Hungary, India, Indonesia, Japan, Korea, Macau, Malaysia,
the Maldives, Mauritius, Mexico, Panama, Pakistan, the Philippines, Poland,’
Peru, Romania, Singapore, Sri Lanka, Taiwan, Thailand, Uruguay, and
Yugoslavia. The agreement with Brazil expired on Mar. 31, 1985, and, because
no new agreement had been concluded, the United States unilaterally imposed
quotas on eight--mostly cotton--product categories.



To curb import growth in MFA products not covered by quotas, the
President in December 1983 announced new guidelines providing for a more

systematic method of evaluating import levels for market disruption or its
threat, which has resulted in an unprecedented increase in actions to
establish new quotas. 1In May 1984, the President directed the Secretary of
the Treasury to clarify and revise customs regulations in order to avoid
circumvention of the textile and apparel trade agreements. This led to a
revision of the "country-of-origin" rules, which was intended to eliminate
quota avoidance through the multi-country manufacture of textile products.

The U.S. Department of Commerce determined in March 1985 that subsidies
had been granted on textiles, apparel, or both from several countries whose
export potential is examined in this study. 1In its final determinations, the
Department of Commerce found the net subsidies to be de minimis for Malaysia
and Singapore; 1.23 percent for apparel from Thailand; 5.0 percent for textile
mill products and 3.06 percent for apparel from Sri Lanka' and 3. 7 percent for
textile mill products from Hex1co 1/ :

Emerging Textile-Exporting Countries

o Twelve of the 14 countries studied aggear to possess the potential to
increase their exports to the United States durzng the next 5 years.

The 12 countries with potential to increase exports to the United States
are China, Brazil, Indonesia, Macau, Malaysia, Pakistan, the Philippines,
Singapore, Sri Lanka, Thailand, the Dominican Republic, and Haiti, which
together accounted for 21 percent of total U.S. textile and apparel imports in
1984, up from 14 percent in 1979. The textile and apparel industries in these
countries have grown since 1980 and have become integral parts of their
economies, providing, in most cases, much needed employment and foreign
exchange earnings. Even in Singapore, with its relative labor shortage, the
evolution from the labor-intensive industries, such as apparel, to more
capital-intensive industries did not deter the growth of Singapore's textile
and apparel industry or its exports of these products. The governments of all
these 12 countries continue to promote their textile and apparel industries
and the industries' exports, with many establishing export processing zones.
The low labor costs of these countries, along with increased U.S. restrictions
on shipments from the Big Three and a shift in the Big Three's product mix to
higher valued-added products, will continue to create opportunities for an
expansion of exports to the United States by these 12 countries. Although
U.S. restrictions on imports from these countries increased during 1980-84,
the restrictions did not prevent significant overall growth in their textile
and apparel exports to the United States.

1/ The countervailing duty petitions against Indonesia and the Philippines
were withdrawn on Apr. 8, 1985. Subsequently, on Apr. 17, 1985, the
Department of Commerce terminated the investigations on textile and apparel
imports from these two countries.



These countries will most likely continue to increase their exports to
the United States. Avenues of growth include MFA-covered products not yet
under quota; products not subject to MFA restraints, such as products of silk,
linen, and ramie; and use of normal MFA growth and flexibility for products
under quota. Their combined share of total U.S. imports will also expand,
largely at the expense of the Big Three's share, which declined from almost 50
percent in 1982 to 47 percent in 1984. The share of U.S. consumption of
textiles and apparel supplied by imports from all countries should also rise.

o The two remaining countries--India _and Hex1co——a22 ar _to have limited
- potential to achieve consistent expansion of their exports to the
United States in the near future.

Although the governments of both of these countries encourage and promote
the expansion of their textile and apparel industries, the export potential of
these countries is limited. 1India's textile and apparel policy is oriented
more towards providing employment to its growing population, than to improving
productivity. Although India's textile and apparel industry benefits from a
skilled labor force, low labor costs, and an abundant supply of raw cotton,
its production costs for a given quality product tend to be higher than those
of competing Asian suppliers, particularly China and Pakistan.

Mexico's export potential during the remainder of the 1980's is limited
by the fact that its textile and apparel industries are recovering slowly from
the effects of the country's economic crisis of 1981 and 1982. In addition,
 the plants operating along the U.S.-Mexico border, assembling apparel from
U.s.-fabricated components into finished apparel for shipment to the U.S.
market, were reportedly operating at peak capacity during 1984. These plants
generated 90 percent of Mexico's apparel exports to the Unlted states during
1980-84. -

: A country-by-country summary of textile and apparel export potentxal for
the next 5 years follows.

Brazil

o Brazil has potential for increased exports during the next 5 years.

Brazil's exports of textiles (excluding fibers) and apparel increased
irregularly from $727 million in 1979 to almost $760 million in 1983. More
than 80 percent of the exports during 1979-83 consisted of textile mill
products, mostly cotton yarns, fabrics, and homefurnishings. Conversely,
apparel accounted for a diminishing share of the exports, declining from 17 to
14 percent during the period.

Brazil's exports of textile fibers more than doubled from $127 million in
1979 to $327 million in 1983. Wool was the primary fiber exported during
1979-81 and accounted for between 42 and 77 percent of total fiber exports.
However, during 1982 and 1983, cotton displaced wool as the leading fiber
exported and accounted for almost 60 percent of total fiber exports in 1983.



Brazil's major export markets for textiles and apparel are the United
States and the EC, which together accounted for over 40 percent of Brazil's
total exports of these products during 1980-83. Brazil's shipments to the EC
decreased irregularly from $271 million in 1980 to $218 million in 1983, and
its shipments to the United States increased from $95 million in 1980 to $152
million in 1983. Relatively few products from Brazil are restricted by quotas.

The Brazilian textile mill industry has the capability to produce
products that will compete favorably in the world market as long as high
inflation and capital costs do not reduce its current level of price
competitiveness. Since 1980, the industry has achieved some success in
diversifying its export markets. The most successful new market has been East
Germany, which in 1983 was Brazil's third largest export market, accounting
for approximately 6 percent of the total value of textile exports.

Because of Brazil's position as a relatively high-cost producer, its
overall apparel exports are at modest levels. However, Brazil is expanding
the types of apparel that it exports and, consequently, has the potential to
have more impact on world apparel trade, particularly as an alternative to
lower cost supplying countries whose exports are more restrained by quotas.

China

o China has potential for increased exports during the next S5 years.

China's exports of textiles and apparel (including fibers) increased by
over 75 percent during 1979-83, to $6.7 billion in 1983, making China the
third largest exporting country after Italy and West Germany. China's export
growth is based on several factors. It has large and growing supplies of all
types of fibers, the world's largest textile industry, abundant low-cost
labor, and Government policies that encourage foreign investment,
modernization, and expansion of capacity. 1In addition, China has been highly
price competitive in the export market, and over one-half of its exports in
recent years have been shipped to countries with no quota restrictions.
Factors limiting China's growth potential include its relatively limited
capacity for high-quality dyeing and finishing, long production lead times,
and increasing import restraints in the United States.

China's exports to the United States, its second largest export market
after Hong Kong, increased fourfold in both quantity and value during 1979-83,
totaling 785 million square yard equivalents (SYE) and $1.1 billion in 1983.
China's exports to the United States in 1984 increased by 23 percent over the
1983 level to 967 million SYE. China supplied 9 percent of the total U.S.
imports of textiles and apparel in 1983, up from 3 percent in 1979. The
growth in China's exports to the United States is likely to moderate because
the number of MFA product categories under quota increased from 13 in 1981 to
over 50 in early 1985. However, it will stay at significant levels. Growth
will most likely continue in shipments of MFA products not yet covered by
quota and non-MFA products, such as those of silk, linen, and ramie. It will
also continue, though most likely at a slower rate, through the use of MFA
growth and flexibility provisions. To maximize the use of its U.S. quotas,
which are based on quantity and not value, China has been trading up to higher
priced merchandise. '



In addition to increasing exports to the U.S. market, potential exists
for China to increase its exports to Hong Kong, its largest market, and Japan,
its fourth largest market. China's diversity of competitively priced products
and its strategic location will help it grow in both markets.

China's exports to the EC, its third largest market, tripled during
1977-83 to $960 million in 1983, despite the lack of growth in this market
since 1981. Potential exists for China to increase its exports to the EC, but
it will face strong competition from a number of Asian and Mediterranean
countries. However, the growth is expected to come at the expense of the Big
Three, whose growth potentlal in the EC is restricted by tougher MFA
restraints. .

India

o India has limited potential for increased exports during the next
S _years.

Ind1a s growth potential in textlle and apparel exports will be limited
during the next 5 years even though it has one of the largest textile and
apparel industries in the world and a need for increased export earnings. In
1983, India ranked 15th among world exporters of textiles and apparel,
accounting for 1.7 percent of the world total, compared with 2 percent in
1980. 1Its total exports of textiles and apparel, after doubling between 1976
and 1980 to $1.85 billion, declined by 20 percent to $1.47 billion in 1983,
largely because of a significant decline in textile exports.

India's potential to expand its exports of textiles and apparel is
limited by several factors, including government policy, industry structure,
relative lack of product diversification, and MFA restraints on its apparel
exports to the United States. 1India's policy towards textiles and apparel,
though favoring exports, is primarily guided by considerations of employment
over those of production. 1In addition, India's textile and apparel industry
produces primarily for the domestic market, which has quality and styling
standards different from those of the international market.

India has a trained work force, low labor costs, and abundant cotton, and
it produces unique handloomed fabrics. WNevertheless, production costs tend to
be relatively high (except for production of items with a very large labor
content), because of old equipment, labor difficulties, and high costs for
power, fibers, and borrowed funds.

India's largest export market for textiles and apparel was the EC, which
accounted for 43 percent of its exports in 1983. 1Its exports to the EC
declined by 34 percent during 1980-83 to $627 million in 1983. 1India's
exports to the United States, its second largest market, rose by only 2 percent
during 1980-83 to $404 million. However, its apparel exports to the United
States increased by 54 percent during the period to $254 million while its
textile exports decreased by 35 percent to $150 million. In terms of
quantity, India's exports of MFA-controlled textiles and apparel to the Unlted
States grew from 151 million SYE in 1980 to 170 million SYE in 1983; in 1984,
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they increased by another 49 pércent. Exports to all other markets generally
declined during 1980-83. L ;

The decline in India‘s exports of textiles to the United States during
1980-83 occurred despite the fact that virtually all such shipments were not
restricted by quota. The decline resulted partly from increased competition
from other developing nations, particularly China and Pakistan.

Although India's apparel exports to the U.S. market have been expanding,
future growth through product diversification is hindered by a limited fabric
base and lack of coordinated product development both in terms of fabrics and
apparel. In addition, its growth potential in manmade-fiber products
currently is limited because of higher production costs for such products.
However, potential exists for India to continue increasing its exports of
non-MFA textiles of silk and jute.

Indonesia

o Indonesia has potential for increased exports during the next 5 years.

Although Indonesia accounted for less than 2 percent of world trade in
textiles and apparel in 1983, its exports of these products grew rapidly from
$8 million in 1977 to $267 million in 1983. S

Several factors contributed to this sizable growth. Government
promotions, such as the establishment of export processing zones, export
duty exemptions, and export certificates that can be used either for tax
payments or cashed, have encouraged expansion.of textile and apparel exports.
Indonesia's wage rates for textile workers, estimated at 22 cents per hour in
1984, rank among the lowest of the Asian textile and apparel manufacturing
countries. These low wages enabled Indonesia to sell its products at
competitive prices to markets such as the United States, Singapore, Japan, and
the EC. Indonesia also had fewer quota restrictions than its large Asian
competitors, particularly Hong Kong, Taiwan, and Korea.

Potential exists for Indonesia to expand its exports of textiles and
apparel to the United States during the remainder of the 1980°'s. However, the
rapid rate achieved during 1977-83, when Indonesia's exports rose from
$1 million to $102 million, is expected to slow as quotas are applied to
additional product categories. Growth is most likely to occur in product
categories not yet under quota, such as woven fabrics of manmade fibers,
gloves, nightwear, skirts, and dresses. Indonesgia's greatest potential for
export growth is in textile and apparel export markets other than the United
States which do not currently restrain Indonesia's exports.

Macau

o M P pparel exp

acau has otential for increased apparel exports to the United
States during the next 5 years. :

Macau's textile and apparel exﬁorts, after increasing rapidly between
1976 and 1981, leveled off during 1981-83 at an average of $558 million
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annually. Apparel represented 83 percent of the exports in 1983. The lack of
growth in Macau's exports during 1981-83 was due largely to an 1ll-percent
decline in shipments to the EC.

Macau's competitive strength, particularly in apparel, is based on low
wage rates, a skilled labor force, availability of duty-free inexpensive
fabric from China, long experience in apparel production, and proximity to the
port of Hong Kong. At the same time, factors hindering export growth are a
small land area, limited raw materials, and inadequate transportation and
harbor facilities. 1In addition, Macau's Government is encouraging and
promoting the diversification and expansion of its industrial base to reduce
the economy's dependence on the growth of the textile and apparel industries.

-Macau's largest export markets for textiles and apparel are the EC and
the United States, which received 43 percent and 25 percent, respectively, of
Macau's textile and apparel exports in 1983. 1In 1982, Macau was the 12th
largest apparel supplier to the United States and ranked 10th among apparel
suppliers to the EC.

Macau's textile and apparel exports to the EC declined from $300 million
in 1980 to $240 million in 1983, reflecting the EC's economic recession and
restrictions on Macau's apparel exports. Macau is considered by the EC as a
"dominant supplier,” along with the Big Three, and therefore allowable growth
in quota items is limited. Quota items represented 79 percent of Macau's
total textile and apparel exports to the EC in 1982. The remainder of the
exports to the EC consisted of nonquota items, for which potential for growth
exists. Macau's exports of nonquota textiles and apparel to the EC rose by
200 percent during 1979-82.

Macau's exports of textiles and apparel to the U.S. market increased by
45 percent from $98 million in 1980 to $142 million in 1983, Although most of
Macau's shipments to the United States are covered by quotas, potential exists
for future growth in both quota and nonquota items. The U.S./Macau textile
and apparel trade agreement, which expires in 1988, provides for annual quota
growth of 6.25 percent. 1In addition, significant unused quotas existed in
several manmade-fiber apparel categories during 1981-83. Macau also has been
expanding its shipments of nonquota textiles and apparel; their share of
Macau's total textile and apparel exports increased from 13 percent in 1979 to
24 percent in 1982,

Macau has increased its textile exports to Hong Kong, but future growth
there is limited. This reflects tougher MFA restraints on Hong Kong's apparel
exports, some of which are made from Macau's textiles, to the United States
and the EC and growing competition from China.

Malaysia

o Malaysia has potential for increased exports during the next 5 years.

Malaysia increased its exports of textiles and appaéel by 23 percent,
from $350 million in 1979 to $432 million in 1983. Approximately 55 percent
of its exports in 1983 consisted of apparel.
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Malaysia's textile and apparel industry has the potential for increasing
its exports, partly because of measures it has taken to consolidate and
modernize. It has purchased new equipment to increase capacity and output and
improve product quality, thereby allowing Malaysia to compete more effectively
in the world market.

Malaysia was the 31st largest supplier of textiles and apparel in the
world in 1983. The single largest export market for Malaysia's textiles and
apparel was, by far, Singapore, which took about 31 percent of Malaysia's
textile (excluding fibers) and apparel exports during 1983. The United States
was Malaysia's second largest market, and since 1979 it has sustained the
fastest growth. Malaysia's shipments to the United States, of which more than
90 percent were apparel in 1983, more than doubled from $47 million in 1980 to
$110 million in 1983. Although 14 of the 15 MFA categories covered by quota
were more than 80-percent filled, opportunities for growth exist in the 42 MFA
categories currently shipped to the United States that are not subject to
quota.

Pakistan

o Pakistan has potential for increased exports during the next 5 years.

Pakistan's textile and apparel exports increased by 90 percent from 1979
to a total of $1.5 billion in 1983, despite reduced product demand brought
about by the economic recession in major export markets during 1981-83. The
~ dollar value of Pakistan's exports during 1981-83 rose by 39 percent despite a
25-percent depreciation of its currency relative to the U.S. dollar.

Pakistan, whose exports in this sector consist mostly of textiles, is the
world's largest exporter of cotton yarn and the seventh largest exporter of
cotton fabric. Although its textile products usually are relatively low in
quality, their low price assures them of a place in the world market.
Pakistan's competitive strengths are based on favorable Government policies,
large supplies of domestically produced cotton, lower wage rates than many of
its competitors, and scale economies including unused capacity. In addition,
a substantial volume of its exports go to non-MFA developing countries where
Pakistan's competitively priced products are not restricted by quotas.

The Government of Pakistan has adopted policies that encourage the
modernization of the textile and apparel industry to improve product quality
and productivity. However, a shortage of capital has slowed this process. In
addition, Government policies favoring the cottage industry sector over the
mill sector has placed the mill sector at a competitive disadvantage,
resulting in reduced profits and lack of funds necessary for modernization and
growth.

Pakistan's largest export market until 1980 was the EC. Since then,
Asian countries, other than the Big Three, have become the largest markets,
taking 48 percent of Pakistan's textiles. and 41 percent of its apparel in 1983.
The growth is attributed to rapid increases in exports to the Middle East;



13

however, growth in this market is likely to be limited because of a
continuation of reduced economic activity brought about by the decline in
world demand for oil.

Pakistan's exports to the EC and to the United States, the largest
markets outside Asia, are likely to continue growing because of their price
competitiveness. 1In addition, nearly half of Pakistan's exports to the United
States and about two-thirds of its exports to the EC in 1982 were not covered
by quotas. The growth in apparel exports to the United States is expected to
continue, particularly since the overall quota for apparel was lifted under
the current bilateral agreement. In the EC, expansion of apparel exports is
likely within the specific limits for three apparel categories for which

relatively large increases were provided and also for nonquota apparel
categories.

Pakistan's other significant export markets are Japan and Hong Kong,
which together accounted for 70 percent of Pakistan's yarn exports in
FY 1983. Pakistan's export potential in Hong Kong is limited because of
tougher MFA restrictions on Hong Kong's exports and keen competition from
China. 1In Japan, which receives about 40 percent of Pakistan's yarn exports,
potential exists for export growth because of voluntary restraints established
by a major competitor, Korea, on its yarn shipments.

Philippines

o The Philippines has potential for increased exports during the next
S _years.

Despite political and economic problems in the Philippines during 1983,
its exports of textiles (including fibers) and apparel increased irregularly
from $541 million in 1979 to $595 million in 1983, making it the 25th largest
exporter. More than three-fourths of the exports during the period consisted
of apparel; textiles accounted for less than 15 percent of the total, and
fibers, for slightly less than 7 percent.

Almost all the growth in the Philippines' exports of textiles and apparel
was accounted for by shipments to the United States, which, along with the EC,
was its major market. Their combined share of the Philippines' exports
increased from 75 percent in 1979 to 87 percent in 1983; the U.S. share alone
increased from 47 to 65 percent during the period. The Philippines' textile
and apparel shipments to the EC declined by 26 percent from 1980 to 1983.

With respect to its u.s. quotas, only 21 of the 48 categories of textile
and apparel exports subject to quota were more than 75-percent filled in

1983. Consequently, additional export growth exists in both quota and
nonquota categories.

The Philippines' export potential in textiles and apparel has been
enhanced by the establishment of export processing zones there that allow
fabric used in the production of apparel for export to be imported duty free.
Additionally, the Textile Industry Modernization Program of 1981, sponsored by
the Philippine Government and the World Bank, is designed to improve the
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current state of the textile industry and, in turn, make it more competitive
in the world market and better able to supply the fabric needs of the
Philippine apparel industry.

Singapore
o Singapore has potential for increased apparel exports during the next
S_years. ‘ }

Singapore ranked 18th among world exporters of textiles and apparel in
1983, accounting for 1 percent of total world exports. Approximately one-half
of its exports were reexports, mostly textile products. Singapore's textile
and apparel exports, after growing at an average annual rate of 27 percent
during 1976-79, dropped to an annual growth rate of 4 percent between 1979 and
1983, totaling $860 million in 1983. The decline in the growth rate was due
largely to stagnation of textile exports, while apparel exports increased by 6
percent annually during the period.

Singapore, a small country with limited natural resources and a small
population, is faced with a tight labor supply. 1In addition, the textile
sector, faced with import dependency for its fibers and textiles and growing
competition from low-wage, developing countries, has contracted in size.
Nevertheless, the sector has been modernizing its facilities and improving its
productivity.

The United States and the EC are Singapore's major markets, particularly
for apparel, taking 48 and 30 percent, respectively, of Singapore's apparel
exports in 1983. Apparel exports grew by over $100 million between 1979 and
1983, with the United States absorbing all of the increase. Apparel exports
to the EC dropped, especially since 1981, from $169 million in 1981 to
$117 million in 1983, The decline in Singapore's exports to the EC market was
believed to be due largely to an appreciation of Singapore's dollar against
the currencies of the EC's trading partners, which reduced the price
competitiveness of its goods. 1In textiles, developing countries absorbed
about two-thirds of Singapore's exports, totaling $382 million in 1983, about
79 percent of which were reexports, primarily fabrics dyed and finished in
Singapore. Malaysia has been the largest export market for Singapore's
textiles, accounting for 26 percent of the total in 1983.

Singapore's 1984 exports of textiles and apparel to the United States
increased by nearly 40 percent over the 1983 level to 141 million SYE.
Potential exists for future growth because of improvements in productivity and
tighter quota restrictions on its major competitors' exports to the United
States. Potential also exists for growth in apparel exports to the EC in view
of the EC's economic recovery and expected easing of the strength of
Singapore's dollar against the EC currencies. :
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Sri Lanka

o Sri Lanka has the potential for increased exports during the next 5
years.

Sri Lanka is a relatively small supplier of textiles and apparel, ranking
40th in terms of total world trade and accounting for less than 1 percent of
total world exports. However, its exports continue to increase steadily, and
Sri Lanka's apparel industry, with its extremely low wages of $0.27 per hour,
remains attractive to Asian and other foreign investors as EC and U.S. apparel
quotas become filled by the large Asian suppliers.

Growth in Sri Lanka's exports of textiles and apparel, consisting almost
entirely of apparel, moderated during 1980-83 from the rapid growth of
1976-80, when its exports increased from $8.8 million to $131.8 million. From
1980 to 1983, Sri Lanka's exports increased by 65 percent to $217.7 million.
In 1984, growth accelerated again, at least to the U.S. market, where Sri
Lanka's exports increased by 61 percent over the 1983 level to $205 million.

Sri Lanka's exports are shipped almost entirely to the United States and
the EC, which received 65 and 29 percent, respectively, of the total in 1983.
U.S. imports from Sri Lanka of apparel covered by MFA categories increased by
58 percent from 42.5 million SYE in 1980 to 67.3 million SYE in 1983 and then
increased at an accelerated rate in 1984, climbing by 72 percent to 115.7
million SYE. The value of these imports rose by 96 percent during 1980-83,
from $64.2 million to $126.2 million. The value rose at a considerably faster
rate than did the quantity, indicating that apparel firms in Sri Lanka traded
up in their product mix, manufacturing higher value-added goods, reportedly of
a quality and styling comparable to those produced in Hong Kong and Korea.

Sri Lanka was able to continue increasing its shipments to the United
States during the 1980's despite the fact that approximately three-fourths of
its apparel shipments were subject to quotas during 1981-83. Although almost
90 percent of U.S. imports from Sri Lanka had been subject to quotas in 1983,
U.S. apparel imports from Sri Lanka increased by 72 percent, in terms of
quantity, from 1983 to 1984. Sri Lanka was able to increase its shipments of
quota items by utilizing the flexibility provisions provided for in the
U.S./Sri Lanka bilateral textile agreement. Consequently, U.S. quotas are not
likely to significantly hinder Sri Lanka's potential to increase its exports.
In addition, Sri Lanka's apparel industry has shown the capability to
diversify, as it did in 1982 when it increased its shipments of manmade-fiber
apparel. Export potential also exists in nonquota categories. The potential
for growth also exists in the EC market, where approximately 50 percent of Sri
Lanka's exports were not subject to quotas in 1982.

_ Sri Lanka's free trade zone, for which apparel accounted for 80 percent
of its export earnings, continues to grow. However, the Sri Lankan Government
has been attempting to reduce the zone's dependence on apparel production
because of its high import content. Approval for the establishment in the
zone of only one firm was granted in 1982. However, approvals for new apparel
firms locating outside the zone did not decrease in 1983. The Government,
well aware of the benefits to the country if the textile industry were able to
provide the apparel industry with quality fabrics, has been actively promoting
the development of the textile industry. -
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‘Thailand

o Thailand has the potential for increased exports during the next
5 years.

Thailand currently accounts for only 1 percent of world trade in textiles
and apparel despite having significantly expanded its exports in recent
years. Although the rapid growth of Thailand's exports during the late
1970's, albeit from a very small base, has slowed considerably during the
early 1980's, preliminary data for 1984 indicate that there has been a marked
resumption of the rapid growth. After rising at an average annual rate of
32 percent during 1976-79, Thailand's exports grew thereafter by only
10.6 percent annually to an estimated $823 million in 1983. However,
Thailand's exports of textiles and apparel to the United States in 1984
accelerated by 72 percent, 1nd1cat1ve of a substantial increase in its exports
to the world market.

Thailand's biggest export market for textiles and apparel is the EC,
which has received approximately 35 percent of Thailand's exports in recent
years. The United States received about 20 percent of the exports. The rapid
growth in exports to the EC during the second half of the 1970's, however,
moderated during the early 1980's. 1In contrast, U.S. imports of textiles and
apparel from Thailand have continued their rapid growth. Total U.S. imports
of textiles and apparel from Thailand increased annually between 1980 and 1984
from $78 million to $272 million; in 1984 alone, they rose by 72 percent or by
- $114 million.

Thailand's exports of textiles and apparel are likely to continue
expanding during the remainder of the 1980's, primarily as a result of
Thailand's low labor costs, large labor force, and Government policies
designed to aid export expansion. 1In addition, Thailand will most likely
continue to benefit from some shifting of trade from the Big Three as they
respond to increasingly tighter quotas in their major markets and rising
production costs. Thailand's exports to the developed countries are also less
restricted by MFA quotas than those of the Big Three, although its quotas are
considerably smaller than those of the Big Three.

Thailand is becoming an increasingly important source in the U.S. market
for competitively-priced apparel, which accounts for approximately
three-fourths of its shipments of textiles and apparel to the U.S. market.
Although Thailand filled its U.S. quotas for several important cotton apparel
categories in 1983, it had considerable amounts of unused quota in several
manmade-fiber product categories which could permit additional export growth.
Potential for export growth also exists in MFA categories not covered by
quotas as well as in the normal year—to»year quota growth in the filled MFA
categories. :

Introduction to TSUS item 807.00 suppliers

Articles imported under TSUS item 807.00 of the Tariff Schedules of the
United States (TSUS) are those that have been assembled abroad in whole or in
part with fabricated components produced in the United States. The duty

, .
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levied on the imported assembled article is based on the full value of the
article less the cost or value of the U.S.-fabricated parts. 1/ For the most
part, the duty is assessed on the foreign value added or the cost to assemble
the article, primarily direct and indirect labor and overhead.

The potential savings in duty and production costs resulting from such
assembly operations are economically important to many industries, especially
the apparel industry. This industry uses the special tariff provision to
reduce costs and remain competitive in the marketplace. Garment parts are cut
from domestic or imported material in the United States, sent offshore for
assembly (i.e., the parts are sewn together into finished garments), and
returned to the United States as finished garments under TSUS item 807.00.

The duty is essentially assessed on the value added (primarily the cost of
sewing the parts together). Because the assembly of apparel is highly labor
intensive, apparel entered under TSUS item 807.00 comes from low-wage
countries, with Mexico and the Caribbean Basin countries, especially the
Dominican Republic, Haiti, and Costa Rica, accounting for most of the
shipments. These countries have an abundant supply of low-cost labor, and
their proximity to the United States provides U.S. firms with greater control
over the production process and shorter lead times than for goods manufactured
in Asia.

U.S. apparel imports under TSUS item 807.00 rose by 65 percent during
1979-84, from $477.9 million to $788.4 million. In 1984 alone, TSUS item
807.00 imports rose by 25 percent, or $156 million. Despite the growth, their
share of total apparel imports declined significantly, from 8.9 percent in
1979 to 6.4 percent in 1984, as total imports more than doubled during the
period to $12.4 billion.

Mexico is the major supplier of TSUS item 807.00 apparel imports; however,
the Caribbean Basin countries, particularly the Dominican Republic, have been
capturing increasing shares of total TSUS item 807.00 imports. Total imports
of such products from the Caribbean Basin rose by 129 percent from $185.3
million in 1978 to $424.4 million in 1984. Production costs are generally
lower in the Dominican Republic, Costa Rica, and Haiti than they are in
Mexico. Not only have U.S. apparel companies been using assembly operations
in the Caribbean, but some Asian textile and apparel companies have also
contracted or set up assembly operations there.

Mexico
o Mexico has limited potential for increased exports during the next 5

ears.

Mexico ranked 37th in world textile and apparel exports in 1983,
accounting for less than 1 percent. Most of Mexico's exports of textiles and

1/ The applicable rate of duty is the same as that which would otherwise
apply to the article itself if it were not under the purview of this special
tariff provision. The duty exemption.is limited to those fabricated
components of U.S. origin that were exported in a condition ready for assembly
without further fabrication, that have not lost their physical identity, and
that have not been advanced in value or improved in condition abroad except by
having been assembled. '
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apparel are shipped to the United States, which received over 85 percent of its
textile and apparel exports during 1981-83. Nevertheless, Mexico, the largest
single supplier of TSus item 807.00 apparel imports into the United States,
accounted for only 1 percent of total U.S. imports of textiles and apparel.

Mexico's exports of textiles and apparel (not including fibers) declined
by 29 percent from $380.9 million in 1980 to $268.9 million in 1982, and then
recovered somewhat in 1983, rising by 10 percent to $294.5 million. Apparel
accounted for almost 70 percent of total textile and apparel exports during
1981-83; textiles accounted for the remainder. Approximately 65 percent of
- Mexico's textile exports and almost 95 percent of its apparel exports during
1981-83 were sent to the U.S. market. Over 85 percent of the apparel entered
under TSUS item 807.00, after having been assembled in the in-bond zone along
the U.S. border from parts cut in the United States and shipped to Mexico for
assembly.

The decline in Mexico's textile and apparel exports was due ‘largely to
the economic crisis in Mexico during 1981 and 1982. Mexico's textile and
apparel industry experienced difficulties because of rising raw material
costs and subsequent shortages of raw materials, increased wages, credit
restrictions, and increased debt resulting from purchases of capital equipment
before the devaluation of the peso. The economic recessions in the United
States and Europe also contributed to the decline in exports. The 1983 rise
in Mexico's exports resulted mostly from the U.S. economic recovery and the
corresponding increase in demand for the products assembled in the in-bond
zones. It also resulted from the improved conditions in the Mexican textile
and apparel industry as the Mexican economy slowly recovered.

U.S. textile and apparel imports from Mexico covered by MFA categories
declined by 32 percent, from $222.5 million in 1980 to $105.9 million in
1982. They then rose by 15 percent to $172.9 million in 1983. These imports
continued to rise in 1984, accelerating by 46 percent in quantity and by 32
percent in value, to $217.7 million.

The greatest potential for growth in exports lies with the in-bond
apparel assembly subsector. However, industry sources report that this sector

is operating at full capacity and expansions in capacity are not expected in
the near future. ,

The Mexican Government controls the allocation of quotas on apparel
shipped to the United States. Current Government policy promotes the domestic
textile and apparel industry as part of its economic development plan to
increase the country's supply of basic goods. Therefore, the Government is
encouraging the expansion and higher utilization of productive capacity of the
industry and ensuring its supply of raw materials and capital equipment.

Dominican Republic

o The Dominican Régublic.has potential for increased exports in the next
5 years. ‘ ‘

The Dominican Republic is a small, world supplier of textiles and
apparel, ranking 45th and accounting for less than 1 percent of total world
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exports. However, the Dominican Republic's textile and apparel exports
increased significantly during 1976-83, rising by 580 percent from $21.5
million to $146.3 million. Over 90 percent of the exports during the period
consisted of apparel shlpped to the United States, where these shipments
accounted for less than 1 percent of total apparel imports. Most of these
shipments consisted of apparel assembled from parts cut in the United States
and entered under TSUS item 807.00. The Dominican Republic is the second

. largest supplier of TSUS item 807.00 apparel imports, accounting for

20 percent of the total in 1983.

The growth of the Dominican Republlc s apparel assembly sector has
paralleled the expansion of the country's four industrial free zones (IFZ's),
where apparel assembly operations have been major contributors, in terms of
number of firms, employment, and foreign exchange earnings. The Dominican
Republic Government offers companies locating in the IFZ's certain tax .
holidays, duty-free imports of machinery, equipment, and raw materials, and
certain foreign exchange incentives, in addition to the country's low wage
rates and available labor supply. The Government actively promotes the IFZ's
and the apparel assembly operations.

u.s. apparel imports from the Dominican Republic entering under TSUS item
807.00 increased steadily, rising by approximately 200 percent from $43.6
million in 1978 to $132.3 million in 1983. Growth continued in 1984 as the
_ imports increased by 23 percent in terms of SYE and 19 percent in value to
$155.5 million. The Dominican Republic still has room to grow in its
shlpments of apparel limited by U.S. quotas because only two of the four
product categories under quota during 1982 and 1983 were filled or nearly
filled. In addition, quota levels annually increase by 7 percent for cotton
and manmade-fiber products and by S5 percent for wool products. Potential
exists for considerable growth in nonquota categories, because 63 percent of
total U.S. apparel 1mports from the Dominican Republic in 49 categories were"
not subject to quotas in 1983. However, because the Dominican Republic sends
almost all its apparel exports to the United States, its export potential is
highly affected by U.S. demand and the extent to which U.S. companies continue
to use assembly operations to compete with the low-cost Asian suppliers.

Haiti

o Haiti has potential for increased exports in the next 5 years.

Haiti is a small, world supplier of textiles and apparel. It ranks 48th
in terms of world trade and accounts for less than 1 percent of total world
exports. Haiti's exports increased considerably during 1976-83, rising by 166
percent from $41.3 million to $110.0 million. Almost 90 percent of these
exports consisted of apparel. Over 90 percent of Haiti's exports were shipped
to the U.S. market, and approximately 80 percent of these shipments entered
under TSUS item 807.00. Although Haiti accounted for less than 1 percent of
total apparel imports into the United States it was the third largest supplier
to the United States of TSUS item 807.00 apparel imports, accounting for 12
percent of these imports in 1983.
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Haiti's competitive strengths lie in its extremely low wage rates,
abundant labor supply, and proximity to the United States. At approximately
$3.00 per day, Haiti's wage rate is the lowest in the Caribbean and one of the
lowest in the world. 1In addition, the Haitian Government has promoted the
expansion of the apparel assembly sector by offering incentives to foreign
firms that use assembly operations. Some examples of such incentives are tax
holidays; 100-percent foreign ownership; and exemptions from import duties on
raw materials, machinery, and equipment used in the manufacturing of products
for export. Haiti's infrastructure in its one industrial zone and in the
Port-au-Prince area is sufficient to satisfy the basic needs of apparel plants
located there. Factors possibly limiting Haiti's export potential include the
condition of its infrastructure outside the Port-au-Prince area.

U.S. apparel imports from Haiti entering under TSUS item 807.00 increased
by 85 percent, from $41.8 million in 1978 to $77.4 million in 1983. Growth
continued in 1984. U.S. imports of textiles and apparel from Haiti covered by
MFA categories increased by 13 percent, in terms of SYEs, from their level in
1983. Most of them consisted of TSUS item 807.00 imports.

Potential exists for Haiti to expand its exports of apparel to the United
States, including those limited by quotas. During the past 3 years, Haiti
filled only one of its quotas, which are increased each year by 7 percent.
Considerable growth potential in nonquota products also exists. Of U.S.
imports from Haiti in 50 MFA categories, 70 percent were not covered by quotas
in 1983. Because nearly all of Haiti's exports are shipped to the United
States, the potential for growth is largely affected by U.S. demand and the
extent to which U.S. companies continue using TSUS item 807.00 assembly
operations to compete with low-cost Asian suppliers.
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Introduction

World trade in textiles and apparel has been accorded special attention
at the national and international level for many years. This is evidenced by
the establishment of the Multifiber Arrangement (MFA) in 1974 and its
predecessor cotton arrangements in the 1960's under the General Agreement on
Tariffs and Trade (GATT). 1/ They were designed to prevent market disruption
in the importing developed countries, while allowing the exporting developing
countries to share in the growing world trade in these products. The concern
over the trade intensified during the past decade or so, when the developing
countries significantly expanded their textile and apparel production capacity
against a backdrop of decelerating growth in consumption of these products in
the developed countries, the major markets. Unlike the developed countries,
which have depended primarily on their own home markets for growth, the
developing countries have made extensive use of exports for their growth,
resulting in a significant increase in their market share in the developed
countries.

World. trade in textiles and apparel, as measured by the value of world
exports, has grown considerably over the years. From $18.9 billion in 1970,
world trade rose to $95.5 billion in 1980, or by an average annual rate of
almost 18 percent. However, with the onset of the worldwide recession, this
trade grew more slowly in 1981, increasing by less than 1 percent, to
$95.9 billion, before declining by slightly more than 5 percent in 1982 to
$90.7 billion. 1In 1983, world trade in textiles and apparel was estimated to
have recovered somewhat, rising by about 2 percent to $92.8 billion, largely
as a result of the economic recovery in the United States.

World consumption

Growth in consumption of textiles and apparel in the developed countries
has been slowing significantly since at least the late 1970's as indicated by
the pattern of consumer expenditures on apparel. 2/ 1In general, changes in the
level of expenditures on apparel affect the level of textile consumption,
because the demand for textiles is derived in large part from the demand for
apparel. The estimated annual rate of growth in consumer expenditures on
apparel in the developed countries, after averaging 3.5 percent in 1978 and
1979, declined to 2 percent in 1980 and 1981 and to 0.5 percent in 1982 before

1/ Officially known as "The Arrangement Regarding International Trade in
Textiles," the MFA provides the framework for the negotiation of bilateral
agreements between importing and exporting countries, or for unilateral action
by importing countries in the absence of an agreement, establishing
quantitative limits on imports of cotton, wool, and manmade-fiber textiles and
apparel to prevent market disruption in the importing country--restrictions
that would otherwise be a departure from GATT provisions. All the principal
importing and exporting countries, except Taiwan, are MFA signatories. For a
more definitive discussion of the MFA and its predecessor arrangements, see-
The Multifiber Arrangement: 1980-84, USITC Publication 1693, May 1985.

2/ The data on these expenditures were compiled from the section on textiles
and clothing in International Trade 1983/84 and the preceding years' issues,
published annually by the General Agreement on Tariffs and Trade, Geneva.
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recovering somewhat to 1.5 percent in 1983. The trend of these expenditures
was significantly influenced by U.S. expenditures, whose growth decreased from
9.5 percent in 1978 to 2 percent in 1982 before rising to 3.5 percent in

1983. In the European Community (EC), the other major market, the annual
growth of apparel expenditures declined from 4.5 percent in 1978 to 2 percent
in 1980 and to a negative 0.5 percent in 1981 and again in 1982. 1In 1983, the
EC expenditures recovered somewhat, rising by only 0.5 percent.

, In terms of world consumption of textile fibers, an indicator of demand
for textiles and apparel, little real growth has occurred in recent years.
World consumption, averaging 14 pounds per capita during 1970-72, rose to
approximately 15 pounds in 1979 and 1981 before falling to the l4-pounds per
capita level in 1982 and 1983, as shown in table 1.

Table 1.--Textile fibers: 1/ Consumption, population, and per capita
consumption, by country or country groupings, 1979-83

28.9 : 26.5

Item . 1979 ° 1980 | 1981 . 1982 . 1983
World: ‘ : : : : :
Consumption 2/--(million pounds)--: 65,443 : 64,748 : 68,465 : 64,816 : 66,780
Population———-- (million persons)-—-: 4,378 : 4,453 : 4,530 : 4,607 : 4,685
Per capita consumption—-(pounds)--: 14.9 : 14.5 : 15.1 : 14.1 : 14.3
United States: : : : : :
Consumption 3/--(million pounds)--: 12,161 : 11,384 : 11,423 : 10,376 : 12,554
Population———-- (million persons)--: 225 : 228 : 230 : 232 : 234
Per capita consumption--(pounds)--: 54,0 : 50.0 : 49.7 : 44.7 : 53.6
Western Europe: 4/ : : : : :
Consumption 5/--(million pounds)--: 9,805 ¢ 9,000 : 8,939 : 8,490 : 8,822
Population———-- (million persons)--: 339 : 340 : 342 : 342 344
Per capita consumption--(pounds)--: : 26.1 : 24.8 : 25.6

oo

o

1/ Includes cotton, wool, and manmade fibers.

2/ Represents world production of cotton, wool, manmade fibers, and silk.

3/ Represents U.S. average annual fiber available for consumption, excluding
non-textile glass fiber; based on mill consumption plus imports less exports of
semimanufactured and manufactured products.

4/ Includes the countries of the EC, except Greece, the European Free Trade
Association, Spain, Gibraltar, and Malta; also excludes Turkey and Yugoslavia.

3/ Represents domestic mill consumption; does not include allowances for imports
and exports of semimanufactured and manufactured products.

Source: World consumption and U.S. data, from Textile Economics Bureau, Inc.,
Textile Organon, Roseland, NJ, May and July 1984 issues; world population, from
United Nations, Monthly Bulletin of Statistics, January 1985, p. xii; and Western
Europe data, from International Rayon and Synthetic Fibres Committee, CIRFS: 1984,
Paris, pp. 32 and 33.
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Per capita fiber consumption in the United States, after averaging 55.9
pounds in 1978, declined continuously through 1982 to 44.7 pounds, its lowest

level since the mid-1960's. 1In 1983, however, per capita fiber consumption
rebounded significantly to 53.6 pounds, the highest level since 1979. 1In
addition, the 12.55 billion pounds of fiber consumed in the United States in
1983 surpassed the previous high of 12.45 billion pounds set in 1978. 1In
Western Europe, on the other hand, per capita fiber consumption recovered much
more slowly in 1983, reflecting the effects of the prolonged recession there.
Although reversing a 3-year decline, the 1983 per capita fiber consumption in
Western Europe of 25.6 pounds remained well below the 1979 level of 28.9
pounds. _

World production and employment

The world textile and apparel sector has been undergoing significant
changes since 1970. During that time, the shift in production and employment
from the developed countries to the low-labor-cost developing countries
intensified. The need of the developing countries to employ their relatively
large labor supply, coupled with the large labor content in the manufacture of

“textiles and especially apparel, have contributed importantly to this sector's
being among the first manufacturing sectors in the developing countries to be
established and be export competitive. This has also been encouraged by the
sector's ease of entry in terms of capital and technology, access to raw
materials and production equipment, and the fact that the highly fragmented
nature of the sector worldwide affords these countries an opportunity to
develop their export potential, Moreover, risks inherent in international
marketing have been minimized for the developing countries because the
contracting importers, retailers, and producers in the developed countries
have assumed much of the responsibility of coordinating production, procuring
materials, marketing, and forecasting fashiomns.

World production of textiles and apparel is highly influenced by changes
in the level of economic activity in the developed countries. Therefore, the
slowdown in the growth of consumption in the developed countries at a time when
the production base for textiles and apparel was already large has meant slower
growth in the manufacturing base for those items than for manufacturing as a
whole. From 1970 to 1979, textile and apparel production, in terms of volume,
increased at an average annual rate of approximately 3 percent, compared with
almost 5 percent for all manufacturing. During the 1980's, textile and apparel
output has declined, whereas all manufacturing rose marginally, as shown in
table 2.
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Table 2.--Indices of industrial production and employment for all manufactur1ng,
textxles, and apparel, 1/ selected years 1970~ 83

: (1980=100)
Area and item : . 1970 0 1973 | 1976 | 1979 . 1981 . 1982 . 1983
Production
World: : : : - : : Co

All manufacturing---——--———————--: 65 : 80 : 86 : 99 : 101 : 101 : 2/
Textiles——-————-mmmmmm : 78 : 91 : 95 : 100 : 98 : 96 : 2/
Apparel - - —— 76 : 87 : 95 : 100 : 100 : 98 : 2/

Developed countries: : : H : L

All manufacturing--—--—————c—ee; 74 : 89 : 89 : 101 : 100 : 96 : 2/

Textiles : 86 : 103 : 99 : 102 : 96 : 93 : 3/ 95
- Apparel————--- - : 93 : 103 : 105 : 106 : 97 : - 93 : 3/ 94
Developing countries: : : : HE e Coe

All manufacturing- — -2 52 : 68 : 80 : 96 : 101 : 104 : - 2/
Textiles - ——=: 70 : 84 : 93 : 98 :- 100 : 100 : 2/
Apparel -—— : —————— 61 : 78 : 92 : 98 :: 106 : '107 : 2/

" Centrally planned economies: ° : : : : : : e

All manufacturing--—-—-————meeeo : 49 : 64 : 81 : 95 : 102 : 105 : 2/
Textiles————- - : 64 : 75 : 89 : 98 : 100 : 98 : 3/ 99
Apparel-———- - : 60 : 70 : 84 : 94 : 102 : 103 : 3/104

: Emp loyment
World: : : : : ¢ : e :

All manufacturing--——~—————cco————: 84 : 91 : 95 : 100 : 100 : 2/ : 2/
Textiles——————————ccem : 88 : 96 : 98 : 101 : 98 : 2/ : 2/
Apparel-——- - 74 : 81 : 95: 102 : 100 : 2/ : 2/

Developed countries: : : : : : : :

All manufacturing-----—----—--——-: 103 : 105 : 100 : 101 : 97 : 94 : 2/
Textiles——-—=————mmm e 133 : 128 : ‘113 : 105 : 93': 87 : 4/ 85
Apparel-—————— 110 : 114 : 107 : 103 : 96 : - 93 : 4/ 91

Developing countries: e : : R . E

All manufacturing—-—————-—oeoe-——: 59 : 73 : 87 : 98 : 100 : 2/ : 2/
Textiles——-——————mmcmmmm 70 : 81 : 90 : 98 : 100 @ 2/ : 2/
Apparel————————— ey 43 : 53 : 84 : 101 : 101 : 2/ : 2/

‘Centrally planned economies: : : : : S : :

All manufacturing--—--—————————- : 85 : 91 : 95: 99 : 100 : 100 : 2/
Textiles———-——- - ~3 93 : 97 : 99 : 100 : 99 : 97 : 2/
Apparel-————— - : 92 : 95 : 98 : 99 : 101 : 100 : 2/

1/ Also includes leather and footwear.

2/ Not available.

3/ Estimated by the staff of the U.S. International Trade Commission from data
published in International Trade 1983/84, General Agreement on Tariffs and Trade.
Geneva, 1984, p. 66.

4/ Estimated by the staff of the U.S. International Trade Commission from data
published in Indicators of Industrial Activity: 1984-III, Organization For Economic
Cooperation and Development (OECD), Paris, 1984, pp. 32-37.

Source: United Nations Conference on Trade and Development. Handbook of
International Trade and Development Statistics: 1984 Supplement, New York, 1984,
PP. 420-431, except as noted.
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The aggregate data mask the underlying shifts in textile and apparel
production and employment from the developed countries to the developing
countries and the centrally planned economies, especially China. 1In the case
of textiles, production in developed countries peaked in 1973 and then
declined significantly during the recessionary years of 1974 and 1975 before
rebounding sharply in 1976. It rose marginally through 1979, when it
approached the 1973 level, but declined during the following 3 years, reaching
a 7-year low in 1982. Apparel production in the developed countries also
declined from 1979 to 1982 when it reached its lowest level since 1970. 1In
1983, the developed countries' production of textiles and apparel recovered
somewhat, rising by 2.5 and 1.5 percent, respectively. 1/

By contrast, textile and apparel production in the developing countries
and the centrally planned economies rose almost without interruption during
the 1970's. From 1970 to 1979, textile production increased at an average
annual rate of 3.8 percent in the developing countries and 4.8 percent in the
centrally planned economies; apparel production increased at a somewhat faster
rate of 5.4 and 5.1 percent, respectively (table 2). During the 1980's,
although textile production in these countries remained flat or declined,
apparel production continued to rise, reaching all-time highs in 1982.

The growth in employment in the textile and apparel sector since 1970 has
been generated almost entirely by the developing countries. Employment in the
developing countries more than doubled in the apparel industry and rose by
slightly more than 40 percent in the textile industry between 1970 and 1981
(table 2). By contrast, employment in the developed countries fell by 36
percent in the textile industry and by 17 percent in the apparel industry
during 1970-83. The declines were due to a variety of factors, including
stagnant consumption; introduction of labor saving equipment, particularly in
the textile industry; and increased imports from the developing countries.

Nevertheless, the textile and apparel sector still ranks among the
largest sources of manufacturing jobs in both the developed and developing
countries, employing roughly 25 million persons worldwide. Slightly more than
half the workers are engaged in apparel production, for which employment has
risen over the years at a higher rate than that for either textiles or
manufacturing as a whole. '

Trade shifts 2/

The expansion of production capacity in the developing countries has
intensified competition in the world textile and apparel market, leading to
significant shifts in trade. From 1970 to 1980, the developing countries
increased their exports more rapidly than the developed countries, albeit from

1/ General Agreement on Tariffs and Trade, International Trade 1983/84,
Geneva, 1984, p. 66.

2/ Trade data discussed in thls section are in terms of the Standard
International Trade Classification (SITC) system of the United Nations, which
uses it to publish international trade data. Textiles are classified under
SITC 65 (textile yarn, fabrics, made-up articles, not elsewhere specified, and
related products) and apparel, under SITC 84 (articles of apparel and clothlng
accessories).
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a smaller base, averaging annual growth of slightly more than 23 percent
versus just under 16 percent. These divergent trends continued during the
early 1980's, when the developed countries accounted for most of the slowdown
in world textile and apparel trade (table 3).. As a result, although the
developed countries remained’the major exporters, their share of the trade
decreased from 73 percent 'in 1970 to an estimated 55 percent in 1983. By
contrast, the developing countries' share nearly doubled during the period,
from 17 percent to just over 32 percent. The remaining 13 percent of the
trade in 1983 came from the centrally planned economies, with slightly more
than half of their exports originating in China.

The relative importance of the developed countries in world trade has
been decreasing, both for textiles and, especially, for apparel, while the
importance of the developing countries has been increasing in both these
product groups. Unlike the developed countries, whose exports have been
concentrated in capital-intensive textiles, mostly to other developed ,
countries, the developing countries have focused primarily on apparel exports
to the developed countries. Nevertheless, the developing countries' exports
have grown more quickly than world trade, both in textiles and apparel, with
their share of the trade amounting to slightly more than 40 percent for
apparel and 25 percent for textiles in 1983. The majority of their exports of
textiles went to other developing countries and countries with centrally
planned economies, presumably to be converted into higher value-added products
for export. The developed countries; despite having experienced a decline in
their share of the trade over the years, still dominate world trade in
textiles, generating about two-thirds of the ‘exports. Their greatest loss in
market share has come in apparel, for which they supplied slightly less than
half the world exports in 1983‘versu§ about two-thirds in the early 1970's.

The principal source of world textile and apparel exports continued to be
the EC as a whole, despite declines in its exports in recent years (table 4).
Almost two-thirds of the EC's trade during 1980-83 was accounted for by trade
among its member countries, which, along with its external trade, had been
declining. Consequently, the relative importance of the EC in world trade has
been declining too, with its share of total trade shrinking from 43 percent in
1979 to 35 percent in 1983. For apparel, its share declined from 38 to 31
percent and for textiles, from 46 to 38 percent, during the period. 1Italy and
West Germany were by far the major EC exporting countries, as shown in table 4.

The major exporting countries that have generated most of the export
growth in textiles and apparel during the past decade are Hong Kong, Taiwan,
the Republic of Korea (the "Big Three"), and China. The Big Three's exports
increased from $12.9 billion, or 15 percent of global trade, in 1979 to its
highest level of nearly $17.2 billion in 1981 and then declined to $16.2
“ billion in 1982. Their shipments recovered somewhat in 1983, primarily in
~ response to the economic recovery taking place in the United States, rising to
$16.6 billion, or 18 percent of global trade. Unlike the Big Three, whose
exports consisted mostly of apparel, China's exports were composed primarily
of textiles. However, the gap between textiles and apparel in China's export
product mix narrowed considerably since China's apparel exports grew faster
than its textile shipments. From a total of just under $3.3 billion in 1979,
China's exports of textiles and apparel nearly doubled by 1983 to $6.1 billion,
or 7 percent of global exports. ' ,
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Table 3.--Textiles and apparel:

World exports, by source and
market and by products. 1970 and 1979-83 .

oo

_ (In millions of coy.ggg)

: . Daveloped countries . Develop- . Centrally
Source . . World T United o . ing . planned

. . .rotal : state A EC ;countries ; cconom;es

. Textiles

World: : : : HE : H
1970 : 12,418 : 8,402 : 1,183 : ‘A,405 : 3,035 : 971
1979 : 49,665 : 33,784 : 2,176 : 21,103 : 12,294 : 3,294
1980. : 55,432 : 35,512 : 2,457 : 22,195 : 15,283 : 4,396
1981 : 54,675 : 31,925 : 2,994 : 18,574 : 17,387 : 5,096
1982 ¢~ 50,337 : 30,121 : 2,698 : 17,858 : 15,540 : 4,339
1983 1/ 51,500 1 2/ : 2/ : 2/ = 2/ 2/

Developed countries° : : T : : : :
1970 : 9,638 : 7,225 : 826 : 3,974 : 1,982 : 427
1979-- : 34,850 : 26,562 : 1,130 : 17,828 : 6,577 : 1,677
1980 : 38,584 : 27,882 : 1,225 : 18,679 : 8,307 : 2,363
1981 : 36,127 : 24,552 : 1,473 : 15,613 : 8,923 : 2,613
1982 : 32,951 : 23,216.: 1,414 : 14,986 : 7,679 : 2, 014
1983 :1/32,700 : - 2/ 2/ i 2/ 2 2/

Developing countries: : ‘ T : : : , :

1970 : 1,917 : 931 : 350 : 324 : 747 : -237
1979 : 10,624 : 5,699 : 935 : 2,657 : 4,301 .: 607
. 1980 T, 124341 : 5,889 : 1,046 : 2,791 : 5,221 : 1,030

' 1981 -1 13,259 : 5,734 : 1,291 : 2,325 : 5,937 : 1,362
1982 : 12,125 : 5,285 : 1,076 : 2,243 : 5,439 : 1,243
1983 ~: 1/ 13 100 : 2/ 2/ : 2/ 2/ 2/

Centrally planned : : : : : :

economies: : : : : : s

1970 H 862 : 246 : - 8 107 : 305 : 307
1979 : 4,192 : 1,523 111 : 618 : - 1,417 ; 1,010
1980 -2 4,507 :- 1,742 : 186 : 725 : 1,755 : 1,003
1981- : 5,290 .: 1,640 : 230 ; 636 : 2,527 : 1,122
1982- : 5,262 ;: 1,620 : 208 : 629 : 2,422 : .1,082
1983-- -2 1/ 5,700 : 2/ : -2/ 2/ : 2/ 2/

. ' Apparel .

: B : ) T

World: : B : K H : : :

1970 : 6,440 : 4,790 : 1,249 : 2,411 : 607 : 1,011
1979 i 34,368 : 27,992 : 5,116 ; 15,958 : 3,762 : 2,571
1980 : 40,090 : 31,658 : 5,892 : 18,338 : 5,107 : 3,278
1981 : 41,231 : 31,203 : 7,191 : 16,488 : 6,688 : 3,220
1982 : 40,367 : 31,086 : 7,727 : 15,795 : 5,938 : 3,250
1983 11/ 41,300 : 2/ : 2/ : 2/ : 2/ 2/
Developed countries: : H : : : :
1970 s H 4.085 : 3,503 : 647 : 2,024 : . 381 : 172
1979 - 17,834 : 15,804 : 788 : 10,909 : 1,607 : 393
1980----meeoeeo ———1 20,598 : 17,738 : 776 : 12,322 : 2,128 : 713
1981----me e 19,093 : 15,542 : 881 : 10,479 : 2,542 : 984
, 1982 - o] 18,040 : 15,092 : 923 ;" 9,993 : 2,066 : 840
1983 - --: 1/ 18,400 : 2/ : 2/ : -2/ 2/ 2/

Developins countries' : : : : : s :

1970 - : 1,362 : 1,132 : 599 : 297 ; 170 : 58
1979 -r  '12,354 : 10,571 : 4,067 : 4,159 : 1,614 : 157
1980--~-—weeo “====t 14,552 : 11,956 : 4,775 : 4,964 : 2,293 : 278
1981 -3 17,008 : 13,724 : 5,882 : 5,069 : 2,926 : - 264

- 1982 H 16,802 : 13,896 : 6,224 : '4,861 ;. 2,607 : 269
1983- : 1/ 17,000 : 2/ : 2/ 2/ : 2/ 2/

Centrally planned : : s, : :

economies: : .l : : :
1970 993 = 155 : 3: 90 : 56 : 81
1979-- 4,179 : 1,617 : 261 : 890 : 540 2,021
1980- 4,940 : 1,964 : 341 ;- 1,052 : 685 : 2,288
1981 5,130 : .1,937 : 428 : 94] : 1,220 : 1,972
1982 5,526 : 12,098 : 580 : - 941 ; 1,265 : 2,141
1983 1/.5,900 : 2/ _’: PR TR 2/ 2/

1/ Estimated by the statf of the U.S. Intctnntionnl Trade CONHﬁscton fron United

Nations data and national statistics.
2/ Not available.
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Table 4.--Textiles and apparel:

, September 1984, p. 43.
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Data from U.S. Department of Commerce,

Source: Compiled from United Nations data for SITC 65 (textiles) lqd SITC 84 (apparel) as reported by each country, 'cxcopt as noted.
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: By contrast, U.S. exports peaked at slightly more than $4.8 billion in
1980 and 1981, and then declined by 23 percent in 1982 and another 14 percent
in 1983 to their lowest point in recent history of $3.2 billion, or just under
4 percent of global trade. They declined again in 1984, falling by less than
1 percent. The prolonged economic recession abroad, coupled with the
continual appreciation of the dollar, which has reduced the price
competitiveness of U.S. goods in world markets, contributed importantly to the
export decline. The dollar has been at unusually high levels during the past
2 years or so, having appreciated significantly since 1980. From 1980 to
1984, the dollar increased by almost 44 percent in effective terms. 1/

Wage impact on_trade

The importance of apparel in the export product mix of the developing
countries largely reflects the large labor content of apparel production and
the extremely low labor costs in these countries. Labor costs, which on the
average account for about one-third of the wholesale value of U.S.-produced
apparel, have increased sharply in.the developing countries (table 5).
However, these countries still retained their considerable labor cost
advantage over the developed countries. It should be noted that the hourly
compensation costs reported for several of the countries in the table, when
expressed in dollars, showed a decline since 1980; however, this is because of
the appreciation of the dollar against their currencies during that period.

Among the major low-cost suppliers, Hong Kong and Taiwan incurred hourly
compensation costs averaging only about 20 percent of U.S. costs in 1983, and
the Republic of Korea (Korea), an even smaller 12 percent. China's hourly
labor costs in the textile industry (specifically the spinning and weaving
sector) represented only 3 percent of comparable U.S. costs in 1984, or an
estimated 26 cents -an hour.:

The considerably lower labor costs enable the developing countries to
maintain their competitive advantage in the export market despite their
relatively low productivity. 1In spinning and weaving, the Big Three were
estimated to have operated at a 40-percent productivity disadvantage compared
with the U.S. textile industry, and China performed at only 10 to 15 percent
of the U.S. rate. 2/ For apparel production, the Big Three used about 70
percent more labor to achieve the same amount of output as the United States;
the Caribbean Basin countries used approximately twice as much labor. 3/

1/ International Monetary Fund, International Financial Statistics,
Washington, DC, March 1985, p. 476.

2/ "Since '80, Labor Cost Up Most in N.A., Japan and So. Korea," Daily News -
Record, Fairchild Publications, New York, June 28, 1984.

3/ From highlights of a speech presented by Kurt Salmon Associates, Inc.,
"Sourcing: Cost Impacts and Comparisons of Sourcing Alternatives," Atlanta,
Georgia, Apr. 5, 1983, p. 3. ‘
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Table 5.--Textiles and apparel: Total hourly compensation costs for
-production workers, by countries, 1975 and 1980-84

(In dollars per hour)

., . .

Country .. 1975 ° 1980 = 1981 01982 1/ | 1983 2/ | 1984 3/
United States-—-———-——__ i $3.83: $5.68: $6.23: $6.52 : $6.85 : $8.60
West Germany-——-———————_; 4.42 : - 8.51 :. 7.29 : 7.11 : 7.09 : 7.54
Italy-—- - -— 3.32 : 6.28 : 5.80 : 5.84 : 6.02 : 6.35
- Hong Kong——--——————ee_; .67 : 1.36 : 1.41 : 1.46 : 1.32 : 1.65
India -2 .16 : .34 4/ YV Y V4 : .71
Japan—— -3 "1.61 : 3.00 : 3.23 : 2.92 : 3.19 : 6.28
Korea : .24 .70 : .74 .79 : .84 : 1.89
Singapore-———————cee__; © .58 1.13 : 1.31 : 1.39 : 1.55 : 4/
Taiwan - -3 .40 : 1.03 : 1.31 : -1.43 : 1.48 : 1.64
China : 4/ : 4/ R Y S ¥ ¢ 4/ : .26
Indonesia——-——-ccoeeee: 4/ N V4 : 4/ : A/ : 4/ : .22
Pakistan Y ¥4 : 4/ Y V4 ¢ 4/ 4/ : .49
Sri Lanka-----—-—ceeeee: 4/ Y V4 Y ¥4 s 4/ : 4/ : .28
Thailand ¢ 4/ I V4 s 4/ 4/ T 4/ : .56

.
o

1/ Preliminary.

2/ With the exception of the data for Japan and Singapore, the data were
estimated by the staff of the U.S. International Trade Commission on the basis of
the percentage change in hourly compensation costs for all manufacturing, as
provided by the U.S. Department of Labor, Bureau of Labor Statistics.

3/ Data for 1984 represent average labor costs in the spinning and weaving sector
during spring 1984, as compiled and published by Werner International Management

Consultants in its "Spinning and Weaving Labour Cost Comparisons: Spring 1984," New
York and Brussels. L

4/ Not available.

Source: Compiled from unpublished data of the U.S. Department of Labor, Bureau
of Labor Statistics, Hourly Compensation Costs For Production Workers in Apparel

and Other Textile Products Manufacturing, 22 Countries, 1975-1982, April 1984,
except as noted. :

Labor productivity in the developing countries has shown marginal growth
in the textile industry and has declined significantly in the apparel
industry, as shown in table 6. This partly reflects the entry of new
supplying countries, which have an abundant supply of labor to employ. This
may also partly explain the developing countries' greater reliance on apparel
than textiles in their export product mix, because the competitiveness of the
apparel industry is affected more by labor costs than is the textile industry,

for which modern equipment and production techniques can offset much of the
labor-cost advantage.
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Table 6.--Textiles and apparel: Indices of labor productivity, by product
‘ country groupings, selected years 1970-82

(1980:100)

96 : - 102 104

e

Centrally planned economies-—-—: 67 : 74 : - 87

Item o . 1970 0 1973 | 1976 . 1979 . 1981 . 1982

Textiles: o ’ 2 - : HEEE : I
World—--———-— e Ll 82 : 89 : 95: 97.: 104 : 1/
Developed countries—--—--—--—-: 67 : 82-: 88 : 08 : 106 : 107
Developing countries———-———————: 98 : 97 : 101 : 98 : 103 : 1/
Centrally planned economies--—-: ~ 67 : "78 : - 90 : 98 : 101 : 102

Apparel: 2/ o T I e ©o :
World——-—- e e 92 : 101 : - 99 : 100 : 105 : 1/
Developed countries——————————: 84 : 90 : 96 : 102 : 101 : 102
Developing countries————————.-_ : 130 : 144 : 116 : 101 : 113 : 1/

e
o4
.

1/ Not available.: S
2/ Also includes leather and footwear.

Source: United Nations Conference on Trade and Development, Handbook of

International Trade and Development Statistics: 1984 Supplement, New York,

1984, pp. 432-437,

Low-cost labor will continue to give a significant competitive advantage
to the developing countries in their efforts to .expand their apparel exports
to the developed countries. Although new technology has been developed for
production control and planning and for pattern making, marking, and cutting,
its use has been limited in developing countries, primarily because of the
availability of low-cost labor, and in developed countries, primarily because
of limited capital and concern over import competition. Moreover, the highly
fragmented structure of the industry worldwide with its many small operations,
the frequent changes in fashion, and the difficulty in handling limp fabrics
'~ have also limited the use of new technology. '

Trade of the emerging textile—ggﬁorting countries

Although trade in textiles and apparel has been depressed by weak demand
during the early 1980's, the 14 countries whose export potential is assessed
in this study, as a group, outperformed the rest of the world. From
$9.2 billion in 1979, their exports of textiles and apparel rose by 23 percent
to $11.4 billion in 1980 and then increased much more slowly, by 9 percent, to
$12.4 billion in 1981 before declining slightly to $12.1 billion in 1982.
There was a marked resumption of growth in 1983, when their exports increased
by almost 15 percent to $13.9 billion. This can be attributed primarily to
the U.S. economic recovery. In contrast, world trade in textiles and apparel
during 1983 recovered by only 2 percent from the preceding year's level and
remained somewhat below the 1980 and 1981 levels. As a result, the relative
importance of the 14 countries as a whole increased significantly, with their
share of the overall trade expanding from 11 percent in 1979 to 15 percent in
1983.
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Although the aggregate data for the 14 countries are heavily influenced
by China, which accounted for about 40 percent of their combined exports
during 1979-83, many of the countries experienced significant growth in their
exports of textiles and apparel (table 7). Average annual gains of more than
15 percent were recorded by China, Pakistan, Indonesia, Malaysia, Sri Lanka,
and the Dominican Republic. By contrast, a significant decline occurred in
India's exports between 1980 and 1983, largely as a result of declining
competitiveness and intensified competition from other low-cost exporting
countries, especially China and Pakistan. Little or no export growth was
recorded by Brazil, the Philippines, and Mexico during the 1980's.

The major export market for most of these countries is the United States,
which has accounted for an increasingly larger share of their exports in
recent years. From 20 percent of their combined exports in 1979 and 1980, the
United States increased its share to 28 percent in 1983. However, the United
States in 1983 accounted for about 90 percent or more of the exports of
Mexico, the Dominican Republic, and Haiti, to which U.S. firms send garment
parts for assembly and subsequent return to the United States as finished
garments for sale in the domestic market. The United States also accounted
for two-thirds of the exports of the Philippines and Sri Lanka.

: Table 7.--Textiles and apparel: World exports of the 14 emerging
textile-exporting countries, 1979-83

(In millions of dollars)

Country . 1979 0 1980 1981 . 1982 . 1983
China——-———-————— s 3,254 : 4,417 ; 5,172 : 5,355 : 6,113
Pakistan- ————— —— 809 : 979 : 1,112 : 1,071 : 1,539
India—--—-—-——r-mmmmme——=aet 1,617 @ 1,849 : 1,731 : 1,521 : 1,444
Singapore-- - : 733 : 793 : - 808 : 802 : 859
Thailand—----—- e -3 551 : 597 : 689 : 716 : 823
Brazil—--——-———— et 727 : 792 : 802 : 621 : 759
Macau—————--m—m e et 338 ~ 465 : 544 : 546 : 555
Malaysia——-———~—c—r——reeem : 222 : 311 ; 290 : 309 : 431
Philippines--———————vre--: 272 : 353 : 416 : 362 : 363
Mexico—-—————memm ey 361 : 381 : 361 : 269 : 295
Indonesia--—~———r——mmer =2 . 118 : 144 131 : 161 : 278
Sri Lanka- e e} 80 : 132 : 164 : 182 : 218
Dominican Republic—-—rm—ew-: 77 : 92 : 115 : 129 : 147
Haiti——--—- : ——— : 71 : 84 : 94 : _100 : 110

Total--——=——rmmmeeees 9,230 : 12,429 : 12,144 : 13,934

11,389

oo

Source: Compiled from table 4,
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'U.S. trade in textiles and apparel

World exports of textiles and apparel to the United States have grown
rapidly in recent years, with those of the 14 emerging countries as a whole
growing even more rapidly, according to official U.S. import statistics for
SITC 65 (textiles) and SITC 84 (apparel). From 1979 to 1984, U.S. imports
from all countries increased by an average annual rate of 17.5 percent to a
record $17.8 billion; in 1984 alone, imports rose by an unprecedented
39 percent, or $5 billion. Shipments from the 14 emerging countries as a
whole expanded by an average of 21 percent annually to $4.6 billion, as shown
in table 8, thereby expanding their share of the U.S. import market during the
period from 22 to 26 percent.

Slightly more than one-third of the growth in U.S. imports of textiles
and apparel from the 14 emerging countries during 1979-84 was generated by
China, whose shipments climbed nearly sixfold to $1.3 billion, making it the
fourth largest supplier after the Big Three. Another one-fourth of the import
growth during 1979-84 was generated by Indonesia, Thailand, Sri Lanka, and
Malaysia, which, like China, only recently emerged as significant suppliers in
the export market. U.S. imports from the four countries together rose by
slightly more than fourfold to $863 million. By contrast, U.S. imports from
the Big Three rose less rapidly than did imports overall during 1979-84. The
Big Three's shipments rose by 16 percent annually during the period, resulting
in their share of total U.S. imports declining to just under 47 percent in
1984, after having reached 49 percent in 1983.

The marked acceleration in U.S. imports of textiles and apparel during
1983 and 1984 resulted from the economic recovery, the subsequent economic
growth, and the corresponding increase in demand for these products, as
evidenced by the recovery in consumer apparel expenditures noted previously.
Moreover, the ongoing significant appreciation of the dollar further enhanced
the price competitiveness of imports. That, together with the growing
domestic demand and the protracted economic recession abroad and the resultant
weak demand, contributed importantly to the import buildup.
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Table 8.--Textiles and apparel: 1/ U.s. imports for consumption,
by selected countries, 1979-84

(In millions of dollars)

" 1983

Country . 1979 ° 1980 . 1981 . 1982 ; . 1984
Emerging exporting : : : : : :
countries: : : : : : :
China : 188.2 : 396.5 : 642.8 : 837.7 : 999.2 : 1,271.8
India - : 333.0 : 347.6 : 356.1 : 285.9 : 350.8 : 461.7
Philippines———-—- : 228.8 : 247.9 : 303.4 : 295.3 : 343.1 : 435.1
Singapore--—————-- : 136.3 : 148.8 : 167.7 : 185.7 : 200.0 : 300.3
Thailand———————-- : 78.8 : 77.7 : 104.9 : 135.5 : 157.8 : 272.1
Indonesia--——-—--;: 11.0 : 7.7 : 38.9 : 66.2 : 86.9 : 216.5
. Sri Lanka—————-—— : 35.2 : 62.5 : 86.2 : 102.9 : 127.5 : 205.0
Macau : 72.9 : 88.6 : 104.0 : 109.5 : 133.0 : 182.1
Pakistan--——————--: 88.9 : 87.7 : 123.6 : 103.1 : 121.2 : 176.5
Malaysia——-—————- : 35.9 : 42.9 : 60.3 : 75.9 : 100.5 : 169.3
Brazil-————————o : 95.6 : 96.2 : 104.0 : 96.4 : 131.8 : 241.4
Mexico———————eeuq : 288.8 : 306.3 : 317.2 : 230.0 : 262.5 : 339.2
Dominican : : : : : :
Republic—————un : 75.0 : 88.3 : 109.2 : 123.0 : 141.5 : 178.4
Haiti - 63.9 : 74.1 : 82.5 : 85.0 : 94.1 : 109.9
Total———————uun :1,732.3 : 2,072.8 : 2,600.8 : 2,732.1 : 3,249.9 : 4,559.3
Big Three: : : : : : :
Hong Kong———————- :1,559.8 : 1,743.4 : 2,003.8 : 2,098.3 : 2,395.4 : 3,131.6
Taiwan----—-—--—-: 1,144.0 : 1,392.4 : 1,539.8 : 1,723.9 : 2,015.2 : 2,582.9
Korea——--- : 1,016.4 : 1,138.1 : 1,469.2 : 1,595.2 : 1,893.5 : 2,552.5
Total——-————ev :3,720.2 : 4,273.9 : 5,012.8 : 5,417.4 : 6,304.1 : 8,267.0
Japan-——--——————eeeo : 522.9 : 564.9 : 776.6 : 778.1 : 907.0 : 1,146.6
Other Asian : : : ' : : :
countries———————- : 162.6 : 132.5 : 131.2 : 102.5 : 120.9 : 190.5
Other Central and : : : : : :
South American : : : : : :
countries————-——- : 315.4 : 282.5 : 305.9 : 302.2 : 342.4 458.2
European : : : : : :
Community: : : : : : :
Italy : 369.7 : 375.4 : 439.5 : 437.4 : 514.5 : 958.0
United Kingdom-——: 195.8 : 191.6 : 186.2 : 184.9 : 209.9 : 321.6
France—-————————— : 199.6 : 197.0 : 175.0 : 177.6 : 196.8 : 296 .0
West Germany----- : 115.2 : 112.2 : 120.9 : 115.5 : 152.1 : 242.4
other-———-———————-: 124.6 : 126.8 : 122.8 : 112.5 :  141.1 :  248.3
Total----—-----: 1,004.9 : 1,003.0 : 1,044.4 : 1,027.9 : 1,214.4 : 2,066.3
Other European : : : : : :
countries--——————: 296.6 : 258.0 : 287.8 : 298.6 : 322.8 : 586.7
other-——-—————ce: 181.1 : 186.0 : 226.3 : 238.0 : 303.9 : 483.5
Total-- e : 7,936.3 : 8,774.5 :10,385.8 : 17,758.1

.

:10,896.8 :12,765.4

.

1/ Corresponds to SITC 65 (textiles)

and SITC 84 (apparel).

Source: Compiled from official statistics of the U.S. Department of

Commerce.
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Although the appreciation of the dollar improved the competitive position
of some of the developing countries in the U.S. market, it had its major '
impact on the competitiveness of the developed countries. The dollar rose
significantly in effective terms during the last 4 years, whereas the currency
of major exporting developed countries, except Japan, declined, as shown in
table 9. From 1980 to 1984, the dollar rose by almost 44 percent. Although
the yen had depreciated against the dollar since 1980, it was the only
currency among those of the major textile and apparel exporting developed
countries to appreciate in effective terms, rising by 24 percent during
1980-84. The currencies of Italy and France declined by roughly 30 percent
- and that of the United Kingdom fell by 18 percent to their lowest points in
recent history. ’ o ' '

Table 9.--Index of effective exchange réteé‘of certain
‘ developed countries,_1981784_

___(1980=100) ,

Country . 1981 1982 | - 1983 o 1984
United States——--—- ;o 112.7 : 125.9 : 133.2 : 143.7
Italy——-——-—m e 86,7 : 80.2 : 76.1 : 71.1
Japan— S 113.1 : 106.6 : 117.4 : 124.1
France---—--—-—--——-: 89.4 : 81.3 : 74.2 : 69.7
West Germany----—--: 92,7 : 96.5 : 1 98.8 : 96.1
United Kingdom——-—---: 98.9 : 94.2 :

86.7 : 81.9

. . . *
°

Source: International Monetary Fund, International Financial Statistics,
Washington, DC, March 1985. : a : o

U.S. imports of textiles and apparel from developed countries, after
rising from $1.8 billion in 1979 and 1980 to almost $2.2 billion in 1981 and
1982, increased by 19 percent to $2.6 billion in 1983 and a substantial 56
percent to $4.0 billion in 1984. The recent growth was widespread, with
Japan's shipments rising almost 17 percent in 1983 and another 26 percent in
1984 to an all-time high of $1.1 billion, making Japan the fifth largest
supplier in the U.S. market. Imports from the EC climbed 18 percent in 1983
and another 70 percent in 1984 to slightly more than twice the 1982 level of
nearly $2.1 billion. As a result, the EC reversed its declining share of the
U.S. import market, which, after falling from 12.7 percent in 1979 to 9.5
percent in 1983, rebounded to 11.6 percent in 1984, Half the increased
imports from the EC between 1982 and 1984 originated in Ttaly, whose shipments
to the U.S. market more than doubled to just under $1 billion, making it the
sixth largest foreign supplier. This largely reflects the rapid appreciation
of the dollar against the lira, which has effected a significant reduction in
the price of Italian goods when expressed in dollars. 1In addition, U.S.
imports of textiles and apparel from Italy are not covered by quota, which
together with the strong dollar, encouraged some U.S. importers to shift part
of their orders there from Hong Kong, which was faced with tight U.S. quotas
and, frequently, high quota charges.
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: The strong dollar not only improved the price competitiveness of imports
but also reduced the competitiveness of U.S. exports. Together with sluggish

foreign markets, this resulted in a significant decline in U.S. exports of
textiles and apparel. U.S. exports declined from slightly more than $4.8
billion in 1980 and 1981, to $3.2 billion in 1984, or by about 33 percent. As
a result of the export decline and the import growth, the U.S. trade deficit
in textiles and apparel widened considerably. The deficit, after totaling
just under $4 billion in 1979 and 1980, increased to $5.5 billion in 1981 and
then accelerated to $9.5 billion in 1983 and to $14.5 billion in 1984,

The rapid import growth of the 1980's far exceeded the growth of the
domestic market for textiles and apparel, resulting in successively higher
record levels of import penetration. This is especially true for apparel,
which accounted for three-fourths of the value of the sector's imports
during 1980-84 and which is the major market for the U.S. textile industry.
One method used for measuring import penetration in the apparel market is in
terms of square yard equivalents (SYE), which involves converting the quantity
of apparel into an equivalent number of square yards of fabric needed for its
production. This method shows that the share of the U.S. apparel market
supplied by imports of cotton, wool, and manmade-fiber apparel expanded from
an average of slightly less than 21 percent during 1975-79 to almost 25
percent in 1980 and 28 percent in 1983, the year before the rapid rise in
imports. Imports' market share then rose to 33 percent in 1984 (table 10).

Table 10.--Apparel: U.S. production, imports, exports, and
' apparent consumption, 1981-84

Item .1982

. 1981 : . 1983 . 1984
U.S. production--million SYEs--: 9,923 : 9,729 : 10,580 : 10,072
U.S. imports l/-~-—--——~—-do----: 3,136 : 3,382 : - 3,894 : 4,722
U.S. exports l/—————-—ma-do-=—: 813 : 518 : 461 : 490
Apparent consumption-----do-—--: 12,246 : 12,593 : 14,013 : 14,304
Ratio of imports to : : T :
consumption—— -—--—--percent—-: 25.6 : 26.9 : 27.8 : 33.0

.

1/ Represents apparel of cotton, wool, and manmade fibers.

Source: Compiled from data presented as part of an attachment to a letter
of Mar. 5, 1985, from the Deputy Assistant Secretary for Textiles and Apparel,
U.S. Department of Commerce, to the Chairman, Subcommittee on Commerce,
Consumer, and Monetary Affairs of the House Committee on Government
Operations, in conjunction with a textile and apparel import hearing.
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‘Recent U.S. actions to control imports

‘The growth in imports of textiles and apparel recently has prompted the
United States to intensify its efforts to control such imports. This could
significantly influence the export potential of the emerging textile-exporting
countries. Imports of cotton, wool, and manmade-fiber textiles and apparel
have been subject to control under the Multifiber Arrangement (MFA) since
1974. Although the MFA itself does not set any quantitative limits on textile
and apparel trade, it does provide a framework for establishing quotas among
the member countries in bilateral agreements or for unilateral action in the
absence of an agreement. The MFA provides for a minimum of 6-percent annual
quota growth and the possibility of additional increases through the use of
the so-called flexibility provisions. 1/ However, the protocol of December
1981 extending the MFA to July 1986 allows importing countries to include
lower growth and reduced flexibility in their bilateral agreements,
particularly with the larger suppliers.

The United States subsequently negotiated new agreements with the four
major suppliers in which quota growth and/or flexibility were reduced.
Six-year agreements were concluded with the Big Three during 1982, retroactive
to the first of that year and replacing 5-year pacts that were scheduled to
expire at the end of 1982. The new agreements provide for average annual
quota growth of 1 percent by quantity, and brought additional product
categories under quota. The S-year agreement reached with China in 1983,
replacing a 3-year pact that expired at the end of 1982, provides for average
annual growth of just under 4 percent. This agreement also more than doubled
the number of categories under quota to 33.

The United States also has agreements with 26 other countries 2/
providing for quotas on imports of specified products and for procedures to
establish quotas on other products when it determines that imports of a
particular product are causing or threatening market disruption. Quotas in
these agreements are generally allowed annual growth of 6 or 7 percent.

Additional growth is allowed for shipments in excess of quota through the use

of flexibility. )

Although slightly more than 80 percent of U.S. imports of textiles and
apparel of cotton, wool, and manmade fibers in 1984 originated in the 30
countries with which the United States has agreements, not all of such imports
from these countries were covered by quotas. The agreements negotiated with
the Big Three during 1982 provided for quotas on products then accounting for

1/ Flexibility is to “carryover" unused quota from the preceding year,
"carryforward"” or borrow quota from the following year, and "swing" or shift
quota between product categories during a given year. The MFA states that a
restraint level can be exceeded by not more than 10 percent through the use of
carryover and carryforward, and the carryforward shall not account for more
than 5 percent. However, some of the U.S. bilateral agreements allow these
mechanisms to be used up to 11 percent, of which carryforward may not exceed 7.
percent. Restraint levels may also be exceeded through the use of swing
(usually 7 percent).

2/ See p. 7 for a complete list of the countr1es w1th whom the United States
has bilateral agreements
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approximately three-fourths of their U.S.-bound exports of MFA products. 1/
The unrestricted. MFA-product shipments consisted primarily of traditionally
less import-sensitive items, and it was in these products that the major
suppliers have accelerated their shipments in recent years. In addition, the
agreements with many of the new and smaller suppliers initially provide for
quotas on only a few product categories, since these countries tend initially
to produce only a limited number of items for export. WNevertheless, all the
agreements provide for the establishment of additional quotas after a
determination by the United States that imports are causing or threatening
‘market disruption and negotiations with the exporting country lead to an

- agreed upon quota or, in the absence of an agreed upon quota, one set pursuant
to provisions of the respective bilateral agreements. During 1983, the United
States made 112 "calls" for consultations with supplying countries to
establish new quotas for previously unrestricted categories. 2/

To curb import growth in MFA products not yet covered by quotas, the
President, in December 1983, announced new guidelines which provide for a more
systematic method of evaluating import levels for market disruption or its
threat. The guidelines state that when imports from an individual supplier
equal 1 percent or more of U.S. production of the items in a category and
total growth in that category's imports is more than 30 percent in the most
recent year or the ratio of total imports to domestic production of the items
in the category is 20 percent or more, trade in that product will be reviewed
for market disruption or the threat of such. In 1984, 109 calls for
consultations to set additional quotas were made. 3/

The increasingly tighter restrictions on imports from the Big Three and
China have encouraged them to trade up to higher value-added goods to maximize
quota usage, because the quotas are based on quantity and not value. This
shift to higher priced goods has created opportunities in the low- and
medium-price ranges for emerging textile-exporting countries. From 1982 to
1984, the 4 major suppliers recorded increases in the average unit value
(value per dozen) of more than 20 percent, on the average, for sweaters,
shirts, blouses, coats, pants, and dresses of cotton, wool, and manmade
fibers. These products accounted for nearly 60 percent of their apparel
shipments to the U.S. market in 1984.

The tight restrictions have also encouraged the four major suppliers to
increase exports of apparel of textile fibers that are not covered by the
MFA. The fibers are heretofore seldom-used silk, linen, and ramie. The Big
Three and China generated all but a small part of the imports of the non-MFA
apparel in 1984, which increased 171 percent over those in 1983 to almost 10.1
million dozen, valued at roughly $1 billion.

1/ In 1984, quotas were in effect on 90 percent of Taiwan's shipments of MFA
products to the United States, 92 percent of Korea's shipments, and 95 percent
of Hong Kong's shipments. See testimony of the Deputy Assistant Secretary for
Textiles and Apparel, U.S. Department of Commerce, before the Subcommittee on
Trade of the House Committee on Ways and Means concerning the Government's
textile and apparel import program, Apr. 3, 1985, p.8.

2/ Five of the calls were subsequently withdrawn.

3/ Thirteen of the calls were subsequently withdrawn. Overall, the quota
program controlled 79 percent of apparel imports and 42 percent of textile
imports in 1984. See testimony of the Deputy Assistant Secretary for Textiles
and Apparel, U.S. Department of Commerce, op. cit., p. 9.
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On May 9, 1984, the President issued Executive Order 12475 that directed
the Secretary of the Treasury to clarify and revise Customs regulations to
prevent circumvention of the textile and apparel import-restraint agreements.
This led to a revision of the “country-of-origin" rules with respect to
textiles and apparel to prevent quota avoidance through the multicountry
manufacture of these products. According to Administration textile trade
officials, the new country-of-origin regulations are designed to stop exporting
countries faced with tight U.S. quotas from circumventing their quotas by
shipping unfinished textile products to countries with unused or no quotas for
assembly or further, and oftentimes, minor processing. Under the old regula-
tions, such products partly made in one country but sent to another country for
assembly or finishing were often charged against the second country's quotas.
Under the new rules, the products are charged against the quotas of the
country where they last underwent substantial transformation. For example, -
sweaters assembled in Hong Kong from parts knit to shape in China that were
previously counted against Hong Kong's relatively large quota are now, under
the new rule, charged against the significantly smaller sweater 'quotas for
China. Particularly affected by the ruling is Hong Kong, whose knitwear is
reportedly made mostly from panels or pieces knit in southern China.

The export potential of several of the emerging textile-exporting
countries under study may also be affected by the final determinations of the
U.S. Department of Commerce in March 1985 that their respective governments
are granting subsidies on textiles, apparel, or both, exported to the United
States. The determinations were in response to petitions, filed in July 1984
by the U.S. textile industry and the 2 unions representing the textile and
apparel industries, which alleged that imports from 13 countries are being
subsidized by their respective governments, 1/ Because none of the countries
were, at the time the petitions were filed, a "country under the Agreement," 2/
no injury determination was required as a basis for the assessment of
countervailing duties. 3/ For the emerging textile-exporting countries under
study, the Commerce Department determined that the net subsidies were de
minimis for Malaysia and Singapore; 1.23 percent for apparel from Thailand;
5.0 percent for textile mill products and 3.06 percent for apparel from Sri
Lanka; and 3.7 percent for textile mill products from Mexico. 4/

1/ The 13 countries are Argentina, Colombia, Indonesia, Malaysia, Mexico,
Panama, Peru, the Philippines, Portugal, Singapore, Sri Lanka, Thailand, and
Turkey. They accounted for a combined 13 percent of U.S. imports under SITC's
65 (textiles) and 84 (apparel) in 1984.

2/ A "country under the Agreement" is a country that has signed the GATT
Agreement on Subsidies and Countervailing Measures (Subsidies Code) or has
assumed similar obligations. The U.S. countervailing duty law is intended to
provide a special duty to countervail, or eliminate, the advantage an imported
product may obtain from subsidies. '

. 3/ Indonesia, the Philippines, and Turkey have since become "countries under
the Agreement™ and, therefore, entitled to an injury determination.
Subsequently, the petitions against these countries were withdrawn by the
petitioners, whereupon the U.S. Department of Commerce terminated its
investigations involving these countries. Mexico also became a "country under
the Agreement;" however after the Department of Commerce had made its final
determination in the countervailing duty investigation on textiles from
Mexico. Consequently, Mexico is not entitled to an injury determination.

4/ See the individual country sections of this report for a detailed
discussion of each of the countries’ countervailable subsidies.
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Nevertheless, opportunities continue to exist for the emerging textile-
exporting countries to expand their exports, both in terms of volume and in
some cases higher unlt values. Inflation and the general trend towards
trading up into higher value-added products should continue to provide annual
growth in the value of their exports to the United States. 1In terms of
quantity, although the emerging countries are all subject to quota restraint,
shipments can grow in (1) product categories not under quota, (2) products not
subject to MFA restraints, primarily those of silk, linen, and ramie, and (3)
categories with significant unused quota The smaller suppliers can usually
expect the MFA norm of a minimum of 6-percent annual growth and the
possibility of additional increases through the use of flexibility. The most
recent extension of the MFA to 1986 reaffirms less restrictive treatment for
new or smaller suppliers and cotton textiles from cotton-producing countries
(e.g., Pakistan). Consequently, these suppliers may stand to benefit when the
major suppliers fill their quotas, as production often moves to smaller
supplying countries having unfilled or no quotas.

In sum, the emerging nations have shown during 1980-84 that they are able
to expand their exports quickly to.meet growing market demand. If demand in
the developed countries' markets, particularly in the United States, remains
strong and the MFA continues in its present form, these countries should
continue to increase their share of world trade in textiles and apparel.
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CHAPTER I. BRAZIL
Introduction

The Brazilian textile and apparel industry accounts for a small share of
that country's economy, but it accounted for over 8 percent of Brazil's

industrial employment in 1980. Domestic production of textiles and apparel
expanded by 6 percent or more during 1979 and 1980, but during 1981-83, it

experienced a net decline of over 13 percent. The decline was largely a
result of a reduction in consumer purchases attributed to inflation of 100
percent in 1982 and over 200 percent in 1983. Domestic sales of textiles and
apparel decreased 12 to 15 percent during 1983. Investments in textile and
apparel machinery declined from $251 million in 1981 to $187 million in 1983,
about 25 percent, and additionally hampered the development and growth of the
Brazilian textile and apparel industry.

Fibers, textiles, and apparel accounted for between 3 and 6 percent of
Brazil's total merchandise exports and less than 1 percent of total imports
during 1976-83. Brazil's textile (excluding fibers) and apparel exports,
which accounted for almost 20 percent of textile and apparel production in
1983, increased from $381 million in 1976 to $801 million in 1981, or by 102
percent. However, from 1981 to 1982, exports of textiles and apparel
decreased nearly 23 percent to $620 million before recovering to almost $760
million in 1983. The bulk of the decline was due to the recession and
decreased demand in the major export markets, whereas the significant increase
in 1983 was associated with the recovery from the recession. Brazil's textile
(excluding fibers) and apparel imports, small when compared with exports,
decreased irregularly from $86 million in 1976 to $70 million in 1983.

The economy

Brazil's real gross domestic product (GDP) declined 3.2 percent in 1983
following an average annual growth of 3.3 percent for the preceding four
years, as shown in table 11. S

Table 11.--Brazil's gross domestic product in terms of current market prices
and 1980 prices, and exchange rate of cruzeiro to dollar, 1978-83

. .
. .

. Gross domestic product

: Exchange rate

:Change from : :Change from :

.
.
.
.
.

In 1980

Year In current . of cruzeiros
prices : preceding prices ¢ preceding : per dollar

: : year : : year :

: Billion o : Billion :

: cruzeiros : Percent : cruzeiros : Percent :
1978 —————- : 3,764 : - 11,542 : - 18.07 -
1979———o : 6,312 : 67.7 : -12,280 6.4 : 26.95
1980--————-: 13,164 : 108.6 : 13,164 : 7.2 : 52.71
1981 ————~ T 25,632 : 94.7 : 12,959 : -1.6 . 93.12
1982 —————- H 50,815 : 98.2 : 13,079 : ' .9 179.51
1983 : 121,055 138.2 : 12,666 : -3.2 : 577.04

- . .
o - .

Source: International Monetary Fund, International Financial Statistiecs,
LlacshinatAn ne e 19 el 192
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In 1983, Brazil's GDP was about one-tenth that of the United States, 15
percent greater than that of India, and eight times larger than that of Hong
Kong. In terms of distribution of output, the service industries, such as
transportation and banking, accounted for about one-half of the GDP, and the
manufacturing industries and agriculture accounted for approximately 38
percent and 12 percent, respectively. 1/

 Brazil's per cépita income was $1,619 in 1983, a S-percent decline from
that of the prior year. The decrease in real per capita income was due to
inflation, which increased faster than the GDP.

During 1983, the Brazilian population reached 130 million, up from nearly
127 million in 1982 and 124 million in 1981. 2/ The population growth rate
averaged about 2.4 percent annually during the 1981-83 period, and it is
estimated that by the year 2,000 the Brazilian population should reach 177
million. 3/ Currently, about two-thirds of the population live in urban ,
areas. Six cities, Belo Horizonte, Porto Alegre, Brasilia, Salvador, Recife,
and Fortaleza, have more than 1 million inhabitants each, and the 2 largest
cities, Sao Paulo and Rio de Janeiro, have 12.5 million and 9 million persons,
respectively. 4/ The labor force is currently estimated at about S5O million
workers. 5/ During the 1981-83 period, the unemployment rate ranged between
6.0 and 7.3 percent. 6/ ' ,

Revenue received by the Government of Brazil amounted to $19.6 billion in
1983. Approximately 70 percent of total Government receipts were derived from
taxes. 7/ Government expenditures throughout the 1979-83 period were slightly
less than revenues. The bulk of Government expenditures were in the executive
branch and were primarily allocated to transportation, education, the army,
and agriculture. 8/ ‘

In 1980, Brazil became the largest borrower of foreign capital in the
world and had an external debt of almost $55 billion. In 1981, the Government
of Brazil initiated tight fiscal and monetary policies aimed at reducing the
foreign debt, the trade deficit, and the high inflation rate. 9/ The plan
called for slightly decreasing Government expenditures, depreciating the
cruzeiro against the U.S. dollar to cause exports to be more price
competitive, continuing import restrictions on nonpetroleum products, and

1/ U.S. Department of State, Background Notes: Brazil, December 1982, p. 1.
- 2/ U.S. Department of Commerce, Brazil Market Indicators, May 23, 1984, P.
10.

3/ Brazil, edited by Petroleo Brasileiro S.A., Petrobras, pp. 8-9.

4/ U.S. Foreign Agriculture Service, Brazil: Agricultural and Trade
Policies, 1983, p. 2.

5/ U.S. Central Intelligence Agéncy, The World Factbook, April 1984, p. 28.

6/ U.S. Department of Commerce, Brazil Market Indicators, May 23, 1984, p.
10. :

1/ Europa Publications, Ltd., The Europa Year Book 1982: a World Survey,
London, vol. I, 1982, p. 1,685. i

8/ Ibid.

9/ Ibid, p. 1,680.
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reducing petroleum imports. Despite these policies, however, the inflation
rate by the end of 1983 reached a record 211 percent 1/ and the foreign debt
gradually increased from $75.6 billion in 1981 to $96.3 billion in 1983, or by
about 27 percent. One bright spot of the 1981-83 period was the surplus in
the trade balance, which eventually reached $6.5 billion in 1983, up from a
surplus of $1.2 billion in 1981 and $0.8 billjon in 1982. 2/ However, external

payments (primarily interest) totaled $15.9 billion in 1983, bringing the
current account deficit to $6.8 billion. This figure is significantly below

the $16.3 billion deficit in 1982 and is the lowest level since at least 1978.

Much of the growth in the developing Brazilian economy is attributed to
its prosperous agricultural sector, which is able to meet domestic demand as
well as many of the requirements of foreign markets. Brazil is currently the
world's second largest agricultural exporter after the United States and is
the world's largest coffee producer. The agricultural sector, which accounts
for about 12 percent of gross domestic product, supplies approximately 46
percent of Brazil's exports. 3/ Even though agriculture is smaller than the
services and manufacturing industries, it provides employment for about 30
percent of the Brazilian labor force. 4/ WNear the end of 1979, the Government
of Brazil announced that the agricultural sector would be given priority in
terms of economic development because of its role in countering the rising
trade deficit. Since 1981, the Brazilian trade balance for all merchandise
has been in a surplus position and is largely attributed to the surplus in
- agricultural trade that reached $7 billion in 1983. Most of the increase in
agricultural exports during 1983 was due to the exceptional increase in coffee
. production, which offset losses in other crops caused by drought and

flooding. 5/ -

The industrial sector, accounting for 38 percent of GDP, employs
approximately 20 percent of the Braziljan labor force or about 10 million
workers. The industrial recession, which began in 1981, continued unabated
through 1983. Of the major manufacturing sectors, only five showed growth in
industrial output during 1983. They included steel (up 12.8 percent),
vehicles (up 4.3 percent), foodstuffs (up 4.3 percent), pulp and paper (up 2.9
percent), and rubber (up 0.4 percent). 6/ Between 1981 and 1983,
approximately 1.9 million industrial and construction workers became
unemployed. The only industrial sectors reporting employment increases were
food, clothing, shoes, and transport equipment. 1

Foreign trade

Even though Brazil experienced a trade deficit from 1978 to 1980, a
surplus was achieved during the 1981-83 period as exports increased and

1/ U.S. Department of Commerce, Foreign Economic Trends . . . : Brazil,

June 1984, pp. 3-4. , .
2/ U.S. Department of Commerce, Brazil Market Indicators, May 23, 1984, p.
10. .
3/ U.S. Department of State, Background Notes: Brazil, December 1982, p. 5.
4/ Vorld Bank, Brazil Economic Memorandum, Aug. 19, 1983, Washington, DC,
p. 1. )
3/ U.S. Department of Commerce, Foreign Economic Trends . . . : Brazil,
June 1984, p. 6. '
6/ Ibid., p. 7
1/ 1bid, p. 8.
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imports decreased a little over 30 percent, from $22.1 billion to $15.4
billion. The following tabulation, compiled from U.S. Department of Commerce
data, shows merchandise exports, imports, and trade balance for 1977-83 (1n
millions of U.S. dollars):

: - : Trade

Year . Exports ; Imports ; balance
1977 : 12,120 : 12,023 : 97
1978~ : - : 12,659 : 13,683 : -1,024
1979 : s 15,244 : 18,084 : -2,840
1980 : 20,132 : 22,961 : -2,829
1981 : 23,300 : 22,100 : 1,200
1982 : 20,200 : 19,400 : 800
1983 : 21,900 : 15,400 : 6,500

Between 1977 and 1980, petroleum imports supplied approximately 70
percent of domestic requirements. During this period, the value of petroleum
imports more than doubled, accounting for about 50 percent of total imports,
and was the major factor in the sharp increase in imports during the :
period. 1/ 1In order to allow.petroleum imports to continue without worsening
the trade deficit, the Government discouraged imports of nonpetroleum products
by increasing tariffs and initiating restrictive licensing. Some of the most
important nonpetroleum imports that were restricted included machinery,
chemicals, fertilizer, consumer goods, and metals. Conservation, along with
production of alcohol fuel and the development of hydroelectric, nuclear, and
coal sources have reduced Brazil's dependence on imported petroleum, and by
1983, Brazil's oil import bill had decreased to $7.8 billion from $9.6 billion
in 1982. 2/ As a result of decreased oil import costs and increased exports °
of agricultural products, the trade balance shifted from a deficit to a
surplus.

Brazil's major export items include soy meal, coffee, and iron ore. The
leading export markets are the United States, the Netherlands, West Germany,
Japan, and Argentina. For imports other than petroleum, the leading suppliers
were the United States, Japan, West Germany, Italy, and Argentina. Most of
the imported items were either consumer or capital goods or raw materials. 3/

‘The Textile and Apparel Industries
Structure
There are approximately 5,500 textile and apparel firms currently.

operating in Brazil which account for almost 5 percent of all companies
engaged in manufacturing. 4/ Of total textile and apparel companies, 469

1/ U.s. 'Department of State, Background Notes: Brazil, December 1982, p. 5.

2/ U.S. Department of Commerce. Foreign Economic Trends Brazil,
June 1984, p. 5. . :

3/ U.S. Department of State, Background Notes: Brazil, December 1982, p. 1.

4/ U.S. Consulate, Sao Paulo, Industrial Outlook Report-Brazilian Textile.
Industry, Dec. 28, 1984, p. 2.
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firms, or 9 percent, account for the bulk of textile and apparel products
produced and exported. Of these companies, 296 are dedicated to spinning and
weaving, 111 are engaged in apparel production, and the remaining 62 firms
produce a variety of other textile mill products. These large firms reported
net sales totaling $5 b11110n, net profits totaling $95.8 million, and net
worth of $4.6 billion in 1983. 1/ About 95 percent of these textile and
apparel firms are domestically owned, and the remaining 5 percent are owned,
at least in part, by foreign sources, namely Argentina, the United Kingdom,
Italy, and West Germany. 2/ Foreign investment is primarily concentrated in
the spinning and weaving industry, whereas the apparel industry is almost
entirely Brazilian owned. Capacity utilization in textiles and apparel has
been in the 80-85 percent range. 3/

The textile and apparel industries employ some 388,000 workers.
Increased demand for professional employees has caused their income to
increase far more than that of the less-skilled worker in the textile and
apparel sector. Professional employees earn about four times as much as
textile and apparel workers. 4/ According to preliminary data, the average
hourly earnings of Brazilian workers employed in the spinning and weaving
sector decreased a little over 6 percent, from $1.27 per hour in 1982 to $1.19
per hour in early 1984. 5/ However, in terms of hourly earnings reported in
cruzeiros, wages increased over 300 percent, from 319 cruzeiros per hour to
1,372 cruzeiros per hour during the same period. When comparing average
hourly earnings for spinning and weaving workers, that in Brazil was less than

17 percent of the amount paid in the United States during 1982 and not quite
14 percent during early 1984..

Even though Brazil had lower labor costs than several other major textile
producing countries, they were not sufficient to offset Brazil's high capital
(interest) costs. As a result, Brazil's overall manufacturing costs in the
spinning and weaving sectors in 1983 were higher than that in the countries
included in table 12 (except for West Germany in the weaving sector).

1/ Ibid.

2/ 1Ibid. :

3/ U.S. Department of Commerce, Foreign Economic Trends . . . : Brazil,
June 1984, p. 9.

4/ U.S. Department of Labor, Country Labor Profile: Brazil, 1980, p. 6.
- 5/ VWerner International Management Consultants, Inc., Spinning and Weaving ‘
Labour Costs Comparisons, Spring 1984 New York and Brussels.




Table 12.--Manufacturing costs in the spinning and weaving
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industries for selected countries, 1983

Cost element

. Brazil

West
Germany

India

Japan

Kore

United

Labor:
Spinning (cents
per 1b.). _
Weaving (cents
per yd.).
Interest: .
Spinning (cents
per 1b.).
Weaving (cents
per yd.).
Depreciation:
Spinning (cents
per 1b.).
Weaving (cents
. per yd.).
Other manufac-
turing costs:
Spinning (cents
~ per 1lb.).
Weaving (cents
per yd.).
Total manufac-
turing
cost:
Spinning (cents
per 1b.).
Weaving (cents
per yd.).

ee oo e¢ oo

e oo oo

ee oo o0 oo oo

1.7

6.2

21.1

17.6

10.8

11.8

4.8

51.4

37.0

@0 00 06 00 06 06 06 00 00 ¢ a6 06 o0 e oe

e oo ee ee¢ oo oo

e o0 46 oo oe e oo

15.7

16.5

4.6

‘.s

11.0

9.4

15.3

7.1

46.6

37.5

oo oo oo oo s

@ 90 00 00 08 00 00 96 06 06 06 06 46 06 6 00 06 46 06 26 o8 e se os e se

3.1

2.5

7.3

7.4

7.3

7.2

17.1

10.4

34.8

27.5

7.9

oo o0 o¢ Joe oo

8.6

5.7

4.7
12.7

8.3

17.5

8.0

43.8

29.6

@0 90 90 00 00 €0 0c +4 00 00 96 00 06 06 06 90 06 90 06 06 0 es e¢ o ev oo

@0 96 00 04 06 00 26 00 46 46 40 00 ¢ 06 04 04 64 00 06 08 06 o6 06 06 00 s o6 oo oo Jeo oo

3.5

3.1

4.1

4.0

7.6’

6.6

16.5

9.9

. 31.7

2

3.6

06 00 06 00 00 00 00 00 00 24 20 06 06 40 e 04 26 o6 06 06 o6 o0 00 oo o8 oo oo oo o |eo

States

11.8

11.7

5.9

6.0
8.7

804

13.0

7.4

39.4

33.5

Source: Interna

Production

The annual rate of change in the value
Brazilian textile and apparel industry,
along with annual changes in GDP and tot
by the U.S. Consulate in Sao Paulo,
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of industrial output in the

shown in the following tabulation
al industrial production as reported
fluctuated during 1979-83 (in percent):

Ttem ., 1979 0 1980 ' 1981 © 1982 ° 19083
GDP : 6.4 : 8.0 : -1.9 : 1.0 : -3.3
Industry : 7.1 : 7.8 : -6.3 : 0.3 : -7.0
Textiles and apparel-—--: 6.0 : 6.8 : -7.4 : 4.4 : -10.3

o
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During 1979-80, the textiles and apparel industry experienced an annual
growth rate of 6 percent and more. However, the industry's performance in }
1981 and 1983 was marked by declines of 7.4 and 10.3 percent. During 1979-83,
Brazilian fiber production remained relatively stagnant, fluctuating within a
narrow range between 1.0 and 1.2 million tons. As reported in table 13,
cotton accounted for 55 to 64 percent of total fiber production during 1979-83.

Table 13.--Textile fibers: Domestic production in
Brazil, by types, 1979-83

(In thousaﬁds of tons)

1983

Fiber S 1979 © 1980 © 1981 o 1982 :

Total, fiber pro- : : : H : ;
duction-———-- —————1 1,074.1 : 1,123.5 : 1,128.8 : 1,175.2 ¢ 1,048.4
Natural fibers—————-: 738.3 : 765.4 : 807.7 : 858.2 : - 753.1
Cotton———————n: 595.1 : 629.2 : 653.4 : 748.0 ; 644.9
Other———————mm—o : 143.2 : 136.2 : 154.3 : 110.2 : 108.2
Manmade fibers—————-: 335.8 : 358.1 : 321.1 : 317.0 : 295.3
Cellulosic—————=: 54.9 : 56.5 : 50.9 49.5 : 44 .4
: : 267.5 : 250.9

Noncellulosic——-: 280.9 301.6 : 270.2

°

Source: Report from U.S. Consulate, Sao Paulo.

Although Brazil has exported large quantities of cotton in some years,
particularly in 1983, exports were not consistent, and most cotton was
domestically consumed or retained as stock. During 1981-83, an average 2.9
million bales of cotton were produced in each year. Output of manmade fibers
gradually decreased from 358,100 tons in 1980 to 295,300 tons in 1983. Most
of the decrease was in polyester and nylon.

Brazil is among the six largest producers of cotton worldwide and,
consequently, has sufficient raw fiber to satisfy the approximately 200 firms
dedicated to producing cotton yarns. 1/ According to the International Cotton
Advisory Committee, production of cotton yarns in Brazil trended slowly upward
. from 550,000 tons in 1979 to an estimated 569,000 tons in 1983 as detailed in
the following tabulation:

Year Production
1979 -~ 550,000
1980-- 561,000 °
1981 556,000
1982 -- 567,000
1983 569,000

Carded yarns accounted for most of the production since the bulk of Brazilian
cotton was too short to produce combed yarns.

1/ Cotton Yarn from Brazil, Determinations of the Commission in
Investigation No. 104-TAA-21 . . ., USITC Publication 1530, May 1984, p. A-26.
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Plants and equipment

A recent survey conducted by the Sao Paulo Textile Association revealed
that approximately 5,500 textile and apparel companies operating in Brazil
utilized some 145,000 looms, 4.7 million spindles, and 17,000 assorted textile
and apparel machines. 1/ From 1980 to 1983, the Brazilian textile and apparel
equipment industry was made up of approximately 100 companies, 10 of which
accounted for 60 percent of the sector's total value of production, reported

t $171 million in 1983. 2/ The following tabulation, derived from a report
from the U.S. Consulate in Sao Paulo, provides the value of textile and
apparel equipment produced in Brazil during 1979-83 (in thousands of dollars):

..

Equipment sector © 1979

: . 1980 | 1981 . 1982 . 1983
Spinning : 58,500 : 61,000 : 67,100 : 62,403 :° 57,410
Textile and fabric : 36,500 : 39,420 : 45,330 : 42,157 : 38,784
Fabric finishing—- : 35,000 : 36,700 : 40,300 : 37,480 : 35,231
Apparel : 12,500 : 14,900 : 17,900 : 21,480 : 39,500
Total-- :142,500 : 152,020 : 170,630 : 163,520 : 170,925

. .
° o o

Throughout the'period, more than one-third of total domestic production was
concentrated in the spinning machinery sector. Additionally, during 1983
domestically produced textile and apparel equipment accounted for over 90
percent of total sales.

In 1981, the Industrial Development Council (CDI) discontinued its
industrial assistance program, which included reduced duties on imports of
textile and apparel machinery for companies with expansion plans.
Subsequently, textile and apparel machinery imports declined from $107 million
in 1981 to $54 million in 1983, or by about 50 percent. The decline in
imports from 1981 to 1983 affected all textile subsectors: spinning mill
equipment declined almost 74 percent; textile and fabric production equipment
declined 47 percent; and finishing equipment declined 71 percent. The leading
sources of imports of textile and apparel manufacturing equipment during 1983
were Switzerland and West Germany, with sales of $16.1 million and $10.9
million, respectively. Other important sources included the United States and
Japan. From 1981 to 1982, Brazilian textile and apparel equipment imports
from the United States increased 70 percent, from $13.8 million to $23.5
million, before declining nearly 69 percent to $7.3 million in 1983. Most
U.S. sales of such equipment to Brazil were reported to be in textile and
fabric manufacturing equipment. The U.S. share of Brazilian textile and

apparel mach1nery imports was a little over 13 percent in 1983 down from 24
percent in 1982. 3/

1/ U.S. Consulate, Sao Paulo, Industrial. Outlook Report-Brazilian Textile
Industry, Dec. 28, 1984, p. 2

2/ Ibid, p. 9.

3/ U.S. Consulate, Sao Paulo, Industrial Outlook Report—Braz111an Textile
Industry, Dec. 28, 1984, pp. 9-11.
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"Brazil was the third largest market for short staple ring spindles, the
tenth largest market for open-end spinning equipment, the eighth largest
market for shuttle looms, and the nineteenth largest market for shuttleless
looms in the world during 1974-82. 1/ Overall, most of the smaller plants
continued to operate with old and, in some instances, hand-operated equipment,
whereas many of the larger operations, which are primarily concerned with
exporting their products, installed more technologically advanced machinery
capable of producing high quality merchandise. According to industry sources,
replacing obsolete machinery will become increasingly difficult because of
insufficient financial resources and the technological deficiency of equipment
domestically produced. 2/

Trade in Textiles and Apparel

The Brazilian textile and apparel industry, ranked among the 10 largest
in the world in terms of mill fiber consumption, has undergone major changes
in the last decade. 3/ Since early 1970, the Brazilian textile and apparel
industry, traditionally oriented to serving the domestic market, has taken a
more active role in expanding and promoting exports. Exports of fibers,
textile mill products, and apparel rose significantly, from $480 million in
1976 to $1.1 billion in 1983, as shown in table 14. Imports of textiles and
apparel from Brazil fluctuated and decreased from $125 million in 1976 to $104
million in 1983. Most trade, in both imports and exports, is concentrated in
textile mill products, such as yarns, fabrics, and homefurnishings.

Because exports were considerable larger than imports during 1976-83, the
Brazilian textile and apparel industry realized a favorable balance of trade
during the period. Despite the decline to $675 million in 1982, the surplus
increased from $354 million in 1976 to $983 million in 1983. .

1/ International Textile Manufacturers Federation, Textile Machinery
Shipment Statistics, vol. 5, 1982, pp. 32-36.

2/ U.S. Consulate, Sao Paulo, Industrial Outlook Report-Brazilian Textile
Industry, Feb. 24, 1984, p. 3.

3/ Food and Agrlculture Organization, World Apparel F1ber Consumption Survey
1983, various pages.
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Eggbrts

During 1976-83, Brazil's exports of textile fibers accounted for between
15 and 30 percent of total textile and apparel exports. Fiber exports
increased irregularly from $99 million in 1976 to $327 million in 1983.
'Exports of both cotton and wool, the two dominant exported fibers that
together represented between 50 and 80 percent of fiber exports during
1976-83, fluctuated and trended upward, as shown in the United Nations data in
the following tabulation (in thousands of dollars):

Fiber 1976 . 1977 | 1978 _ 1979 . 1980 , 1981 . 1982 _ 1983
Cotton—----: 9,074 : 42,535 : 54,185 : 4,239 : 17,452 : 45,050 : 64,593 : 196,387
Wool-------:44,926 : 53,873 : 60,105 : 59,556 : 69,714 : 82,502 : 52,864 : 65,060
Manmade : : : : : e : s

 fiber--—-: 2,767 : 1,522 : 4,798 : 9,290 : 10,169 : 27,706 : 10,702 : 18,776
‘Other———-—- 242,184 : 51,490 : 40,788 : 53,929 : 67,060 : 42,500 : 25,137 : 47,259
Total--:98,951 :149,420 :159,876 :127,014 :164,395 : 197,758 : 153,296 : 327,482

.
°

(X

.
H .

The wide fluctuations in Brale's cotton exports reflect several ‘factors
1nc1ud1ng domestic and global supply and demand. Government support programs
for cotton affect the price of cotton exports as does the value of the
cruzeiro relative to other world currencies. These in turn affect the volume
of exports. Wool exports increased irregularly from nearly $45 million in
1976 to $65 million in 1983, or by about 44 percent. Exports of manmade
fibers remained relatively small, less than $10 million during 1976-79, in as
much as the domestic manmade-fiber industry was in the development stage.
However, as the manmade-fiber industry developed, the level of exports rose
irregularly from $10 million in 1980 to nearly $19 million in 1983. Exports
of other fibers, primarily sisal, also fluctuated and 1ncreased slightly from
_$A2 million in 1976 to $47 million in 1983.

Exports of textlles (excluding fibers) and apparel 1ncreased irregularly
from $381 million in 1976 to $760 million in 1983. The developed nations,
primarily the United States and those belonging to the EC were the major
markets for Brazil's exports of textiles and apparel during 1976-83 (table
I-1). The most notable EC export market was West Germany, followed by Italy
and France, which together received over 20 percent of Brazil's total valué of
‘exports of textiles and apparel during the period. Brazilian exports to the
‘United States, which surpassed West Germany as the leading export market in
1981, increased irregularly from $67 million in 1976 to $152 million in 1983
(table I-2). During 1976-83, Brazilian exports of such products to the United
States accounted for over 12 percent of Brazil's total exports in this
sector. The following tabulation, compiled from United Nations data, shows
exports to the 10 leading markets that together received over 55 percent of
Brazil's total exports of textiles and apparel durlng 1981-83 (in thousands of
dollars): ,
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.

Percent of total

Market - 1981: : 1982 . 1983 . exports in 1983

United States———---—-: 124,171 : 92,616 : 152,339 : 20.0
West Germany---~--—--: 99,174 : 91,982 : 98,503 : 13.0
East Germany-—---~——-: 19,663 ; 17,753 : 45,094 5.9
Canada-—- . -3 28,906 : 24,892 39,938 : 5.3
Italy——-————— : 31,454 : 31,656 : 34,408 : 4.5
Paraguay : 37,686 : 21,735 : 25,857 : 3.4
Japan—-——~-- —————1 24,273 20,694 : 22,219 : 2.9
Poland - -1 35,596 : 13,170 : 20,747 : 2.7
France- -2 23,129 : 021,991 : 20,587 : 2.7
Hong Kong---————==-=: 20,141 : 9,347 : 9,232 : 1.2

Total-r——remmm 444,193 ; 345,836 : 468,924 61.6

.
.

Of total textile mill product exports from Brazil, cotton yarn was the
single most important product, accounting for over 25 percent during 1979-83
(table I-3). Other major textile-mill-product exports included gray and
finished cotton fabrics and homefurnishings (except floor coverings). During
the 1979-83 period, gray and finished cotton fabric exports accounted for
between 17 and 23 percent of total textile mill exports, while homefurnishings
(except floor coverings) accounted for between 9 and 14 percent. 1In terms of
apparel, exports were largely concentrated in knit and woven outer garments,
including blouses, skirts, shirts, trousers, undergarments, and fur apparel.
During 1983, these apparel items accounted for almost 89 percent of total
apparel exports from Brazil, Throughout the 1979-83 period, textile mill
products accounted for more than 80 percent of total textile (excluding
fibers) and apparel exports.

U.S. imports of textiles (excluding fibers) and apparel from Brazil
primarily consisted of cotton products, especially carded yarns, sheeting,
printcloth, twill and sateen, duck, trousers, dressing gowns, and towels
(table I-4)., From 1980 to 1983, U.S. imports of cotton products from Brazil
increased from almost 14 million square yard equivalents (SYE), valued at $24
million, to nearly 112 million SYE, valued at $71 million. U.S. imports of
wool textiles and apparel from Brazil were less than 1 million SYE during the
entire period and were largely concentrated in wool tops and yarns

(table I-5). U.S, imports of manmade-fiber textile and apparel products from
Brazil, which eventually increased from a little over 3 million SYE in 1980 to
almost 21 million SYE in 1983, were primarily 1n yarn and fdhr1c (table I1-6).

Imports

Imports of textiles (includzng fibers) and apparel accounted for less
than one percent of Brazil's total imports during 1976-83. From 1976 to 1979,
imports of textiles and apparel decllned from $125 million to $105 million.
However, because of a significant increase in fiber imports of all types,
imports increased to $138 million in 1980 before declining irregularly to 3106
million in 1983. During the 1976-83 period, the bulk of these imports
consisted of textile mill products, primarily yarns and fabrics of manmade
fibers.
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Brazilian imports of textile fibers increased from approximately
$40 million in 1976 to their highest level of a little over $52 million in
1980, before declining to nearly $24 million in 1982, as shown in the

following tabulation derived from United Nations data (in thousands of
dollars):

X

Fiber . 1976 . 1977 . 1978 - 1979 ., 1980 . 198l . 1982
Cotton-———-———-: 1,952 : 175 580 : 208 : 3,914 : 3,504 : 25
Wool-----eou-—: 3,332 : 1,539 : 1,719 : 815 : 7,343 : 4,183 : 9,721
Manmade fiber--: 26,265 : 22,158 : 11,641 : 17,941 : 24,670 : 16,424 : 7,947
Other--——-----——:_ 8,200 : 3,231 : 3,678 : 4,957 : 16,326 : 17,038 : 6,045

Total————-- : 39,749 : 27,103 17,618 : 23,921 : 52,253 : 41,149 : 23,738

LYY
.e

Much of the decline from 1980 to 1982 was attributed to import restrictions on
nonpetroleum products and a drop in domestic consumption of fibers. 1/ Except
for 1982, fiber imports were primarily concentrated in manmade fibers. Manmade
fibers' share of total fiber imports ranged from 40 to a little over 80 percent
during the period. ’

Imports of textile-mill products were valued at between $65 million and
$84 million during the 1976-83 period and consisted largely of manmade-fiber
yarns and fabrics. Apparel imports have remained relatively small, not
exceeding $11 million during the period.

The major sources of imported fibers were Uruguay, the United States, West
Germany, Belgium, Argentina, and France. During 1982, imports from these
sources accounted for almost 87 percent of total fiber imports. Brazil's
imports of textile-mill products were shipped primarily from the United States,
France, West Germany, the United Kingdom, and Japan, which together accounted
for more than three-fourths of the total in 1982. 1In terms of apparel, the
leading sources, which shipped about 45 percent of the total in 1982, were the
United States and France.

Imports of such products are expected to remain relatively stable and to
experience little if any growth in the next few years because of import
controls imposed by the Government of Brazil. Some of the major barriers to
trade cited included the tax on financial transactions--referred to as the IOF,
which is a 25-percent surcharge on imported products--and the requirement for
major importers to present annual import programs to the Foreign Trade
Department of the Banco do Brazil, the Government agency responsible for
stimulating Brazilian exports. 2/ Additionally, the “Law of Similars" is
another means of controlling imports of products that are already produced in
Brazil.

-

1/ U.S. Consulate, Sao Paulo, Industrial Outlook Report-Brazilian Textile
Industry, Feb. 24, 1984, p. 3. ,

2/ Economic Commission for Latin America, Trade Relations Between Brazil and
the United States, March 1984, p. 41. ’
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MFA constraints

The first bilateral agreement between the United States and Brazil, under
the Long-Term Arrangement Regarding International Trade in Cotton Textiles
(LTA), became effective on November 1, 1970, and covered a 5-year period.

This agreement established an aggregate annual limit of 75 million SYE on
cotton textiles exported from Brazil to the United States. The agreement was
amended in 1972 and replaced by a bilateral agreement negotiated under the

provisions of the more comprehensive Multifiber Arrangement (MFA), which
succeeded the LTA.

Since the inception of the MFA in 1974, Brazil has signed 3 additional
bilateral agreements with the United States, each covering 3-year periods that
began on April 1, 1976, 1979, and 1982. The current agreement limits trade in
cotton textiles on an aggregate, subgroup, and individual category basis.
Additionally, the current agreement was expanded to cover manmade-fiber ’
products. It resulted in the establishment of designated consultation levels
(DCL's) 1/ in two fabric categories. It also resulted in a consultation .
provision that states that if the United States believes that imports of
manmade fibers and products thereof not covered by limits from Brazil are, due
to market disruption, threatening the orderly development of trade between the
United States and Brazil, then the United States may request consultations
with Brazil. Prior to the 1982 bilateral agreement, manmade-fiber products
were addressed in a separate agreement in which Brazil agreed to consult with
the United States should its annual exports of manmade-fiber products exceed
- the previous year's level by 10 percent.

The aggregate limit, which is allowed to increase 7 percent annually,
increased from 171.1 million SYE in 1982 to 183.1 million SYE in 1983. During

1983, 72.3 percent of the aggregate limit was filled. According to official

documents of the U.S. Department of State, within the aggregate there were
three groups as shown in the following tabulation:

1983 Quantity charged

1983 limit against quota  Percent
Grou (million SYE) (million SYE) filled
Group I----Yarns and fabrics
of cotton--- 142.9 93.0 65.1

Group II---Apparel, made-up goods,
: and miscellaneous

textile products of .

cotton 40.1 18.5 46.0
Group III--Textiles and textile

products of manmade

fibers 1/ 20.8 -

Aggregate Limit———- - 183.1 132.3 72.3

1/ Included in the aggregate limit.

1/ A designated consultation level is a more flexible import control than
specific ceilings or limits; DCL's are usually somewhat above existing levels
of trade and once reached cannot be exceeded unless the United States agrees
to further shipments. They normally apply to categories in which trade is not
as great as those for which specific limits are set and are determined
annually through the consultation procedure with each bilateral country with

.which they exist.
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The group limitations for yarns and fabrics of cotton for a given year
may be exceeded by not more than 15 percent and for apparel, made-up goods,
and miscellaneous textile products of cotton, by not more than 7 percent,
provided that corresponding reductions are made in limits for other years of
the agreement period. Because there were no specific limits applicable to
textile and textile products of manmade fibers, there were no provisions for
shifts in this group. The subgroup limits covering specific limits during
1981-83 are shown in tables I-7 through I-9 with the quantity of imports
charged against each level.

Individual categories in group II and apparel in group III were allowed
to be exceeded each year by 7 percent and categories within group I and
nonapparel in group III by 10 percent as long as group limits were adhered
to. Additionally, aggregate, group, and specific limits could be exceeded by
a maximum of 11 percent by using carryover and/or carryforward. These
adjustments were necessary for cotton duck fabric, which exceeded its limit as
a result of an 11 percent carryover from 1982 to 1983. : '

Cotton categories, included in group I and group II, not having either
specific limits or DCL's, are subject to consultation if imports from Brazil
are more than 1,000,000 square yard equivalents in each nonapparel category
and more than 700,000 square yard equivalents in each apparel category--known
as minimum consultation levels (MCL's). 1In 1983, cotton skirts, included in
group II, exceeded the consultation limit by a little over 6 percent. Because
imports of cotton skirts exceeded the consultation level, this amount will be
charged to the 1984 level. The categories covering manmade fibers, provided
for in group III, which are not covered by limitations are also subject to
consultation levels if imports from Brazil are more than 1,000,000 square yard
equivalents in a nonapparel category and 700,000 square yard equivalents in an
apparel category. .

Quotas on U.S. imports of textiles and apparel from Brazil do not appear
to hamper export potential. U.S. imports of textiles and apparel from Brazil
increased continuously, almost tripling, from nearly 66 million SYE in 1981 to
approximately 195 million SYE in 1984. The largest increase occurred between
1983 and 1984 when U.S. imports from Brazil increased 62 million SYE, or by
almost 47 percent. S

During 1981, the United States had quotas on 17 categories of textiles
and apparel imported from Brazil, all of which were of cotton. None of these
categories were completely filled. 1In 1982, the beginning of a new bilateral
agreement between the United States and Brazil, only 4 categories were under
quota. However, because of increased U,S. imports from Brazil, the number of
categories subject to quota, all of which were of cotton, increased to 12, as
detailed in table 15.
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Table 15.--Cotton, wool, and manmade-fiber textiles and apparel: U.S. imports from
Brazil subject to specific limits and not subject to specific limits, 1981-83

: . : Number of MFA : o - : Number of non-
U.S. imports . U.S. imports not
3 . : categories sub- : . : quota MFA cate-
Year subject to - s e subject to . -
: .. . o : ject to specific : . ee . gories having
specific limits - specific limits X
: ‘ : limits o shipments
: SYE T ' : SYE
1981—————- : 57,728,991 : 17 : 8,157,932 : 81
1982———---: 23,660,251 : : 4 : 55,602,383 : : 94
1983 ————- : 101,388,141 : 12 : 31,496,626 : 86

. . .
e - -

1/ Textile and apparel products in chief weight and chief value of silk or
vegetable fibers (except cotton) not subject to MFA restraint are not included.

Source: Compiled from statistics of the U.S. Department of Commerce.

As a result, Brazil's export potential in cotton products will be limited,
whereas U.S. imports of textile mill products and apparel other than cotton
not subject to specific limits have the potential for growth.

Government Pdliéy

Brazil's textile and apparel industry accounts for a smaller share of
total industrial output and exports than is the case in most countries of
Southeast Asia, such as Hong Kong and Korea. Brazilian 1mports of textiles
and apparel are not significant and will most likely remain limited as long as
the Government of Brazil continues to enforce stringent import restrictions.
The textile and apparel industry is important to the economy because it
employs large numbers of unskilled workers and generates a substantial amount
of exports needed to alleviate the trade deficit caused largely by oil imports.

Assistance to the industry

According to a private research source, which based its findings on
information provided by the Banco do Brasil, a number of programs specifically
designed to encourage exports are available. 1/ The availability and
application of these programs vary, and some are entirely or partially offset
by taxes. The incentives extended by the Government of Brazil include: (1)
income tax exemptions for export earnings; (2) a rebate on the Industrial
Products Tax, referred to as IPI; (3) export financing at preferential
interest rates; (4) preferential working capital financing for exports; (5)
green and yellow drawbacks, which is a program extending tax exemptions to
domestically produced primary and intermediate products purchased by an
authorized trading company for use in the manufacture of an item to be

1/ A. J. Spilner, Brazilian Export Subs1d1es, Rohm and Haas Co., June 1,
1983, pp. 4-21.




57

exported by the trading company; (6) BEFIEX grants in certain targeted
industries that sign contracts that include specific export commitments; (7)
short-term financing for programs committed to increasing future exports; (8)
preferential financing of the value of merchandise placed in a warehouse and
destined for export; (9) rebate on export credit insurance; (10) certain
credit transactions are not liable to the tax on credit, exchange and
insurance transactions, and transactions involving bonds and securities; (11)
accelerated depreciation for capital goods manufactured in Brazil; (12)
long-term Government loans at preferential rates; (13) reimbursement on the
value of the single tax on lubricants, fuels, and electricity, which has been
included in the costs of production, provided they account for more than 2
percent of the FOB value of the product exported; (14) preferential export
financing for exporters who maintain: a minimum fixed level of foreign exchange
contracts with the Banco do Brasil; (15) drawback, which is the system that
suspends, exempts, and reimburses import duties and certain taxes, as well as
customs duties on the import of raw material, parts, components, and packaging
materials to be used wholly in the manufacture, processing, packaging, or
wrapping of a product for export, or which are intended to make up the stock
of these same commodities that have heen imported and used in products already
exported; (16) certain benefits to trading companies; and (17) financing for
development, manufacturing, and marketing of certain products to substitute
for imports. 1/

On March 15, 1977, the United States imposed a countervailing duty of
21.4 percent ad valorem on imports of cotton yarns from Brazil, after it was
determined that Brazilian manufacturers and exporters were receiving
assistance through the following programs: (1) income tax exemption for export
earnings; (2) a rebate on the IPI tax; (3) preferential financing for exports;
(4) fiscal benefits for special export programs, primarily used in purchasing
machinery; and (S5) preferential export financing for exporters that maintain a
fixed level of foreign exchange contracts with the the Banco do Brasil. 2/
This countervailing duty was eliminated in December 1979 because the Brazilian
Government abolished the rebate programs. In order to revive exports of this
product, however, the Brazilian Government, beginning in 1981, reestablished
the subsidies in the five programs. They were again declared by the United
States to constitute a net subsidy that was determined to be equivalent to
10.97 percent ad valorem during 1981. 3/ A subsequent review covering 1982
revealed that net subsidies in the five programs had increased to 15.16 -
percent ad valorem. 4/ The same review in 1983 reduced the deposit rate to
2.72 percent ad valorem, which will be in effect until another administrative
review is completed. 5/

On July 17, 1981, the Brazilian Government requested the U.S.
International Trade Commission to determine whether an industry in the United
States would be materially injured, or threatened with material injury, or the
establishment of an industry would be materially retarded by reason of imports
of cotton yarn from Brazil if the outstanding countervailing duty order were
to be revoked. Accordingly, on January 18, 1984, the Commission instituted an

1/ Ibid.

2/ 42 F.R. 14089, Mar. 15, 1977.

3/ 48 F.R. 35000, Aug. 2, 1983.
4/ 49 F.R. 15250, Apr. 18, 1984,

5/ 48 F.R. 50594, Nov. 2, 1983.
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investigation covering cotton yarn from Brazil. 1/ On May 8, 1984, the
Commission determined that an industry in the United States would be

materially injured by reason of imports from Brazil of carded yarn wholly of
cotton if the countervailing <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>