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China’s textile and 
clothing trade and  
global adjustment14

Will Martin 

The year 2009 is proving to be a remarkable one in many respects. One 
of the most important of these from a trade perspective has received very 
little attention. This is the first year in half a century in which the world 
has not had a system of quotas to slow the growth of exports of textiles 
and clothing from developing countries in general, and particularly from 
China. That these quotas have been abolished seems remarkable given the 
intensity of the support for these quotas in earlier periods. Perhaps even 
more remarkable is the fact that they disappeared almost without trace in 
2009, without evidence of the major disruption against which they were 
long seen as a bulwark. Have world textile-trade policymakers finally 
found the virtue they have long sought, but whose realisation they often 
seemed to defer (Reinert 2000)?

Quotas against exports of textiles and clothing from developing 
countries were introduced on a large scale in the 1960s, based on 
precedents of quotas used to slow the seemingly inexorable growth in 
exports of textiles and clothing from Japan in the 1930s. The quotas of 
the 1960s were partial in coverage, focusing on only textiles and clothing 
made from cotton, and from a relatively limited set of countries. As is 
frequently the case with quantitative restrictions, one set of restrictions 
begot another. In this case, the restrictions on cotton textiles created 
incentives for suppliers to use synthetics and other fibres, including such 
previously—and since—obscure fibres as ramie. As a result of these spill-
over effects, a complex web of quotas covering a wide range of textile 
fibres was introduced under the Multi-Fibre Arrangement (MFA) in the 
1970s and progressively tightened during the 1980s and early 1990s. 

In principle, these quotas were intended to grow over time so that trade 
in textiles and clothing could return to a system regulated under World 
Trade Organisation (WTO) rules involving tariffs, rather than quotas. The 
quotas and rates of quota growth over time were negotiated under bilateral 
agreements that applied over extended periods. Because neither the level 
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of the quotas nor their rates of growth responded to shifts in supply  
and/or demand, the protective effect of these quotas varied considerably 
across suppliers and with time. The resulting export barriers were a 
particularly serious problem for countries such as China that had quotas 
that were low relative to productive potential, and grew at rates that were 
low relative to the underlying growth in export supply. In this situation, 
the prices of scarce quotas could become very large relative to the net value 
of these exports. Given the importance of labour-intensive manufactured 
exports in labour-intensive countries such as China (Lin 2009), these 
quotas posed particular problems for developing countries attempting to 
develop through the expansion of labour-intensive exports.

In this short chapter, we first consider the evolution of the quotas on 
exports of textiles and clothing from China. Then, we look at the evidence 
available on the protective impacts of these quotas. Finally, we consider 
some of the implications of their abolition for the markets for clothing and 
textiles, and for China’s balance of agricultural trade.

The quotas on textiles and clothing

The quotas implemented under the MFA, and the Uruguay Round 
Agreement on Textiles and Clothing that succeeded it, were imposed after 
bilateral consultations between the importer and the exporter for particular 
products. These negotiations covered the size of the initial quotas and their 
rate of growth. The quotas were administered by the exporter, which 
was—perhaps because of the initially grey-area status of ‘voluntary export 
restrictions’ under General Agreement on Tariffs and Trade (GATT) rules—
allowed to keep any quota rents associated with the quotas. Importers 
could potentially have imposed quotas against non-members of the GATT/
WTO and kept the quota rents themselves, but they generally chose to 
follow similar procedures for members and non-members.

Large countries such as China were more likely to attract attention as 
their exports grew and hence to find themselves with limits that were small 
relative to their production potential. Perhaps for the same reason, China’s 
exports of textiles and clothing were subjected to lower growth rates than 
most other developing-country exporters. Another factor contributing to 
differences in quota growth rates during the period after 1994 was the 
Agreement on Textiles and Clothing under the Uruguay Round, which 
phased out the quotas on some products and increased the growth rates 
of the remaining export quotas from 1995 to 2004, before their planned 
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elimination in 2005. As is evident from Table 14.1, China’s quota growth 
rates in the US market for the decade to 2004–05 were particularly low 
relative to those of other countries. The fact that China was not a member 
of the GATT/WTO until 2001 also meant that China lacked access to 
mechanisms for challenging decisions about restrictions on her exports of 
textiles and clothing.

Table 14.1	 Quota enlargement under the Agreement on Textiles and 
				    Clothing, 2004–1994 (percentage change for the full period)

Textiles Clothing

European Union United States European Union United States

Bangladesh n.a. 168 n.a. 168
China 50 33 38 41
Hong Kong, China 16 37 22 17
India 50 141 79 116
Indonesia 83 134 117 133
South Korea 70 37 38 12
Pakistan 79 139 119 150
Sri Lanka 134 204 132
Philippines 134 112 119
Thailand 59 127 116 123
Taiwan, China 34 22 24 4
Total 62 93 54 67

n.a. not available

Note: Based on quotas and growth rates in effect at the beginning of the implementation period. 

Source: International Textile and Clothing Bureau, Geneva. 

Since the textile and clothing export quotas were scarce, they became 
valuable assets. While quotas were allocated in a variety of ways, trade 
between enterprises was allowed, with prices quoted widely, including 
through web sites such as <www.chinaquota.com>. The tradability of 
these quotas ensured that the opportunity cost of using a quota to export 
was broadly similar across enterprises. Since a quota had to be purchased—
or the opportunity to sell a quota forgone—the quotas acted like an export 
tax in raising the cost of exporting textiles and clothing. With data on the 
cost of quotas and the export quota-inclusive price of exports, it became 
possible to estimate meaningful export tax equivalents for these quotas. 
Given the dynamism of China’s underlying export growth, her limited and 
slow-growing quotas for textile and clothing exports frequently translated 
into very high, and rising, export tax equivalents of these quotas. 
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Using data on the prices of quota and the (quota price-inclusive) 
export unit values for a range of developing-country suppliers, Martin 
et al. (2004) estimate the export tax equivalents of quotas on exports of 
clothing from China to the European Union to have averaged 54 per cent 
in 2002–03 and 36 per cent on exports to the United States. These are high 
rates of export tax equivalent and could be expected to divert exports 
from China to other, non-restricted markets and to reduce exports overall. 
Two other notable features of the table are that, first, many exporters 
had zero or very low export barriers; given the size of their quotas, they 
were essentially unrestricted. Another feature was that the lower-income 
developing countries, such as China, India and Pakistan, had much higher 
tariff equivalents than the newly industrialising countries, which had 
largely lost comparative advantage in these products.

Table 14.2	 Estimated export tax equivalents of quotas in key  
				    supplying regions, 2002–03 (per cent)

Textiles Clothing

European 
Union

United 
States

European 
Union

United 
States

Bangladesha n.a. 0.0 n.a. 20.4
India 1.0 3.0 20 20
Pakistana 9.4 9.8 9.2 10.3
Chinaa 1.0 20.0 54.0 36.0
Hong Kong, Chinaa 2.1 0.0 12.3 2.3
Sri Lanka 1.0 0.0 0.0 7.0
Other East Asiab 1.0 0.0 3.0 7.0
Newly industrialising 
economiesc 

1.0 0.0 0.3 2.5

n.a. not available
a denotes an estimate based on quota price information 
b based on Indonesia, Philippines and Thailand 
c South Korea and Taiwan, China

Note: Other estimates interpolated from quota utilisation data.

A key feature of the export tax equivalents in Table 14.2 is the very 
high values on exports of clothing from China to the United States and the 
European Union. A surprising feature is the very low apparent barrier to 
exports of textiles from China to the European Union. Another important 
feature of the table is the apparently very high barriers on exports of 
clothing from Bangladesh to the United States and the relatively high 
barriers on textiles and clothing from Pakistan. The broad pattern of 
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export tax equivalents appears to be similar to that contained in the 
Global Trade Analysis Project (GTAP) model (Nordas 2004:25), except 
that the GTAP numbers show an export tax equivalent of 20 per cent 
on textile exports into the European Union. The overall similarity of the 
estimates is reassuring given that these are central to any analysis of the 
implications of liberalisation, and that the GTAP estimates are derived 
using a completely different methodology—the gravity-model approach 
used by Francois and Spinanger (2000).

The policies of quota phase-out and export quota expansion under 
the Agreement on Textiles and Clothing (WTO 1995) could have been key 
influences on the export tax equivalents. A major objective of this agreement 
was to progressively return these sectors to normal market disciplines by a 
combination of accelerated growth in quotas and progressive abolition of 
quotas during the phase-out period up to 1 January 2005. The phasing out 
of quotas was not generally regarded as successful in achieving significant 
liberalisation because the quotas phased out were largely those in which 
developing countries had no comparative advantage. Given the diversity 
of China’s textile and clothing industry, however, it would have provided 
opportunities from unrestricted expansion in some products.

The high growth rates of quotas in many suppliers after the acceleration 
in their growth rates under the Agreement on Textiles and Clothing 
(Table 14.1) undoubtedly contributed to the relatively low average export 
tax equivalents observed in countries such as Pakistan, Sri Lanka, the 
Philippines and Thailand. In contrast, the low growth of China’s export 
quotas contributed to the emergence of high export tax equivalents on 
these exports by restricting their growth relative to the underlying shift 
in the supply of these exports. Effectively, this stored up adjustment that 
could otherwise have occurred smoothly during the 10-year phase-out 
period to the end of the quota phase-out. The low growth rates in mature 
exporters such as Hong Kong and South Korea were sufficient because these 
economies were rapidly losing comparative advantage in these products.

The average export tax equivalents of the quotas presented in Table 
14.2 have the advantage of having been built up from information about the 
prices of quotas for particular product categories and the quota premium-
inclusive unit values of exports. This has the advantage of allowing us 
to examine the differences in the export tax equivalents of quotas across 
products and over time. The 36 per cent average export tax equivalent 
for China’s exports to the United States involved positive export taxes on  
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62 per cent of clothing products, with export tax equivalents ranging up 
to 192 per cent (on women’s knit shirts) (Martin et al. 2004). As shown in 
Appendix Table 14.1, many other popular clothing items, such as men’s 
and boys’ cotton trousers, also had very high export tax equivalents, 
making the impact of reform very sensitive to the treatment of individual 
categories—as well, of course, as raising the efficiency cost of the regime 
relative to a system involving more uniform rates of distortion.

The abolition of the export quotas on textile and clothing quotas 
imposed under the MFA was effective only for GATT members. This 
meant that quotas on China’s exports could have been continued, perhaps 
indefinitely. As part of China’s WTO accession package in 2001, China 
negotiated that the quotas against her exports would also be phased 
out by 2005. China was also to benefit from the abolition of quotas on 
some products and higher growth rates of quotas on products still under 
quotas. The accession agreement, however, introduced the possibility of 
these quotas being replaced by special textile ‘safeguard’ measures during 
the period 2005–08. 

Under Paragraph 242 of the Report of the Working Party on China’s 
Accession to the WTO, other members were entitled to impose safeguard 
quotas against China during the period 2005–08. In mid-2005, the 
European Union reached an agreement with China that allowed the former 
to impose such quotas on selected products from China between 2005 and 
2007 (EC 2005a, 2005b). In November 2005, the United States and China 
signed a memorandum of understanding allowing the United States to 
impose similar quotas against China between 2006 and 2008 (Governments 
of the United States of America and of the People’s Republic of China 
2005). The European Commission made relatively minor revisions to its 
agreement in September 2005 to deal with unexpectedly large quantities of 
products in transit. The working party report allows all WTO members to 
impose these sanctions—irrespective of whether they previously imposed 
quotas—and some other countries have imposed quotas against China, 
although the European Union and the United States are by far the most 
important markets to have imposed these quotas.

The accession agreement specified that the special safeguard quotas 
were to be based on imports in 12 of the preceding 14 months and that the 
quotas should grow by at least 7.5 per cent per annum (WTO 2001). These 
quotas would have been very cumbersome to use, particularly because 
they could last no longer than one year at a time. Perhaps because of this, 
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the two major importers chose to negotiate larger quotas and higher growth 
rates than could potentially have been imposed under this provision of 
China’s accession agreement. The quotas imposed by the United States are 
compared with the levels of the corresponding quotas in 2004—the last 
year of the Agreement on Textiles and Clothing (Table 14.3).

A striking feature of Table 14.3 is just how much the quotas increased 
for the products that were covered by the post-Agreement on Textiles 
and Clothing safeguards imposed under the accession agreement. Many of 
these products—and particularly Category 338/339, 349/649 and 666—
were subject to particularly high export tax equivalents, as is evident from 
Appendix Table 14.1. Much of the increase in the quotas shown in Table 
14.3 is the result of the pent up need for adjustment associated with having 
low rates of quota growth in China—one of the most dynamic exporters in 
the world and the largest exporter whose exports were growing the most 
rapidly. Some of the quotas, however—on products such as knit fabric and 
special-purpose fabric, which had not previously been subject to tightly 
restrictive quotas—seemed to suggest the emergence of new sensitivities 
in the US market. The US agreement specified growth rates of 12.5 per 
cent for most products in 2007 and 2008, allowing significantly more 
than the minimum 7.5 per cent growth rate specified in China’s accession 
agreement.

The EC agreement with China also involved substantial increases in 
the levels of the quotas and in the growth rates for the products covered 
by the quotas (Table 14.4). In the case of the European Commission, the 
initial increases in the levels of the quotas averaged about 220 per cent, 
with increases in subsequent years of 10 or 12.5 per cent per annum. It 
appears likely that, as in the United States, in the European Commission, 
the increases between 2004 and 2006 would have been large enough to 
substantially reduce the adjustment pressures resulting from the low 
growth rates in China’s pre-accession textile and clothing export quotas. 
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What has happened? Some key changes

As noted in Elbehri et al. (2003), one likely impact of quota abolition is an 
increase in the share of China and other quota-restricted exporters in the 
restricted markets. This reflects the fact that a primary effect of the quotas 
is to cause the more strongly restricted exporters to have low shares in 
the restricted markets and correspondingly high shares in unrestricted 
markets (Yang et al. 1997). Removal of highly restrictive export quotas 
can be expected to cause a large decline in the landed price of imports 
under these circumstances simply because exporters no longer have to 
use up expensive quotas whenever they export to restricted markets. The 
increase of imports in volume terms into the formerly restricted market 
is likely to be particularly sharp. The increase in value terms might be 
smaller because of the fall in the landed price of imports. As long as the 
demand for exports of an individual country is strongly price responsive, 
however, the value share of a country whose export quotas are being 
eliminated can be expected to increase. The share of China in the US 
market changed around the time of quota abolition (Table 14.5), as it did 
for the European Union-27 (Table 14.6). 

Table 14.5	 China’s value shares of US textile and clothing markets  
				    (per cent)

Year Textiles Clothing

Share Growth rate Share Growth rate

1999 11.9 11.9 13.2 3.9
2000 12.2 15.0 13.3 15.4
2001 12.9 1.7 14.0 3.9
2002 15.8 35.3 15.1 8.7
2003 19.9 35.3 16.9 19.2
2004 22.3 27.0 19.0 19.8
2005 26.9 31.8 26.4 46.9
2006 29.6 14.8 29.4 15.4
2007 31.8 10.1 33.6 16.9
2008 34.1 2.9 34.7 0.2
2009 35.9 –14.9 39.4 1.6

Source: COMTRADE, except for 2009, which were estimated using Otexa data for the first 
quarter of 2009.
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Table 14.6	 Changes in China’s value shares of EU-27 textile and  
				    clothing markets (per cent)

Year Textiles Clothing

China’s share Growth rate China’s share Growth rate

2001 12.5 1.2 21.8 4.4
2002 14.5 16.0 23.8 15.8
2003 16.7 32.4 25.2 27.6
2004 19.1 36.3 26.9 25.1
2005 23.4 25.3 35.3 43.4
2006 25.6 21.7 35.0 12.6
2007 27.1 21.0 38.3 24.0
2008 29.8 12.5 42.8 23.4

Source: Import data from COMTRADE.

A striking feature of Table 14.5 is the dramatic increase in China’s 
share of the US markets for textiles and apparel during the quota-abolition 
period. China’s share of imports began to grow in earnest in 2002, after 
China’s WTO accession, with the introduction of higher growth rates, the 
elimination of some quotas and with more rigorous multilateral disciplines 
on the introduction of new quotas. The rate of growth in China’s market 
share, however, increased substantially in 2005, when the quotas were 
initially lifted on all exports, but subsequently reimposed, at a higher 
level, as ‘safeguards’ against China’s exports. One factor contributing to 
the surge in exports in 2005 might have been the expectation that quotas 
would be reimposed in future years, combined with the expectation that 
quotas would be allocated within China based on the traditional system.1 
With past performance playing a major role in quota allocation, firms 
had an incentive and an opportunity to expand their exports during the 
period that quotas did not apply so that they could earn quota allocations 
for future years. This growth in market share continued in subsequent 
years, with China’s share of clothing imports to the United States rising to 
almost 40 per cent in 2009. This increase was in the order of magnitude 
predicted by Nordas (2004), whose simulation modelling suggested that 
China’s share of the US market for apparel might reach 50 per cent.

Turning to the results for the European Union presented in Table 
14.6, we also see large increases in China’s share of the import market. 
The results presented in Table 14.2 indicate that China’s share of the 
textile import market has increased to two and a half times its original 
level, while China’s import share in clothing has roughly doubled. These 
increases were much higher than the estimates of Nordas (2004), whose 
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simulation estimates suggested only a marginal increase in China’s share 
of the EU textile market and an increase from 18 per cent to 29 per cent in 
its share of the clothing market.

Many observers have concluded that dramatic increases in China’s 
share in the US and EU markets would cause policymakers in these 
countries to use contingent protection measures such as anti-dumping 
and safeguards. Bown’s (2009) database on contingent protection suggests 
that this has not, as yet, occurred for textile and clothing products in 
general, although there has been considerable use of these measures for 
upstream products such as polyester staple fibre. Perhaps the customised 
nature of most shipments of apparel means that the long-feared use of 
anti-dumping measures to replace the quotas will not take place and the 
textile and garment sectors will quietly return to being regulated under a 
pure tariff regime.

Table 14.7	 China’s share of developing-country exports of textiles  
				    and clothing (per cent)

World United States and European Union Other

1999 36.3 18.1 67.0

2000 38.6 19.2 68.9

2001 38.8 19.5 69.4

2002 39.7 21.2 70.0

2003 40.9 23.1 70.7

2004 42.4 25.3 70.4

2005 47.1 32.3 70.9

2006 48.2 34.1 71.3

2007 49.5 37.1 69.7

2008 47.4 39.5 66.8

Source: COMTRADE data extracted from WITS.

Too much emphasis on what happens in the US and EU markets 
could, however, be somewhat misleading. From the point of view of 
other developing-country exporters, what matters is their share of world 
markets for textiles and clothing, rather than their shares in the US and 
EU markets. The evolution of China’s share of exports of textiles and 
clothing from developing countries has been examined (Table 14.7). The 
first column of the table shows these exports relative to exports from all 
developing countries. The second shows China’s share of developing-
country exports to the US and EU markets and the third shows China’s 
share in markets other than the United States and the European Union. 
The second column shows the very rapid growth in China’s share of 
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exports seen in the previous tables. China’s share in markets other than 
the United States and the European Union has, however, been essentially 
static. Overall, China’s share of developing countries’ total exports has 
grown from 36 per cent to 47 per cent in the decade from 1999 to 2008. 
While this is a rapid increase in share, it seems likely to be considerably 
less alarming to competitors than the doubling of China’s share in the US 
and EU markets alone.

One key question underlying this table is whether the increase in 
China’s share reflects in part the extraordinary growth in China’s economy, 
and in overall exports, or whether it reflects something more specific 
to the textile sector. One measure that provides some insights into this 
question is the revealed comparative advantage (RCA) index. This measure 
adjusts for growth in overall exports by expressing the share of the good 
of interest in total exports of the country relative to the same good’s share 
in world exports, or the exports of another reference group. The RCA 
indexes for China relative to world exports (Table 14.8) reveal a steady 
downward trend in China’s RCA for textiles, clothing and for textiles 
and clothing combined. Given that abolition of the export quotas against 
China was essentially the only reduction in the trade barriers facing China 
brought about by China’s accession to the WTO (Ianchovichina and Martin 
2004), one might have expected an increase in China’s RCA for textiles 
and clothing. The continuing downward trend in China’s RCA for these 
products suggests that other powerful forces—such as an accumulation of 
the factors used intensively in other exports or technological advances in 
other export sectors—are outweighing the effects of this liberalisation on 
China’s export mix. This is consistent with the observation in Dimaranan et 
al. (2007) that China’s list of top-25 exports is dominated by products such 
as computers and components and includes very few textile and clothing 
products. As noted by Martin and Manole (2008), however, and in the 
World Bank’s Global Economic Prospects 2004, many other developing 
countries have also been expanding their exports of non-traditional 
products very rapidly. When China’s RCA is calculated relative to exports 
from only developing countries other than China, as in the final column of 
Table 14.8, the decline in this RCA disappears. 

The decline in the RCA for China’s clothing exports from 5 to 3 over 
13 years translates into a decline of about 4 per cent per annum in the 
share of clothing exports in China’s total exports. Given the phenomenally 
high growth rate of China’s total exports for this period (19 per cent on 
average), even China’s exports of textiles and clothing are still growing 
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extremely rapidly in absolute terms. If, however, the growth rate of 
China’s overall exports should decline, such a strong shift in comparative 
advantage would substantially reduce the growth rate in the volume of 
China’s exports.

Table 14.8	 China’s revealed comparative advantage 

Textilesa Clothinga Textiles and clothinga Textiles and clothingb

1995 2.8 5.0 3.9 2.6

1996 2.6 5.1 3.9 2.9

1997 2.4 5.0 3.8 2.8

1998 2.3 4.7 3.6 2.5

1999 2.4 4.6 3.6 2.5

2000 2.4 4.6 3.6 2.7

2001 2.4 4.2 3.4 2.5

2002 2.4 3.9 3.2 2.4

2003 2.5 3.7 3.2 2.3

2004 2.5 3.5 3.1 2.3

2005 2.6 3.5 3.1 2.5

2006 2.6 3.7 3.2 2.9

2007 2.5 3.6 3.2 2.8

2008 2.5 3.0 2.8 2.9

Notes: a calculated relative to world exports; b calculated relative to exports from developing 
countries other than China.

One key feature of the expansion of China’s exports of textiles and 
clothing during the period of quota abolition has been rapid growth 
in China’s imports of fibres, textiles and clothing, particularly from 
developing countries. In the period from 1995 to 2008, China’s imports of 
these goods from developing countries grew by 14 per cent per annum, 
while imports of these goods from all sources rose by only 3.7 per cent 
per annum. Imports of cotton grew by 7 per cent per annum from all 
sources, but by 9.6 per cent per annum from developing countries. As 
noted by Martin et al. (2004), the growth of imports of inputs into the 
textile and clothing sector can be an important source of welfare gains to 
other developing countries, particularly to countries such as Pakistan, for 
which textile exports are hugely important, and for cotton exporters.
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Conclusions

This study concludes that the quota regimes imposed under the MFA and 
the Agreement on Textiles and Clothing imposed very restrictive barriers 
against the expansion of textile and clothing exports from China. This 
restrictiveness was a consequence of the small initial quotas on China’s 
exports, the low rates of growth permitted under these arrangements and 
the fact that quota phase-out and quota growth increases allowed to other 
countries under the Uruguay Round agreement did not apply to China 
until after its accession to the WTO in 2001. 

China’s WTO accession agreement allowed for textile safeguards that 
could apply between 2005 and 2008, after the quotas had been abolished 
for other WTO members. While many feared that these would be used in 
a very restrictive manner, their introduction appears to have involved a 
very substantial liberalisation of the market, with the quota levels and 
their growth rates both being much higher than under the earlier quota 
regimes. 

China’s exports of textiles and clothing to the United States and the 
European Union increased rapidly after 2001, and particularly rapidly 
in 2005 and subsequent years. China’s shares of these markets grew 
dramatically—frequently doubling in less than a decade. China’s global 
export shares in textiles and clothing grew much less rapidly, since much 
of the expansion of these exports could arise from redirection of exports 
from other markets to the formerly restricted markets of the United States 
and the European Union. It turns out that China’s share of total global 
exports has also been growing, but much more slowly than her exports to 
the United States and the European Union. In fact, the evidence suggests 
that China’s underlying comparative advantage in textiles and clothing 
is declining relative to global exports because of China’s astoundingly 
successful expansion of other exports, particularly of products such as 
computers and components. 
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Endnotes
1.	 The system in use since the late 1990s involved allocating 70 per cent of the quota based on 

past performance to restricted (70 per cent weight) and unrestricted (30 per cent weight) 
markets. The other 30 per cent of the quota was allocated through an auction system. 
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