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Abstract

This paper evaluates the impact of the removal of quotas on unit prices of 
clothing imports from various suppliers into the second largest global market for 
clothing imports, the United States (US). New quota restrictions over 26 categories 
of clothing were introduced on 1 January 2006 and will be in place through 31 
December 2008. The paper examines the impact of these new restrictions on price 
movements in 2006 and the first three quarters of 2007. The dynamics of change in 
unit prices for 26 major groups of suppliers in the US market are indicative of the 
adverse effects that quantitative restrictions have on US consumers. However, the 
restrictions have benefited other Asian clothing suppliers. The paper also examines 
the strategic response to elimination of quotas under the Agreement on Textiles 
and Clothing by the US using preferential trade agreements to carve out a captive 
market for US textile intermediate products through large preferential margins 
in applied tariffs and rules of origin. The outlook for future price developments 
is assessed and conclusions regarding options for developing Asian suppliers to 
maintain their ability to compete in the US market are briefly considered.





I. Introduction

The use of quantitative measures to restrict imports of textile and clothing products began 
with the successful negotiation of voluntary export restraints on Japan’s cotton textile exports in 
1957 by the United States (US) executive branch. However, the drop in Japanese cotton textile 
imports to the US following the voluntary export restraints on Japan led to increases in imports 
from new players, such as Egypt; Hong Kong, China; India; Republic of Korea (henceforth Korea); 
and Portugal. To achieve a comprehensive solution to the influx of cotton textile imports into 
the US, the president’s office negotiated the Short Term Cotton Textile Arrangement that was 
signed in 1961, which evolved into the Long Term Arrangement on Cotton Textiles the following 
year (Krishna and Tan 1998, Rosen 2002). The Long Term Arrangement was further extended to 
cover wool and manmade fiber textile and apparel products, leading to the establishment of the 
Multi-Fiber Arrangement (MFA) in 1973. The MFA effectively removed trade in textiles and clothing 
from the General Agreement on Tariffs and Trade (GATT) and its related disciplines, and explicitly 
allowed developed countries to negotiate bilateral quotas with developing country exporters until 
the World Trade Organization (WTO) was established. The MFA remained in place until 1994 when it 
was agreed that quota restrictions would be phased out under GATT 1994, with the transition phase 
toward total removal of quota restrictions in textile and apparel governed by the Agreement on 
Textiles and Clothing (ATC) starting on 1 January 1995. The ATC was designed to integrate textiles 
and clothing trade into the GATT/WTO system over a 10-year period. The ATC was characterized 
by two tracks: (1) increasing quota growth rates in three phases to enable developing countries 
to export more goods under restriction; and (2) integrating an increasing number of tariff lines 
freed from quotas gradually in four phases, with a huge leap in the fourth and final phase on 31 
December 2004 so that by 1 January 2005, quotas will have been completely eliminated for WTO 
contracting members. 

The anticipated impact of the removal of quotas is popularly described in Snyder (2008, 
24–5): 

“What the World Trade Organization is doing by ... eradicating the convoluted quota 
system is, in essence, pretty simple. It’s a giant do-over, sort of like God and the great 
flood.... As a result of the ending of quotas, starting January 1, 2005, consumer clothing 
prices were expected to plummet by as much as 30 percent.... It was a death sentence 
for any country anywhere that couldn’t compete with the biggest producers.”

However, despite the elimination of quotas, safeguards on shipments of textiles and apparel 
from the People’s Republic of China (PRC) were levied by the US and the European Union (EU), among 
other contracting members. As part of its 2001 WTO accession, a provision was included enabling 
WTO members to restrict imports from the PRC in the textile and apparel sector if surging imports 
from the PRC threatened to disrupt domestic markets and production (Tan 2005). This provision 
was invoked by the US and EU to negotiate temporary safeguard measures on shipments of certain 
categories of textiles and apparel from the PRC, following a surge in textile and apparel shipments 
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in the early part of 2005 to the US and EU markets, as these rising imports were perceived to be 
disruptive to the domestic market. The EU has already phased out the safeguard measures as of 1 
January  2008, but is currently using import licensing and is closely monitoring the PRC’s shipments 
of textiles and clothing to the EU. The US will end the safeguard restrictions on 1 January 2009, 
allowing quota growth in 2008, as in previous annual quota increases since the safeguards were 
enacted on 1 January 2006.�

In this paper we will take stock of the postquota regime, focusing on the trends in import 
prices as reflected in textile and apparel items under restriction in the US market, and tracing the 
unit price movements among other supplier countries.� The particular metric will be unit prices, 
which take into consideration both the values and volumes of imports of a particular good to the 
US market. 

The analysis takes into account the existing safeguards on the PRC, and treats the PRC as the 
benchmark for prices in the restricted categories due to its role as by far the predominant foreign 
supplier of textiles and apparel in the US market. The role of the PRC and the perception that it 
may become an even more dominant supplier will be explored, with comments on how the landscape 
may change after safeguards are lifted. The paper will examine the competitive position of various 
Asian suppliers and of preferential suppliers to the US market. It will also briefly consider what 
countries may do to possibly vie for market share in the US textile and apparel market despite the 
PRC’s apparent dominance. 

The paper will explore the use of preferential trade agreements (PTAs) as a strategic response 
to global pressures in order to preserve and protect the textile industry in the US, and at the same 
time allow clothing designers, brands, and retailers to avail of lower-cost labor in order to remain 
profitable. Of particular interest are rules of origin used to determine which suppliers and products 
may enjoy preferential access to these markets. Restrictive rules of origin requiring use of yarn 
and fabric originating from US factories are essential in protecting the market share for textile 
intermediate product exports to developing members of PTAs (James 2007b). 

II. Review of Literature: The Rise of Preferential Trade Agreements

The GATT in 1994 mandated that the quota system in textiles and clothing be phased out and 
replaced by tariffs. This result can be attributed to the fact that when choosing between protective 
tools, the tariff is the lesser evil in terms of welfare effects and market efficiency (Hufbauer 1994). 
Tariffs and quotas have the same impact only in very specific circumstances. All types of protection 
share the characteristic of altering relative prices and changing quantities transacted, thereby 
reducing the gains from trade (Bhagwati 1968).

�	���������������    �����������������������������������������������������������������������������������������������������               In reality the US and EU began to unilaterally impose restrictions on some categories of textiles and clothing from 
the PRC in mid-2005 but then followed up with comprehensive and mutually agreed safeguard restrictions following 
prolonged negotiations with the PRC. The subject of our analysis is the more comprehensive restrictions agreed upon 
by the governments of the PRC and the US, which became effective in limiting import volumes from the PRC beginning 
2006 (ADB 2006 and James 2007a).

�	�����������������������������������������������������������������������������������������������������������������                 Previous analysis shows that Asian competitive suppliers in South and Southeast Asia have shown robust growth in 
shipments to the US market since the end of ATC quotas, and have gained market share largely at the expense of 
preferential suppliers and former “big 3” quota holders in East Asia (see James 2008a). Analysis of EU imports of 
clothing and price developments there is covered in a separate report (James 2008b).
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However, quotas are much costlier than tariffs since tariffs earn revenue for the importing 
country and proceeds are directed to the national treasury. In contrast, the quota rent or the amount 
an importer or exporter would be willing to pay for a quota license is usually nontransparent in 
nature, with proceeds going to private companies or individuals depending on how the quota is 
administered. Thus, quotas not only restrict trade and raise import prices, as tariffs do, but their 
impact is also indirect and difficult to measure. Quota rents do not automatically go to the government 
but are usually appropriated by private interest groups (Krishna and Tan 1998). Quotas are costly 
to administer and serve to directly reduce market entry resulting in a captive market for quota 
holders (Markusen et al. 1995). Their impact on consumers is similar to that of monopoly—higher 
prices, lesser choice, and more limited volumes relative to a freely competitive market. The loss 
in consumer surplus and efficiency (dead-weight loss) associated with a quota always exceeds the 
extra producer surplus obtained by the quota holders, resulting in negative net welfare effects.

The very reasons that make quotas undesirable due to their negative welfare impacts are the 
very same reasons that domestic firms typically prefer quotas over tariffs. With prospective quota 
rents going to specific interest groups upon enactment of protectionist policy, there is incentive for 
rent seeking, wherein the interest groups are willing to spend significant amounts of time and money 
for lobbying to enact quotas in anticipation of gains to their specific interest (Hillman 1982). 

The use of quotas as opposed to tariffs is based on control over the volume of imports and 
not of the value. Thus quotas restrict the volume of imports to levels predictable to textile and 
clothing producers in the domestic market, and in effect preserve a market share for these producers 
(along with those obtaining the quota licenses). The quotas provide producers the ability to raise 
the price of their products well above what would be obtained in a freely competitive market. 

One can infer that the persistence of quota protection in the textile and apparel industry, 
particularly in the US, means that significant quota rents are generated from the policy. Several 
authors have already pointed out the actions of interest groups in the textile and apparel industry 
to preserve quota arrangements (Rivoli 2005, Rosen 2002). Others have documented the resulting 
quota rents and their appropriation by interest groups (Krishna and Tan 1998). 

However, since the rise of Asia in labor-intensive manufacturing imports, textile and clothing 
firms in the US have recognized that they need a source of low-wage workers for the highly labor-
intensive work of putting pieces of cloth together to make apparel products. For this reason a series 
of agreements came into being, wherein US firms where encouraged to invest in neighboring low-wage 
countries in the apparel assembly industry. This gave rise to several agreements that focused upon 
setting up factories across the border with Mexico (the maquiladoras) and other production-sharing 
arrangements facilitated by trade preference programs such as the Caribbean Basin Initiative (CBI), 
the Andean Trade Preference Act, and the African Growth and Opportunity Act (AGOA). In these 
preferential agreements, suppliers in the preference-receiving countries imported textile intermediate 
products of US origin for processing (cutting and sewing) into garments, with duties levied only 
on the foreign value-added in the finished clothing items  (Rosen 2002).�  

In addition to off-loading labor-intensive jobs to low-wage countries to allow US textiles to 
compete with low-cost Asian suppliers, the shift of labor-intensive clothing assembly operations 
to off-shore locations with lower wages enabled the focus of US-based production to be on the 
�	������������������������������������������������������������������������������������������������������������������                     The tariff codes for such imports of processed clothing used to be 806.30 and 807.00 but with the adoption of the 

Harmonized Tariff System are now in chapter 98 including 9802.00, 9820.00, and 9819.00. See the Office of Textiles 
and Apparel  homepage: http://otexa.ita.doc.gov/agoa-cbtpa/catv0.htm.
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more capital-intensive manufacture of intermediate textile yarns and fabrics and accessories. PTAs 
that gave a large tariff preference to suppliers using textile yarns and fabrics of US origin helped 
the US to preserve jobs, profits, and market share for the textile industry and for upstream and 
downstream segments of the clothing industry as well. These preference programs themselves have 
been precursors to more comprehensive free trade agreements (FTAs) such as the North American 
Free Trade Agreement (NAFTA) between Canada, Mexico, and US; and the Central American Free 
Trade Agreement (CAFTA) between the US and six Central American countries (Costa Rica, Dominican 
Republic, El Salvador, Guatemala, Honduras, and Nicaragua). The effective duty rate on US imports 
of textile intermediate products—yarns and fabrics (Table 1) and clothing (Table 2)—for various 
groups of suppliers reveal that preferential suppliers enjoy a very significant margin of preference 
over nonpreferential Asian suppliers. For textile yarns and fabrics, the “margin of preference” for 
PTA suppliers averages around 6%, and for clothing, it is just under 13%.�

The GATT/WTO was originally intended to discourage the proliferation of discriminatory bilateral 
preferential trade treatment and to encourage the practice of nondiscriminatory trade under the 
principle of most favored nation (MFN) treatment. The pre-GATT experience showed that a system 
based on bilateral agreements and varying types of preference programs would be increasingly 
complex and distorted. However GATT/WTO allows exceptions to the principle of MFN treatment 
of GATT Article I under Article XXIV and the Enabling Clause (Trebilcock and Howse 2005). Article 
XXIV allows contracting members to negotiate FTAs where members exchange tariff concessions on 
a reciprocal basis. The Enabling Clause allows for nonreciprocal trade preference programs such as 
the Generalized System of Preferences where a developed country unilaterally extends preferential 
treatment to a developing country (or a group of developing countries such as the US in the case 
of the CBI, AGOA, and APTA agreements; or the EU in the case of the African Caribbean and Pacific 
and the Everything But Arms program of preferences for less developed countries).

An interesting dynamic arises wherein the US and other countries negotiate PTAs that benefit 
the counterpart developing countries through preferential access to the US clothing market; and 
at the same time benefit US textile companies through the embedded “rules of origin”, wherein 
gaining preferential access is contingent on the percentage of US content in the imported clothing 
products. Such an arrangement will lead to a captive market for US textile intermediate goods in 
the PTA countries, while PTA countries reap the preferential access gains. Such programs provide 
incentives to producers in both parties to participate; however, consumers suffer via higher prices 
than would otherwise take place under free multilateral trade. Thus the PTA facilitates collusion 
in production sharing in order for producers to reap benefits from the trade preference policy. The 
US PTAs under the 9802 program (formerly 807) are shown to be deliberately calibrated to provide 
a captive market for US textile yarns and fabrics in clothing assembled for the US market (Rosen 
2002). The PTAs stipulated that tariffs of imports to the US from PTA members are calculated only 
on the value-added done in the member country (the value of the US fabric and yarn is tariff-free). 
These agreements have evolved into FTAs such as CAFTA and NAFTA. Such FTAs lock in protection 
with highly restrictive rules of origin. Rules of origin matter for textiles and clothing because MFN 
tariffs remain high so that the difference between MFN and PTA tariffs is substantial. Kono (2007) 
finds that FTAs promote MFN tariff reduction in members with convergent comparative advantages 
but obstruct it in members with divergent comparative advantages. Limao (2006) finds that US 

�	�������������������������������������������������������������������������������������������������������������������������                  The margin of preference is calculated as the difference between preferential suppliers’ effective duty rate and that of 
Asian nonpreferential suppliers or in 2006: 6.14–0.29=5.85% for textile intermediate products.
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participation in PTAs makes the US less likely to reduce MFN tariffs (and tariff bindings) on PTA 
goods such as textiles and garments in multilateral trade negotiations.

The world has seen a general decline in tariff rates across countries and their respective 
industries in the 60 plus years since the GATT system and its successor, the WTO, have been in 
existence. However, tariff protection remains far higher for the textile and clothing industries in 
comparison with average tariffs for all manufactured goods. This is true for both developed and 
developing countries, with tariff peaks recurring in developed countries and virtually prohibitive 
tariff rates prevailing in developing countries that export textiles and clothing, notably India and 
Bangladesh (Audet 2007).� Textile and clothing industries in developed countries also display tariff 
escalation, wherein developed nations have increasingly higher tariff levels the more processed an 
imported good becomes, with raw materials entering at low duty levels, intermediate inputs entering 
at moderate tariff rates, and finished goods entering at high duty levels.� Tariff escalation is seen 
as a barrier against attempts by developing countries to move into the production of higher valued 
goods and the export of final products (Balassa 1965).

The role of trade preference programs and free trade areas in protecting US textile interests can 
be appreciated by examining the share of US textile exports that are accounted for by shipments 
to partners in these agreements relative to the world as a whole. For yarn exports, over 80% or 
$1.46 billion out of $1.83 billion are to partners within preferential trade agreements, and for 
fabric over 75% or $6.01 billion out of $7.91 billion of global US exports are to preferential trade 
partners (2006 figures, Table 3). The combined US exports of textile intermediate products going 
to partners within the preferential agreements is nearly 77% of world total exports in 2006. These 
US exports are assembled into garments and sent back to the US market, paying low preferential 
duties based upon only the value-added in the garment assembly process. The low duties paid 
gives these preferentially supplied garments a substantial competitive edge over nonpreferential 
supplies in the US market while providing US textile makers with a captive market for exports. With 
intermediate textile products accounting for over 60% of value-added in such garments, and with 
retail margins going to US clothing retailers, this means the programs are extremely important in 
protecting US business interests against competitive suppliers in Asia. In contrast to US exports of 
yarn and fabric to PTA partners in 2006 of $7.5 billion, imports were only about $2.4 billion.� The 
preference programs are clearly mercantilist in nature.� The rules of origin in the preferential trade 
agreements coupled with the substantial margins of preference offered partner suppliers of garments 
made from US yarns and fabrics are instrumental in this large amount of trade diversion.

�	���������������������������������������������������������������������������������������������������������������������                    It is important to note that the GATT/WTO sets limits with respect to tariff bindings as opposed to applied tariffs. 
However, as bound rates have been substantially reduced, applied rates have also come down so as to remain at or 
below the agreed bindings. Applied tariff rates determine the actual effective duties levied upon imports. Despite the 
GATT/WTO principle of MFN tariff treatment for members, applied rates vary depending upon whether or not the foreign 
supplier is provided preferential access to a particular market and on what terms. The convoluted nature of effective 
duties deriving from complex and varying preference schemes is particularly evident in textiles and apparel (Snyder 
2008).

�	����  �������������������������������������������������������������������           �����������������������������������������     The US cotton fiber industry may also benefit from captive markets for US cotton textile products (Rivoli 2005).
�	�������������������������������      ��������������������������������������������������������������������������������������           Based on authors’ estimates of US imports of FTA-qualifying yarn and fabric imports. Imports of textile intermediate 

yarns and fabrics from non-FTA preferential partners are negligible and are not usually provided preferential tariff 
treatment. 

�	����  ��������������������������������������     ��������������������������������������������������������������������������            The US allows less-developed members of AGOA to use third country fabrics in clothing assembled for shipment to the 
US market subject to strict limits called tariff preference levels (Matoo, Roy, and Subramanian 2002). This limits the 
ability of these lower-income African countries to expand shipments to the US market.
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Table 3
US Exports of Textile Intermediate Products to FTA and PTA Partner Countries: 

Yarns and Fabrics (value in US$ millions)

Yarn 2005 2006 2006 YTD 2007 YTD
Canada 347.778 313.047 264.832 232.681
Mexico 252.264 260.652 225.606 191.271
NAFTA 600.042 573.699 490.438 423.952
Honduras 406.375 464.670 395.058 489.603
Dominican Republic 50.542 145.992 116.043 173.087
Guatemala 74.002 64.540 53.347 61.161
Costa Rica 30.061 32.994 27.168 28.498
CAFTA 616.274 808.991 675.914 847.417
Australia 16.029 19.565 16.384 23.447
Singapore 8.949 15.036 12.136 8.588
ANDEAN 20.799 35.432 31.330 26.029
CBI 4.394 7.000 6.085 7.224
FTA/PTA Partners 1266.487 1459.723 1232.287 1336.657

World 1554.031 1825.120 1540.053 1660.040

FTA/PTA Share (%) 81.497 79.980 80.016 80.520

Fabric
Canada 1259.165 1270.244 1083.281 1037.535
Mexico 3022.945 2826.818 2437.897 2242.819
NAFTA 4282.110 4097.062 3521.178 3280.354
Honduras 588.780 526.410 456.556 489.403
Dominican Republic 526.333 480.652 416.092 294.812
El Salvador 351.605 303.950 262.185 252.390
Guatemala 187.119 120.974 105.134 102.111
Costa Rica 66.207 84.145 70.136 78.319
CAFTA 1781.433 1573.145 1361.740 1271.176
Australia 53.609 52.673 44.686 47.478
Israel 26.552 18.396 14.624 23.192
Singapore 18.266 22.663 18.686 21.898
Chile 14.797 16.158 13.589 10.936
ANDEAN 107.270 124.470 109.244 83.213
CBI 104.050 80.533 69.687 60.433
AGOA 26.961 26.256 22.588 23.120
FTA/PTA Partners 6415.048 6011.356 5176.022 4821.800
World 8214.146 7907.385 6767.625 6378.014

FTA/PTA Share (%) 78.10 76.02 76.48 75.60

Yarn and Fabric

FTA/PTA Partners 7681.535 7471.079 6408.309 6158.457

World 9768.177 9732.505 8307.678 8038.054

FTA/PTA Share (%) 78.64 76.76 77.14 76.62

YTD = year to date covering January–October 2007 versus January–October 2006; FTA = free trade agreement; PTA = preferential trade 
agreement; NAFTA = North American Free Trade Agreement; CAFTA = Central American Free Trade Agreement; CBI = Caribbean 
Basin Initiative; ANDEAN = Andean Trade Preference and Drug Eradication Act; AGOA = African Growth and Opportunity Act.

Source: Office of Textiles and Apparel homepage (http://otexa.ita.doc.gov/, downloaded 19 December 2007).
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The external impetus pushing for such PTAs was the elimination of quotas under the ATC, 
and the fact that MFN tariffs remained high enough to make preferences matter.� For example, 
US MFN tariffs on clothing average 13% with peaks of over 30% on a number of tariff lines (e.g., 
women’s sweaters made of synthetic fabric). In addition there is the overarching shadow of the 
PRC as the preeminent supplier of textile and clothing in the world. Fears of the PRC “grabbing 
all” are supported by standard computable general equilibrium model and gravity model predictions 
on postquota competitiveness (OECD 2003, Nordas 2004). The computable general equilibrium 
models were based largely on models of standard technology and differing factor endowments, thus 
importance was placed on relative prices, low wages, and a large production scale to determine 
competitiveness (Tewari 2006). Predictions by these models have the PRC garnering a much more 
significant market share, at the expense of almost all other countries, once quotas are eliminated. 
This gain in market share for suppliers in the PRC arises from scale economies, enabling them to 
ship at lower prices than other competitors, therefore, a country must be large to compete with the 
PRC head on. Historical factors also are in play, wherein the PRC has been in the industry for a long 
time developing the necessary technology and linkages to flourish in a competitive environment. 
In the following section we examine the price dynamics of clothing imports in the US market with 
regard to various suppliers using average import prices from all suppliers (“World”) and from the 
PRC as benchmarks to measure price competitiveness.10

III. Price Dynamics in the US Import Market for Clothing

A.	 Data

Unit values were constructed for 26 individual and groups of suppliers (including “World”) for 
the 26 categories of clothing that are under safeguard restrictions in the US market for imports. The 
current dollar value of shipments and the volume of shipments in terms of square meter equivalents 
(SME) are used.11 This metric of US$ per SME makes the unit prices comparable across categories of 
clothing and across all suppliers (James 2006 and 2007). The Office of Textiles and Apparel makes 
these data available on a monthly basis with only a two-month lag. We compare annual data for 
2004, 2005, and 2006. The rationale for selecting these annual observations is to take into account 
unit prices in a year in which ATC quotas still applied to these items (2004) for most of the groups 
of suppliers, but especially for the PRC and other competitive Asian suppliers. Then we observe the 
unit prices in 2005, a year in which quotas were effectively eliminated on these items. In 2006, 
comprehensive safeguard quotas were adopted on shipments from the PRC. Thus, one would expect 
mean unit prices of these items to decline in 2005 compared with 2004 and then for mean unit 
prices to rise again in 2006 relative to 2005. Whether or not unit prices are significantly different 
in 2006 and 2004 is an open question. We expect mean unit prices to rise relative to 2005 but not 
necessarily relative to 2004 when almost all suppliers were quota-constrained.

�	����  ��������������������������������������������������������������������������������������������������������������������                     The US customs levies duties on the basis of the free on board value of imports at the point of export (WTO Secretariat 
2006). This means that the effective duty rates are calculated without taking into account costs of insurance and 
freight.

10	���������������������������������������������������������������          For an evaluation of the EU clothing market, see James (2008b).
11	�����������������������������������������������������������������������������������������������������������������������                    These categories are among those that were only liberalized in the fourth and final phase of the ATC after 31 December 

2004.



Section III
Price Dynamics in the US  Import Market for Clothing

  ERD Working Paper Series No. 114  13

B.	 Elimination of Quotas and Lower Consumer Prices in the US Market:  
	2 004–2006

First we adopt World (all foreign suppliers of restricted clothing items to the US market) mean 
unit values of clothing for the 26 restricted items as our benchmark. We then use t-tests to determine 
if the null hypothesis of no significant difference between mean values of world prices over the 
years of 2004, 2005, and 2006 (Table 4) can be rejected, and then ascertain whether any significant 
differences emerge between annual mean unit values and in what direction. The statistical test takes 
the difference between the mean of two sample prices (difference=mean[sample1]-mean[sample2]) 
and uses t-tests to determine if the difference is significantly different from zero. The tests were 
further calibrated to determine whether the difference is significantly less than zero (to assess the 
direction of the difference). Probability values were directly computed from the t-values, which 
are the test statistic derived from the price data and compared with the T-critical values obtained 
from t-tables. The t-values were derived from the difference of the mean between the two samples, 
considering that a negative value for the difference implies that the mean of sample 1 is less than 
the mean of sample 2. To check for statistical significance, the t-values were compared against 
T-critical, with probability values showing whether or not the test statistic lies within the critical 
region. If the probability that the T-critical value is less than the t-value (Pr[T<t]) and is between 
zero and 0.1, then we can conclude that sample 1 has significantly lower prices than sample 2 
at the specified level of significance (either at 1%, 5%, or 10%). We are able to reject the null 
hypothesis in comparing mean unit prices between the pairs 2004 and 2005, and 2005 and 2006, 
finding that indeed mean unit prices of the restricted items are significantly lower in 2005 than 
in either 2004 (full quota year) or in 2006 (safeguard quotas on the PRC alone). Hence, the price 

Table 4
Testing for Equality of Mean World Prices of Clothing Shipments to the US

Across Time (unit measure, US$ per SME)

Ho: underlying prices have the same mean across relevant years
H1: underlying prices do not have the same mean across relevant years

     2004 World price           versus           2005 World price
Average Price 4.90 4.74
Paired, P(T < t) 0.07

Conclusion
     Reject Ho, 2005 mean prices significantly lower than 
     2004 mean prices

     2004 World price           versus           2006 World price
Average Price 4.90 4.99
Paired, P(T < t) 0.16

Conclusion
     Cannot reject Ho, 2004 mean prices NOT significantly lower than
     2006 mean prices
     2005 World price           versus           2006 World price

Average Price 4.74 4.99
Paired, P(T < t) 0.00

Conclusion
     Reject Ho, 2005 mean prices significantly lower than 
     2006 mean prices
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dynamics indicate that removal of quotas led to significantly lower import prices for clothing in 
the US market in 2005. In contrast, imposition of safeguard quotas in 2006 drove mean unit prices 
up to a level that was not significantly different from mean unit prices in 2004. Next, we adopt 
the PRC’s mean unit values as an alternative benchmark and focus on whether mean unit prices 
of the restricted items show a similar pattern to world mean unit prices in the US import market 
(Table 5). With the PRC as benchmark, we find we can reject the null hypothesis of no difference 
across all three pairs of years for mean unit prices. Hence, removal of quotas on the restricted 
items led to significantly lower mean unit prices for imports from the PRC in 2005 compared with 
2004 and 2006. However, for imports from the PRC in restricted clothing, mean unit prices in 2006 
were significantly lower than in 2004, indicating that safeguard quotas were apparently not as 
restrictive as quotas under the ATC, in the sense that the PRC could not raise prices all the way 
up to levels that existed in 2004.

Table 5
Testing for Equality of Mean PRC Prices of Clothing Shipments to the US 

Across Time (unit measure, US$/SME)

Ho: underlying prices have the same mean across relevant years
H1: underlying prices do not have the same mean across relevant years

     2004 PRC price           versus           2005 PRC price
Average Price 5.30 3.35
Paired, P(T < t) 0.00

Conclusion
     Reject Ho, 2005 mean prices significantly lower than 
     2004 mean prices
     2004 PRC price           versus           2006 PRC price

Average Price 5.30 4.44
Paired, P(T < t) 0.01

Conclusion
     Reject Ho, 2006 mean prices significantly lower than 
     2004 mean prices
     2005 PRC price           versus           2006 PRC price

Average Price 3.35 4.44
Paired, P(T < t) 0.00

Conclusion
     Reject Ho, 2005 mean prices significantly lower than 
     2006 mean prices

The imposition of quotas had significant impacts on price competitiveness of the PRC relative 
to the world and on various groups of suppliers compared with the PRC. In 2004 and 2006, mean 
unit prices in the PRC were not significantly different from those of the world, yet for 2005, in 
the absence of quota restrictions, the PRC’s mean unit prices were significantly lower than those 
of the world (Tables 6–8). Relative to the PRC, individual suppliers and groups of suppliers were 
strongly impacted by the removal of quotas in 2005 and by the imposition of safeguards on the PRC 
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in 2006. For example, it can be seen that in 2004 (Table 9) six suppliers had significantly lower 
mean unit prices than the PRC (including AGOA, Bangladesh, Cambodia, Egypt, Pakistan, and Viet 
Nam) but only two (Canada and the EU-15) had significantly higher mean unit prices than the PRC. 
Only Hong Kong, China had a higher mean value among Asian suppliers than the PRC (although not 
significantly higher in a statistical sense). When quotas were removed in 2005, only one supplier 
(Pakistan) had significantly lower mean unit prices than the PRC, yet 15 suppliers (including 
Cambodia; Hong Kong, China; India; Korea, Philippines; Sri Lanka; and Thailand) had significantly 
higher mean unit prices (Table 10). Mexico, the largest individual preferential supplier of the US 
market, also had significantly higher mean unit prices compared with the PRC in 2005 whereas 
there was no such difference in 2004. Once safeguard restrictions were introduced in 2006, four 
suppliers (including Bangladesh, Malaysia, Pakistan, but also the CBI) had significantly lower mean 
unit prices than the PRC but only five suppliers (including the ANDEAN group; Canada; EU-15; Hong 
Kong, China; and Turkey) had significantly higher mean unit prices (Table 11). Thus, in the United 
States market, the use of quotas has a major impact on the relative price competitiveness of the 
PRC and other major suppliers. After 2004, the competitive position of most preferential suppliers 
in the US market deteriorated relative to the PRC. The CBI was an exception but the amount of 
imports from the CBI (which excludes the CAFTA) is very limited. 

Table 6
2004 Mean Prices of Shipments to the US in Categories 
Restricted by Safeguard Quotas (unit value US$/SME)

economy Price, 2004 Statistical significance
Pakistan 2.27 Significantly lower*
Egypt 3.10 Significantly lower**
Bangladesh 3.42 Significantly lower**
CBI 3.67 Not significant
Viet Nam 3.83 Not significant
AGOA 3.92 Not significant
Cambodia 4.11 Not significant
CAFTA 4.27 Not significant
Taipei,China 4.30 Not significant
Philippines 4.38 Not significant
Indonesia 4.49 Not significant
Macau, China 4.73 Not significant
Malaysia 4.80 Not significant
Mexico 4.82 Not significant
Sri Lanka 4.85 Not significant
World 4.90
Korea, Rep. of 5.03 Not significant
India 5.05 Not significant
Thailand 5.29 Not significant
PRC 5.30 Not significant
Jordan 5.89 Not significant
ANDEAN 6.17 Not significant
Turkey 6.98 Not significant
Hong Kong, China 7.91 Significantly higher**
Canada 9.47 Significantly higher*
EU-15 15.78 Significantly higher*

CBI = Caribbean Basin Initiative; AGOA = African Growth and Opportunity Act; CAFTA = Central American Free Trade Agreement; ANDEAN 
= Andean Trade Preference and Drug Eradication Act.

Note: Benchmark – World: 4.90.
* At 5% one-tailed test.
** At 10% one-tailed test.
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Table 7
2005 Mean Prices of Shipments to the US in Categories
Restricted by Safeguard Quotas (unit value US$/SME)

economy Price, 2005 Statistical significance
Pakistan 2.16 Significantly lower*
CBI 2.66 Significantly lower*
Bangladesh 3.27 Significantly lower**
Egypt 3.27 Not significant
PRC 3.35 Significantly lower**
AGOA 3.79 Not significant
Taipei,China 3.90 Not significant
Viet Nam 4.05 Not significant
Indonesia 4.17 Not significant
Malaysia 4.17 Not significant
CAFTA 4.23 Not significant
Philippines 4.36 Not significant
Cambodia 4.53 Not significant
World 4.74
Korea, Rep. of 4.75 Not significant
India 4.88 Not significant
Mexico 4.89 Not significant
Macau 4.93 Not significant
Thailand 5.30 Not significant
Sri Lanka 5.45 Not significant
ANDEAN 6.21 Not significant
Jordan 6.32 Not significant
Turkey 7.50 Significantly higher**
Hong Kong, China 7.99 Significantly higher**
Canada 11.60 Significantly higher*
EU-15 17.10 Significantly higher*

CBI = Caribbean Basin Initiative; AGOA = African Growth and Opportunity Act; CAFTA = Central American Free Trade Agreement; ANDEAN 
= Andean Trade Preference and Drug Eradication Act.

Note: Benchmark – World: 4.74.
* At 5% one-tailed test.
** At 10% one-tailed test.
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Table 8
2006 Mean Prices of Shipments to the US in Categories  
Restricted by Safeguard Quotas (unit value US$/SME)

economy Price, 2006 Statistical significance
Pakistan 2.03 Significantly lower*
CBI 2.28 Significantly lower*
Bangladesh 3.13 Significantly lower*
Malaysia 3.17 Significantly lower*
AGOA 3.56 Not significant
Taipei,China 3.68 Not significant
Egypt 3.74 Not significant
Viet Nam 4.01 Not significant
Cambodia 4.03 Not significant
Philippines 4.07 Not significant
Indonesia 4.14 Not significant
Korea, Rep. of 4.33 Not significant
PRC 4.44 Not significant
CAFTA 4.61 Not significant
Macau 4.77 Not significant
Sri Lanka 4.89 Not significant
Mexico 4.98 Not significant
World 4.99
Thailand 5.30 Not significant
India 5.32 Not significant
Jordan 5.40 Not significant
ANDEAN 6.65 Significantly higher**
Hong Kong, China 7.68 Significantly higher**
Turkey 8.16 Significantly higher*
Canada 13.07 Significantly higher*
EU-15 19.45 Significantly higher*

CBI = Caribbean Basin Initiative; AGOA = African Growth and Opportunity Act; CAFTA = Central American Free Trade Agreement; ANDEAN 
= Andean Trade Preference and Drug Eradication Act.

Note: Benchmark – World: 4.99.
* At 5% one-tailed test.
** At 10% one-tailed test.
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Table 9
2004 Mean Prices of Shipments to the US in Categories Restricted 

by Safeguard Quotas (unit value US$/SME)

economy Price, 2004 Statistical significance
Pakistan 2.27 Significantly lower*
Egypt 3.10 Significantly lower*
Bangladesh 3.42 Significantly lower*
CBI 3.67 Not significant
Viet Nam 3.83 Significantly lower*
AGOA 3.92 Significantly lower**
Cambodia 4.11 Significantly lower**
CAFTA 4.27 Not significant
Taipei,China 4.30 Not significant
Philippines 4.38 Not significant
Indonesia 4.49 Not significant
Macau, China 4.73 Not significant
Malaysia 4.80 Not significant
Mexico 4.82 Not significant
Sri Lanka 4.85 Not significant
World 4.90 Not significant
Korea, Rep. of 5.03 Not significant
India 5.05 Not significant
Thailand 5.29 Not significant
PRC 5.30
Jordan 5.89 Not significant
ANDEAN 6.17 Not significant
Turkey 6.98 Not significant
Hong Kong, China 7.91 Not significant
Canada 9.47 Significantly higher*
EU-15 15.78 Significantly higher*

CBI = Caribbean Basin Initiative; AGOA = African Growth and Opportunity Act; CAFTA = Central American Free Trade Agreement; ANDEAN 
= Andean Trade Preference and Drug Eradication Act.

Note: Benchmark – PRC: 5.30.
* At 5% one-tailed test.
** At 10% one-tailed test.



Section III
Price Dynamics in the US  Import Market for Clothing

  ERD Working Paper Series No. 114  19

Table 10
2005 Mean Prices of Shipments to the US in Categories Restricted

by Safeguard Quotas (unit value US$/SME)

economy Price, 2005 Statistical significance
Pakistan 2.16 Significantly lower*
CBI 2.66 Not significant
Bangladesh 3.27 Not significant
Egypt 3.27 Not significant
PRC 3.35
AGOA 3.79 Not significant
Taipei,China 3.90 Not significant
Viet Nam 4.05 Not significant
Indonesia 4.17 Not significant
Malaysia 4.17 Not significant
CAFTA 4.23 Not significant
Philippines 4.36 Significantly higher**
Cambodia 4.53 Significantly higher**
World 4.74 Significantly higher**
Korea, Rep. of 4.75 Significantly higher*
India 4.88 Significantly higher**
Mexico 4.89 Significantly higher*
Macau, China 4.93 Significantly higher*
Thailand 5.30 Significantly higher*
Sri Lanka 5.45 Significantly higher*
ANDEAN 6.21 Significantly higher*
Jordan 6.32 Significantly higher*
Turkey 7.50 Significantly higher*
Hong Kong, China 7.99 Significantly higher*
Canada 11.60 Significantly higher*
EU-15 17.10 Significantly higher*

CBI = Caribbean Basin Initiative; AGOA = African Growth and Opportunity Act; CAFTA = Central American Free Trade Agreement; ANDEAN 
= Andean Trade Preference and Drug Eradication Act.

Note: Benchmark – PRC: 3.35.
* At 5% one-tailed test.
** At 10% one-tailed test.
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Table 11
2006 Mean Prices of Shipments to the US in Categories Restricted 

by Safeguard Quotas (unit value US$/SME)

economy Price, 2006 Statistical significance
Pakistan 2.03 Significantly lower*
CBI 2.28 Significantly lower*
Bangladesh 3.13 Significantly lower*
Malaysia 3.17 Significantly lower*
AGOA 3.56 Not significant
Taipei,China 3.68 Not significant
Egypt 3.74 Not significant
Viet Nam 4.01 Not significant
Cambodia 4.03 Not significant
Philippines 4.07 Not significant
Indonesia 4.14 Not significant
Korea, Rep. of 4.33 Not significant
PRC 4.44
CAFTA 4.61 Not significant
Macau, China 4.77 Not significant
Sri Lanka 4.89 Not significant
Mexico 4.98 Not significant
World 4.99 Not significant
Thailand 5.30 Not significant
India 5.32 Not significant
Jordan 5.40 Not significant
ANDEAN 6.65 Significantly higher*
Hong Kong, China 7.68 Significantly higher*
Turkey 8.16 Significantly higher*
Canada 13.07 Significantly higher*
EU-15 19.45 Significantly higher*

CBI = Caribbean Basin Initiative; AGOA = African Growth and Opportunity Act; CAFTA = Central American Free Trade Agreement; ANDEAN 
= Andean Trade Preference and Drug Eradication Act.

Note: Baseline – PRC: 4.44.
* At 5% one-tailed test.
** At 10% one-tailed test.

C.	 Price Developments in 2007: Preliminary Analysis

In 2007 the PRC was allowed to increase shipments by 15–17% over quota limits of the 
previous year. This growth allowed a moderation of mean unit prices in the PRC to $4.30 per square 
meter equivalent of clothing in the restricted items, down from $4.44 in 2006 (Table 12). Hence, 
in comparing prices in 2007 (through the third quarter of the year) with previous years, it is seen 
that mean unit prices were significantly lower than those in 2004 or 2006 but were still significantly 
higher than in 2005. However, through time and as quotas become binding, unit prices may rise as 
they did in 2006. The insignificant difference in mean unit prices in the PRC between the first three 
quarters of 2006 and the same period of 2007 may not hold for the full year if performance turns 
out to be similar in the fourth and final quarter. There are strong reasons to suppose why this will 
not be the case, given the expected slowdown in the US market with the fall of the dollar, and fears 
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that the US economy may be nearing a recession. The PRC’s relative position among suppliers can 
be characterized as not significantly different from the World in 2007 (Table 13), and with similar 
numbers of suppliers with significantly lower mean unit prices and with significantly higher mean 
unit prices (Table 14). South Asian suppliers (Pakistan and Bangladesh) have significantly lower 
unit mean prices than either the PRC or the World.12 Unit prices increased in India, Philippines, 
and Thailand in 2007, and were above the world average (although not in a statistically significant 
amount), perhaps reflecting the appreciation of their currencies against the US dollar. 

Table 12
Testing for equality of mean Chinese Prices of Clothing Shipments to the US across years 

vs. YTD 2007 (unit measure, US$/SME)

Ho: underlying prices have the same mean across relevant years
H1: underlying prices do not have the same mean across relevant years

     YTD 2007 PRC price           versus           2004 PRC price
Average Price 4.30 5.30
Paired, P(T<t) 0.00

Conclusion
     Reject Ho, YTD2007 prices significantly lower than
     2004 prices
     YTD 2007 PRC price           versus           2005 PRC price

Average Price 4.30 3.35
Paired, P(T>t) 0.00

Conclusion
     Reject Ho, YTD2007 prices significantly higher than 
     2005 prices
     YTD 2007 PRC price           versus          2006 PRC price

Average Price 4.30 4.44
Paired, P(T<t) 0.02

Conclusion
     Reject Ho, YTD2007 prices significantly lower than 
     2006 prices
     YTD 2007 PRC price         versus         YTD 2006 PRC price

Average Price 4.30 4.41
Paired, P(T<t) 0.24

Conclusion
     Cannot reject Ho, YTD2007 prices NOT significantly lower than 
     YTD2006 prices

YTD = year to date.

12	���������������������������������������������������������������������������������������������������������������������                  Surprisingly, so does Malaysia. The low prices in Malaysia in 2006 and 2007 may reflect effective use of outsourcing 
of operations to lower-cost producers, but this would require further investigation.
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Table 13
Testing for Equality of Mean World Prices of Clothing Shipments to the US Across Years

vs. YTD 2007 (unit measure, US$/SME)

Ho: underlying prices have the same mean across relevant years
H1: underlying prices do not have the same mean across relevant years

YTD 2007 World price     versus      2004 World price
Average Price 4.78 4.90
Paired, P(T<t) 0.18

Conclusion
Cannot reject Ho, YTD 2007 mean prices NOT significantly lower than 
2004 mean prices
YTD 2007 World price      versus      2005 World price

Average Price 4.78 4.74
Paired, P(T<t) 0.42

Conclusion
Cannot reject Ho, 2005 mean prices NOT significantly lower than YTD 
2007 mean prices
YTD 2007 World price       versus       2006 World price

Average Price 4.78 4.99
Paired, P(T<t) 0.11

Conclusion
Reject Ho, YTD 2007 mean prices significantly lower than 2006 mean 
prices
YTD 2007 World price       versus         YTD 2006 World price

Average Price 4.78 4.93
Paired, P(T<t) 0.18

Conclusion
Cannot reject Ho, YTD 2007 mean prices NOT significantly lower than 
YTD 2006 mean prices

YTD = year to date.
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Table 14
YTD 2007 Mean Prices of Shipments to the US in Categories Restricted 

by Safeguard Quotas (unit value US$/SME)

economy Price, YTD 2007 Statistical significance
Pakistan 2.16 Significantly lower*
CBI 2.17 Significantly lower*
AGOA 3.10 Significantly lower**
Bangladesh 3.19 Significantly lower**
Malaysia 3.35 Significantly lower**
Taipei,China 3.57 Not significant
Cambodia 3.72 Not significant
Viet Nam 3.83 Not significant
Egypt 3.85 Not significant
Indonesia 4.25 Not significant
PRC 4.30 Not significant
CAFTA 4.49 Not significant
Macau, China 4.53 Not significant
Sri Lanka 4.60 Not significant
Korea, Rep. of 4.73 Not significant
World 4.78
India 5.13 Not significant
Mexico 5.13 Not significant
Philippines 5.26 Not significant
Thailand 5.76 Not significant
Jordan 6.24 Not significant
ANDEAN 6.91 Significantly higher**
Hong Kong, China 8.49 Significantly higher**
Turkey 9.50 Significantly higher*
Canada 13.45 Significantly higher*
EU-15 21.37 Significantly higher*

YTD = year to date covering January–June 2007. CBI = Caribbean Basin Initiative; AGOA = African Growth and Opportunity Act; PRC 
= People’s Republic of China; CAFTA = Central American Free Trade Agreement; ANDEAN = Andean Trade Preference and Drug 
Eradication Act. 

Note: Benchmark – World: 4.78.
* At 5% one-tailed test.
** At 10% one-tailed test.
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Table 15
YTD 2007 Mean Prices of Shipments to the United States in Categories Restricted  

by Safeguard Quotas (unit value US$/SME)

economy Price, YTD 2007 Statistical significance
Pakistan 2.16 Significantly lower*
CBI 2.17 Significantly lower*
AGOA 3.10 Significantly lower*
Bangladesh 3.19 Significantly lower**
Malaysia 3.35 Significantly lower**
Taipei,China 3.57 Not significant
Cambodia 3.72 Not significant
Viet Nam 3.83 Not significant
Egypt 3.85 Not significant
Indonesia 4.25 Not significant
PRC 4.30
CAFTA 4.49 Not significant
Macau, China 4.53 Not significant
Sri Lanka 4.60 Not significant
Korea, Rep. of 4.73 Not significant
World 4.78 Not significant
India 5.13 Not significant
Mexico 5.13 Not significant
Philippines 5.26 Not significant
Thailand 5.76 Not significant
Jordan 6.24 Significantly higher**
ANDEAN 6.91 Significantly higher*
Hong Kong, China 8.49 Significantly higher*
Turkey 9.50 Significantly higher*
Canada 13.45 Significantly higher*
EU-15 21.37 Significantly higher*

YTD = year to date covering January–June 2007. YTD = year to date covering January–June 2007. CBI = Caribbean Basin Initiative; 
AGOA = African Growth and Opportunity Act; PRC = People’s Republic of China; CAFTA = Central American Free Trade Agreement; 
ANDEAN = Andean Trade Preference and Drug Eradication Act. 

Note: Baseline – PRC: 4.30.
* At 5% one-tailed test.
** At 10% one-tailed test.
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IV. Outlook for Clothing Unit Prices when Safeguards End in 2009

Safeguards on clothing items originating from the PRC are scheduled to be withdrawn on 
1 January 2009. On that date, producers in the PRC will be free to ship as much as they wish to the 
US market, provided that prices accurately reflect costs of production and market exchange rates. One 
caveat is that the US textile lobby is likely to seek new forms of protection and is already agitating 
for countervailing duties to offset alleged subsidies. It may also seek to make use of trade remedies 
(i.e., antidumping investigations and measures) in order to limit the PRC’s market access. The current 
US administration has been selective in the use of trade remedies but following the forthcoming 
November 2008 elections, the new administration may seek to earn their spurs by adopting a more 
vigorous (and protectionist) approach. Such contingent forms of protection are unlikely to have as 
strong an impact on import prices than more general quantitative restrictions.

The outlook then is for prices to decline, a view that may be reinforced if US growth slows or 
even turns negative. The inflation concerns that emerged in late 2007 and early 2008 are unlikely 
to reverse the outlook for lower prices of clothing in 2009. A rise in the renminbi against the 
dollar may help to moderate the decline in prices but is unlikely to reverse such an outcome. Thus, 
suppliers of clothing to the US market from South and Southeast Asia had better prepare for fiercer 
competition with the PRC suppliers in the coming years.

How can Asian suppliers maintain their competitive edge? With the recognition that no other 
country can be as big as the PRC, and taking into account its historical experience, it is clearly not 
advisable to tackle the PRC head on. It would be very difficult to replicate the relative prices, low 
wages, and large scale produced by the PRC. However, studies of competitiveness in the post-ATC 
trade environment reveal that Asian competitive suppliers have increased, rather than lost, market 
share (James 2008a). In fact, it is former large quota holders among the “Big 3” (Hong Kong, China; 
Korea; and Taipei,China) and preferential suppliers that have experienced a loss in market shares. 

As many studies have advised (James, Minor, and Dourng 2007; Tewari 2006) improving  “soft 
skills” such as working within transnational production networks, exercising better corporate quality 
control, timeliness, and taking full advantage of information technology are means to adapt to a 
more competitive textile and apparel industry, which has shorter product cycles and lead times. 
Thus, flexibility, quality, product differentiation, and management skills are likely to be the primary 
tools in engaging the PRC in the competitive global textile and apparel industry. 

The other alternative route of joining PTAs may or may not be open depending on the attitude 
of the incoming administration. Seeking to improve access through the Doha Round of the WTO also 
may or may not be possible. However, Asian governments will need to consider various avenues to 
improve market access for their garment exporters in various important global markets.
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V. Conclusions

This paper has demonstrated that prices of restricted clothing items have behaved in a manner 
consistent with economic theory. The metric used is not perfect as there are numerous individual 
products within the categories used to allocate quota restrictions. Nonetheless, there are statistically 
significant differences in prices in expected directions when quotas are present or are removed. 

The outlook is for lower clothing prices once restrictions are eliminated from the perspective 
of exporters in Asia and among preferential suppliers to the US market (in US dollar terms) in 2009. 
Competition is likely to become stronger and fewer players will be left standing. Competitive Asian 
suppliers that depend on exports of textiles and apparel products will need to keep costs down and 
improve their “soft skills” in order to remain competitive in the US market.
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