
CHAPTER 1 4 

Agreement on Textiles and Clothing 

Summary 
The basic aim of  the Agreement on  Textiles  and  Clothing  (ATC) is  to secure the 
removal of  restrictions currently  applied by some developed  countries  to  imports of 
textiles and clothing. To  this end the Agreement sets out procedures for integrating  the 
trade in textiles and  clothing fully into  the GATT system  by requiring countries to 
remove the  restrictions in  four stages  over a period of 10 years ending  on 1 January 
2005. The  flexibility available  under  the  integration  procedures has,  however, 
enabled countries  to  remove  restrictions  in  the  first two  stages only on  a  limited 
number of products. The  first major impact of the integration programme is therefore 
expected when the  third-stage integration takes  place (on 1 January 2002); the  bulk 
of the restrictions will be withdrawn in the last phase, when  the transition period ends 
and the Agreement expires. 

The textil e an d clothin g industrie s ar e importan t t o a  larg e numbe r o f 
developing countries . However , th e worl d trad e i n textile s an d clothin g ha s 
been subjec t t o a n ever-increasin g arra y o f bilatera l quot a arrangement s ove r 
the past three decades. The range of products covered by quotas expanded fro m 
cotton textile s unde r th e Short-Ter m an d Long-Ter m Arrangement s o f th e 
1960s an d earl y 1970 s t o a n ever-widenin g lis t o f textil e product s fashione d 
from natura l an d man-mad e fibre s unde r fiv e extension s o f th e Multi-Fibr e 
Arrangement (MFA ) over the period 1974-1994 . 

At th e en d o f 1994 , when MF A was terminated , i t ha d a  membershi p o f 3 9 
countries. Eigh t o f thes e wer e develope d countries , informall y designate d a s 
'importers'; th e remaining  3 1 developin g countr y member s wer e considere d 
'exporters'. MF A permitte d exportin g an d importin g countrie s t o ente r int o 
bilateral arrangements requirin g exporting countries to restrain thei r exports of 
certain categories of textiles and clothing. In entering such bilateral agreements, 
countries were expected to adhere strictly to MFA rules: 

• Fo r determining serious damage or a threat thereof; 

• Fo r setting restraint levels; and 

• Fo r includin g suc h provision s a s annua l growt h rates , carry-ove r o f 
unutilized quota s fro m th e previou s year an d carry-forwar d o f par t o f th e 
current year's quota for use in the following year. I 

When the WTO Agreement on Textiles and Clothing, negotiated in the Uruguay 
Round, became operational on 1  January 1995 , several importing Members [the 
United States , Canada, the European Union (1 5 countries) and Norway] had a 
total o f 8 1 restrain t agreement s wit h WT O Members , comprisin g ove r a 
thousand individual quotas. In addition, there were 29 non-MFA agreements or 
unilateral measures imposing restrictions on imports of textiles. 
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Integrating trade in textiles into GATT 

From th e strictl y lega l poin t o f view, th e maintenanc e o f thes e restriction s wa s 
not consisten t wit h GAT T rules . However , MF A (negotiate d withi n th e 
framework o f GATT ) provide d a  lega l cove r fo r derogatio n fro m GAT T 
discipline. Th e basi c ai m o f th e Agreemen t o n Textile s an d Clothing , whic h 
carried ove r th e quota s fro m MFA , i s t o integrat e th e trad e i n textile s an d 
clothing int o GAT T rule s an d discipline s b y requirin g countrie s maintainin g 
restrictions t o eliminat e the m ove r a  period o f 1 0 years. After th e expir y o f th e 
10-year period , i.e . from 1  January 2005 , i t will not b e possible fo r an y membe r 
country to maintain restriction s o n import s o f textiles, unless i t can justify the m 
under th e provision s o f Articl e XI X o f th e GAT T a s interprete d b y th e WT O 
Agreement o n Safeguards . I n othe r words , a n importin g countr y ca n impos e 
restrictions onl y when , afte r carryin g ou t investigations , i t ca n establis h tha t 
increased imports are causing or threatening to cause its domestic textile industr y 
serious injury . Furthermore , suc h restriction s wil l have t o b e applie d t o import s 
from al l sources , an d no t o n a  discriminator y basi s t o import s fro m on e o r tw o 
countries a s was the cas e with restriction s unde r MF A and i s now under ATC. 

Agreement o n Textiles and 
Clothing, Article 1 ; Annex 

Agreement o n Textiles and 
Clothing, Article 2: 6 

Agreement o n Textiles and 
Clothing, Article 2: 8 

Methodology for integration 

The methodologica l bas e fo r integratin g th e textil e an d clothin g trad e int o 
GATT rule s i s the lis t o f textil e product s containe d i n th e Annex t o ATC. Th e 
list covers al l textile products -  yarn s an d fabrics , made-up textile s and clothin g 
-whether o r not they are subject to restrictions. The integratio n proces s is to be 
carried ou t i n fou r stages . A t eac h stage , product s amountin g t o a  certai n 
minimum percentag e o f the volume o f the country' s import s i n 199 0 ar e to b e 
included i n the integratio n process , that is , moved fro m th e purvie w of ATC t o 
the purvie w o f the genera l rule s o f WTO. Thes e percentage s are : 

• 16 % of the volume o f a  country's import s o f the product s o n th e list , on th e 
date o f entr y int o forc e o f the Agreement (i.e . 1  January 1995) ; 

• A  furthe r 17 % at th e en d o f th e thir d yea r (i.e . 1  January 1998) ; 

• A  furthe r 18 % at th e en d o f seve n years (i.e . 1  January 2002) ; an d 

• Th e balance, up to 49%, at the end of the tenth year (i.e . 1  January 2005 ) . 

In deciding on which products to bring into the integration process , countries ar e 
under n o obligatio n t o limi t themselve s t o product s subjec t t o restrictions . 
Indeed, countries have begun with the least sensitive items and included very few 
products unde r quota . Th e onl y constrain t th e Agreemen t place s i s tha t th e 
integration lis t shoul d hav e product s fro m eac h o f fou r segments , namely , top s 
and yarn , fabrics , made-up-textil e products , an d clothing . 

Experience of implementation of the integration process 

In th e cas e o f th e Unite d State s an d th e Europea n Union , th e percentag e o f 
imports o f product s no t covere d b y restriction s i n 199 0 (th e bas e yea r t o b e 
used fo r integration ) wa s aroun d 34 % an d 37 % respectively . Fo r th e othe r 
countries maintainin g restriction s th e percentag e was much higher . Notionall y 
therefore, i t wa s possibl e fo r thes e majo r restrainin g countrie s t o mee t thei r 
obligations t o integrat e product s i n th e firs t tw o stage s withou t significantl y 
removing restrictions . 
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In fac t thi s i s wha t ha s happene d i n th e firs t tw o stages . Th e thre e majo r 
restraining Members , viz. the United States , the Europea n Unio n an d Canada , 
have been able to meet the required percentage levels of integration (  16% in the 
first stage and 17 % in the second) by integrating products involving a very small 
proportion o f quot a restrictions . 

It i s therefor e expecte d tha t th e firs t majo r impac t o f th e integratio n 
programmes wil l b e fel t onl y whe n th e third-stag e integratio n take s plac e (o n 
1 January 2002), and that the bulk of the restrictions will be withdrawn onl y on 
1 January 2005 , when th e transitio n proces s end s an d AT C expires . 

Accelerated enlargement of quotas 

The Agreement , however , trie s t o provid e improve d an d enlarge d acces s fo r 
textile and clothing products that continue to be restricted during the transitio n 
period. I t seeks this by requiring that rates for annual increases in quotas shoul d 
be escalate d a t eac h stag e i n the transitio n process . Thus, i f the annua l growt h 
rate for a  quota (say , for shirts ) i s fixed under a  bilateral agreement a t 3% , i t will 
have t o b e increase d by : 

• 16 % per year i n eac h o f the firs t thre e year s (i.e . 3% x 1.1 6 =  3.48%) ; 

• 25 % per year in each of the next four years (i.e . 3.48% x 1.25 =4.35%) ; an d 

• 27 % in eac h o f the nex t thre e year s (i.e . 4.35% x 1.2 7 =  5.52%) . 

This will raise the growth rate of 3% to 5.52% by the eighth year. I f the size of a 
quota i s 10 0 ton s a t th e beginnin g o f th e transitio n period , i t wil l mor e tha n 
double t o aroun d 20 4 ton s i n th e tent h year . 

ATC further provide s that countries which are small suppliers (i.e . countries th e 
restrictions o n which were equivalen t t o 1.2 % o r less of the tota l volume o f th e 
importing country' s restrictions ) an d leas t developed countrie s shoul d be give n 
"an advancemen t b y on e stag e o f the growt h rates" . 

Implementation of the provisions 
The countries maintaining restrictions have generally abided by the provisions on 
growth factors . However , th e exten t t o whic h countrie s benefi t fro m th e 
application o f accelerate d growt h rate s depend s o n th e initia l growt h rat e 
provided under the bilateral agreements . In the majority o f cases, this initia l rat e 
is 6%. I n a  few instances , i t i s as low as 1 % or even less . Many o f the quota s fo r 
which highe r growt h rate s ar e provide d ar e no t bein g full y utilized ; fo r suc h 
quotas, th e applicatio n o f accelerate d growt h rate s wil l no t resul t i n an y 
meaningful advantag e fo r th e exportin g country . 

Moreover, developin g countrie s ha d expecte d th e enlargemen t o f quota s t o 
complement th e process o f integrating textiles into GAT T through th e remova l 
of restrictions. In their view, unless positive steps are also taken to remove thes e 
restrictions, th e mer e applicatio n o f accelerate d growt h rate s wil l no t achiev e 
the expecte d liberalization . 

Integration of non-MFA restrictions 

Agreement on Textiles and AT C als o requires countrie s applyin g non-MFA quantitative restriction s whic h 
Clothing, Article 3 ar e not allowed under a  GATT provision either to phase them ou t in a  period of 

10 years o r to bring them int o conformit y wit h GATT . The programm e fo r th e 
gradual phasin g ou t o f suc h restriction s i s t o b e prepare d b y th e importin g 
country an d presente d t o th e Textile s Monitorin g Bod y (TMB) , th e bod y 
established unde r th e Agreement t o supervis e it s operation . 

Agreement o n Textiles and 
Clothing, Article 2:13-2:1 4 

Agreement o n Textiles and 
Clothing, Article 2:1 8 
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Transitional safeguard measures 

It i s interestin g t o not e tha t eve n thoug h th e ai m o f th e Agreemen t i s t o 
facilitate th e remova l o f restriction s o n textiles , i t permit s countrie s t o tak e 
safeguard action s durin g th e transitio n perio d unde r ver y stric t rules . Suc h 
transitional safeguar d action s ca n b e take n onl y i n respec t o f textil e an d 
clothing products tha t ar e not alread y subject t o quotas an d no t integrated int o 
GATT, an d i f the importin g countr y determine s that : 

• Th e produc t i s bein g importe d i n suc h increase d quantitie s a s t o caus e 
serious damag e o r actua l threa t thereo f t o th e domesti c industr y producin g 
the lik e product , an d 

• Ther e i s a causal lin k between suc h seriou s damag e t o th e domesti c industr y 
and shar p an d substantia l increas e i n import s fro m th e exportin g countr y o r 
countries whose export s ar e sough t t o b e restrained . 

The righ t t o us e transitiona l safeguar d measure s i s availabl e t o al l W T O 
members, i.e . no t onl y t o countrie s whic h i n th e pas t applie d quantitativ e 
restrictions unde r MF A bu t als o t o othe r countrie s (includin g developin g an d 
least develope d countries) , subjec t t o th e stric t condition s describe d below . 

First, i n orde r t o b e eligibl e t o appl y suc h measures , countrie s wer e require d t o 
notify t o WTO thei r intention t o retain the right to use these provisions within a 
specified perio d afte r AT C becam e operational . I n accordanc e wit h thes e 
provisions, 5 5 countrie s notifie d thei r wis h t o retai n th e right , whil e 9  notifie d 
that the y di d no t wan t t o retai n it . 

Second, th e countrie s whic h notifie d thei r intentio n t o retai n th e righ t ar e 
under an obligation to integrate thei r trade in textiles into GATT in four stages , 
following th e procedure s applicabl e t o countrie s imposin g MF A restrictions . 

Third, th e countr y proposin g t o impos e safeguar d measure s i s required firs t t o 
enter int o consultations with the exportin g country o r countries concerned an d 
to demonstrat e th e existenc e o f a  situatio n o f seriou s damag e o r actua l threa t 
thereof. 

The consultation s ma y resul t i n agreemen t tha t th e situatio n doe s indee d cal l 
for restrain t o n th e produc t i n question , i n which cas e the leve l of the restrain t 
and it s perio d o f applicatio n ar e specificall y provide d fo r i n ATC. Restriction s 
may also be imposed by the importing member eve n if the consultations ar e no t 
successful. Bu t i n suc h cases , th e matte r ha s t o b e referre d t o th e Textile s 
Monitoring Bod y fo r promp t examinatio n an d appropriat e recommendations . 
Further, i n orde r t o ensur e tha t eve n restriction s agree d i n bilatera l 
consultations ar e i n stric t conformit y wit h th e provision s o f ATC, the Textile s 
Monitoring Bod y i s require d t o determin e whethe r th e impositio n o f suc h 
restrictions i s justifiable unde r ATC . 

Experience of the application of ATC provisions 

Transitional safeguar d measure s are , a s note d earlier , permitte d sparingl y an d 
only i n exceptiona l situations , wher e th e industr y producin g a  specifie d 
category o f product s i s sufferin g seriou s damag e o r actua l threa t thereo f a s a 
result o f a n increas e i n tota l imports . Th e provision s mak e i t clea r tha t suc h 
transitional action s shoul d b e take n onl y afte r i t ha s bee n possibl e fo r th e 
importing countr y t o establis h tha t ther e wa s a  causa l lin k betwee n increase d 
imports an d damag e t o th e industry . Fo r thi s purpose , AT C lay s dow n 
economic variables tha t mus t be examined t o ascertai n whether ther e was suc h 
a causa l link . I t furthe r states , tha t wher e th e allege d stat e o f the industr y wa s 

Agreement o n Textiles an d 
Clothing, Article 6 

Agreement o n Textiles and 
Clothing, Article 6: 1 

Agreement o n Textiles and 
Clothing, Article 6: 8 

Agreement o n Textiles 
and Clothing, Article 6: 2 
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not du e t o a n increas e i n imports , bu t wa s cause d b y suc h factor s a s 
"technological change s o r change s i n consume r preferences" , n o safeguar d 
actions shal l b e taken . 

Since the Agreement entere d int o force , thes e provision s hav e been invoke d b y 
three countries , viz . th e Unite d States , Brazi l an d Colombia . I n th e firs t si x 
months o f it s operatio n (January-Jun e 1995) , th e Unite d State s resorte d t o 
safeguard measure s i n 2 4 cases . Th e revie w proces s foun d tha t man y o f thes e 
actions were taken withou t strictl y following th e rule s o f the Agreement. I n th e 
two case s whic h wer e raise d unde r disput e settlemen t procedures , th e Panel s 
observed tha t th e Unite d State s ha d faile d t o examin e al l o f th e factor s tha t 
should have been taken int o accoun t i n determining whether increase d import s 
were causin g injur y t o th e producer s o f a  particular categor y o f products . 

From th e secon d hal f o f 1995 , ther e ha s bee n a  substantia l slowdow n i n 
recourse t o thes e provisions , wit h th e Unite d State s usin g safeguar d measure s 
only fou r time s fro m mid-199 5 t o end-1998 . Thi s ma y hav e resulte d fro m th e 
interaction o f tw o factors . I n it s investigatio n o f cases , the Textil e Monitorin g 
Board stresse d tha t th e rule s o n th e invocatio n o f thes e measure s shoul d b e 
applied strictly . Ther e i s als o greate r awarenes s tha t unles s suc h measure s ar e 
taken o n justifiabl e grounds , th e exportin g countrie s affecte d ma y invok e 
dispute settlemen t procedures . 

Rules of origin 

For the administratio n o f quotas allocate d b y country o r area, i t i s necessary t o 
adopt rule s o f origi n whic h determin e t o whic h country' s quot a importe d 
products processe d i n differen t countrie s shoul d b e allocated . I n th e Unite d 
States, prio r t o 1  July 1996 , the origi n was considere d t o b e the countr y wher e 
substantial transformatio n o f th e produc t ha d take n plac e (i n th e cas e o f 
clothing, thi s was generally where th e clot h wa s cut) . Sinc e tha t date , the rule s 
of origi n hav e provide d tha t th e countr y wher e a  textil e o r appare l produc t i s 
wholly obtaine d o r produce d o r assemble d shal l b e it s countr y o f origin . 
However, 1 6 specifie d produc t categorie s ar e subjec t t o a  separat e se t o f rules . 
Thus the origin of articles made from yarn , strips , twine, cordage, rope or cables 
is not th e countr y where suc h article s ar e produced , bu t th e countr y where th e 
yarn, etc . i s produced . Likewise , fo r th e othe r produc t categorie s liste d i n 
box 32 , the origi n i s the countr y wher e th e fabri c i s produced . 

Box 32 
United States:  product  groups  to 
Articles of  yarn, strip,  twine,  etc. 

(HTS 5609) 
Labels, badges, emblems 

(HTS 5807) 
Quilted products  (HTS 5811) 
Baby diapers  (HTS 6209.20.5040) 
Handkerchiefs (HTS 6213) 
Shawls, scarves,  etc.  (HTS 6214) 
Blankets and  traveling  rugs 

(HTS 6301) 

HTS: Harmonized  Tariff System 

which special  rules  of  origin  apply 

Household linen (HTS 6302) 
Curtains, etc.  (HTS 6303) 
Bedspreads and furnishings (HTS  6304) 
Sacks and bags  for packing  (HTS 6305) 
Tarpaulins, tents,  etc. (HTS 6306) 
Dust cloths,  mops, etc. (HTS 6307.10) 
Pillow shells, banners and other  items 

(HTS 6307.90) 
Needlecraft sets (HTS 6308) 
Pillows, cushions, etc. (HTS 9404.90) 
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The ne w United State s rule s could adversel y affect th e trade o f severa l exportin g 
countries, especiall y with regar d t o th e product s liste d i n box 32. Many o f thes e 
products, suc h a s dye d an d printe d fabrics , quilte d products , be d linen , 
handkerchiefs, scarves , dus t cloth s an d mops , an d pillo w an d quil t shells , ar e 
restricted item s fo r a  numbe r o f countries . Som e developin g countrie s impor t 
grey fabrics , fo r dyein g and printing , an d the n re-expor t th e processe d products . 
Under th e ne w rules , th e origi n o f thos e export s wil l b e th e countr y wher e th e 
grey fabric was produced. Similarly , many countries import fabrics fo r conversio n 
into household linen , draperies, or for embroidery. Once again, the origin of these 
products wil l be th e countr y fro m wher e th e fabri c wa s imported . 

Other difficulties ar e also expected to arise for exporting countries. For example, 
a countr y supplyin g bas e fabric s wil l fin d i t difficul t t o accommodat e i n it s 
quota th e good s shippe d b y othe r countrie s an d debite d t o i t a s origin . 
Obtaining a  vis a fro m a  countr y o f origi n ma y als o caus e considerabl e 
administrative inconvenienc e fo r th e exportin g country/area . 

Some o f thes e problem s ma y b e resolve d when , a s a  resul t o f th e wor k bein g 
undertaken i n W TO i n cooperation wit h W C O unde r th e Agreement o n Rule s 
of Origin , harmonize d rule s ar e adopte d fo r th e determinatio n o f origin . A t 
present, ther e i s n o bindin g multilatera l agreemen t specifyin g rule s fo r th e 
determination o f origin . ( See chapte r 12. ) 

Increasing use of anti-dumping actions 

Another majo r proble m i s th e increasin g resor t t o anti-dumpin g an d 
countervailing actions . Bo x 3 3 list s th e countrie s currentl y applyin g 
anti-dumping dutie s o n import s o f on e o r mor e textil e an d clothin g product s 
and th e countrie s whos e export s ar e affected . 

In som e countries , thes e dutie s wer e applie d t o product s whos e import s wer e 
restricted b y quotas ; thi s resulte d i n providin g doubl e protectio n t o domesti c 
goods. Investigations wer e ofte n initiate d withou t adequat e justification ; som e 
were terminated within a  short perio d o n th e grounds o f lack of evidence. Eve n 
though investigation s ma y b e terminate d withou t imposin g anti-dumpin g 
duties, they could induc e importer s t o change thei r sources of supply and resul t 
in trad e harassment . I t i s therefor e necessar y fo r investigatin g authoritie s t o 
examine carefull y request s fro m industrie s fo r anti-dumpin g action s an d 
exercise restrain t i n initiatin g investigations , particularl y wher e th e product s 
concerned ar e subjec t t o quot a restrictions . 

Box 33 
Anti-dumping duties  on  textiles  and  clothing 
Members applying  duties: 
Argentina, Brazil,  Canada,  the  European  Community,  Japan,  Mexico,  New 
Zealand, the  Philippines,  the  Republic of Korea, South  Africa,  Turkey  and  the 
United States 

Members affected: 
Brazil, Egypt,  Hong Kong (China), India,  Indonesia,  Japan, Malaysia, Pakistan, 
Portugal, the Republic of Korea, Romania, Thailand,  Turkey  and the United States 
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Business implications 

Preparing for increased competition 

In countrie s whos e export s t o certai n develope d countrie s ar e subjec t t o quot a 
restrictions, the textile industry is no doubt disappointed a t the slow progress in 
the remova l o f thes e restriction s durin g th e firs t tw o stage s provide d fo r b y 
ATC. I t is , however , necessar y t o recogniz e tha t a s th e remainin g restriction s 
are remove d durin g th e thir d an d fourt h stages , exporter s wil l fac e greatl y 
increased competitio n i n internationa l markets . Further , th e benefit s o f th e 
removal o f restriction s ar e no t likel y to b e evenl y distribute d amon g exportin g 
countries. 

The competitiv e positio n o f countrie s currentl y subjec t t o quot a restriction s 
will determine whether the removal of these restrictions will be advantageous t o 
them. Thos e whos e industrie s hav e sharpene d thei r competitiv e edg e b y 
adopting up-to-dat e technolog y ma y benefi t full y fro m thi s removal . Othe r 
exporting countries , particularl y thos e tha t ar e no t abl e t o us e u p thei r ful l 
quotas, may draw only marginal benefit s unles s they immediately tak e step s t o 
assist thei r industrie s t o becom e mor e competitive . Countrie s no t no w subjec t 
to restriction s o n impor t market s wil l als o have t o prepar e themselve s t o mee t 
increased competitio n fro m countrie s whose export s ar e currentl y restrained . 

Textile industrie s i n exportin g countrie s wil l therefor e hav e t o us e th e 
remaining transitio n perio d t o prepar e themselve s t o mee t heightene d 
competition. The y shoul d moderniz e thei r technology , rationaliz e productio n 
methods, and carry out market research to identify th e textile products in which 
they ca n compet e effectivel y i n internationa l market s o n th e basi s o f qualit y 
and price . 

Traditionally, man y enterprise s (particularl y i n som e developin g countries ) 
have concentrated o n markets in developed countries . In adopting programme s 
and strategie s fo r expor t developmen t i n th e post-AT C period , th e vas t 
potential tha t no w exist s fo r increase d trad e wit h othe r developin g countrie s 
should also be adequately taken into account. A number o f these countries hav e 
unilaterally reduce d unde r th e Urugua y Roun d th e hig h tariff s tha t the y 
previously applie d t o import s o f textil e products . Th e countrie s currentl y 
applying quantitativ e restriction s ar e removing the m b y stage s unde r th e AT C 
integration process . Demand fo r textil e products i n these countries will expan d 
as they make furthe r progres s i n economic developmen t an d a s their pe r capit a 
incomes rise . 
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