The Practice of Foreign
Trade in Textiles and Apparel

DL ARCKZR H
Zhuo Naijian Simon C.Harlock




%4 B R RAR A

g5 8 o I B b B SL S il

The Practice of Foreign Trade in Textiles and Apparel

LWL (R)ARC. BTR &

Zhuo Naijian Simon C.Harlock

%345 mmit



B H RS B (CIP) &8

i IR AN AL S IE/ AT, (R MBME R E.
b AR R IRE ,2008. 7
ISBN 978 -7 -81111 —-410 -2

I.45... TI.O... @Q%... . OH%ER—
XA B —HEQMRE—XAMN A 5—IE V. H31

Hh [ R A B 451 CIP #8427 (2008 ) 5 110663 5

RERE: K #
HE R BEKE

SRRRBEHALERE
2R BHEC AT LEE
AEXFhgidhn
L% T EELVIRE 1882 &

BRI 44 75 . 200051 Hi% . (021)62193056
FEPE LBEGTHRET HMNEBHERARASER
FF4,787 x960 1/16 ERdK.17.5 F%(.385 T
200847 A IR 200847 A% 1 WEIR
EN%1:0 001 ~ 5 000
ISBN 978 -7 - 81111 - 410 - 2/TS - 077
M :35.00 5T



NERE

ALARBENBTHERBRENIT 4584, L P oisEam £
B A AR RAEEE, AEBHLT S LAEHERA, 2ETHM4EL
&4 2 3% A Al £ B FRIR ) AR ST IRBGE #9238, 5F LB #0069 4
5 GNLAEEAR IR EFLE, KRBETAEALBHFRRG LR
RERT S5 ke LI EFHMREEE LG LRARRA S Ly 5t
ﬁfﬁxﬁf%ﬁzéﬁméﬁﬁ T AR R IBRES T =K RT
E 2L L SE R L

Reasonable efforts have been made to publish reliable data and
information, but the authors and the publishers cannot assume responsibility
for the validity of all materials. Neither the authors nor the publishers, nor
anyone else associated with this publication, shall be liable for any loss,
damage or liabilities directly or.indifécHly" @mmeed or alleged to be caused by
this book. # i TR HLENE & MELBRMLHET SEZNT S, 218
MR THRSFAEHA A RER TE 1FE . MBINKAEFT 5 A iR X
HARER ERFROAFERYEFTRRMERGF AR EE
g,

Neither this book nor any part of it may be reproduced or transmitted
in any form or by any means, elecironic or mechanical, including photo-
copying, microfilming and recording, or by any information storage or re-
trieval system, without written permission from the authors or the publish-
ers. R ZHFXERBBGHT, R ERLETHS R TAEAHXIETE
FHRMMATFE, QLG HRER FHNIBIETEEBEFILE R
%, it AT A M KA,



Preface

The trade in textiles and apparel is one of the most important in
international trade. Developed countries tend to import textiles and apparel
that require intensive use of labour for their production. Conversely they
tend to export textile goods and some apparel that can be manufactured
either through largely capitally intensive production or with high added
value through internationally recognised brands or that are highly
technically advanced for niche markets. Many developing countries with
large populations and relatively low labour costs tend to select the textile
and clothing industry as the “engine” to develop their national economy.
Thus the international trade in textiles and apparel makes a significant
contribution to the globalization of the world economy.

International trade in textiles and apparel is conducted by many
countries, and it is well known that English is the most commonly used
language for communication and negotiation in foreign trade. The purpose
of this book is to provide knowledge on the practical aspects of conducting
international trade in textiles and apparel with specific reference to trade
between China and its trading partners. It is presented in both Chinese and
English specifically so that Chinese readers can not only learn about the
subject but also familiarise themselves with the same descriptions,
explanations and terminology in English. It is intended for use by students
studying the subject of international trade in textiles and apparel as well as
those either currently employed or intending to be employed in international
trade in textiles and apparel. In this respect the content covers a range of
subjects including the procedures for negotiating and drawing-up a
contract, the preparation of documentation, transportation and payment and
trade regulations. Many specialized terms have been included to provide,
what the authors believe will be, a very useful contribution to the
knowledge and understanding of the procedures commonly used.

This book is the third book in the series written by Dr. Zhuo Naijian in
collaboration with Dr. Simon C. Harlock. The first and second books in the



series are Fibres, Yarns and Fabrics and Clothing and its Production, both
of which have been produced in the same Chinese/English format. They
provide important technical information to complement the content in this

book.
Finally, special thanks are extended to Mr. Zhuo Shufan of Shanghai

Institute of Technology for his valuable contributions in the preparation of
the documentation and vocabulary lists for this book.

The authors
July 2008
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OVERVIEW OF INTERNATIONAL TRADE IN TEXTILES AND CLOTHING

CHAPTER 1 OVERVIEW OF INTERNATIONAL
TRADE IN TEXTILES AND CLOTHING

11 WHY INTERNATIONAL TRADE OCCURS

International trade is the term that covers business transactions made
between companies or organisations whose places of business are in
different countries or regions. It can be conducted for “intangible goods”
such as services for travel, transportation, insurance, etc. or for “tangible
goods” such as textiles and garments. For trade in “tangible goods” or
“visible goods” , the goods involved will be transported across either a
border of a country or a customs boundary. The customs boundary is not
necessarily the same as the boundary of a country. In a customs union, the
customs boundary is larger than the boundary of its member countries.
Furthermore, no customs declaration needs to be made if the goods are
transported between the member countries. Conversely, a customs
boundary could be smaller than the boundary of a country. For example,
Hong Kong, Macao and the Mainland China are within the same boundary
of the People’s Republic of China, but they have their own customs’
systems. Thus if goods are moved from Mainland China to Hong Kong, or
vice versa, customs declarations have to be made and the relative data will
be counted into the import and export statistics. A similar case will happen
when goods are moved from the city of Shanghai to the bonded area located
in the Pudong District of Shanghai, and vice versa.

There are many theories that attempt to explain the reason why a
country can benefit from international trade. The most classical theories are
generally considered to be the theory of absolute advantage by Adam
Smith®, the theory of comparative advantage by David Ricardo®, and the
Heckscher-Ohlin theory regarding factor endowments®.

® Adam Smith, Inquiry into the Nature and Causes of the Wealth of Nations (1776).
@ David Ricardo, On the Principles of Political Economy and Taxation (1817).
@ Beitil Gotthard Ohlin, Interregional and International Trade (1933).
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The theory of absolute advantage proposes that to improve the
productivity is one of the crucial factors to increase the wealth of a nation
and that labour-division can lead to an improvement in productivity. The
theory postulates that, if every person specializes in producing one item of
goods , productivity will increase and hence production costs will decrease.
Through the exchange of products, everyone involved will benefit. Such a
principle can be applied among all nations. Countries differ in their ability
to produce goods efficiently, such that they could have an absolute
advantage in producing certain goods. Consequently they should export
those goods for which they possess absolute advantages, and import those
goods for which other countries possess absolute advantages. Working in
this way, the resources, labour and financial capital of all nations can be
utilised in the most efficient way and, thereby, the wealth of all nations can
be greatly increased.

The theory of comparative advantage proposes that a country that does
not possess any absolute advantages compared with other countries may
produce those products for which it has either relatively higher advantages
or relatively lower disadvantages than the other types of products that it
could produce, and therefore, it can still benefit through international
trade. ‘,

The Heckscher-Ohlin theory states that countries differ in their factor
endowments. The factor endowments include land, labour, capital and
technologies, all of which affect the cost of production. A country should
export those goods that can be produced through the intensive use of those
locally abundant factors and import goods that have to be produced through
the intensive use of those factors that are locally scarce. In this way,
international trade can mitigate the problems of unevenly distributed
production factors among all nations.

All the above-mentioned theories are based on the assumption of free
trade, but there are some other theories which recognize the importance of
exportation for one country, but, at the same time, advocate setting
barriers against importation in order to protect the domestic market or
“infant industry”. They suggest that in order to protect the domestic
industries a government should intervene in the foreign trade of its country
by providing subsidies or setting favourable trade policies to promote exports
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and by raising tariffs or applying quotas to limit imports. The theory put
forward by Friedrich List® is one classical example of such theories.

Much research has been conducted on international trade and many
models devised based on various assumptions in order to explain the basis of
international trade. All attempt to determine the most reasonable trade
patterns that will meet the requirements for the development of the national

economy and to accommodate the trends in globalisation.

1.2 A BRIEF HISTORY OF INTERNATIONAL TRADE IN
TEXTILES AND APPAREL

It is very difficult to ascertain exactly when and where the international
trade in textiles and garments started, but it is clear that silk, together with
other textiles such as carpets and tapestries etc, was traded between
different countries through the Silk Road more than two thousand years ago.
It is believed that the scale of international trade in textiles and clothing
increased after the first industrial revolution. It was the invention of the
powered textile machines that made it possible to produce yarns, fabrics
and garments in bulk. It is said that one of the British trade patterns at that
time was to import raw materials such as cotton and wool from Egypt and
Far East countries and to export fabrics produced with powered machines.
The development in machinery and technology led to the expansion of the
industry, and the development in transportation and communication greatly
promoted trade between couniries.

Trade in textiles and apparel is one of the most important within
international trade. A textile and clothing industry is usually essential for a
nation to realize its industrialization. Furthermore, the textile and,
particularly, clothing industry is typically a labour-intensive industry,
which requires relatively less advanced technology, expertise and lower -
capital investment to create a wide range of production and employment
opportunities. This is a significant factor for developing countries with large
populations to enable them to develop their textile and clothing exportation.

In the second half of the last century, many developing countries
selected the textile and clothing industry as the “engine” to develop their

@ F. List, The National System of Political Economy (1841).
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national economy. At the same time, labour costs in the developed
countries were steadily increasing. Consequently the economic development
and the prospects for the textile and clothing industry in such countries
diminished. As a result, the market shares of the developing countries in
world textile and clothing trade grew, and this, in turn, greatly impacted
on the traditional textile and clothing industries in the developed countries.
Textile trade became one of the significant issues in world trade, and in the
1950's, the rapid increase in Japanese textile exports started to concern
many developed countries to the extent that constraints were imposed by
such countries. The concept of “market disruption” was advocated by the
United States then and it became a topic at the meeting of those countries
contracting for the General Agreement on Tariffs and Trade ( GATT). In
1961, a multilateral agreement, the Short-term Arrangement regarding
International Trade in Cotton Textiles, was reached, and in the second
year, the Long-term Arrangement regarding International Trade in Cotton
Textiles was concluded.

In 1973, the well-known Arrangement Regarding International Trade
in Textiles ( more eommonly known as the Multi-fibre Arrangement, or
MFA) was established. The MFA provided for bilateral quantitative
restriction quotas against the exports of textiles and clothing from
developing countries. That is, textile and clothing exportation was under a
strict voluntary export restraint ( VER) and an exporter had to obtain the
quota either allocated by the local government or acquired through some
special arrangements. Then, before exportation the exporter should apply
for an export licence from the government authorities. Although the MFA
was administered under the auspices of GATT, it contravened two GATT
principles: non-discrimination and the avoidance of quantitative restrictions.

After 1994, the MFA was succeeded by the Uruguay Round Agreement
on Textiles and Clothing ( ATC) , which defined three successive stages for
the relaxation of trading constraints for textiles and clothing products, such
that, all quantitative restrictions should be gradually terminated from
January 1995. On 1 January 2005 the quota system governing the textile
and clothing exportation from the developing countries to the developed
countries since 1974 was phased out. Only the provisions of GATT Article
XIX (i. e. Emergency Action on Imports of Particular Products) and the



