Textile trade policy, consumer prices and the fight over new quotas

Commissioner Mandelson was recently (end of February) in China and warned the Chinese government that if they didn’t run the textile and garment export in a “managed way” that would please EU and its protectionist lobbies, trade restrictions would be imposed on textile and garment export from China again. This patronising attitude from Mandelson gave Mr Thomas Östros, the Swedish minister for trade and industry the opportunity to express his view on this matter in a letter to the editor of Financial Times of London.

Among other things Mr Östros wrote that “ the new tone set by the European Union against China in the area of trade in textiles is regrettable” and that “Sweden has, since joining the EU, been at the forefront of advocating a liberal trade regime”. He continued to say that “the Swedish government believes that free trade, including trade with China, is beneficial to the people of Europe”, and that “we will continue to work with our allies within Europe to stall the forces that are continuously lobbying for protection, most recently in the area of textiles from China.”

This caused the most powerful force Mr Östros refereed to, Euratex (European Apparel and Textile organisation) to respond, also in a letter to the editor of FT, arguing that consumers don’t really benefit when quotas are lifted and import prices go down. He made reference to prices in Sweden after the abolishment of the quotas in Sweden 1991 when Sweden abolished quotas for the first time. He rightly points out that clothing prices went up but that is of course only interesting in relation to overall price movements during the same time and how can any one explain the following without recognising the price deflation on clothing. Consumer price index for clothing (and shoes) in Sweden between 1990 and 1995 went up 7 %. The overall consumer price index during the same period of time went up 22%. 

And it is not strange that those who defend protectionist measures can argue that those don’t mean anything, if they don’t why argue for protection?

But the interesting thing to notice in this discussion is really that Euratex as a lobby is much more influential than Sweden as a member nation in EU. Sweden is isolated, even if sometimes together with Denmark and the Netherlands. Only to new members are not very protectionist, Estonia and Slovenia. To this small group a couple of bigger members sometime join forces, Great Britain and Germany but only when it comes to overrunning the worst protectionist proposals.

Euratex have just now put forward a proposal or rather a demand that EU must use the special textile safeguard against China for 11 clothing categories and one textile category. A member country must present this demand but there are many volunteers so it will soon, via the Commission, come up as a proposal in the 133 textiles committee (which prepare this kind of questions for the Council of ministers in EU).

And what will happen there, will Sweden be able to find allays, many and big enough to form a blocking minority against new quotas against China. I don’t think so. The protectionist sentiment is strong in the European Union at the moment and the Commission is not at all defending, at least not with any vigour, free trade. How the import licence system for textiles for China was introduced and the same for shoe import is illustrative examples that the protectionists unhindered really run the show in EU. An even worse case is the acceptance by the commission to allow Turkey to stop imports from EU of Chinese clothing. In a customs union the flow of goods should bee free and only in very exceptional cases a safeguard action to protect ones market is allowed. But this is not the case now. Turkey is not flooded by Chinese goods, in stead the Turkish action is a provocation with the aim to force EU to act the same way as Turkey against China. Turkey is, for maybe the first time in trade history, using an import restriction to provoke an export market to introduce trade restrictions and by doing so secure that export market for those countries that have a free lane in to that market, for example Turkey into EU. It is a very interesting concept. Luckily it is also GATT-illegal and the Turks know of course that very well. That is how we can be sure the Turkish action is a pure provocation. 

Further evidence of this protectionist wave came up in the textile trade policy debate in the EU-parliament the 24th of February. Most MEP:s that intervened in the debate called on the Commission and Council of ministers to speed up the implementation of the textile safeguard clause to counter the rise in Chinese exports on the European market and to take account the risks for the European textile industry and that in the most vulnerable developing countries. 

To think about developing countries in trade matters have all of a sudden become a protectionist argument, a very interesting but awkward development.

As Mr Mandelson still was in China, threatening the Chinese government, the Commissioner for external relations Mrs Benita Ferrero-Waldner, who participated in the debate in the parliament  in stead of Mandelson promised the MEP:s that the textile safeguard will be used if necessary.

In this situation China cannot be idle, but have to act both defensively and offensively. Up till now the actions have been defensive, the export tax and the export licence regime are to important examples of this. But offensive action is of vital importance. First of all China must bring the Turks to court, to a WTO dispute proceeding. It is no time to waist to do that.

But China has another matter to bring to court, also in this case a WTO dispute proceeding.

It concerns EU:s new Generalised System of preferences, GSP. Of all developing countries China is excluded from most parts of the system .A market share threshold has been selected to keep China out of the system. The threshold is a 15 % market share of GSP-imports to EU. This goes for all products except textiles and clothing, where the threshold will be 12,5 %.

This is a blatant offence against the most basic of all principles of WTO, the most favoured nation principle. According to this principle discrimination of the kind EU now is introducing against China is illegal as China from a development point of view, which is the only view which should be considered in relation to GSP, is as poor as many other developing countries. The thresholds are only chosen to keep China out of GSP.

I am convinced that China have to take action and challenge these two examples of the new tsunami of protectionism we see rolling in. If China won’t, China will in a very short time face a new set of EU quotas on its textile and garment export to EU.
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